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BEFORE TEE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Decision

"
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In the Matter of the Application _ :
of CALIFORNIA WATER SERVICE Application No. §3=-03-70
COMPANY, a corporation, for (Filed March 25, 1983)

an order authorizing it to

increase rates charged for

water service in the Stockton

District.
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district, as well as all disputed isSu,
separate opinion we address the balance‘crwu-ﬂJ
decision making in the remaining six districts.

On August 16, 17, 18, 19, 22, 23, and 24, 1683, hearings
were held in San Francisco, California, before Administrative Law
Judge (ALJ) Orville I. Wright. Testimony was presented by Donaid L.
Houek, David Heninger, and Harold C. Ulrich for the applicant, and by
Chew Low, Linda Gori, Robert Mark Poe¢ta, Thomas Thompson, Gregory A.
Wilson, and Mehdi Radpour for the Commission staff.
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California Water Service Company
Stoekton District
— vqr-n tM

ADCPTED SUMMARY OF EARNINGS
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Item 1! 1
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Operating Revenues™ -~ =~ $10,h69.7- ~ $10,T90:h
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S72.2  Uncollectibles: . e PIe.0L DELE 7'6' S0 ot
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Decision

BEFORE TEE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application
of CALIFORNIA WATER SERVICE
COMPANY, a corporation, for

an order authorizing it to

) . :

) Application No. §3-03=70

)
inerease rates charged for ;

)

)

(Filed March 25, 1983)

water service in the Stockton
District.

ORDER DENYING REHEARING OF
~) B83=]

Application for rehearing of D.83-12-037, as the decision
relates to California Water Service Company's application to
inerease rates charged in its Stockton Districet, has been filed by
Community Forward of San Joaquin. We have considered the latter's
allegations of error and have concluded that ﬁo good cause for-
granting rehearing is shown. Therefore,

IT IS ORDERED that rehearing of D.83-12-037 is denied.

This order is effective today.

Dated MAR T 1384 , at San Francisco, California.

VICIOR CALYO ‘
RISCILLA C;‘GREWZ

DO\ALD VIAL .

WILLIAM T. BAGL’Y

‘ Commissionorg
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aprlications for increased rates ror water, service in .seven of its
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districts,.Bakersfield. .(Appuca,uon ‘CA-) 83= 03 65), Gh.ico-Hamilton

-

(5.83-03 6. ,..Salinas (A,83-03-67)4“$an Ma&eo CA‘&§:p3-68), Selma
(A.83-03-69), Stockton (4.83-03-70),..and Vj.sali& {A-83-03- 71)’.;511}.5
decision addresses those Iissues raised.ig:§§qggggn,\ip€\ig§dhoz %o;.gr
district, as well as all disputed issues in all seven districts. By
separate opinion we address the balance of the matters required for
decision making in the remaining six districts.

On August 16, 17, 18, 19, 22, 23, and 24, 1683, hearings
were held in San Francisc¢o, California, before Administrative Law
Judge (ALJ) Orville I. Wright. Testimony was presented by Donald L.
Houck, David Heninger, and Haroeld C. Ulrich for the applicant, and by
Chew Low, Linda Gori, Robert Mark Pocta, Thomas Thompson,‘Gregory A.

Wilson, and Menhdi Radpour for the Commission staff.
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was held in Stockton, California. " Commissioner Donald Vial was
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Additional o ~Percentin-on Additional“ .woPercent
Reveannes: . “~:":.Rates xo.2; Revepuesd:s-_<. Rate
Reguested Increase: ourne ﬁdopted~~nx~o1ncrease
1984 $1,505,3007 ], 11 155470007 867053008 252002 6.8
DT BN RAfe et ] ../. NUOTOST
1985 no3,uoo 3.6 253,100 ” 2.4

1986 406,300 35, , . o 252,800 2.3
Table I shows the adopted summary of earnings at present
rates and‘at authorized ‘rates’ Tor*198u~and 1985. <An attrition

f

allowance of 0.65% is allowed ‘For® 198677557 FrLanions wol casil.cs
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ADCPTED SUMMARY OF EARNINGS
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Item 1
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Present Rates P\Jpr - JdRor ‘ .
: $ 9,799-4 $9,862.7

Operating Revenues
Operating Expenses: '

t.."“o-

- Purchased; Pover L2 oaf ' Toeollirch 212.2 k.9
e 't‘:-”'m;.v‘m;q:ﬁ <o soan v Tl Lt '-03"63:’362'1' 3’362-3-'
crzosGroundvater Charge.s mmuar sizf  corsas 13 bR
Purchased Chem{cals S.T 5.T.
O‘ther%li.& < | 1'%91‘2'; l,ggg ;0 :
B3 OtbemiAMD & Miscellaveousyos.z  nge.6:  sa.zn  18W8 g 8.8
. Ad Valorem Taxes = District_ . .- . o0 2@ Y5050
i Pa:rron ‘Taxes ~/District € Z.C L. 84.6 Xooz 5»3&2}:& o
s v&tioguear* o, == .3 r BT gz 209
C;.q; P “m hx" - .G "s's. :':.:. O. : 18.2 ..uuclgg’r'
Otber Proxates - G.0. ene = 8596
n2I.A 2 Subtoui. pee x22.3 983.%5—5“* Jajz,l:rs-\?_]
{nbursemen - o
. TUncollectibles 35.2 35.16-' ‘
Local Franchise Tax & Business License L8.h 48,7,
- , Income Taxes befcre ITC = i e as e TIT-4. 72);\61
m-.\ - Immm :u\-crm‘ .t «:»’Q.O.. o.\a.o,*‘ .l) "C"S'C n:‘m/“- 4mY )
5.0 JTotal Opersting Ixpenses: 2.8 T8 342 snosn “_“.
A -~y e PR . S )
—~Net Opcra*gmg Revenues- 52T .o :..@&..J- 56.2 k4 -wpweemo
Rate of Retwurn T 20.60% 1o.oz$~
MQ": < ,\;a.;: S Uur:‘*-“ xaﬂ-‘!m*‘:ﬂ -
“"TAxtharized Rates T IJFTIVCT
Open:ﬁ Revenues $10,469.7 $10, 7904
Opers Experses: - _
., Sutotal 6,985.3 T,ATSRL
v,'\..r-a Umme&tibhl- L‘ﬁ'*{,‘S,TQ 8:’_:@.0_: ,"DE €~: 3’7.6 mdﬂ .':."53’:-‘3' A
an o Local Franchise !lx & Busipess i -
"“"\ Income’ Taxes before IPC >0 < L1920
0. Investment TaxsCredit e.7 2.
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Xx7iRate Base
Rate of Return
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Issues £2on9m02220 eunoved wnilstocd
Stockton District s thellead decisfon for the seven CWS
district applications heard,on:@a consolidated record in 1983. The
othert’districts are Bakersfield:,: Chico-Hamilton, Salinas, San Mateo,
Selma, ‘and Visaliai ~In order to expédite processing foffthese rate
cases and to contribute to ‘the reader's better understanding of the
total proceedings, we address all disputed issues in alIliseven
districts in this opinion. -As noted previously, we Wwill‘address the
valance -of the matters requi'red for-decision making imithe-<other six
districts by separate opinion. SOIHTONE - Svmmosoil o reimuY
<77 Table I Sshows ‘our adopted rate -of ‘réturn ‘as Compared to
applicant s request and-f3 Fpplicable Ko @I *dfstrfcts i mavTe PINcosl
Shows ‘our--acopted summary of’ earnidgs’ forTrestyears TSN fand’ 19851V
for tne‘“Stockton D:z:stric*c. IRO08Y 0T 10 CONOLUDSIO0D NI Diliilpen oamcx

Cﬁf&-ﬁamﬁton :a'°nd Selma; "compu*cer' *sysfez:r “1abor *-cos-'c‘ redu c’c-‘.i.on{“b' Sa ¢
Mateo; number ‘of *emhﬂl‘oyees = rLsaXiay Bay “Ared Water Users 302UT I 0np
Association assesspent - "San ‘Matesy *amort:!:zatton* ot‘%a‘:?cdeductiorr*
all d:.st*:.c'cs nonlabor escalatidy factors < TE dOSErLcEss walge ~
forecast ‘= all “distridts © “Satinas well 2 Pakersrield and “Stodkton ™ <
zeter replacement ‘Costss fand “Selra Cconnereia o r fiile P IIoMTIEECD wWon
Set forth below are the amounts of operating revenuevJESiIeo
differences ‘between -staff and applicant £or €adnCSf Stne test years at
present ratéQ as rorecast -by *CWS "£5P 6% dh OB £EStEd “ATSERECET TheseTsC
differences are also expressed as ‘perdentages Sof “togay “ei’tfmaéé?d 53L3ITH
revenues at present‘ r.‘a:éévsgu‘;. SoL0% 90N DIWONR 2TNoIw2032 bin Trslz

o - <. -
un:\-iw vaw p HU!_-
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Operating Revenue Differences
suvor 22d ~o% Dollars Ln, Thousandsds~z2:C nocsnsold

o SakeRile Ji0Bn0S lpapoents?i &f C,.v.DD..‘Pe.rcen.tA.
2l neniiod  noclimcil98% a0 Above CWS, x ;1985 & Above CWS. -
ST'O'CKtOB nasoonieng 8.9‘-"1<" 02 H=@mo o115 N sazy Wb O
v::aczozwi o o3l oz 0z @6ebvos 02 3=
~3313-333; Siocnusol oozt i oD f.'.«37-7v""'~9'm~6*
po-Bakersfield, :
~snVisalia:; 5
Nuaber of Customers - Stockton L EOLNASO 02L7SE0E VO ]
¢z zo-CWS originally -estinated ;45 and 55 new customers in the
tockton .District -for 1984 and 1985,re3pactivelx.w.Ltrremised.im%u-
estizmate upwand :Lo 150 customers for..each of, the test years as, be:!.ng: -
more realistic in ¢oasequence of the recent upturn in the. eCOnomy.. ~an
sooexe Staffl's .estimate 15,200 additional cua&omers,annually,
based upon ag extrapolation -of, srcwtn.ﬂon“the yeans 19.76 Lhrough: 1980
and in recognition .that there .are, at presentb.z 000..inactdve, . .ouosy
servicesq;n.Stocknon,wnicn,;stazﬁ»suggesns,.are verywlikelyc:i:g;coaaa
unoccupied properties awaiting .sale or rental.  There is DO aimenin o
requirenent, -therefore,-that. ;one need perceiveﬂanx.substantial amount, .

e - o at w4

of new c¢onstruction.in- 198&”and 1985 £o give, credence to the staff. ...
e3TiBAe. rovun zrizomogs DO wIfNORS 9Ad ous wolsd REN0T 202
- .y Applicant -points out nnaa,nad.staﬁr*included;ﬂszs A AB3 an oy
base,,tne result would .be-186 customers. Jfather than the, 200 .. sanzone
estizated,.and noted .that iz oaly.tuo of tne‘ziye years z@lie@mquﬁa;
by staff did Stockton s growtn rate reacn 20q“g%§gp§g£{”"q 25 suunovan
We find staff to be more persuasive on this issue and adopt
its estimate of future customer growth in Stockton.
Commercial Sales - San Mateo and Visalia
Of all the individual differences between staff and

applicant as to revenue and expense estimates, the difference in

N ,.,,. o~
LR n
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. estizates of commergial:sales.dn the San Mat:eo Pistrict has the s

PO
(LI Cum & L0In LR tpli R alng

greatest: effect. on applicants earningsp-beiqg A, dif‘rerence in

w el A \- ‘u' ..Ua.u\-‘wn.n.-.u

estizmated: revenues: of approximately. $.150,000 o $170,.000 a .year. c58 o

"y ..Jv n\_g -

saonc o -Conmercial: sales, per. customer; are, preaented j.n graph form

b e e At PR 03“"
in Bxhibuf A5,:.page; 2, showing the .t:olloﬁvgqg. recorded Qata. 20liemuEnos
- Ccf per. Customer-ﬁ

o

boRp R 2£ a;r‘(""gﬁ 1Fe PRl

TeER526.
> Q%o .2138:"1)\; ocs =0T 2onips
L Vi et s IR ul v‘\219 3 v
- Y S
ER vT9TT*Cdrough@} ‘ BV 1ﬂ9v&
LT .,‘19.-7., <q
_ 1979
CTENOTIGEO0C won o
1981 20& 9
. 1982 197.1
TS SUST9E3C06 months kil Bl00C Z3nlivigeds .

Applicant rs estimate ifor©1984-andv19852i80201U8alef pertisoy
cus:omer,~and staff"s vestidate iforthese yearstis 20975 CefszyThesuond
gifférence ireSP1ts ifrom the“methodologyPin forecastingsutilizedsby.2o0

the “partiess °& ICiICnuanes Lo lovol Won ooelfoviTen viume ,znoov ares
In 1977 staff and representatives of- water°uti11tiessagreedd
upon-an- approach tOUforecasting consumption-termedithe Committee
Metnod; embodying ‘a” procedire”for usingocomputers™todperfora:therszacs
computations” of -the Modified Bean Methodoofiforecastingonormalizeds v
water consumptioni - ItSis‘agreed-that-thissCommittee Method’should: be:
utilized in those cases“where-therevare’fivelyears? of« reliable DOSL=ivy
droaght’ -data*avai-lable,~which3 wasT the caseidn @ll-CWS districts
except San Mateo~and” Visalda. w57 WC SOVONGGE Jon =l ousoy =
Generally“ theldata~from 1972 to- 9T 6 will @howfsi:i.gnn WONL
de'\"r'i‘.'é'ti%'ﬁs {n° consumption, AP~ o downsC £Tom yeart o’ yearis s Bacclwding:..
the" drought year- of 19775 Y data for-1978 Through- 1982 willishow arss oW
similar' flattening' Pattern” wnich~\suggests ‘a*newLevelsd ‘of wonmsumptdon S
to which tne Modified Bean-Method:can e applied .07 vl¢sliovy sioh won
“While the” Sar Mateo District’ data’shows the expected pre="=7
drought pattern, post-drought consumption ‘showsino predictabdle cods ow
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pattern. “Prom a‘low“drought year‘conaumptionwofkﬂhs”S CbT O zolenmidan
consumption Teaps’ upw’ard o TP Cer dn M9T8° 193L5 Lot 4ot 19T, 2 and :

L F\ﬂnl‘ ~

vo 203.%4 Cef ‘i’ 1980 ¢ Frrer a mode st rivel T B0 .9 CoridnY TIBTT sniies

e m TS

recorded consumptfon rarls to‘197 f”Ccf i’“1982?‘*Halfxyonbﬂrecorded
consunptzon'_n‘¥§§3'tends to*supporc~a UL year Tevelsof 9630 Cot-
Observing-these—data, applicant elected’to make first-time
use of a three-yearﬁé&erage of the. unadjusted *eeorded consumption
figures for the yea25x1980 through 1982, contend ng that it had no

A."'

choice but to make ‘a Separate estimate as the Modified Bean Method
cannot be used wnénézgive years of recordeohdatawat the new post=-
drought consumptlon lévela do not exist. Applfoant believes that
1980 through 1982~areérepre3entative of new poab;drought consumption
levels. ?‘ﬁff reRt
Staret, obaerving these same~data,,oo§menced by applying the

Modified BeaniMethod:toifiveryearns ofcdata which inolu@ed three pre-
drought.years: :This exercise yieldedthe staff.estimate oz 209\5Q,H'._!3
Cef, but:-is usfairly.weighted on.thesnigh-side Lg~1981'or 1982,.,,orM.D
bota years, truly reflects a new level of consumption, as app%%oént
believes:to:be:the~case. o sas ipra TUOT ar |

sz rStaft tnenwtesced~it3cind1oatedaBeanﬁ:eaulu for qesidual

oW A CC" :

-

E e Faky
SRQoen

»
aaviinononn v 0

~

by bocn.temperature and—rarnrall;-«Eliminat;ng thisqerfect andur, SCmos
applying:the: Bean method:again:for.three,;only.post-drought yearss .. . ...
yielded results-which-confirmed;the,staff eStimale s guony oz bdexlilics
oz Itods; trae, . as applicant.argues,,that the.use,of only-taree,
post-drought years is not approved by the Committee.Method. It is,

LT A ~ ov“‘\
likewise, true,cas staffyargues,:that.a, three-year ayverage, of
unadnunzeﬁaconsumpuionxnag:nouzbgpnggmp;oy§d§pg{gﬁgugycgws. However,.

Ao ey 8 LR R VY
we agree.with staffzthat, a,new ggyglqp{;gog§upp§§on3gtégppr9§4n§pslga3
20:Cef: ;per-custoner; 1ess, than: pre~drought. 13, not. apparept, fron the, . -,
raw data available to :date.;: The staff. persuades us, thaxvthpuspuf -

estimates,::both: im: San,Mateo: and- Visalia,,are, the, nore reasonable.

We adopt: thestaff: estimates g zomirnos crzuotb-720Q .nﬁé::sq sdguoms
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. Industrizal and Public Authority -Sales - -All--Districis ...: lcea
- Applicant:ras: taken:.exception L0, 8ix separate, STtall . -n snmgn
estimates.of ‘Industrialiand: public.auvthority. sales, for the, seven . . sue
districets involyedfinzzheae:pnoceedkagqggikpnlxgaq;q@nq§§9@$§h§qq3;q s
agreezent .on the Qther.eight.-estimates..fon  these: ngupkgggqugﬁégabc
Servicey LN IILNs wn S0Lnw ZasesDhs Len soect S5 9rsmIles YnIgmon
Lnonen .Ihexnewenueggffecbzef:al¥:oﬁ;ﬁh&cdkﬁﬁﬁne&QQ§iQetW%anFbe w0
parties in these sales categories is $147,500 for 1984 an@iﬁﬁ@%,%QQ: o
for 1985 ‘at .present .rates. - :These-amounts -are approximately.equal to
the ‘large ‘single comzercial metered:sales differnence.we discussed inz, -
some detail for the San Mateo Distroiet.as Thecauthors cof ;the jestimates.. .
in dispute are the same witnesses.as:for.sales:in tneHSanaMateo~,‘,cmﬂ‘
istrict,uand:zne;diffenenoes;&r&se:as«aadinectQreaulpsoﬂﬁQQQ.
forecasting wethods adopted dyleach witness.o:ugmos s cobulan: sozass:
~I-Applicant's:estimates: werecmadeby trending; total sales for --
a given.class:of customers, subjecttoracfew~exceptions involving: = emy
individual large customers. Of 13ssales estimates,vapplicantrused.a |
.least square trend.onll2woccasionscinnmakingrits sales~estimates; the
results werecsales'levels based:zonsSuinereasingotrends;cSzdecliningssnn
trends, and 2 flat-trendsc-The staffy-on thecothersband,oused:Sanicay
increasing~and-1:flat leastosquarectrend,s2raverage,sales levelsyn3ex s
average usesper-customer salesclevels,:and 2arecordedssales.figures...:
as a basis for:otheirrestimatesicirouboes 5 voiao [liw 2WD cons ;
Applicanticontendssthat,cwhile each:ofyBhenstafil"sen nunjnun
estimates night be defended if standing alone, the staff approachycinsc
constitutes a helter-skelter:patternsof selectioprwithsaniaim to
producing@nigher?aalesﬂesximates:bhamnmighxsreasonablque:empesmedgg o
Staffbelieves.that’ its2approachsof: lndividualozonsw cuoransgo
determinationproduces-better resultss becauses©f therdsolation ofscconc
variables whichicancaffect sales; such. as” weatherisprice,:.and 3sncra1¢a
economic ¢onditions. These variables are then incorporated dns aenaivss
multiple regression technique which estimates sales as a function of

these variables.

TH

Y Bedie R
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Applicanti's -‘contention -that.:the/stafl selectively: adopteds T .
forecasting methods "to ‘achieve higher salesiestinates’is virtually
put to rest in ‘the record ofilcross—examination:ofl the’stalf ‘witness. s o
In every -instance ‘of ‘questioning,the 'staffi witness: fullyi@and: «oinIzid

persuasively ‘explained both the deficiencies ‘heiperceived:imahersnvenys

company estimate and the facts and reasons which he considered inhis:
owa analysis T Little.would tbe’gained -in reviewing thercopious record

PR T i/ A AR

© e, - e, - e oA . ey o ~ " ; ,
in this opinmfons ~987 = 0¥, TelE gl 2olTopelno 2olsr vastl ol eoilusqg

SR

P

BRLINE
L8l iWe Vfind the "staff "methodoTogy of Tindividual sreview of the -~ot-
CWS sales “estimates;together withistaff alternativercestimates, to.ber:
the more reasonable.” We ‘adopt thecstafflestimatesl onr <ol [leIol smon
Computer ‘System-Labor Cost Reductioni-iSan-MateOsnil 44I 078 »Iiilasd
Applicant's 1984 ¢constructionbudget sfior"its «San Mateoc inca il
Distriet includes a computer:system (SCADA) forcmonitoring:water:zscs«~
flows and-automaticcontroltof “pumpostationss.sStaff iagreedcwith
installation-of SCADACas proposedcbyiCWScand.requested preparation.of
a cost=penefit-analysis-of.ithe projecti "0 .zxromilouo :

[ -

AW e "~
R S Y

LIot.viStafforeview oflapplicanttscceost-benefit figures led Lo aussl .
recomzendationd of:aslaborscostireductionsof:$13,000. for 1985.0u

envisions that CWS will enjoy a reductioncincpart-timesnlabor hours s :
required for system”operation; patino. reductionsinopermanents
personhell"33s Thole ods (onols o anibanln i obobasaed of shgim

S Applicantiarguescthat ‘suchisavingsowould-appear asczdelayscrco
ia nﬂringwnew'employeeszbecause:parmezime:cmp;oyees;areqnog;pugp;suboﬁq
operators whose. time: was:affected:by:sSCADAL -Further;-staff’s
proposed adjustmentris toosearly: in:time, accordingstocCWSycasgthe~s vy
San:Mateo D&strtctuemptoyeesarequire:experien@egbefo:egpppjected;:zngv
savingss can be realizedi sodl vss ol ’ | ‘

;. PR ~ "y Pl b I
sleoinny wzonl 2ONQLSLLN0D DiZOnCOY

N
- PR ; p (R ” - Y . o oy~
o r Ny e e :
P PR D 2 ‘.49.,..‘.-\ UH.Q*&AA#S{?:
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Staff suggests that applicant s experience since 1981 with

™

computers in cﬁhers of its distrfcﬁd“Should enabfé‘cws e garner the

nticipated labor hour sav;pgs bY T985 And théﬁ€f6f€'ﬁhat Ty Sfgascutas
reasonable to believe that the savedcpump,operators'“tfme maf e s zsu

S 0L I002RA

utilized to reduce the need for hiringdpart-t;me workers in 1985 —

- v.n.Q....‘

e we:approve the, stafl adiustment tg: anthLpated labor hour

-
o SIS Ny L P R RC I ¢-“5 A Wi 3 \A‘L\Jﬁht)

sav*ags.by reason of the, initiamicn of compq;er,%pepataon,;‘ QroinLn
Nunber of Emp;qxees - Visalia

u‘

. . -
Cl nQiuCinIail not (yoid) osciomont

raa \~nIn,uhe last.rate-proceeding for., thekizsa;xa Distr:ct CWS

P e PR

n,,

o)
2

o ?
- e A »w-.-u N v %

estizated a .custonmer, count -of .17, 613,£or 198a.wnich Joecessitated th g

e - o e W et A e 8 tuba Gaaw

hiring of.one—add;tional~operat;om and .maintenance wcaker ~.'mn.e

-
MA\,N—! UM. A :’f‘u

adcitional employment was approved, but, in fact, CWS hired twe.,
exployees; lnstead of the .projected .one.. .~y ¢

-
ol ~ e
- .J Fw.] .uu FOey

~epizon Lvothe dnstant, case, CWS .meluctantly.agrees.with stagf. -

,‘_, a

esti e5«cf~customer 3rcwth4;n Vmsalgap but., suggests that 2§ < R

Ll Y AUWAT .-O

additional egployee will beprequgned Lo service. tbat gzowt by July_o.

W W W MW e _

1984, and perhaps stwo new.employees wlll ~be .pequired.by . 1986 . when . the,
rates determined in cthis proceeding . will expgge.pﬂomsﬂnﬁd a5 o
soro v Stafif . statesﬁthat itscestimat e =0f customers gcr~1g8§
18,483, only«870~services .above the .CWS -estimate. of 3%, £13 £ r
and argues that.the preseat.work.force. shouldvsuffice Lo §ggvic
anticipated number 0L CUSLORErS. . nr: smoizszozon Solz ol .s:cﬂﬁe

12 ic:Applicant .contends that.staff.is penalizing.it for a faulty.
or overnconservative estimate.of -the nuaber of, employeesﬁneeded An,

Pyl Oco;s
Visalia\in-theclastfrate cproceeding. . It notesuphaEAstaff has.. ... 0 o
increased, estimates,cfmwaterﬁproduction and power cggtg to, SO S

accoumodate-.custoner growth.and shouldqlikewise incrcasepthe nugbg v
hd [ e WA e
of employeesmrequired.rﬁppqﬁ\_

O B e oy . - - b o v
- ad LAl C““ b.:ws .B‘:l- \.-n-- ...u\.'.') o lW [Ju.er.- J4

soanadtamay be true.that.CWS;erred. in 1ts estimate of puxmber of
enployees -in:thelast.proceeding. \Howeveg,ﬂCwsaésghereogeguestins,

R NES L u-b b

that:we; simply.assume it~erred on:the: atrengﬁh«ofctheNIact,tgggqgngub

additional- employee was hired., We-think-.tbe burden cfaproo:}:equﬁgeﬁg

more of:applicant. " There-should:be;some:newy,showing of, the actual-.:
nunber of employees required for customer count projections.

~
-
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'4: ~ Oq tne;immited record Defore us, we find the

A
ol -——-mQ ~Av\....

adjustment more reasonable and we,adopt it.;

* . v.‘ el [y
OO wlo il ST o O ol RV S

Bay Area Water Users~m_ﬂnwﬁ,

Association ‘Assessment "= ‘San Mateo‘9V$3 PREILnE evello e
Applféant'belongi“td“the Bay Area Water’UserS“ﬂssociation*~~

“’v/ Lol

(BAﬁUA), an organfzation whose memﬁers, otner than apﬁiicanﬂ are

B

gunicipalities ‘and public agencies whieh' bwy“water from‘tne*City«of
San Francisco (City) for distridbution to theﬁurtimatewconéﬁﬁér ‘~:m:i
Assessment& are 1ev1ed periodically‘on"tne“memberS‘to coverJany costs

inéurréa'ﬂy’tne organizatfoﬁ: “Kssesspents Clevied on*apﬁ%fbant“cover*v

l

the San’ Mateo, “Sodth “San Franciscoy Beéar ‘Guwlch ~land ‘Sar CarYos-@ pRe

-~ PR e - . - - oy E
Distric‘:s- Tomsd Dal Loonn RN Rt b OVONGSL onw e m\‘-o‘_qu‘ :5“0;3::‘32‘

In an effort to prevent City frof fnereasing Aty rates wo
larger?&égree‘ror“suburban*customers*chanJfor Crcy~resfdenb33 members
of BAWUA otner “ghan® applicant brougmt ‘adtie Tagainst CEL Lfnzﬁhéﬂé&ﬁﬁiCT
197078 “to- enjotn S mposition of the proposed ‘manmer Of fndFeasel 0 The”s
initial success of that"action*prompted‘attempts By “BAWUA ®G D05 (28T
negotiate an agreement'with‘City"under“whiéh*neW"Iong-terM“BupﬁEy393&7
conn;éccsiéétﬁéén40£€i3aﬁd £RdEVEidual “BAWUA ‘nenbers ‘wou lid sbe executed
and“binding ground riles-éstablfshed for Nituresetting of rates By .5’
City. ”Aﬁﬁiiéaﬁi,”istéify”5“ﬂibgéiﬁﬁﬁaderwcdsvdmdf,9#&33ffﬁarﬁw3ﬁﬁ hs
interested in such negotiations and an-active’partfelpant] asiaq-siisc
mééSeé?of Bhﬁuxvs*sxééétfﬁé cémaiﬁeéefﬁfa d&ﬁd&éﬂfngﬁdeifsééations

Lo
vl

aceountants, and engineers; aimed at-ultfmately reaching9a bfnding»«lV
agreement with City? “while not yet®readhed?applicant beliévesithapt:
agreement 15’ near; 1o take“the-rorn’sf a’contrast more than®ii0Cpagess
ia lengch with exhibits aggregating an additional®150~pages7ovoigrma 1o

R -~

Beg*nning.in 1982, the BAWUA*as3essments havecincreased

dram&tically“because'of"the'extended negotiations with?CIity~4inooYeiqmo
developmns‘a'mecnanism for-establishing the price®Cityswilltchargedssd
BAWUk'agencies~ror water. “Applicant's estimateZof thedSan>Mateoilldbds
Distriet's annual assessment’ forthel testlperiodiof $215200qwaso o710z

ey N ol o e A

CONQNITN 0N JRUST MO0melads =0T 20lugsn zoovollmy Yoo ~odzun
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deve'lcp”c'd": ‘b,w'/*5 t‘o’t&‘ld.n’é‘the‘l"wwt throu gh"'31"9§3’2 recorded ‘expenses p‘lu > an’®
estimated amount~ tor- ‘1983 and” *t:alc:!.ng~ ohelthird ¢t thie totali’ S The 1uouY
staff annual estimate’ of'$8,500° 18’ based on’ taking *one-fom“'-n- of- ché 5%

i

total recorded costs’ For 1979 tﬁ?bﬁ'éﬁq 9981 Pl T98F estimated <5700
expense as’ estimated by applicant. The*starf exciuded'the‘only yeé‘
in whicn a"1arge- assessment” was' incurredy © $29 5500 i (1982 < tudulon:

r-v’)

~ Staff defends’ ita"exclusion cf“ﬂ982*dues ‘& “being
reflective of the” facts that the contractuar"negotlatrcns ape - FETANO
unusual ‘w11l have’ been concluded in ﬂ9833 and‘are“not”expected to
reoceu’r thrcugh 1986 " Thus, stafr‘suggestsfthat“recorded‘data WOl
excl udzng the admxtted atypical year‘1982 wili“produce estimitestof 57

the no*mal ’ees to be assessed‘in‘tne roreseeable“rutuféi“ eRL.VAR oy

- ey )

inonn i
. . . R O L
assessments are the more‘reasonable, ‘and ‘we- adopt”theml AOLW Tulaoven

-

Amcrwization of Tax’Deduction -"AJ.ZI.“Di:u:r':tct:s"“'Y GFe SOGT 2WORz ZnOsen

L bad
- -

N, o

for income tax purposes ‘certain employee‘benefit cbsts theretcfcre =
capitalized wa's granted by'cne ‘Internal Revenue Service: (IRS)*“"“:LQCM
Because these costs, beginning in 7982, may"ncw'be“deducted directIy X
from taxable income during the'iéé?“incurred rather thanwspread‘cver““
the tax Iife cf‘the property; current“dcductions“ror “£ax p&?poses

will e ‘increased, ‘andhincdhe tax“liabi:ities reduced. ‘Apprtcant SR
under the IRS‘authorIzation, VLT Fedeive ‘onesri fin of ‘the £otar 19@2”
deduction eacn year begibntag wrth”1982'and‘runnfng“tnrough 198652 ~48 S
the years 1982 and 1983 are governed by exist&ng rdtes;‘*fhis““ B R

Y -y e - Y,
- - n - "'ﬂf

requested treatment of the tax%redwctxon—resu&ﬂSJdn re%ention—ofctn

o ls “vi~"‘” a7

first two yedr$‘of’benefits‘by‘cws“ 240 wILmazey

Staff ‘suggests ‘that ¥he appropriate ‘tredtmedt Ufs frHgt E
decrease in the utility's taxes for the years 1982 and 1983 as a
result of this tax cnange be refunded to customers over the three-
year period, 1984-1986. It is pointed out by staff that 1982 and
1963 depreciable plant additions have been reduced by the amount of

capitalized overhead which the utility is able to‘depreciate‘as_a
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deduction from its taxabdble. inecome..  IThe. federalytax,depreciation.dn,, ., ‘
future, years- will be. lowered. by. .th:Ls amount. . J;t;, is prged that, ... ...,
fairness. requires, ﬁthatt the. higher, Qeduction rreq-ult,ing, from the .. ~n...,

~
Pra MR *»Juwk- EEd b ke e

capitalized. benefits whichr khe: applicant did, not deduet, ir in, _982, and, ..
1983 be refunded to customers, since that amount would. bave,beep ...

.
v iloghatety My Todiadv Sxo

...nc_uded in the:rate case .:Lf-., the .company, na&.pnevio.usly, ,received it.

LR Ry ) r.-a.

Stafr equates, .the. subject reduction. in tax, eocpenseﬁ with a
change in tax rates. which are. subjeat to, offset treatmen_t,_ ro G ione
. cus .objects, to Lhe starr',s procedure because, it ra:.ls to .

D i ¢ - daad

follow *he IRS authonization, and because At =e (.Lect »one ;‘..,t«.-;n~ of cost
- kN A QUI- - A«H
that

the sav ngs back to the customex's over tne next, thr-ee years. wh:Ll

-
Patirh a4 et s .O"" DS

ignoring all .those. expenses,, which were. n:.g,ner than, adopted Or. those

R - Fb v N

reveaues which were, lower than adopted.. . CWS points out that t_he_,,

R P v

:{‘A

-

-‘mul.n_\._»..~;

record shows that its rate;.. o;. return- o the seven. district,s which*,.m,

e

the subject of the pending proceeding& are. below th.e 1982 and | 19837

ndoe-r—-‘d\-’

authorized returns of 11.08% and.11.50%, respec %V@:’-yv« To. require.

R T

w0k

applicant e -re*“,und Lo its customers the se_ving'ss on.. one item, of.

~
Aol ' o e i n-‘-‘n...l

expesse .in years .where it .Iis earn:Lng far below its authorized, retur':xM

- g Al Ot

is. unreasonable -concludes, the ,CWS ar:gument.,

T aom

ENLmUb omosnl vlilaxss DonT
,,.We .adOpt ~the staff adjustmem: ror:,_thewtax sa,v:.ngs ,,realize

o

L N“’
s D Adew N -;.

by appl:.cant by reason of the IRS. approved allowance. Of course,. .

oty
v e ! ..---.-...A.u-um—- ww\.-IA-. SRy ys ‘V

there is no obligation -upen the Commission to track the tax._ i

PO I [ V-—ﬂ‘«)u* .0....: AJ»..A Cuis e [ J../E'l

adjustment f.or ﬂr:atemaking,,punposes J.n, the mannerﬁ it is authorized, for .
~ PP R [ e Dk o W DD

income tax reporting,purposes. vC soaMoves on 301 bac S827 zasey 94T
Nonlabor Escalation Factors - All Districts, 0xr MO FTAnmILoss SosmoLans
i ol A g o - LL/“::‘:

The parties estimate CWS' ,nonla.bor-related expenses e mamin

- o e AL _\'.-.MJ| w e

through .the use .of Anflation f:a.c;tox:s thoughtc. by, “eatcb. to e .,

J Ny M A ek ATae ..-»uc, ...«.l.avu

A
4 - - -

- s st oapw
2Oo0XLST & LN ke ot e
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reasonable. These factors are applied to 1982 recorded costs to
develop estimates*for‘198; through*7985 & Lollowss *0I6T oW

.'_4};#--'-“ ‘d.-.ﬁ-»n '\-:} g :-: AR e F o
e ETa0 TS SEEGR Fae tOr saBie LYLno
LaLsoane~s Year o:rosovioval \AhAgggicammt g:ccSt&ff;:com DramIIoY

srantgmse unt98®ron viovizontiio oiiTTRao zud 27biT vtlu
, ﬁ‘hnvt98mcﬁf suravel v boodebg vivslugsbeSoro z:
2l 1985 s . "‘; o Dalislc TN, SV woivbolho aI w0iniy
mnun owat oo 2k Iocal x5 259y 19«0%8 0% woch3e6%r doiw "oongg®
i ,cApplicant: oniginally~bren¢ed nonlabor 0OStS «butvfoundadt znons
could accept staff's projections :fop:the yeans 1984 ands1985, which ",
are based'uponrzherEconomﬁc:Section;otvthe:RevqameqReqqinements

~
LR S

T

i

utilivy -operationss CWSrobjectscto stall's 1.Z$cfactor~for~3983,
howevern, -contending Lfor ;a:factor of T~TE2wl vé wonizzdo

" - ¢ +
snsdo et o and

Applicant compared ‘recorded ~expensesfor-the first six

anonths of 1983 with the same categories of:expense-incurred during..
the first six months of 1982 and found thatothegl983;expensesgwene9ggx
7.7% above-the 21982 Level. ~oUsing-the staff's methodology but '
substituting 52 °7.7% :inflaton factor for.1983:in placezof :thesd Thonans
used by -the :staff,; ;appricant ~developed 1984 and m9855reviseQxe Llomvoe
estimates o£;exﬁcnsesidnd:resulﬁingﬁdxtfezences:witn the staffiin: ~o
eachrdistricto  ronolloas  Lmaty o 2T.7 N0 zozsevond LL0NYSG LBo0LTiDIn

~2Iltlis mppltcan;bs;poaiQionsthat anaestimatesbaaed:on ar Ao
calculated inflation:factor:reflecting a:number of nationwide indexes.
is inferior to an estimate based on actual increases in costs\for‘;ne:
specific utility~under investigation.? CWS statessthat itzis aware of
no ianstance:in.which the-Commissiom-has:rejectedarecordedrinformation~
in favor of a forecast, and it asserts thatithe staffg -however,:has ¢
done"so’in making-fits’estimate-~cFurther,carguescapplicant;Cit is the
staff witness"ipositifon:that-an estimatecbaseduentirelysonta forecast:
reflecting numerouscnationwiderfindexes is’better”than aplestimate.2327
basédion.recordedzcosts for:halfsthesperiod (six monthsjcfoecthe‘nﬁzod
specific utility under study. Applicant trusts that the Commission,
like applicant, will find the staff position without merit.
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S Llots Toznooon ST 07 59ilgGs oma &nososh weenT  Lolfsnozson
We think applicant's angument has agsurface Soundness ...
only. Staff is not offering a varied menu of methodologies to
estimate nonlabor:costs for eachryear involved in these proceedings.
Rather, staff offers but one’-Tthe objectively determined composite
inflation factor .regularly produced by Revenue Requirements
Division. In ourcview, it is_.entirely inappropriatedfor CWS to
ragree" with the-factor for "twd 'years and reject it for one year. To
consider-only ‘the 2base year,ras applicant urges .that we . doyds, in
effect, ~toireject the ‘staffmethodology tentirely.s ¢'2%csa 256095 LIueo
o rTaking ravprospective view iTorward cfromcthe ctime:cofs this s i
wrizfds;éwefthfnkva313?6%EndnraUOﬁﬂfmﬁxacxdn?fa&topvt@ctn@:éndﬂaﬁc:v;ﬁ
1985 iscquite’reasonabdle. It is;uinlourciudgment, mdr@lﬁeasqnabxdlisu
that the 19.6% obtained by CWS<in'its swggeéted1m¢bmﬁ¢:mechd¢ologw;won
114 We~fInd“the stafftsinonlaborcinflationofactors more
reasonable and wetadoptothemoC 22.:7039280 omss ofd doiw 2807 no anssox
Wage . Forecast xAlliDistrietsnc >0 2as $8Q0 %o cncaom xie sanil sal
In arrivingat payroll expeasezfor .thesseven dbstrictsdnT
these proceedings,capplicantibegan with:itscestimated .T982 stotakondus
payroll expense;~added the 9:5% negotﬁated:unbonqqontzactcindreasezs:u
for 1983, and for tbewtwo:testﬁyearsni98%candbh98iotmekudedo 2oTamIons
additional payroll increases of 7.5% a year. Applicant'scestimabte o:oa
zmade in late~1982; wascbased primarily:ioncjudgment.and aabor
contract negotiated dy SanzJose WatersWorks-and sftsountonnin shate us o

mmTe e e e r M e P P mmm mm mem mei gh k e %o s -y L
1982.~v- Leewl T4 QU ILuTLTL LMol hH OO0 DSHlAU LILSLIIZ2Y D 00 e NG £330 s Wilreiie

S1oonuw Staff agreeduwith the 9.5%139833paynolxgﬁncrqase:ome311982q3
recordedcpayroll-expenserandvestimated=additional incneaseSéinal&&% on
of 4.0%,andinn1985c0f 4:8%scsr ernonzs 2L Da5 L, Ie509%0T S o ~ovatial

©3 oo r:iDatasResources,;Ine.~(DRI)=and,UCLA:national-inflationsrates
forecasts arecat therfoundationsof:ithe stafﬁnestﬁmatesqfozcm98&wan¢5:c

1985.-:For:1983; staff-accepted thecactual:laborscontractgincrease as~
being reasonable;:but this contractiterminates atzDecemberns3t,d983.:¢

- - Ay - - - 3 - A 'Y . - ~ . - 7 Y M
o TITL 08T Jonl BrnLnl TnesIlQQA LYDLIE wodnu wIilicw oitioega
e, e oy “- rer P Y RS R R . HSeY -r . N M "
SCLT0D JLQNILW OOXTIEGE Thele ofd DT Iliw (Iosollqoe oRid




A.83-03-70 ALJ/bg/vdl

‘ ~o:zotbe.staff .recommendations -are stoutly contested by ..CWS and

by the. Utility Workers,Union of Amenica:*AfL:CIO and Coalitiog og c
TailalBiin VAT IRALUD 200 2 D0Lag
California Ueilicy- Workers, -waieh intervened in these proceedings on4 ,
Y orwew tqh.- o whowTogad P

this single issue-m,Applicanr and utility“workens take the position

e QA e YLLEROe QLTe9%La bogs

that.the -Comnission ougbt to defer adoptingia .wage escalation factor

AN e T |¢.;‘wud PR

for: union-represented employees until'the conclusion of collectiveb

o S -
r)-‘ ,‘:‘c, ,‘\-!,JN Ov

bargaining between. CWS -and utilitx“wor@ezsj
R suggested metnod of deferral of the wage escalation,

PV S PR el S TA S

'ac*or issne .was,offered by .CWS.and, suppogted by utility workers.

...ud.i .....r.(

is that, interim.orders,would.be_ issued under, the regulatory,lag plan

.A.—m.a LRI

incorporating the:level of wage: increases tne Commission finds
appropriate at.the time...By. the middle of January,,198l&d when .

. SL0Ccy Yalnlon
contract. negotiations are completed the results would?be furnished

JORVEAN PRV O Uil S NGOV TArD mn”
the, staff.- (After. staff review or, after additional hearings on the

v e led Ly LRLESNUNL oviInlomuns
matter.if the. starf concludes they are necessary a final order would

u;..;....- < (A..-Lq}v o2 \..4'! iOm

be *ssued adoptingﬂ:ates rerlectinskeither the payroll expense ror

weliow iy 20w QL 2oLl "ﬁﬁ

the:-two test years\based on, the contract or some other amountﬁfound

iat e ieitie NG Ml T nGN

o i me ay
[ERGe I AR

[ R S )

.reasonableq by- the Commission\. 2 om o TRAE

B e T ok [ > s
TOW (R PR RO A AC.&.NH«.A(‘A b'.}u\:.‘.‘f)f"".’ol

-Applicant argues that, consideringqthe necensary

¢ s . ) 250570 an?

senSitivity‘oﬂ~the Commission-stemming.from rederal law against

Cm LULVLHLRDLD QTEW UL VEDLDI0!C

giving any appearance of insertingmitself in any way into union

P g QIILLILZ ALoW YOOOD

contract-anegotiations, and furtner\given the basic principle tha} B on
-n-“-.v [ VSRl ...‘3~.| ST .y b L.aq -

reasonable expenses, including.reasonable wages, and benefits, are a

VA eh e VaVLD0C (N..-a. .--t-.ivu

legitimate ratemaking gexpense, its recommendation to leave these o
— St P o JO A Sl 0 Se S0 Redin :‘: Sl iw
proceedings open in order to establish the appropriate wage levels

"ﬂ'\"\l,vw

for rat emaking.purposes aiter.contyact negotiations are completed

- b

should- be. adopted by the”Commission. Applicant furtner argues the

PRI SN 3o RN Mot eoi¥ole

suggested: procedure: is- very.lsimilar,,to tnat. recommended by, the stai‘_fo

s B at -

n>applicant's East Los.

Avt mr SOl L »‘-)f"

Angelcs.District‘to set,nates ﬁor 198&,and later Jears. based on.a 3¢-

PUVE R TP B A SR =
rate .of. retura which. reflects the actual cost L, efinancingoab*ﬁoo~9q
applicant s:SeriesﬂS\bondsw“a cost~which\we also haye)reflected in

—d e w.a.a AJv
this decision.
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The union and coaiftfon 2156 urge“a“method of“Commfssion_

e

adoption of the collectfve bargaining“resultothrough ‘tRe Updating °6f

RN tadadliK: ,..‘.‘ﬁ_\

exhibits as provided “for in the reguIatory‘lag pran*for*Pacffic Gas-‘ﬂc

Y om o ow

and alectric.Compauy (PG&E), for exampIe Taey*assert ‘that IfSthe

Ay T

Commiss ion’ ia to comply w en the‘mandate ddreated vy the “exteasionof 202
the doctriue of federal preemption*to labor‘relations, SLPTEust “permit -
the parties to negotiate to conclusion prior £6° adoption ‘ofCaiwage il
escalation'factor. To"do” less would Be £ encroach“impermissibly in

o T da Rt
-

.he collective bargainins process:“in ‘the*view of-~sheses ‘partiess OV

v

Staff”examined the situation odean Jose Water~Work3*which o2

.........

-
T e maw

-

or

relied upon ln part by applicant to support‘its requested o SS“faceor«'

\-(-v-,,n- mq»

for tuat yea Staff argues “thata’ comparison of the~ two companies' fe3

cumulative «Eé}éasee frou'1978_through 3983 shows that ‘San“Jose -Water

- -

Worxs l§ actually 5% behind applicant.w Furthermore, ‘san®Jose Watér Tl
Works' union contract was negotiated’back in° WoVembers 1982°band“~~v- ot

--... ol R e

since then, tbe economic ‘sutlook” has” changed.° TaC November 1982 DRI's
forecasted ;uflation rate for 1983 was 5.6$;°*In~Juue\of“this~year°ve*”
the forecast for 7983 was® 3.3 ”Tﬁﬁ%, stafre a%@ﬁé%,‘%n%iéaabany s

B

methodology ln wage escalatiou is“raulty‘for“rgnoring-&ifferences“in~-«

de.'—‘
v~

company wage fituatious and in time frame.'*In additio% Dghe WIS FRIVIE
company s 7. Sf“wage escalation for‘498ﬂ and- 1985 %" unreasonabler’in”OJ
s‘aff's viev becausevit is“huch more than what913 neededHtohkeep pb--

:<.q~h-
..... “

- S 'u'vu;‘:q‘;"""'“ o, - ~~w'-‘~-n,\ o Nt ﬁﬁ‘ﬂw rw;- i 5 v ~
> ~ B L AR Y RV IP AR W DR G T o] oa8o n a9
record. : Q0 aznihoonong
<y

'F--QHAA

"Staff approached'the problem‘of wage S egoalations pyRaT AT 10T

e ﬂf‘w‘ﬂ-\ - “

comparing applicant s cumulatfve wage P Ypereases’ to Tnereasest {n° thevos
cost “of’ living.‘“lhis comparixon‘revealeoﬂthaﬁ3applica&t‘ “cumulatives
wage increase “Was ‘beht nd'az‘pf'1982"buty afteruthef9”5%‘lncrease*inw35
1983, CWS's' cumulative wa‘ge Srorease (1978 %hrough’ 1983 L' mow B2 A
percentage poiuts “anead® of“the cumulative change’in~cost ofﬁlfvingv~~~

T T

for the “same “time Span.u 2T Wse Ry wage -escalation or: 9Fg 8 Samdd £ LG8s

v, -k
Lo Erioeh aids

‘J




A.83-03=70 ALJ/bg/vdl “ o\ IZiv\ad\DIA  OT-I0-02.4

1985@as?apbiicantfsugge$ts wouldpushZCWS s iwagesifurtheriaheadotoruws
the point-thatithe-company'sicumulativecwagerincreaselbys 1985 wouldy s
be- 10" percentagepoints’above®theTcunulativeiincreaseldns costiofouinin
living, according to-the-staffievidence STl 2o odr T9blom0n ww o5 Rl
2 Staffobelieves that Commission adoptich-of-%tsC of crmovzayg)
recozmendations of '4.0% for 19847 and- 4 847 fort 19855 would maintaint the’
company's-cumulative:wage- incr-ease approximately-the sametleveltasc o7
the® cumulative- increase” in"cost™ of Liviggidw ,3C0-87-58.0 i Dounenilas
I.stafft further testified that]iin addition Lol the increasesio
in wage's, CWS's emplioyees”are aliso getting: sibstantial’ dncreases in
denefit- payments -’ The average apnhual Increase™ roriag83;< 1984~ andc® &
1985 st 13%1% whereds’ cost™ of® Living:is’ expecteditorinereasetat@n oy
average: “annualt ratel-of less than 5% forithe Same ‘period,” decording toY
the! witmesgs s v iTon 0 Tawld nnom o ~oInm fno rneollgge ofdd epationnxo
“af’f.‘-“' iafs’:s-éétﬁ* chaft?‘ -”itﬂ' fi% fﬁt-’s? cru:tfy* ft'o -r'*’ee'dm'me'n’di -‘x-'e;a-sb'nrab e

-----

sees - no’ pr'e Cedent-iniConnission decisfons’ Lo reopen’ rate cases te tos T
acconmodate- the results-of 1abor Tontract ‘negotiatdonsivos It ‘ofifers is
its vage escalation rate’ of U 0% for 1961-&‘ 'an W, 8% Tor 1 9850Tas tthet

ey

tuf b

ey a
N . P e .,,x_»‘

zost reasonable estimates dn- the'record.? Ty (olloV loiwdel mell o
or necesszty, we nust decline the requea-ts 10 defer: rate:
etting or-ders,, as mrggested “by' ut{l{‘ty worlcers Sor tof r-eopen

O‘:*»mlt

exist‘ ng tariffs, asf suggested-«by c_ws,.«m order ,W-rex‘-.t’ecb ;actual
wage settlements as they- come 'in‘t:o beingy. - “The Commi‘ss‘i'en s charged

-\r\/v ‘m*-;ref ‘-1-"

with the responsidbility of, determining “just and’ reasonablemates on a
forward- look:.ng basis, a proeesa wh:&crr' necessar-ily ~i~mrolvea using

Smn e W " u...,.‘-h
L s R n-u--tu o vt as W

Judgment in determining all of— the~ ele'ments‘;compr\iaing,‘,.tea-t year
revenue requ:.fements*;:‘while staft“' ‘g:eil:itance “on ‘_‘i"?‘%ﬁ?ﬁ;"ﬁ cost-of-
living increases. for. detenminingwallowances fvorwage)(and ~salary
adjustment falls short of reflecting the flexibility of the

regulatory policy options avallable to us in this area, we do not

-
™

,Q

~
o
i

v
w !
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feelsconfortable - with-the ldeayof«deferring ratenset*cingoorders“asc
suggestediby: utility.workers,.or, of ;reopening-existing-tariffs, -8 ~-
suggested: by applicant,-in,order;to.reflectactual wagesettlenents. .
Nor do we consider the adjustmenis,in,costs.made:inythissdecisiony
(pursuant to D.82-12-058):for the.refinancing of ,applicant's Series T
hozds: to: be.a precedent: for: hendling. thecwage-and, salary-questiones- .~
This:issue is-far different-from;the,difficult.Series;T issuer  vosenns
addressed in D.82-12-0%58, where:we: considered: the.financial: impacts.
of- the refinancing of:32%. of~ applicant’s: total outstanding.debt.

. . We-note- that- applicant-is on-ra thr ep;yewa_;qcrgtgvgage,, cyele,s:

¢~d

a “ac whu;ch- i3 commom knowledge 30,21l the. participants;in, this -4z o¢
proceeding.. We;recognize; the; advantage: of, meshing; the.timing: of; a2g::
convract: negotiations with this.three-year rate -case.cyelesssWe,y cnuys
encourage the applicant and union to mesh their negotiations.with, the-
ate; application . cycle, rather then the; other: way~around.;:z
:i oo oln this proceeding we: £ind; the. staffl's, methodology, despite.
ivs overreliance. on.costrof~living adjustments,: produces, 2,201y oyon

oy
ot Aesniae

reasonable: wage- escalation, forecast, for,all. employees. than, that  of.. -

applicent.. ; Dowever,. we. hope that-our steff will. reassess, its,current;

zethodology-: : To fhat end,. we.:quote,-from .our, recent, decision, on, this. .

topic (San Gabriel Valley Water,Lompany,: D.83-10-002,, Octobel, 2m ..om
. 1983, mmeo-, PPe 3=14)% oz: exilsen zoum v inagmam %O

Lo e M0 Ow AT RO RORA S SRR,

In Bhis rate .setting process,.the, Commission's. .\~ cnioson
. oblzga‘cion to ratepayers to maintain Teasomadle T T U
-ttty *a‘ces ‘and high qualfty ‘gervice fg8 (22IItal anllelxo
-~ .. Zfundamental. .This obligation, however,. cannot.be -.... ...

. met or sustaz.ned ifa u‘culty is placed at a ',
competitive disadventage “in skilled labor markets ™ wil Il.w
. by-allowances for forecasted wage. adjustments .. .. .. .. ~on

that limit wages and salary increases 10 cost=of- - '
L Tiving escalators while ‘denying employeesthe us nl INonniu
<. _=c Opportunity Lo .participate-in productivity.. .. ... ..
advances in The wtility or in “the ‘economy.  Our 7
“-bEsic policy “In this respectiiis o rgive maxinwm o
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. issued new recommendationsof inf'lat:'.on ractors,"based “on - a‘Seﬁt’emb

A"“operations, 1ncluding*access-to~skflled~labor~“ -

A.83-03=70 ALJ/bg/vdl ’

p - -
ZovNed\LdAa O

latitude to utility management to establish or

negotiate wage and salary adjustments which.are .o::5.~::

0
PRV

S
!

consistent with efficient management of

r‘,w«"‘

markets..and . the.maintenance. oraa,quaLitiedowh o
utility workforce.

O

-

-~ - .
bR et . na

ol ‘\- -nr\-».—r\r Lad wt._‘r'-w e Fom x5 bﬁl“\"“* C’

h eSO MG -

“wie wil adopt Staff's laboﬁ escaiation rate as a

more reasonable reflection -of required labonsc -2
costs for ratesetting purposes. Adoptlon..of the.
taff's estimate, however, is by no me&hs*meant“““'
to be'a ‘eeiling “that ‘Precludes or IfmftsSSGVWC: -
fron . addressing ~its -skill requirements .in. the~5 T

context of actually establishing or negotiating

o
-

-~
-

~y
Iy

‘wage' adjustments. ' -The ‘adopted results-gf- -+ 7= T

operation -do not operate -as-.an-adbsolute.limit-on-.

'e‘wage adjustment. Actual wages may be higher or

““Jower than ‘our ‘adopted ‘escalation” factor#'impfy.r

-
. -

Do
-

-~
-

-
i w

- RN
P

- For exaaple, -even if -a.revenue requirement is.set  ......

_ using an inflation,;ndex ror wages, real wase

- gains could “accrue “out ‘of “unexpedted ‘réductionsy "7
-in -other -cost -categories -or productivity gains.by¢~)m««'

the company as a whole. Management retains the

“'“*esponsibllity for-setting “actual -wageg n oy o oIl
01 O¢tobers3T, “T983wthe~Revenue-Requtrement5“Dfﬁi§26d355i?“5

)
-t

flg

B

updated“ﬁRI;*whichmshow~a sfgnif&eant dirrereteestn wageSractors.
For“ﬂ98ﬂ-aﬁd'f935§5s€£ffIéuﬁﬁeﬁﬁlf“éeédﬁﬁen5§3uEzufﬁaﬁdQSEHG% ag§ovewor

compared with tHe-previous estimates’of 4°% andTu%80%
We Wil -adopt $taff'supdated firécastor YIvoreostssforthese’”
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Tl In cIosing this '{sSqe “at “this- time"‘we“wish‘to*make%clear”““

that we are not adopting a formula to estipatéZfiture wages’inlratesve
cases by ‘reference to-a’ cost-of-living “index alonei® CostSof living

indexes are- not acceptable surrogates for anticipated wage 1evels, {n°
our opiéion. We willy of course accept 'aostd ofe lIving evidence’1p5%°
the ruture;“but we® 1nv1te the‘parties to produce expandedcl'showingS»'onq

s e AR 2plo2x ofNr 25 2neLlcoup lsllzune
roas an lgrzzny
labor costs” In future applzcations
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construction budgeta*are at issue i ‘th ae*prdbeedfng
OS5 Ho
a. Salinas well. P o

b. Bakersfield and Stockton meter replacement costs.
o . '.‘I'. Nc'i - ‘:""’ :ﬁonll.l im.a.‘f‘ q”

C. Selma coméercxal ofrice,,
a. Salinas“ﬂer}"~~~ CULCanEC Bal DIL "07'55?92
In {43 applicatios, CUS_proSBSéﬁ dffnifﬂgla.nem'well in
1984 to meet anticipa.ed growfhriq an«fndustridl a?kine&r “the

N R o~ -u|d

Salinas Airport. During its ffeld invegti tfqnuoguthe Salfhas
District, staff- teured thlSvfndustriaI park and d&scoverewqﬁhat only

nAMISuT A

one bdbuilding exisiedi-a commgrcial office thatihasﬂnot”bee%,occupied

RPN W)

for several- yeara.j~The ‘stafe rnvéstigated fWrﬁhewwdnd wasofnformed

ERRRAN ~ T h o e ~r"\~.. [

by a senior urban planner ;n the~SalxnascDepartmeQ; oﬂ Gommunity
Development: that noqqqditgonal73rowth”£n~bhe~peﬁk-was“praqeed at this

time. Based on the. lack ofvany‘evidence indicating«ﬁhat.srowth was
*icipated.inwthat,area”nthenstafferecommends [rezoval .of the

B
tp');{
b D

b u;~

|

G 40
NIRTR

&

“ ‘L‘,‘ 2IE85000007 9RO

.
-~ \.-‘

3171 000, cost .of .the.well .from the .1.984 budgeta . ...,
- -No~other well.site~was proposed,in appLLcant .3, budgetw{: e

_p.

However:,, at_the hearing CHSurged, inclusion,of ~the costo0f sthe Mell .
because:customer growth.of 947 between.the.time.the last well was.,moﬂ
drilled in.1981- -and .the time the.next.rate applieatxonqmay behfiled

e

in 1986 demonstrates a definite need for the new source. @gg%&g@ggoﬁc,
Sta§§§;§h?§;ét§:r?%?x°gxth?§§:i§:§§agba59?82“3%%&13c§%995r€q for
every .800:t0.600 pew-customers.. .- I m~on

k - - "
-.x...bunw bt a . “VON “;9"‘ nﬁﬁ :

amov oo Staff,protests that.it, pbad ;not recegvedoanyopgiozqnotic gg

the newly. proposed well and. thus haq not been»pnovided ggghﬂ. N

opportucity.to invest;gate whethen such .a. well was needed Staf{

EII e v D - ey e JeTe ‘-Ju-‘vu-t Ne} - LRSS ...\.O e

points .out. tbat applicant was oot prepa:ed at,, the hearing to :espondd_

o - NIV .-iuc. B aaw

to such essential questions as the status of the water system during

-w--\-.-.u-.n.).u-qvu u-wvw.s e Zoluw -Uuu_

peak hour demands, how many wells are in operation during the peak
hours, whether the company ¢an resolve the problems with the water

~ o
.

an w
SEODDN WON LOUSR .
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table encountered by the previous supplier in the nogthern area of
a.isu LARBRADUATIOD STLY .

Salinas, or whether alternative water sources existe

RPN L SRR Fa Eh RS Fhin "1“’-’Q0~’~' [y ¥ ed ng‘

[gg
P Staff asserts that applicant's rule of thumd justification
- R )n oS e oa e o ,"""'"""\ W Sl c ~ e X%
’or drilling a new well is inadequate an% t%at it must estagligh .
“u 2T el AR I v it I vn‘.hl d o \\ﬂ\ -a‘aw-—-Jl..- e fod J.v .J-A.....) &~

beforehandithat the present system is not capable of meeting the

. . ~ ﬁ - T
v - e Sanun S20LCUE S09C Bal usinw o nmis

water demands of the increased services.ﬂ . N )
S ‘d\d\-‘t\.-‘\" T U\:-/whl:: - 40 On’" ’1: :
. Nk&,We .agree witn stafr that applicant has not carried its
R . D - - A .'J..,....‘ ™ ...4“« SBETe oI
burden or proor with .rpespect to the proposed new well in Salinas and
RN AL waa DAL LLITUL DY '..,;..:.u.’"l‘.«\..""\"‘" S
we adcp* the starf adjustment. ‘ ;
DoLum DRNITINTL RN 042 an 2ommizavaootli aam J2L0 2mon nL
b. Bakersfield and Stockton Meter Replacenment Costs .
b S b .O <-v~.a.-‘0'..:nu‘..l

P Applicant seeks approval of a. separage item or cost to bde

RPN SO - bw Wi u-v\’—-at "t

A

\-u-)-ru»m\-(

addedkto its estimated ordinary nonspecific expenditures budget

v ST oL “’:"ﬂﬁ“

Bakersfield and Stockton.,HIt assertsjthat the costs associated with

[N
"o L s Mol LOo TRV OWS JOL. DT OO

the zeter., eplacement prograns,_ for these two districts are unusually

"
pA 'Jt'il Woal wLOg 3009 mENC oA, iw

igh aad- should be treated by a separate estimate instead of being . .

- CefLeunh. SUONuVISIHTII

t*ended as-in, the case, of the meter programs ror its other districts.

\é Awuu\

e a’r states that tbere are, always projects which are

bR Ty D Sa SLuunn B

“

“} .

expensive and whict;could'be considered unusual. As an example of

T . oaliw s Moo Lonu QW oo sy

LR I

-,k
ok s

this, the staff produced an exhibit thatushoyfdutnat in tpe last‘
three years, there were six unusual projects in the Bakers_i"i;:.-‘ld‘u
dist*ict.A The staff'did“notvremoyemtnese largeg“unusualhprbjects
when -4t projected the recorded data into the test years. Thererore,

. N ~ t . E
AN G T RSeligs Seliviine] a0 <l naco »-..a ol VGSC;-_~

the staff's estima es, anticipated the occurrence oF gnusual projects
PRS- .t ,,,ib"‘_ ““__,‘ '4.\1“" I ) 5 A‘)(“"rﬁﬁ\'\'.t('

such as the bakersfield and Stockton meter replacement programs; no
LRCLVLRIISILGLD 2210900 vALSNOD
add‘tional increases are necessary in staff's view. Staff further

:_.-\_ RO DIVE I e ST ZOu hfadicts]

notes, that there is no evidence in.the record indigating,tpat,the:
. -\L ~t oA - P S oI 0o [} ~0: Q)..“-.
meter replacement program should be treated dif?ereptly than. othef’

g MR
‘_ ‘d.o),)\.l'.p.i & it e {\ .—:.:DJ :O

oy

N

- -

nonspecif <. expenditures.h_

- - .
VA A D b SR o B L Yol vhadliFe So Jad.adortsrte 2o Lo Re a0 S WA

weo 2 NE adopththeistafﬁnestlmateiof nonspecizic expenditures for,

r-.V. G v o UL [ Lt -3.,‘..,;

Bakersfield‘amd Stockton as beingvthe>more reasonable.approach to,a
a Oy v o

] TR .o D e ok - ”3...» \. G S

cost item which.: plicant”has not, shown, to, be, uncommon to al}mpf;g; o
(S P v SD AT eS NS
districts. )
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NEelNA GLT SUQIVONG o8d vd bonoldnrLoans aldaz
ec. Selma Commeraial Offide < ¥ N i
e, Fo~ts) ﬁ"xr’ A 3 oy

Applicant has proposed the ' constructfon ‘of “a “new comnerciaf
e ST s alumontrmen s -

office on property it currently owns atqfts fieId yard and‘warehouse

-~-u-: ERE -

s

-

inst allation in Selna.f Applicant presently Ieases office space‘in ™

Sy

IXs

e -‘-A-‘ »--Nqaq

Selma which has Beén subject to recent Increases In rent. “The~cost
G5 983 70 ghoczmaeb wazow
of the proposed"structure is $85, '000 {8 1983"9 o83 o b v nese

el Ba BN 8 ’~l~r —¢~~‘-A I S

Stafr opposes this‘proposed expenditure on the grounds that
is econom cal v unjustified at the presegt tfne and would resuft

-‘n:m-b'-fw .y

in some customer inconvenience as the new’ structure wouId be onqthe o
IOOTINOLigal w0loM noswonzl Sre blsi%asoNgd
outskirts of“SeIma. - - .

-a-,... ol T -.a..,.,b..,.,,,,

Applicantfs,cost analysis shows“the buiIding £o°pe cost-

nwnwls

ective in 10" years’ if the" 10$‘rent increases that“cwsghas recefved*

e <‘\“‘ .a,m-.-o .-w,«.,‘u,u -c-"' ,-«-t.l

‘or the last two years_continue each’ year into“the Potures “THe “SEafe’

,‘V-a

witness suggests that 5% would be more realistic, I38d°EReSagstaTo 2dd
effectiveness tnreshold would not then be‘mef dntii the” year*2000.

.\'l"" -\-v,

“As it appears that” other rental'quarters“are lavailable £ss

e Bl it W ol A SRR - L P

Cws snould it"encounter unreasonable rent” demands in the next three

years,hwe concur witn staff”that this project is best deferred ‘£37the?
future. ¥ emadopt tne staff adjustmentt“J 5 DUL0TE TRl Aty eldl
Rate of Return - hhh

e r T - - -
DML PG d».f\--l PO ) S AW WoOMID O HTAWw O 4\, I”""H”\',’ \’1""""
RSN K .~'~—* T Se oy . e AN Py

“AlT nougn ‘Fates’ are determined separately £t eacn or‘”*‘ -2

B ZELOw Foal nm® mmme --t,- r\m\ﬁf\tj.‘. qﬂ‘d oy ey

applicant's 20 operating districts, "the Commission has historically‘

XS Liada R ToRa e BN TR Py . K 'r*ﬂvf- «,!’»'\“.a..

authorized a reasonable Tate of return based- on- applicant‘s total”
TLTmRINT o Qo o nelan neraceld bon hlelTzaowsd oFr 2o doue

company projected capitalization. | CoTTET
T Applicant‘requests a rate of'return of[13.27$ for‘1984"“*:“ﬁ

-l Vi Py A - ¢

13. 355 for 1985, and‘13_ﬁh$'ror 1986“ The" corresponding requested

non P .L»(‘i-h r_)n“‘ ol '..-\-,"..,

return on equity s A constant 16’S$“in eac of‘tﬁe three test“years.
n'ﬁhﬁ

. Staff recommends rates of return within” tie® following‘31“~-“
ranges-" 1_1 968 o'12"T8$ for 1981;'“12"005*"'%2.2'31“%@ 1985, and
12. osf to 12, 29% o 1986. The corresponding Eariitigs Ylowance” owes

BTN

cotimon” stock equity Ls in ‘the range: of 14008 Hed M GogioLiv masl Jee
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Innes recommends rates of return on rate. base of 10.88% for
1983, “TT. 181-*or>m985‘*11~19$~fow“v985 AndTPEI22% “Lor 1986 T The
recommended Tetyurs “dn “equity “for ‘Fl P Years tis ST2. 5%, 200052r000% 2 2oy
vvCommunrty—Forward-supportsCbhecmethcdokcgy-and-returmaona o
equity ‘testified o "By ‘Tnres “But urges “that *Stéckton belconsideredy21is
separately from applicant's other districts. Local conditions there;w~
according to Communfty Porward;indfcate thatasfasr ratelto”
ratepayers -would -be *in the ‘vicinity of ?%Stom8$oOﬁBalaneingoinvestorwo:
and rateépayer ‘interests would “result-fs a’range oforeturnvondequity =5
in the 'Stockton District-of°T030% to T0.5%-mi0ilgqs  .rocizmlizzol oX? yg
“The “dEfference ‘invappllcant 's requestedrand istaffirszian0o o
reconzended ‘rate -of “return ‘fsupartly~dueétocthecestimatedososteolsy xiz
efinancidg -$25,045;0008=3/4% “Serfes T bonds maturingoNovemberddy:lso
1983. Applicant estimated an effective rate of 13%%-foroitsonew nuuls~
Series“AA ‘Bonds, "while thé Staff financéfaliwitnessoused alrate of
127%. “We’ believe thiz area of” diaagreement canberesolved asintic uns
appllcant has marketed its new “bondssince™ the Selosecor hearings cag3oie
an errect‘ve'cost of~T3~26$*which we’incorporateinto ouriratetoratuson

W e -

return ‘determination {n - harmony ‘uithYDI822T40 0587~ dated- Novembers 17, 0O

1682, covering applicant 'S EastLos! Angeles District’and:theASan
Carlos, “Livermore T Los~ Altos-Suburban,oand Palos VerdessDistrictsios 0
As the partles requeat, Cwelhere” allcwuan*updating(ofaflnancial RIEo RV Fugch

U ey

-

shcw.ngs on ‘rate’ of return’ to inéludesthe actualucc&tvofﬁcws sipewsiio0

Series AAbomds.cfvT  LIwWOIn Zullillily o wBnods moLsm ofgr o yvns mel asde

. -r--»,-“*

e Cost of“long-term " debtias® shown’ on" the” staffrstexhibit WO od
increases” ‘Fromt 107 26057205102 95%% and , © a4 thel Uppertend® ofi thed Pange- oftw
staff's recommendation”of” 14355 returaton® eqiity’ < 1ohpatern debtveostts
inc*easeizficé”5”36$3to:Sdﬁﬂia”:Iﬁ&i@%teaoiﬁte-b@*%@%brnﬁ%i@%a from
12.18% to 12%26%" while" times-lnterest-covd%aé@ﬁd%%%@%%%%??rﬁﬁ32%23?£691
2.19. v coInd TRNE WIIM elSONR G0UT D25 ollIliry morow Yo Sgﬂiﬂﬁb"
T 260 (wilEollliconcl  Ln0LIoLSniINun muO medny carsili
U YRT6Is 80 HOliveas i feenoral fsdd Juo

256 wnionpisd
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~~7 Theigreater difference betweeQnappLicanp'-Qrequesbed and

) OO mmo e -~ ey R g e A .. g -
LG Lo OO OTULY - SOTOM I20O0RCO9T Sonnl

for common: equity-~461$~as-ogposed boomkzi.D~Th¢3c200-basi§vpoint
difference -equates to approximately.a. 90-basgaﬁpoxnt lowerzg%ge of
returnis orooolnnne ool

. ~ e A..-‘ r’#
- e g --va e s co “

-.u.‘.......,.\q
Further, CWS-states thatnoﬁ~more~sqrgouaaconcen@ than tneoﬂ,

lower rate:of returnireconmended by Qheganaﬂfﬁﬁinaqcial;qggneqagLﬁqggxﬁ
the fallure-byrapplicant.to.realize in.the jpast g@qoquqqnqoﬁ%%gggq mon
by the Commission. Applicantls.chief financial -officer testified to -
the consistent deficienclies in-realized rate.of ,return-overthe past

six years::cFor:1982,:applicant's:evidence sshows a~defictency it ommasan
realized-returnyonnrate:base~of 13%.andzapdeficiency:Lin, realized_ﬁx

return onscommon:equity of 23%. nvirsoto a2z buczmis .o

- a

~ -
" AJVM-

- oxx Ty B
S had o W A vnldnnq‘ﬂ

~. -While acknowledging-that.virtually no‘CaJ;if-orni.a_.,,ubilit%w
are earning authorized/returns, CWS, asserts that its.situation.is
singularly .dad, showing.an.8-year .average shortfall.in realized

Yot hod 4

~*n? c

-
Ny

retura;of,.68%. ,For.1982.alone,.CWS was: authorized«a composite rate .

-

of returnﬂo.nno.98$~but»earned\on1y49.851,\a difference.o:_%\13%.r~”
~Applicant's-31,13% underrealization of.its, authogized gate

lu.w\t 1w

of return:on.rate.base in-1982, compares~to &Si-underggqlgzgpggn‘ggit;,

San Jose Water;Company:and;.68%-underrealization fo\uSouthernﬁﬁq gy
w:4t is;als0;a,greater, percentage, shorgg§}§ﬁdc

than for any of the major energy utilities shown. PG&E was..21% ..:..z

below its authorized.return,ir,1982;;San.Diego,Gas, & Electric Company

was: .06%. below;- Southern. California, EdisoncCompany»wasa.8&§§pe}9359§9ﬁ*

and. Southern-California, Gas., Company, was »99%. below.‘*~-r?mmoou

w7t It ds-apparent,,according: £o-CWS,: that thedregulating -

polxcies~and.procedures fg}}owed by this Comg}g;ion P}agebpée o-
earnings of water utilities at a much greater risk than those of
energy utilities under our Jjurisdiction. Specifically, Cwstpoints.
out that interest is c¢redited on energy utility balanéing accounts

while water company balancing accounts, almost always in an

A
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uncollected positionprare ot Anterest bearings Second;iwater =zyolgmo
companieschave 3 three-year:ecycle otdrate:appbicatbonsiwuiheBenensyﬁvq
utilities have :a two-year ¢ycle. :Third, -the restablishment  of 1cevenue~
adjustzent mechanisms for epergycutilities; andethe fafldure toscreate:y
similar mechanisms for"waterﬂutilitmes haveﬂpmt wate: autilities at a

- Yo

-gnificantly greater risk than those‘of energy utilities.

A nEs)
-A'mu-oby ..,t_,.\,,_, - he J-a,\-‘ w-.’ ’M

Accordinglyr-applicant beLiqves tham*alb of the other major
water, gas, and eIeotrio utiIities regulated oy ehe Commission offer

[N P v..-n..

the most reasonable-examples“oftentsrpnises~bavingcsimilar risk. It

Ay

i~ -'-*:NA

points out tnat dn its preliminary raeing ~of applfcant*s proposed new

L....... \.ov,‘-'vd.\ ae VIS RVI RO

Series AA bond issue, Moody“siBondiSurvey,iAngust 29¢*T983 issue,
comments on the’ major risks faoed by CWS as follows

b U.-.h__tu o .....‘..vo....-vn-

"Ihe risks this water company faces, then, are
wregulatorywrisks, and=those related to weather.
The“lattericannot becontrolled.v~The.formerlis
-becoming less.of an uncertainty as_the California
Pudblic Utilities Commission formalizes ‘most™~
“functions. -iHowever, water companies-historically
‘have Dbeen-.allowed lower returns on. equity than

_ electric and’ gas companies. They” also do not

" receive theibenefits<of-the revenueladjustment
-mechanism the-electric- companies~haven3which
‘adjusts rates for changes in revenues~above or
‘beldw thoseZused to determine basecrateés.:1The
.effects of the.weather-on revenues_could be
mitigated by such an adjustment mechanism. At
present; however, ‘the-company mustideal withy (&)"
whatever:the weather brings~andoitsoef£eot on
revenue.and: earnings-,;~o“ .~\'~~ ; "?”-”3

a...s-.v...a..aau'v X

As Cws'bonds a:e :ated the same“as “those’ of PG&E applic¢ant

ey vu».a.-u MRV R R

sees no justification for starf“financial witnesses~to reconmend a
range of 15. 5-16% return ron equitywﬁocqthe~ene:gyosuppxiercand only

Vo - E

-y e -a_ -.n":‘ =8 w-f--a-.w'w‘ \/‘Q"‘l‘a"‘ﬂi\ . b‘)ﬁ~
14.0-14.5% for' cws.,ﬁu 2T ) g

,
.A.u.« .”..:.f}»:x A.o..n.u Clu )-90-: — ﬂOﬂmOO --A-J\-l .

Staff _States. that: it has used"avrecommendedtrange of return

MO Py A o~ “mmre n-a'\‘-'

on equity based on. analysis ot riskﬂand its”Judgmeni‘ooncerning the

[

financial requirementsJorvChs.u‘Staffhhastexciudedﬂenergy utilities

T e

in the discounted” cash flow (DCF) and risk,premium anaiysis it

Wt e a esw
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employs Imcrthis:icasel Itrassertscthat 42 lemployed smarketcdat&osilocnu
pertalningsolelynto watercutilities becausebusiness andviinancitalmos
risks - for energy companlies :are dissimilar -to those o8 watercs soicilisu
utilitiess? Staff's reasons arecset forthuas followsnstioon Ironloy

?”“61)‘*Energy ~companies have .a much:greater need tosoxs
..raise .external capital than water companies .. . .
‘o meet prant comstructions’ In-contrasty ¢-°UF
- ‘'thec¢onstructionvprograns -of | water¢utmlxtie&ﬁ
.are financed by 3 greater, percentage of . _ =
'_nternalry generated funds -as well “ag=~" =57 <=
-advances - for :construction cand contributions sox
in .aie 0% construction. Ihe cash to

.,,'. .4‘4.- -,
o

“theZgreater financial :flexibility ofuthe onod
majon water utilities compared to the energy
utilitzes in”CaIifornia CT'&QBJQ).‘“
CDLLITED LRITTT NRhg8G ., TO7 R 168

ot
PRI SR w Ty \ T 5

T~Cal—wtr. Service;-gSS 63%Wd u074 )52

P

= San‘Jose «tr. B 97 53“

IEEVIPCRNG I SRS - .J-s—vamu u_,.-.v.--.‘

cllSecalkoWerasin: 3 T.202 ,~m .3
Tl 'ﬁégrage? ,
~Pacif1c55£§/ruv T mfii:;.«mzfsaiﬁ
San*Diego’G&E”‘ ’“* 5977)"'"2:?7922 e

SoCal CEdisopuass -
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Water utilities do notocapitalize*interes
on constructionsprojects CARUDCY) as:sdoavor
energy utilities. Constructionsworkisinunov
;.-progress.is included in rate base which, . .,
“provides a better’ quality of earnfngs” and> &
. o~improved-cash flow:(To497=8)c ~o7 aclizooiriczu:

Vi -Due.tothengreatercexternal financing X&ir-Z.a7
needs, energy utilities find it necessary to
sell common stock to maintain balanced”~ ~¢-
-ocapitalzstructures.. For example,=in.-» =~gs
..California, during a ten-year. period (1973-
°71982); there-were-three ‘authorizationsCtg~25¢ :
w'issuevcommonrstock'by,one wateroutilitya=unan Igion
Southern California Water,Company. During
“this same-period tRere’were“overiS0o° 2VIniODTD
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authorizations to issue common stock by
Lanmyov s energy~utilities. L OISV DaBDIVED Dolvogxe oAT

"(4) InzCalifornia; water.utilities.are.on a, .., e cuemE e

. three-year rate’ increase ‘eyeley with” PV EW L0 QUeTS wns

'u~attrition allowances-madeiinceachiof-the tworavs cuo
.Years.subsequent to.the test.year.  For.the. .
‘multi-distriét’ water utilities, one-tﬁird"of ~es
“their-total-systemsiare reviewed2annuallys #iw =
for general rate reliefrunlike energy...... o

utilities which file for rate relief every o
two Years “ .’4-.’_ "J',J"”“B o on ””..:: - ,,,')V“a

"Further: ‘water‘utilitie%va?bCailbweﬂioffsbt-'
rate:increases: concurrently. with. major cost_ =
;ncreases such”as_ purchased water, purchased
power," property taxes, etel 3 Theser on Toey-0r
-ratemaking. procedures help to. ipsulate.water. wmitenn
utilities from inflationary forces as well T

- ascmitigate: earnings- fluctustions.~  Energy - -’
sutilities.are similarly insulated, by.. . o e
“attrition allowances  and various balaneing
Caceount’ proceduresl M il Talaw SINITOTS SRLTOVE

. With' respects totacthalt versusiauthorized returnsisistaffics o5
suggests that- data’'overs'the? last ‘eight? yearsi i pre ferable,” andithat o
data shows less volatility in the earnings of water companies than Sof?’
energy utilities. p=7 BRS nged of? Dobbs azonliw lalz 94T ‘

-t heeordinglyy staffits DCF”andlysQSfisdprédxbemédNUpbnﬁ
group’ of "0~ water eompanies  operatingl in JIfferent ﬁartsnxm'nnua—*
country’ rather’ than -upon’ the-‘energy’ utflfties.os 1T8.¢8r 2o 535 57T

LT'The staff witness testified that "she reliedon ~the -group. ofioy
water utilities because It fneludedall water .Wt{lities whichhave 02
market’ data available ‘and decause estimates of: costiofiequity for a.ioT
single company such 'as''CWS' are Yessiprecise thaw. . formraczsampletofizz o4z
cozpanies ‘havipg similar ‘risks. " Further, since relatively Tess
market activity s ‘observed In ’the common stock ‘of cwater subtilities, iiv
in the view ‘of Staff; it *s the witness® lopinidn that dthe tedstrorIsnas
equity ‘deternined ‘frop market ‘data of tnecserecbedvgroup of watermnoall
companies winimizes tHOTLAfYuence of "error loRothe iresulbs0o 10 £87uson

Staff*s DCF “analysis-was performedoustngodeflated .qsnon gger
historical data to adjust for past inflation levels that differ fronm
the expected inflation levels projected for the test years. The
results of staff's "real™ DCF analysis were then explicitly inflated
using both a 5% and a 6% inflation factor for the test years. |
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The expected dividend yield, -dérived from™the average of
the group of water utilities‘“ranged from §736%°t0<8751%. (The

PRIV AUEERS PN Lo 5 Jo- AR SO R RN 6 by Fativd

various average infléiedﬁgrowth»estimates -rangedofrom:4.66% to
6.65%. Combiningﬁthose inrlated real“growth rates~in ‘dividends and

- " | h "
PG A S I S VR EN NG I S e

earnings with the respecbive inflatednexpected dividend:yields
results in dzscount,rates as*followS‘“ L2987 nnpang mol

n-\" -a\f"vy n.n'-»-"'r‘a--

S-year dividend growth 13 03% = 1A,305A,4
10-yearwdi~idendugrowthngsir13'1#%4- 14, 22%~,v“

SUXLNe : _""").,_

10-yéar éarnings*growth )nx14 07$.r-J5~16%wo~

xtracting from the-above-results,”ft%ff”beligweaﬁg return on commen
equity of

A rzsk prem;um anaiysis was~also computed~by~staff based

Poagingyagig
CRRI e \DOLWO

upon the average preﬁiums water utibityyoomion~stockholders demanded
as compensatiom:for: the: added risk:over: l0~year: and,20-year:U.S.

- A AT

Government: treasury: -bond: yields, during the: 9-yearyperiodbrrom*197&-ﬁ,,

.-*\A.k-

[egpe,

1 8,2 R T b Y e e R e e R R T " - K
+ . ey o loltel NS
9 oD ST STLTR0D e llw ..O TEoLannoD wnS o mA LAENDEI /SR o b zasl A v he pion ol

The staff witness added the S-year and 9-year,average. ,.... ».

it

year 1 ngyinwan,inveato:yreqpirednreture.mﬂ&

it

iz the range of 13 875 to-ﬂﬁ_G&jﬁu,SimilarLyh combiu&ng—the~average~5-,

20-year:I-bond rate of 9. 70% resultSVin Q,:range : o{y14ﬂﬂ&$>t043§¢§2$‘-,w
This analysis:serves:.as an adddtional .check,oon:the, reasonableness..of. ..
the staff .recommendations, according :to. the; witnessusus vrsczon of
zoolnnes-presented -rate ~of: .return evidence in-which he ., - =
utilized“the~d&scounted~DCEwmethodxan¢«the-singlgmpgq;pdﬁggpgﬁgg g
Asset Bricing -Model «(CAPM). . -Using average CWS .stock prices .for,
Decenbder-1982 and~for.June 1983, th¢3wwitmessrobserveq,anmindxcate b on
return on commonequity -ofic15.,1% for, the 1982 month .and -13.4% Lor. the

1983 month. :oThezavesage of sthe two Lnd;catorsais Cl It St TR
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However, Innes contenda that the indicaned DCF returns on

MLIn e loaan GO o mpslanLmnnZtan daue ~ORaYeateT

e 0N f,.,;

equity should be reduced because they are simple interest returns

IUOT LINIIIOVaL O snusen agonoanan i TLUDD nC

wnereas in reality utilipy earnings are continuously compounded' 20 e
[ - N{""( ~-A-¢- NS ~ :

i.e. ir a utility ls allowed a 12} return on” equity, the company ll

B Vol T e Domk

receive 1% in January and can reinvesn this 1% ror the balance of t

] i R SN _ ‘r~w wﬁ' ey

year to_earn compound proflts._ While acknowledglng that”in ‘some" F

yyyyy r-rnv'w o rwt\-‘" r,~~.-r\m-\n o b

cases the lead-lag studies of” working capital will negate continuous

"'-'r\r-‘- s R

compounding, 'Ihnes believes that the” cost method of“computing working““
b" (A vs..:.f‘..-,. W A
¢capital goes only part of the way in this regard. S oc

'»-0-.:-;

_ As tne evidence shows tnat CWS~ common equlty balances do
P e IoRvNCT s Yot T aka kel e alel:R '-«"\-‘ - N e

. - oy
not ancreasc until August of a” given year, and ecause the wltnens‘

RdaleTatutate] 4’m--- akedis

‘.
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-
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r-l'|hl'11.h-x ‘ﬁﬂﬂ\ ""V[”,:l".a'-“'*

apparently dld not’ account for any tai effect on ‘the” assumed‘ T

PRt --,-_qn

continuous earnings,\ue are not persuaded to acceptc&nnesﬁ concept of
continuous compounding. at, this, Line, ~As the witness;,CAPM is also

v-.i» w o4 ndauVV-\. w..)lu

subject to a substantialidiscount, 1nueffectyxto.reﬂlect'continuous

compounding, we. likewise find it unsupported pyasurricient evzdence

‘.-J-d ~ I - Zaom L -
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in these proceedings_dlw “ﬂl-Aka

FLIT NOmOSnL DELNOVEG D7 SNIInL0T Suns

LR

Community Forward presented a certified pudblie: accountant
who endorsed the Innes showingwbut~ ddvnomwadd to Wroripresent any

SEOTUOLGDN ord 2'vrinuns

independent evidence on rate‘of retur-n. “Inw;ts briei’ &owever, this
intervenor queries whatlls~a~£air»razewto~be.pa*d.bywratepayers.
All pa-ties-agree_thatfthe~primary gu&deltnes)for

‘‘‘‘‘‘‘‘‘ "f""v“ "N-ﬁﬂ*ﬁ‘q

deternining an appropriate rate of return are aa follow

-.\-\, -

o '”ne return to the equipy holders should“o

;_.onherﬂentenprises~haming simalan riakﬂaai Ny fevn ass
offering comparable quality Of service. Y.

P R sy - O

2. The ‘return should ‘S sufficient to “SRable the -
It utflity: toilattract feapital fav ireasonablen. Studon o sl
~ rates;.and..to.-assure.confidence.in the .~ ~nans oginze

. Ltlllty s financial integri}y. ¥

n;\u— :/q

) : o)
,nm,_3\ Tne return should balance the interestsv_ . o
STYELS Vpeel the -{nvestors and ratepayersv <061 204 S0 ZOILZU0NIDN
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. Tavervenor polots shat cteraizaries SR redthidle rewaro
on equity, i. e: a reasogaplewggtnfn to inzeftoga,rgergognaﬁgngy ha %fJ~w
.heﬂtask that lies before the Commission- §till renaining_to be” j .
determined is the isane.of what_is a {ai{ ans geasgna?le PEFenFO,P?A;"
That Seterminstion, in Grf reduésan,
app"ication of ccnsumen;concefne critegiaAgougngucfeggfigclccals
s*tuation involved in th is, particula ,application, according Lo,

v s oWl UG WLhe SLVRLINC Zanha

Community Forward.
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B man BN wt oy (r o Y. P
W INRLT SRS DL "r Sas vﬁhq "»l\ 5

S In the absence of existiné guidelines issued by the

PO RS Sy e RS Jelied DLWy 0l

Comm-ssion,{;n.ervenor proposcs the following criteria as significant

[ea— Tl AT S NS PRCE S S LNERUA ..._wu-..- DLoDNONL

ratepayer conaideraticns to ba_ance against the company's, needS'

wia . COLUQTOL Tl —-l.-.- Wielalet C;:S

. Economic conditions in tne service area . “_* ‘
T ecting ‘overall’ busibess’ et incomes it iy SUOLIITNID

z. Unemployment rate’in the*service~area*“’”°q~°“ tyoualiices
con~n measured @gainstystate andemational:zasand
unemployment rates,ﬁ,ﬂﬁ

"
R I R N A R ‘r‘-.‘.w

3. Average incomes of ratepayers in the service
area relative to average incomes statewide” “001¢8
nonno s andmationwddes, s o Bornosonc o

oo NI AN S .J"UN AO- \’.u,-. MRl

--4.w—Ef$ects'of,proposedgincrease~cngthem.~~; 3~;

community's business activity and emplcyment -
“‘potential;tandi- - TTNINT LT OO0 LDLODLVY

Ea
- o

-

-
- A

'Watervrates=in‘cobpaiabrcfcbmmunitie%n DOLNIUD YORHV Y
-(considering -similarities: in: economic, z~-c 12
entenprise, location, populaticn,letc )

o
CA . ‘e O e el

The issue Community Forward‘hab raised_ig1a real cne. -
Prices for commod

the level of industrial growtn~inJeecncmically-&epreaaedDareas. This
is the real point. Community Forwarq‘raieee'in argning ?or ‘a lower

rate of return in. the-Stockton districtum;0n+thefotner hand we

A"

recognize there are economic advantage;~t0wratepayer3ho{'a

ﬁr“'[’v" '»‘u

multidistrict company, such as applicant, since ‘the strengths and

~ v e

weaknesses of its individual,Qiatricts are:aubsumcm in.ﬁhe capital
markets' assessxents of the total company. Such advantages-wouldwbe

)
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los%t if any one district were to seek access to the capital markets
on its own. JIn-our: view, »these«&dyantagefs,,orwhbchx—acc«rue to Stockton
district *a‘cepayers; “ou‘tweigh a.ny" advantagefs “these same* ratepayers

Ve - o VT 4. ..JAJA

would attain via a lower refurn on equity assessmentm.n their
particular district.:: Obviously> such: considerations are’ not present

oy

in the case o’ solo d;atrzct-ut‘krties,.where*aq;pqtments such as
those pro*osed by Cozmunity: Forward: méf}; nnthébﬁy;ﬁﬁ%:feasible. Ve
are concerned about: this .issue :and; place -the-parties on notice that
we intend t0 address fully on this utility's next sérfes of cases
whether SUch adjustments are ‘feasivle i “the ‘context ‘of v’ 2
t1d~st*1ct-utmlityi TrnontLnoons LV 2WT hivsﬁcoqewq o RoRN R Ivlole NS L Seto it
TETeTiQurt review oL thel entEre TeCord 0L fhes® Proceddfgs T SIS 3
convinces us that the staff analysis of the group -of water WWtilities”
p:'esfehts}":hé‘ nore Teligble ‘”faxi‘g”@ of retiurns ‘onequity. ! "IRe high
point’ of sTELErs Yeconmendation 45 4. Sﬁ“ﬁhncﬁ“w@ "EA0Pt Yin Hhese S0 Te0

- o oy -~ b . A~ T w - - ,-l
P”oceed ngs SN kL wWIRZ 20 wldnlliavs AW 020300Ive moiZod no o amis sauz
Nad RadihY - - . ) )
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Attrition =EI.0) szovorslio 9ildug BRI 2L DNOD 26W N3I260 98T Ji 027U80
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“SU37 Rates’ Tor 1986 are catulated wSing &n operational YOV
attrition ‘allowance of GFSé%*éﬁfﬁi%ﬂhaﬁﬁiﬁh’Eftfﬁﬁf&nﬁéll6ﬁéi€‘*6f*q
0.06%. Total attr;tlon of 0. 65% produces $252, 400 or 2. 3% increase

in gross’ revenues in’ 1986 based “on the adopte@ 1985 “Fate e ase and @
mARS ceohe o ﬁcvhyﬂ*ﬂ*au

et~to-gross gultlplle* of 2.06615. Ry e w4
Raté Desfan -

-~ - e A ey = '

*7 “ippiicant~s Tate ‘design’ ﬁr0posav—;s igs Spg1 T s Laue
P

».‘.-f-,—.-.,.

; '"Por the “three Tully ‘pefered-arsfrrdte™® ¢

(Sakinas,: San Maveo, -and-Stockton), cservices:ios ~us 12
charge rates be increased by .a greate\ﬂ,m~*

percentage than commodzty rates, e

- 2. Por the rour‘flat rate “districeg ot wiLa

.. (Bekersfield, Chico-HEamilton- Cxty,uSelma,‘and o
Visalia), the individual rates for the four

different lot sizes for which rates are
z r;a.‘ﬁf:f;establishedzunderatheﬁresﬁdentb&laflatirate:T
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‘serviceitsehedules e increased by different
.-~ percentages .in order. to develop a.standard ., .
7 relatdonship between “the “four 1ot size v =9

TLOLT pagesIIIouas YR ILed Mo o XTLieT T9wel s £Iv

~7 32 The 3/4=-Linch meter: service.icharge) forrall cil -

general metered, scnedules.be”elimanateqyana

‘the 3/4<inch meters billed at ‘the 573 ‘3/2-

Sineh mever:‘rate Jmithelifutires” andiscl i lon0getg .

TR Py Prézate“ffre‘protection icharges belldoubled Hdnriooned ot
N 1—9 .-.“,_".., P A A A A vr—‘.,-‘. AN "

- -
ey ~ +
PSS N AU L am eV sy IO e ROWTIL8 0T ..).J\ e HW
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I T N o =3 ey e pe b Gy e
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Staff..oppeses the .disproportionate. increase dn, senvice,  vqaxy
charge rates as proposed by CWS, and suggests that~Commission~policybm

vhe sameepencentage.,

. - v P
~- ] u VR AT LMW t-—-.-i-n ~ A . -~ ~ e e g
Jig ohed 200 R0 228 [N GG RIS & RV RV D VeOT 2L EonAVrCT

< Ke vw'sv.r:.e.v..aecL ‘c.h:.a matter. in, the_ ~asy decision Lor,. CW&M.QM
cludedezna*.we,shouldﬂadhere to uniﬁorm.percen&age,increases‘unmil»

LR

sucb time as better evidence was available to show us that, some other

»
"'V‘»

course in rate design was more in the public interest (D. 82 11-058,$:A
Noverber 17,~1952)_- As po, new.evidence | haa,beenwotxered in.tnese

proceedings, weﬂadoptdzhefstaﬁr.recommendation-o£\proportdona$e
increases. .o o Am omen

- \w
- C ey e e e o PRSSES
R - uw"“r.‘\,\d oAb pes '.O AV -

. MApplieenn s‘reqpests set. £ rth as, .wand~3'

an,poved and we adopt them. 31030.8 o woilfgiz

we concur with staff that private fire protection charges

Ao s
Av ot Y vumo-

dleﬁi% neaséamho the

Mot v W

level sought by CMS cver‘e span of@;wo years .*rhis isﬁin furtherance

R . . aww

of our policycnotito increaseurates'more ‘than SO%an.any one year
od noerot ontTesd
excert in extraordfnary*situatfbns”‘“ < S8

- -
R MM“O N-—;-Na:: Jd\nv o ’O ...'C’

Community Ferw d sponsoned anrexpe:t.w;zness onQrate

oW s Ly i -

design who.of e*edﬂsome‘suggestions~whicb he*blﬁwsbraned with an

.r ] o, w o n e Y g, P =T
exbibit T L T T e ALl TL _..,N-D‘a.v PP i l \."".a.--.u~¢.--o-J
-

. e Py e e «. a--~ PO Yo -~ e P
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This: w;tness’bekieves;that a~sbudyHshouldhbeoundertaken to
determine demand, customer, and commodity costs in the Stoekton
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. D:.strict,,.,,k ratic between demand and custcmer costs tc tctal cost
snouldmbe.establisned,wand the rea,dinesq to serve charge oneuld be 5
- LY RN VIR .»w\-,-:,u.‘ YR odctied - r‘:—:mc’
set s0.as 1o, reccven_all ccsts except ccmmcdity costs. Tne readiness

Wi JEIS R e By LO08 0D OF. Uu.--.-«"“\

o servewcosts,shculd tnen be allocated o customer classes in

AT NS LIGOATI0 A4 N0 9mzIl ." Uﬁ‘%g (\VS:‘-

proportion .to, the,rated capacity cf meters withwd‘(least oene | por s
PO AASONG LN (RIS OAJTL20.L00
exception. .. ... ..

aazon ] EALIDT OWOD DG NSNS mofain 9L 23200 Huxl
N Ccmmun;ty Ferwand's, wit nesi stanes tnat gcnerally accegﬁed

standard pnac:ice-fcr.aanormal‘residence is a 5/8_xu3/u-%ncnkfe%eg}zﬁﬁ
capable of delivering apprcximately 20 gallons aAminute at Ats rated
capacity. . The wlcnena,belleyen cnap:g¥§ usea‘amqfd ny%@?-gacn metéﬁ"
in the, St ockton DPistrict, withﬁ‘»cagaclcxkd;“3o gallonaAgecomind%cl cr
10 sallcns per ninute ncre cnan‘;he‘normal household requires. in

o RO s TG Fotut LQAaLUD oo 1en.

allocating the readiness to serve charge by the rated capacitics cDw
the several cus meter sizesh this alleged cvercapacity can”be ‘*“‘**

AATITLISY DuICHDs ol

acccun.ed ’cr~by uslng.aoagallons per minute ratner tnan rated

(L0 EARETTENE S Foalod et S

SRS AR AR
capeity for the 5/8 x 3/4-inch meters and the ;/u-wnch meters.ﬁ Ifrie
A PR E e R PO I I I S ¥

is true _that CWS -Kates .are cunrentlylset in propcrticn to the *eted

PV v

PR

¢apacisy y et mete“s, if it is true tnat CWS :esidential metess have

-
A—JJ' wvute IO . J".i\*-~:<v

excess-capacity. wnicn is nctwgustlfled by“pressure :equirerents or
ctherwise, and i* tbere is not, excess capacity in the metér sizes or

PRt YA MY T . uu‘_,u’;; i3

ther customer . classes,ﬂtne idea offered wculd result Jina lcwer rate

v s ARVEPIE RSN .x.d..,—.» [P SO “'4\J

Lo residentialduaera and -2 ccrrespcndingly nigner nate to larger

D AW G IMOY YD JOLTCSNO00 I 90U

meter.users. .An.even. greaten saving would inure to. reszdentaal

"
- e L] M e au e, &"‘, }

customers if all or a large portion cf demand and custcmer ccsts are ;

is ‘.uu_l. FREREL N Vi

F’\"ﬁﬂhﬁ-— -~ D™
SETINTESY T Lay

;,cws suppcrts CcmmunztyﬁFcnwagd'in its propcsal as, it n}apg;q
e it w0

that only about 3%.0f total-costs, o:lbcth present apnd, prcpcsed rates

«-.u-.\u VWO W ‘.,u»w

vary with meter sales. Revenues frcm fixed chargesaat presenxorates .
are.estimated to-azount-.to only.39% of.total. revenues. in 198& and

DN PN

applicant-seeks tosnarrow: this;alleged wide, discrepancyjin these,_”~~~

PR P,

proceedings by urging a rate design which will garger.uzﬁ or fdxcd
costs in revenues in the test years.
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In :I.ts brief’ c
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des;gn aetion in the manner suggested by:itS'wftness,‘but‘we must® LL I

decaane'to do so. It was admitted‘by the’ uttness that ‘e d¥'d qot’e 777

ey A A e -F:‘,.

have enough time 6r information to make moreﬁfhan‘a“cursory“cosﬂ"“i

- pay

allocation‘etudy;'although’he generaily-agreed Wit WS ghat s eaoe
fixec costs are higher than are now being collected in the readinmess='~

R JARL

o-serve eharge.\ Further 'the'e&pert“rs neoessaﬁilyﬁuncertain as to

AT ..\,, .

“a.ed capacity Oa the larger meters ‘and other: materiar“aspects e

.udy that he sugsests be undertaken.*“‘“*‘ﬁ"qq“ goimevilon o elinges
IR oy D -

As nefther starf nor‘CkS has provfded a“study 1noorpcrating

P

m~o-
Y

the ideas Community Forward advances, “the ‘record is‘Tnoomoiefeiaﬁd‘ R

e T e e et lﬁ,’ﬂl nqﬁ

does not support ‘thé adtiou ﬁhat intervenor aSks of us.

..\,.,.A,..(.«.. B T g e

ndings o‘ Fac*
;) by ~
1. d estimate§ of operating revenues;‘operating'°

-.\,‘— oy - e

a N"'l ~ -

SOOI ST VD munnNns ovTos 0 2ronioson ofs

e

ey ~ ™

expenses, rate ‘base, and “pate of return for&test=yearsv198w'and‘1985°5

- A . -..,\> iy - ..~":, ’"'fﬁ) e mﬁ,u"-_'_.\. % \)\ﬂ J,.{.s ,.:O": vr -

are *easouable. s T (et A
“2. ‘A rate of return of 120 36$ “on the adopted“rate“base“of s

et " "

-w,—‘,-4~.- -~

-

$18, h51 &00 for test “year 198& s’ reasonable.“* 4 2TRIUM LY II08gLs

KR ie'd

3. e rate of retuén of 12! HO% ‘on“the’ adopted “rite PEsE sgr TR

PR [ pp—— LR Y
ot Roth - wiai bl g ERA s A Telvie'

*18 790 300 ‘or test year 1985 Is geasonable““
T S ChS's earn;ngs under‘p;esent rates for‘test year“198n would ©

f--,--o Ny Y
o2

produoevaet operating revenues of $f 956 200 on “d rate“base’ of‘*-"
°18 n51 L4007 based on’ the adopted ‘results of” operations““ ultfng*;

--mﬂn\ ~ -wn"

a ra.e of” return o0f" 10760%%" mey o
5. CWS's earnings under present rates for tese™ year 1985 PaEud s

R R edat

p“oduce ret” operating‘revenues of*89 881 2000 on a’ratevbase’of
$18" 790 300 based“on the® aoopted“results”ot*operations,~resultiﬁg inae

v e T caLEaY '.. -~
BLERVS n9I0T Aliw ynnv

a rate of return” of-10% 011."""1 mon

- " ]
nOz vRnsl B ONO Ll 'I.C : noT
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“*6 Tre authorized inereases 1n~rates arevexpected to~ provid
annual‘increases 49 revenues of $6V0*300“in~198 S ~825% ,71002%0 19855 Q%
and $2527,400 1n 1686153 ~ <% 5345? mglawd 97o% £ Azl Yd 335539999
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7. Operational attrition on the basis of adopted rates is

a0 s me 3o ]

0.59% and finmancial attsition 50 So6% forlf%Bé'“' 5 He 0B
) ol TR N ey ey Dx;: -l-owu f‘... \).:-:fv L,':.
8. CWS's level of water service is adequate.

Taran adn ol

0
,Q;, Staff's_estimate of additional custoners “in the Stockton

DOL L0430 no CoRT Tadorsl nroanamdordainl

G

District of 200 annually is more reasonable than applicant"'s estinate
> o 0ILn VILTOLTLL DTITRN0LLCCS RO INART eI i

of 150 additional customers each year. s

Lo sm s mNa r,‘.-,-/v arn oo P I el nc,'-\ r.}- -«"
LR

10 ’ Sta'f 's e;timating techniques “for oonnercial eales and for

v nn,‘.-\-AA .-w »-\N\Q ---‘-p Ay
2 asdel Il ...l.....Ou '

industrial authority sales ‘based upon the Modified Bean Method are -

- vy - peaymow oy Dy
.u“.ﬁ\ hika d ‘.O LY, "1 Y yﬁh ol
L

UpT8nY

nueoa o0 It vy}
-
-
v =G palanlone

nmore reasonable than the estimates of applioant.
1. taf"s proposed metnod of amortizing the rederal“inoome -

Sl IWSnG X, ..l. [olw u-v‘A..‘ln “ J—J\-’x-‘_ 0L J.,:.".'I..C'".C, A.)A..«.

tax reduction caused by expensing certain employee ben%fit c%sts isﬂ
T A IW0 .0 o
reasonable.

12. Staff's nonlabdor escalationifaetors applied uniformly over
the test years 1983, 1984, and 1985 is monedgeagqgaplegthan
applicantis-method.

e A [ - »

CEWD) wnacmos wolivisi oW sixTorTilsd L

:~ﬁ13-v=Sta££*svwaee«torecastw:aaogggatsd39939929995932v9%9§3r £or~
19845 1985,and 1586 ismthe~mostsgeasonable:eatxmapsspreqﬂcedzgnéa oz
this~record.~ |55 n real 000 .
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14, -Wage- foreoasts~doanot‘ {ecant fromibargainingqs,:
with .union personnel-to pnoduce;axhighen onﬁlowen;wageytnanxge X
estimate-fon.the.testoyears. . ~o j[urohbrsy 22ivees oF iane yigos llonz

15. While the Commission does not directly or indirectly  .;.3
participate:in .contract: negotiationszbetween. labor-and.managenent,
the utility and:interested parties.should;explore methods,of.meshing,
the-timing of ~contract negotiations.with.the three-year rate,case. .
eyele. .ot -:Yic lutiard mes zroes
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16. -.Thezadopted rate.design is nondiscriminatory. andat.xnifox:'zz:.W

- +1T. . :There is insufficient evidence:on-the~recordstorprove:the;;

reasonableness-of-alternative rate-designs-urgedsbysother;parties qx:
than. staff.s.~ «~- ‘5 5 =ewsl aNE oo . A@pr  Ax
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and Appendix BiarecJust and:reasonable;:and;thezpresent rates.and:..c
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..~ 20- It is appropriate %o analyze“ﬁﬁd address the issues raised
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the followiag order.
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IT‘ISQORDEREDchdt:S 2s
1. California Water Service company (CWS) isbéﬁfhorﬁze

file tﬁé9feviéeaﬁééﬁé&uiésbaffiéﬁe&ﬂto3€H£é76§défﬁas*Appen&ix A;and
<o codcurrentlyicancel itsipresentschediiles for such Servideld! THLST
£iling shall comply with General Order (GO) ngies 96. Theeffective
date~of “the"revised schedules shall“be 4 daysafterthe cdate of'
f£iling, ‘but-act earlierSthan Jannarys1ys1984s ©Thé revised schedulies
shall apply oaly %o service rendered on and aftercthefrleffeetiveiiocy

T T ,,'»,..,L..,,j.l.. e ramimme o ety -
dat w2 ) ._.‘.._..,) > oJan B Tudn) ..O...‘-......».\ U 'r;-du DN « T

T277 0n or-after-Novenber 157717984, CWSTis2aithorizeéd St oL oY ten
aaﬁice<letter;~w1th appropristecworkpsapers, bréguestingdthie (stéprate’
increases attached o this dordeér~as AppendixsB oritotfilecailegser2ns
increase which includes a uniform cents per hundred cubic feet of-°72
wateradjustment from-Appendix®B in theleventithatithecStodkton’
District’ratel of ‘return’onirate base; adjusted~to-reflectithe -rates
then“in’effect andinormal ratemaking’ad justrents’forithesP2omonths o
ended September 30, 1984, exceeds the lower of (a) the rate ofreturn
found reasonable:byctheCommission forsCWS duringsthetcorrésponrding
period’in“the then mostrecent: rate’decision orvi(v)r12S3645r98ushbas
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£iling-shall:.comply with GC 96—A-ohthe :equested step rates shall_ be

..VJ--..«..‘A--.

reviewec . by, stafrnand,shall ~g0 .into efgect upon staff's determination
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that they conform with this order. But staff shall inform the

o e Nr ’}40;‘.;';\'
Commission if 4t finds that the”pnoposed step‘rates ,are not in accord

[N RNS

witk this -decision, .and the Commiosion”may then mod;fy the increase.

b S \\.;,‘ .. [T

The effective date of the revised Scbedule = shdII“be 6o earlier than
January 1, 19865, or 30 days after the filing of the step rates,
whichever is later.

L, ,Cn o;_;fter Noyembe: 15, 1685, CWS is authorizéd to file an

R LR L

advice letter -witg'approprlate workpapers, requesting the step rate
inereases attached‘iorihigﬂo;oer as Appendix B or to file a lesser
increase w chm@goludes ac uniform cents per hundred cubic feet of
water adjustment foom A5§é£é££ B in the event that the Stockton
Distriet rate of return on rate base, adjusted to refle¢t the rates
tnen ir effect and normal ratemaking adjustments for the 12 months
ended September 30, 1985, exceeds the lower of (a) the rate of return
found reasonable by the Commission for CWS during the corresponding
period in the then most recent rate decision, or (b) 12.40%. Such
filing shall comply with GO S9€-A. The requestedvstep~rates shall be
reviewed by staff and shall go into effect upon staff's cdetermination
that they conform with this order. But staff shall inform the |
Conzission if it finds that the proposed step rates are not in accord

with this decision, and the Commission may then modify the increase.
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California Water Service Company
Stockton District

Schedule No. ST-1

GENERAL METERED SERVICE

APPLICABILITY

Applicable to all metered water sexrvice.

TZRRITCRY

Stocktom and viecinity, San Joaquin County.

RATES.

Service Charge:

For 5/8 x 3/4=inch meter
Foxr l-inch meter
For 1-1/2~inch meter
For 2=inch meter
For 3=inch meter
For 4=inch meter
For 6~inch meter
Fox 8=inch meter
For 10=inch meter

Quantity Rates:

LR R RN LR EN N RN RN NN NN R

IR R X IR R RSN R RS RSN NN NEE YR NN

LA N RN RN N R N NN NN R NN N N WY

IR RE TR TR RN Y YN FEE WA
enSssserShLbssTSLsPabassans e
IR X R R RS PR ERS R NN NT NN LN ENNS
(A XS X RIS SNSRI N NN LYY EENY Y
A XA R E NN N Y NN NS R RN RS NN ¥

(AN A EE AR NEERE RSN YL RN N XN

For the first 300 cu.ft., per 100 cu.ft. .e.c...

For the next 29,000 cu.ft., per 100 cu.ft. ......
For all over 30,000 cu.ft., per 100 cu.ft. ......

The Service Charge is a readiness-to-sexve charge
whichk is applicable to all metered sexrvice and to
which 1s to be added the monthly charge computed

at the Quantity Rates.

Per Meter

Per Month

S 7.15
14,10
19.10
25.30
47.00
66.00

109.00
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California wWater Service Coupany
Stockton Diatrict

Schedule No. ST-4
PRIVATE FIRE PROTECTION SERVICE

ATPLICABILITY

Applicadle to all watexr gervice furnished for privately owned fire protecticn
systens.

TERRITORY
Stockton and vicinity, San Joaquin County.

RATES |
Per Month:

For each ld-inch COBNECLIOR eecvevsenceenccncsocssansacsacess  $ 380
Tor each 2-inch cOBNECLION cececcetnccsscecanscnasscacassnes L.50
For each 3-inch CONNECLION .crevvereconrvacaccssssnsscsenone 6.75
For each ULeinch CONRECLiON ceevccssernsccccorccanavonnssnase 9.00
For each 6-inch CONBECLION vecvvceversessvncancssrncnnacsssnse 13.50
For each 8-inch cONNECTION ccceveccresssoncscccsnnsvncannnan 18.00
Tor each 10-inch CONNECLiOR e.cvcesrassccrssnasassnnsannsanee 22.50:

SPECIAL CONDITIONS

1. The fire protection service facilities will de installed by the Utility
at the cost of the applicant. Such cost shall not be subject to refund. The
facilities pald for by the applicant sball be the sole property of the applicant.

2. I7 a distridution main of adequate size to serve a private fire protection
system in addition to all otber normal service does not exist in the street or
alley adjacent to the premises to be served, then a service main from the nearest
existing main of adequate capacity will be installed by the Ttility at the coat of
the applicant. Such cost shall not be sudject to refund.

3. Service hereunder is for private fire protection systems to which no
connections for other than fire protection purposes are allowed and which are
regularly inspected by the underwriters having jurisdiction, are installed accord-
ing to specifications of the Utility, and are maintained to the satisfaction of
the Ttility. The Utility may install the standard detector type meter approved by

the Boaxrd of Fire Underwriters for protection agsinst theft, leakage or waste of
water.

L. For water delivered for other than fire protection purposes, charges will
be made therefor under Schedule No. ST-1, Genersl Metered Service.

5. The Ttility will supply only such water at such pressure as may be avail-
able from time to time as a result of its normal operation of the system.

(EXD OF APPENDIX A)
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California Watexr Service Coapany
Stockton District

Each of the following inmcreases in rates may be put i{nto effect on the
indicated date by filing a rate schedule which adds the appropriate increase
to the rate which would otherwise be ir effect on that date.

Effective Dates
=i%s . %%

SCEEDULE EL-Y

Sexvice Charges:

. -

]
+
vy

88388388

Tor S/8 x 3/Leinch MELEY ceececevcassccccoranscons
FOI' l-mch meter LY E RN N RN R W W N N X
FOI' l%-inch meter tesepssOtdoeveasrantoannens
FOI‘ 2-13& meter X R RN Y W N A W R Y
Foxr 3inch MELET cecccersvrconncascssavene
For h—mCh meter Sessssesrerrrrcntasannssse
For G-mch metcr [ F X RN N RN N R RN N NN W N S Wy
FO:.‘ B-inCh neter sSesssesssnssptiansovsnnnrnn
FO:.‘ lo-mCh metc:‘ [ R Y N XN

wEwnnooo8
'888888885

. L]
LJ L]

*
V.

Quantity Rates:

For the first 300 cu.ft., per 100 cu.ft. .cev.es
For the next 29,700 cu.ft., per 100 cu.ft. .ceevaas
For all over 30,000 cu.ft., per 100 cu.ft. ..ceec..

SCHEDULE EL=4
Rates:

For each 1#-inch CORBECTIOR eevveeccococsoncons
For each 2=1inch coONmnection .c.ecessvacorscarene
For each 2-inch cOMMECtion .ccivescenccncsococe
For each Leinch CONNECLION cecevccccosevacncns
For eack 6=1nch CODNECLLIOR seeeeececosracssacee
For each 8elnch CONNECLION esevvvecccccnrensscse
For eaCh lo-mCh comection etsoeRsBLRIOERIELRES

NAFWhEH
338338385

(END OF APPENDIX B)
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California Water Service Company
Stockton District

ADOPTED QUANTITIES

Name of Cempany: California Water Sexvice Compeny
District: Stockton

1. Net-to-Gross Multiplier: 2.06615

2. TFederal Tax Rate: 46.0%

3. State Tax Rate: 9.6%

L. local Franchise Tax Rate: 0.496%

S. TUncollectidles Rate: 0.2594%

Tent Yeﬁrs
022set Jteus L9094 1985
6. Water Production: XCef 11,825.2 12,909.5
Wells: 1,733.6 1,745.9
Purchased Water: 10,091.6 10,163.6: |
. A. Ilectric Pover: XWo per Cef " IGAE rates eftéétiv'e‘ 6/15/83
XWh: ~ 1,895,900 1,919,500 |
Cost: $ 212,200 $ 21.&‘,900_3 -
Cost per XWh: $ 012194  $0.154
B. Purchased Water Expenses: _ o
Purchased Water (smn)y: $ 3,362,100 $ 3,362,100
Groundwater Charges (SEVD)-JJ: 14,300 14,400
C. A2 Valorem Taxes: $ 202,200 $ 209,000
Tax Rate: 1.006% 1.006%

1/ Stockton East Water District



APPENDIX ¢

Page 2
California waper s
Stockton p

exvice C
Istriee

ADOPTED JUANTTTIES
6. Number of Sez;v__ices = Meter S;zg '

2984
5/8 x 3/4 |

1
1%
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California Water Service Company
Stockton District

ADOPTED QUANTITIES
8. Nizber of Services:

No, of Seggceg. Usage-KCcf Avg, Usage =Cef/vr,
1984 1985 1984 1985 1984 1985

Comercial-Metered 37,552 37,752 8,558.1 8,603.7  227.9 227.9
Industrial 89 90 485.0  489.0  5,449.4 5,433.3

Industrial Large | 11 1,029.0 1,044,0 93,545.5 94,909.1

Public Authority 305 1,184.1 1,199.8  3,933.8 3,933.8

Other 3 3 4,9 4,9 1,633.3 1,633.3
Subrotal 37,956 38,161 11,261.1 11,341.4 |
Private Fire Prt. 378 386

Public Fire Prz. 40 42

Total 38,374 38,589

Water Loss 4.77% - S64,). 568.1
Total Water Produced 11,825.2 11,909.5

(END OF APPENDIX C)
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California Water Service Company
Stockton District

INCOME TAX CALCUTLATION

Present Rates s Adopted Rates
s FIT s CCFT : FIT

~(B) <) (D)
(Domrs' 4n Thousands)

Operating Revenues » 59,792 2 s:.o 469.7 $10, h69 7T

OM Expenses - .57 6,230.2 6, 230.2

Taxes Other Than Income _ 286.’(, ‘1 286.7‘ 286.7

CCFI 8 Y .
Subtotal

Deductions from.Taxable Yncome
Tax Depreciation
Transportation Depr. AdJ.
Soc. Sec. Taxes Capitalized l2.
Capitalized Overhead o ‘
Preferred Stock Div. Credit .0 ‘ ‘ 5.3
Subtotal Deductions 1,344.7 »T34.3

X
2
3
I
5
6
7
8
9
10
u
22
13

Net Taxable Iocome for CCFT 1,43.5

CCFT 138.6
Total CCFT 135.6

b

Net Taxable Inccme for FIT : 1,415.3
Federal Income Tax - 651.0
 Graduated Tax Adjustment :
Invel. Conversion Adjustment
Investment Teax Credit
Fed. Income Tax Before Adj.
Capitalized Overhead Adj.
Total FIT
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California Water Service Campany
Stockton District

INCOME TAX CALCULATION
1985

Present Rates Adopted Rates
CCrY s MT CCFT = FI?
(A) (3) (c). (D)

(Dollars in Thousands) :

Operating Revenues $9,862.7 $9,862.7 $10,790J& $10, 90.3# _
O%M Expenses 6,377-1  6,362.5  6,385.00  6,385.0
Taxes Other Than Income 301.8 301.8 - 301-8‘ o
cCrT ' S

Subtotal : ‘ '

Deductions from Taxable Income
Tax Depreciation
Transportation Depr. AdJ.
Soe. See¢, Taxes Capitalized
Capitalized Qverhead -
Interest > ' L ooh.g :
Preferred Stock Div. Credit : ’ 5.3

Subtotal Deductions ) ' - 1,730.6-

1
2
3
I
5
6
7
8
9
10
bR
12
13

et :ra.xable necome for CCPT
CCPFT
Total CCTT

Net Taxadle Income for FIT
Federal. Income Tax
Graduated Tax Adjustment
Invol. Conversion Adjustment
Investment Tax Credit

Fed. Income Tax Before Ad].
Capitalized Overbhead Adj.
Total ¥IT

(Red Figure

(EXD OF APPENDIX D)
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Califoarnia Water Service Company
Stockton District

Coxparison of typical bills for rea‘idential netered customers of various
usage ;gzcl and average usage level &t present and authorized rates for the
year 19584,

GCeperal Metered Service
Z 573 x 3‘75-1114:1: metersf

At Present : At Authorized Percent
Rates Rates Inecrease

$ 7.87 $842 . 6.9%
9.06 9.69 6.95
12.04 12,88 6.98
17.39 18.61 7.01
17.97 19.25 7.2
23.94 25.62  T.02
29.89 31.99 7.02
¥1.79 M.73 T.03
65.57 70.21 70T




