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Summary of Decision 

California-American Water Company (Cal-Am), a California 

• 
corporation, seeks authority to increase its rates· for water service 
in its Coronado District. The increases proposed are in steps 
designed to increase annual revenues in test year 198.4 over: rates now 

• 

in effect by $639,800 (16.7%), for test year 1985 by $2&9,400 (5.7%) 
over the proposed 1984, and for test year 19S6 by $261,300 over the 
1985 proposed rates. 3y this decision Cal-Am is authorized to 
increase its rates by about 6.66% over present rates for 1984, 2.56% 
over the authorized 1984 rates for 1985 aoe 1.84% over the 1985 
authorized rates for 1986 a.s cOClpared to the r.equested increases of 
i6.70%, 6.00%, and 5.50% respectively. 

The rate of return on rate base of 11.78% for 1984, 1'.99% 
for 1985, and 12.08% for 1986 is found reasonable. The authorized 
return on equity is 14.50% • 
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I. Background 

~he Coronado District provides general metered service to 
the cities of Coronado and Imperi~l Beach, a portion of the City' of 
San Diego lying south of San Diego Bay, and contiguous unincorporated 
areas; all in the County of San Diego. All water is purchas.ed from 
the City of San Diego·. 

As of December 31, 1982, the Coronado District has 868,.203 

lineal feet of transmission and distribution mains varying in size 
trom 3!4-inch diameter to 25-inch diameter. ~he number of service 
connections as of December 31,. 1982 was 16,820. 

An informal public meeting, jointly sponsored by Cal-Am and 
the Commission staff, was held at the Coronado City Hall, 
Novecber 28, 1983 to discuss the application. Each customer was 
notified of the meeting by bill insert. Five customers attended the 
~eeting. The Commission received nine letters from customers 
protesting ~he granting of any rate relief. 

• A'!ter due notice, public hearings were held in Los·Angeles, 

• 

February 15, 16 and 17, 1984. None of Cal-Am's customers appeared at 
those hearings. The matter was submitted Feorua;ry 17,. 19S.a. s.u"eject 
to the filing of concurrent briefs due March 12,. 1984. 

Cz.l-Am presented testimony and exhi '01 ts throug.' its 
c.irector of rates ane. revenue, a revenue requirements specialist, and 
its vice-president of operations. The staff studies were presented 
by a p!"oject manager, 2. financial exe.miner, a research analyst, end 
two utilities e~gineers • 
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II. Rate of Return 

As it did in its Monterey Dietrict rate application filed 
in February 1982 and continuing with its Los Angeles are3. ra.te 
applications filed in December 1982, Cal-Am requests r~te6 that will 
produce a return on co~mon equity of 16~. Cal-Am witness Barker 
testified that the ~6~ return on equity re~uest is needed bec$use 
(1) common equity capital is !!lore risky than debt capital (bonds), 
(2) investors require higher returns on common stock than on bonda to 
compensate for the hieher risk, (3) a common stock 1nvestor e-xpects 
steady dividends that keep up with the rate of inflation a.nd (4) an 
investor expects an increase in the book value of hie original 
investment throlJ.gh the reinvestment of retained earnings. He also 
stated that Ilsing U.S. Trea~ury Bonds as a base, the risk prem1um 
associated with water utility stock over 10 years and long-term U.S. 
Treasury Eones average 440 to 500 basi~ pOints above bond 1nterest 
rates. 

• 
Staff witness Mowrey recommended r!l. return on common eq\i.i tj" 

o~ 14.50~. He stated that rste of return is an expression of a 
utility'S capit~l costs-debt and equity. The rate of return 

• 

recoltmend~tion results from 3,n estimation of those costs applied to a 
prOjected capital structure determined tor these proceed1ne~. The 
cost of debt is contractual ~.nd therefore @'~,si1y determined, 8.1 though 
cost assump,tions ml.lst be ma.de regarding future fin3.ncing over the 
test period. He stated the co~t of common eqllity io conSiderably 
more difficult to deter~ine end therefore is often the area of 
greatest differences of opinion. The recommended return on common 
ecrlli ty ".va.s determined after ~,n ane.lysis of the risk, both business 
and financial, associated with Cal-Am • 
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Staff's recommended capita.l structure and computed rate of 
return for test years 1984, 1985 and 1986· are as follows: 

Com"Oonen·,~ • 1984 
----Long-term Debt 

Common Equity 
Total 

1985 
----Long-term Debt 

Common Equity 
Totel 

1986 
----Long-terc Debt 

Common Equity 
Total 

Capita.lization 
Ratios 

52.00% 
4.8.00 

100.00% 

52.00% 
4.8.00 
100.00~ 

52.00% 
48.00 
100.00~ 

Cost -
9.26~ 
14·50~ 

9·67% 
14·50% 

9.84% 
14.;0% 

Weighted 
Cost 

4.82% 
6.% 

11.7Sr; 

,.0:;% 
6.96 

11 .99%. 

5.12~ 
6.96 
12.08~ 

for the 
The staff witness used ~ constant aver~ge capital structure 

enti re test period which CC'.l-Am f s witness agreed with. Cr-l-
A:'s witness also agreed with staff's embedded cost of debt. 

Consistent with the return on common equity ~uthorized in 
Cal-Am's other districts (D.8;-08-054 and D.82-12-122), we adopt as 
reasonable the ~~ove financial structure, cost of debt and the 
sta!:f"s recommended return en equity of 14.50~ • 
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III. Summary of Earnings 

Revized Exhibit 2 sets forth a comparison of Cal-Am's and 
staff's summary of earnings for test years 1984, and 1985 at both 
present and proposed rates. The exhibit indicates items stipulated 
to and areas of disagreement between Cal-Am and statt. 

The following tables sets forth the summary of earnings as 
estimated by Cal-Am and the staff for test years. 1984 and 1985. 
together with our adopted results: 
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CALIFORNIA-AMERICAN WATER COMPANY 

• 
Applicant 

O;?erating Revenues 54 t 525.2 
Operating Expenses. 

• 

• 

O&M 
-Payroll 

Pureh. Water 
pureh. Power 
SIS 
Pumpin9 
water Treat. 
Tran.& Dist. 

<.06.0 
2,230.7 

.1 

5.4 
:13-.6 

:"07.0 
Cust. Aects· 95. 5 

Subtotal 2,a58.3 

A&G 
--Payroll 

Off. Supplies 
Prop:.Ins. 
Inj. & Damage 
Emp. Pen/Ben. 
Reg'. Comm/Exp. 
Bus. Tax 
Outsic.e Sere 
Mi sc. Gen. Exp. 
Genl. Plant 

Subtotal 
General Off. Pro. 

'I'axes - other 
Ac. Valorem 
Payroll 

Subtotal 

!5S.S· 
52.5 

.2 
21.8 

129'.0 
12.0 

40.8 
5.1 

21.6-
43·8'.5 
211.1 

S7.7 
42.8 

100.5 

Depreciation 222.1 
Uncollectibles 18.4 
Franchise Tax 
sePT 32.9 
FIT 132.6' 

Total O?er. Ex?- 4,014.4 
Operating Income 510.8 

Rate Sase 

Rate of Return 

5,1S03.5 

9.12% 

CORONADO DIStRICT 
- TEST YEAR 1984 -

Present Rates 

Staff D1 ff . Adopted 
(Oollars in Thousands) 

$4,525.2 S $4.525.2 

398: .. 3 
2,230.7 

.1 

5.4 
13.6 

107.0 
95.5 

2,850.6 

152 .. 6 
52.5 

.. 2 
21.8 

126.6, 
9.7 

40.8 
S.l 

21.6 
430.9 
202.1 

7.7 

2.9 

2.4 
2.3 

--7.6 
9.1 

57.7 
_~3:;,.:9:..;.~4 1.d. 

97.1 3.4 

222.1 
l8.4· 

35.5 (2.7) 
144.5. 11).9) 

4,00l.2 l3.2 
524.0 (13.2) 

5,603.5 

9.35% 

(Red Figure) 
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406·.0 
2,230.7 

.1 

5.4. 
13.6 ' 

107.0 : 
95.5, 

2,858· .. 3· 

15S.5. 
52 .. 5' 

.2 
21.8 

128:.9 . 
12.0 

40.8-
'5.1 . 
21.6 

438.4 
206.4 

57.7 
42.4. 

100.1 

222.1 
18.4 

33.3 
134.6 

4,016.6 
513.6 

5,603 .• 5 

9. '7~ 

Authorized 
Rates 

406~0 
2,230.7, 

I 

.:1,1 

5·.~· 
13,.~ 

107.0 
95.5 

2,858-.3 

lS5.5· 
52' • .5 

.2 
21 .. 8' 

128.9" 
12'.0 

40.8 
5.1 

21.6· 
438.4 
206.4 

57.7 
42.4 

100.1 
222.1 
19.6 

62.1 
259.4 

4,1?6.4 
660 .. 1 

5,603.5 

1 L 78% 
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CALIFORNIA-AMERICAN WATER COMPANY 

• CORONADO DISTRICT 
- TEST YEAR 1985· -

Pr~sent R~tes 

Autnorized 
AEE1,2;eant Staff Diff. Adaoted Rate~ 

(Dollars in 'l'housan s) 

Operatins Revenues $4,570.8 $4,570.8 $'4,5-70 .. 8 $4,999.7 

~ll'l0' Ex'oenses 
Q.U1 

Payroll 444.4 418.4 26.0 444.4 444.4 
Purch. Water 2,251.9 2,251.9 2,251.9' 2,25-1.9 
Purch. Power 0 .. 1 0 .. 1 0.1 0.1 
SIS 
Pwnpinq 5.7 5.7 5.7 5..7 
Water Treat. 14 .. 3 14 .. 3 l4.3 l4 .. 3 
Trans .&Dist .. 113.0 113 .. 0 113.0 113 .. 0 
Cust .. Accts. 98.5 98.5 - 98.5· 98.5, 

Subtotal 2,927.9 2,90l.9 26.0 2,927.9 2,927.9' 

.A&!i 
Payroll 170.2 160.3 9.9 170.2 170 .. 2 
Office Supplies 55.4 55.4 55.4 55- .. 4 
Prop-. Ins. 0.2 0.2 0.2 0.2 
Inj.& Darraqe 22~9 2'2.9 24 .. 0 2'4.0 

• Emp, Pen/Ben.. 147 .. 7 137 .. 5 10 .. 2 145.9: 14S.9 
Re<; .cann.. Exp. 12.0 9.7 2.3· 12.0 12.0-
Bus. Tax 
outside Serv .. 43 .. 0 43.0 43.0 43' .. 0 
Misc.Gen.~. 5.4 5 .. 4 5, .. 4 5 .. 4 
Ger~,Plant 22.9 22.9 22'.9 22.~ 

Subtotal 479.7 457 .. 3- 22 .. 4 479 .. 0 479.0' 
Gene..""al Off .. Pro .. 228.8 212 .. 8 16.0 222.3 222.3 

Taxes-other 
AI3. Valorem. 60.1 60.l 60 .. 1 6<:' .1 
?ayroll 47.0 41.1 5.9 45.9 45.9 ,-

Subtotal 107 .. 1 101 .. 2 106.0 106.0 
Depreciation 228.4 228 .. 4 2?$'.4· 228'.4 
T;neoll~les 18 .. 6 18.6 18'.6, 20.3 
Franchise '!'aX 0.0 0.0 0.0 
SCM' 19.3 26.2 (6.9) 20.1 6l.1 
F.I.T. 76·1 106.:1: ~ 30. OJ 79.6 257.3 
Total Oper. ~. 4,085· .. 9 4,052.5 33.4 4,081.9 4,302.3 

0pe..""ati.'1g Incone 484.9 518 .. 3 (33 .. 4) 48'8.9 697.4 

Rate Base 5,816.8 '5,816.3 5,816.8 5,816.8 

~te of Return 8.34% 8.91~ 8.40% 11.99% 

• (Red Figure) 
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qperating Revenues 
Cal-Am stipulated to the staff's operating revenue 

estimates at present rate of $4,525,200 for'test year 1984 and 
$4,510,800 for test year 1985. We will adopt these figure$. 
Operating Expenses 

Payroll Expense 
Cal-Am's estimates of total operating and maintenance 

(O&M) payroll expenses are $406,000 for 1984 and $444,400 for 1985 as 
contrasted to the staffs estimates of $398,300 and $418,400 
respectively. Cal-Am's administrative and general (A&G), payroll 
estimates are $155,500 for 1984 and $170,200 for 1985 compared to the 
staff estimates of $152,600 and $160,300 respectively. The 
differences reflect the rate of wage escalation to ,be adopted to 
cover anticipated. wage increases ter the 1984-1986 ,test ?eriod. 

Escalation Factors 
Escalation factors used by Cal-Am and the staff to project; 

.operati:lS expenses for the years 1984, 198'5 and 1986 were a major 
cause for differences in expense estimates and considerable hearing 
time was ~evoted to this issue. Though Cal-Am revised dowriward its 
original escalation increases, it was still greater than the staff's. 
Tabulated below is a comparison of the labor escalation factors used' 
by Cal-A:l and the staff: 

Labor Escalation 

Cal-Am(O~isinal) Cal-Am(Revised) Staff 
Percent Increase Percent Increase Percent Increa~e 

i984 9.5 9.0 4.11 
1985 9.0 8.0, 4.98 
1986 9.0 S.o 5.' 3 

• 
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For nonlabor Cal-Am adopted. st3.tf incremental increases for 1985 and 
1986 of 1.2~ and .4% but used 0.4% as a starting point rather than the r 

sttl.:r:r's 4.5%. The 6.4~ figure used by Cal-Am was the CPI :for San Diego, I 
November 1982-November 198;. A co~~arison of the nonlabor escalation 
factor ie as follows: 

j 984 
1985 
1986 

Cal-Am 
Percent Increa.se 

6.4 
7.6 
8.0 

Nonlabor Escalation 

StB.ff 
Percent Increa.se 

4·5 
,.7 
6.1 

It is Ca.l-Am's position tha.t the prevailing wages pa.id its 
e:t:ployees is considerably lower tha.n ""ages pa,id by other employers in 
the San Diego area for comparable skills. Cel-Am is in ,what its witn~se 
'Foy' described as a "catch-up mode" with its emploY'ee wages in attempting 
to bring these wages into line with other employee wages paid throughout 
the San Diego area. 

Staff's labo:, escalation rates would B.ppear reasontlble, 
assuming that Cal-Am's employees are presently receiving wages 
comparable to that ~eceived by other employees in the other Cal-Am 
districts. However, staff overlooks Cal-Am's attempt to bring its 
Coronado district employee wages up to the prevailing other Cal-Am 
district pay rates, which would ensure better employee morale and low 
e~ployee turnover thereby benefitting both the company end its 
ratepayers. 

The record fully supports Ca2-Am' z pos1 tion that increa.ses to 
~mployees in excess of the stati'e reco~mended increases are justifie~ 
in light of the discrepanCies in the present wage levels ot Cal-Am 
employees as compa~ed to the other Cal-Am districts in general. We 
place Cal-A~ on notice, however, that the ~ate levels authorized here 
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for the years 1984, 1985, and 1986 are based on revenue requirements 
providing for the above escalation rates. The wage escalation factors 
actually effected will be reviewed in conjunction with the annual 
attrition allowance review and suitable adjustments wi1,. be mad.e to' such - . 
attrition allowances should it be d.etermined that the escalation factor~ 
placed. into effect are less than set- forth in the record. in this 

I 

proceeding. 
The staff nonlabor escalation rates are reasonable and we 

adopt them. 
Purchased. Water and Power Expenses 
Cal-Am stipulated to the staff's estimates for purchased. water 

and power expenses and will be adopted. 
Source of Supply, Pumping 
and Water Treatment Expenses 
Cal-Am's and staff's estimates for source of supply, pumping 

and water treatment expenses are the same and will be adopted • 
Transmission & Distribution and 
Customer Accoun,ting Expenses 
Cal-Am stipulated. to staff's estimates for transmission and 

distribution and customer accounts expenses except as to staff~s 
projected rate of escalation for nonlabor items and those e;5tim~tes will 
be adopted. 

Customer Accounts 

Initially Cal-Am did not include the cost of third party 
notification before terminating water service as directed by 
D.83-06-065. This cost is estimated to be $6,500 per year. With this 
and other minor adjustments the staff and Cal-Am agree to the estimated. 
costs for this account • 
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• Administ~ative and Gene~al Expenses 
Cal-Am's estimates of administrative and general ex~enses 

total $438,500 for test year 1984 and $479,700 for test year 1985 
contrasted to staff estimates of $430,900 and $457,300 respectively. 

The estimates are the same for office supplies, property 
insurance, injuries and damages~ business tax, outside services, 
miscellaneous general expense and general plant. These items total 
$142,000 for test year 1984 and $149,800 for test year 198~~ These 
amounts are reasonable and will be adopted for this proceeding. 

Cal-Am's A&O payroll expense was estimated to be $155,500 for 
test year 1984 and $170,200 for test year 1985 as compared to the 
staff's estimates of $152,600 and $160,300 respectively. The 
differences relate to the proper wage escalation factors to be applied 
to this expense. As discussed in the section on payroll, we are 
allocating the adopted payroll expense between O&M' and A&O on the basis 
of Cal-Ao's ~elative values on a one-time adjustment. 

~ Employee pension and benefits expense consists of penSions, 
g~oup insurance, and other. Cal-Am's estimate for this item was 
$129,000 for test yea~ 1984 and $147,700 for test year 1985 as compared 
to the staff's estimates of $126,600 and $137,500 ~espectively. Cal-Am 
stipulated to the staff's pension and group insurance estimated 
percentages, thus the difference relates to the proper wage escalation 
facto~ to be applied to this expense. Again, as discussed in the 
section on payroll we a~e allocating the adopted payroll expense on the 
'oasis of Cal-Am's ~elative values on a one-time adjustment. 

• 

Regulatory Comoission Expense 
Cal-Am estimated regulatol."'Y expenses at $25,000 to be, 

amol."'tize~ over three years. The staff recommends only $1$,000 be 
allowed, a difference of about $2,300 per year . 
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Cal-Am based its estimate on its counsel's best estimate of 
r 

what expenses would be, anticipating one or possibly two days of hearing 
without extensive public participation (Exhibit 7.). The staff witness 
ztated he based his estimate on f~es and costs for Cal-Am districtz in 
the Los Angeles area for 1983 rate cases and a study'of legal costs 
authorized other water utilities which have lower fees per customer 
and/o~ per dollar of revenue. 

We believe Cal-Amts estimate of $25,000 for regulatory expense 
amortized over three years is reasonable and will be adopte~. As 
pOinted out by applicant it is inherently more efficient an~ less costly 
to prosecute four rate cases at once, as was done in its Los Angeles 
area rate cases, than one case at a time. Further the estimates of 
counsel was for- one or two total days of hear-irlg where in fact there 
wer-e tbr-ee days of hearing with related prehearing preparation and post 
hearing briefing. 

Outside Services 
• Cal-Am and staff also stipulated to the estimate for outside 

services of $40,800 for test year 1984· and $43,000 fo·r1985' and will be 
adopted. 

• 

General Office Prorate 
The difference between Cal-Am and staff in general office 

expense total $9,100 for 1984 and $16,000 in 1985. The differences in 
payroll estimates and related insurance and pension expenses for the 
corporate office relate to the rate of labor escalation previouzly 
discussed.. Items of d.ispute are the amount for California Water 
Association (CWA) ,dues, physical examinations for certain corporate 
officers and expenses related. to Cal-Am safety program~ . 
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~ ~he staff in its estimates disallowed the following charges in 
Account 795: 

Orientation slide show 
Newsletter 
Safety Banquet 
Physical exams 

Total 

$ 850 
765 

,200 

'385 
2,200 

Staff argues these costs eon~er no benefit o~ rate~ayers and sho~ld 
not be allowed for ratemaking purposes. Cal-Am states these safety 
program expenses are justified in that overall expenses are reduced 
when temporary employees are not required and that it keeps workman's 
compensation insurance rates at tr.eir lowest possible level. 
We believe the ratcpayer~ are benefitted indirectly from these prosr~s 
and therefore we will adopt ~he Cal-Am est~ates as reasonable. 

With respect to tee CWA dues issue, during the ~ear1r.g Cal-~= 
witness B~rker introduced Exhibit 8 requesting a portior. of the ann~al 

• 
dues pa.id to Ci'IA be o.lloea'ted to the Corona.do Dlstrie'!'. The ex~~bi ~ and 
testimony we:-e received into evidence over the staff's objec"tion. en 
March " 1981 the staff renewed its mction to s~rik€ ene exclude 

• 

Exhibit 8 and related testimony. 
The staff states that bece~se this it.em was no~ incl~eed in 

~he application when it was filed it sho~ld not be considered. S~a!! 

argues ~het it violates due process of the rete,ayers 8S ecbodi~c ir. the 
United States Constit~'tion, § 454 of the Public Utilities Cod~. the 
Co:o:issio~'s Rules of Practice and Procedilre er.d the C01'!!%:issior:'~ 

Reg:.llatory Lee Prog:am • 
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Staff's motion to strike was properly overruled and the 
renewed motion should oe denied. The staff was appraised. of Cal-Am's 
inadvertent error and its desire to recover this expense on February 3, 
1984. Stafr thus had more than 10 days to consider the reasonableness 
of the request. Further, the staff was well aware that this item of 
expense had appeared in prior rate cases without 'being an issue. Nor is 
there a violation of due process, § 454 of the Public Utilities Code, or 
the Commission's Rules of Practice and Procedure. Section 454' requires, 
that ratepayers be noticed of any proposal to increase a rate or 
charge. Rule 23 requires that the application be amended in the event 
'that applicant desires to revise the level of rates shown in the 
original application ••• ' The total amount of the requested increase is 
known. This is the amount, or ceiling, that the Commission can consider 
without any due process violation. 
Rate Ease 

In recent years during hot weather and consequent high 
• water demand, Cal-Am experienced difficulty in keeping its Montgomery 

and Highland Reservoirs full. To transport water from the Montgomery 
meter connection to the Highland reserVOir, Cal-Am proposes to 
install an 11,OOO-foot, 24-inch transmission main in Palm Avenue 
(Palm Avenue Project). Plans call for the project to 'be constructed 
in two phases: 5,500 feet to be in service by June 1984, the 
remainder ready for service in 198&. Cal-Am included this project in 
its rate base calculation for this ~roceeding. 

• 

The starf recommends that the Palm Avenue Project be 
excluded trom rate base and the utility be allowed to file advice 
letters u~on completion of each of the two project phases to insure 
that the rate payers pay for the project only when the project is 
completed and they receive the benefits of improved service. Cal-Am 
sti?ulated to the staff recommendation. 

Cal-Am also stipulated to all of the other starf rate base 
calculations and recommendations • 
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Taxes 

Cal-Am stipulated to the staff's estimates of ad valorem ta.xes 
~eav1ng only payroll taxes for determination for this item. Consistent 
with our adopted payroll, we will adopt as reasonable for this 
proceeding fftaxes-other" of $100,100 for test year 1984 and $106,000 for 
test year 198.;. 
De~reciation Ex~ense 

• * 

Cal-Al:l stipulated to staff's estimate for depreciation. 
Accordingly we will adopt $222,100 as reasonable for test year 1984 and 
S228,400 for test year 1985 consistent with our Palm Avenue P'roject 
exclusion discussed in rate base. 
Rate DeSign 

Cal-Am originally proposed to increase the service charge 
I 

gradually to collect up to 27.6% of revenue with the remaining 72.~% 
collected !:OOtl quantity :oates by 1~86. The staff recommends' adoption of 
z. rate des1~ which would maintain the lifeline differential of 25% for 

• residential customers.. The staff does not object to increasing the 
service charge for residential customers so long as no group of users 1s 
exposed -:0 excessive incres.ses.. The following tabulation compares the 
:-ate inc:-eases over the the Janus.ry 1, 1976 level at present and 
p:-opcsed !"s.tes, and the lifeline rate increase that will maintain the 
25% lifeline differential as recommended by the staff: 

• 
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At Present Rates: 
Total Cumulative Increases 98~ 

Lifeline Rate Increases ;5~ 

To Maintain a 25% Differential, 
Lifeline Rate Should have Increzsed 58% 

At Utility's Proposed Ra,tes in ,?86: 

Tot~.::' CUI:lulati ve Increases 158% 
Lifeline Rate Increases 155_ 
For a 25% Differential, Lifeline 
Rate Should be This Percentage 
Above January 1, 1976, Level 106~ 

Cal-AI:l stipulated to the sta.ff ra.te design recommendation. 
It is reasonable and will be adopted. 
Attrition 

An attrition allowance is granted for increased' financial 
costs and increased expenses and rate base iteI:ls which are no": offset by 
the increases in revenues in the third year of the three-year ,rate 
incres,se. As previously discussed, the test year 1986 f1:nancial 
attrition was computed by staff to be 0.09% "..rhieh on our adopted 
!"in3.ncial struct"J.re and debt costs r~q"J.i res a ra.te of return of 12. 08~ 
to provide our adopted return on equity of 14.50%. 

The operational attrition is derived by extrapolating tbe two 
test year estimates without the nonrecurring I:lajor plant addition, 
Industrial Park Reservoir excluded for purposes of c~lculation. On this 
basis we a.dopt as reasonable an operational attrition of 0.77%. 

! 
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IV. Customer Service 

Testimony of the staff witness indicated the number of 
complaints investigated and resolved by Cal-Am in the Coronado District 
in 1982 and through August 198; were as follows: 

Wa.ter Quality 
Pressure 
Billing 
Misc. 

Total 

Complaints 

1982 
29 
;1 

;;2 
225 -
617 =--

Through 
August 198) 

77 
42 

339 
290 
648 ==--

According to the witness' testimony, most of these complaints 
were resolved quickly and in a setisfactory manner. There were no 
!ormal complaints filed. Sta.!f considers the q,uality of service 
provided in the Coronado District to be satisfactory. 
:?i~din,as of Fact 

• 1. Cal-AI:! is in need of additional revenue for its Coronado 

• 

District but the proposed rates set forth in t.he application are 
excessive. 

2. A rate of ret~rn on common stock equity of 14.5%' and overall 
rates of return of 11 .'78~, 11.99%, and 12.08%, for the years ~98A., 1985, 
ar.d 1986, :-espectively, are reasonable. 

;. Staff's estimates of cost of debt and capital st:-ucture 
are:-eason~ble. 

4. The increases in rate~ and Charges authorized by this deCision 
2.:-e justified, and a:-e j~st ar.d reasonable. 

5. The labor esc~.lation factor used by Cal-A:l to bring i·ts 
Coronado District ecployees wa.ees into line with othe:- ecployee wages in 
the San Diego 2.:-ea and in line with Cal-Acts oth~:- districts is 
:-easona"ole • 

- 17 -
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I t/: G---

6. Cal-Am's estimate tor regulatory expense amortized over three 
years is reasonable. 

7. Cal-Am aeeount 795 expenses that staf~ would disallow are ~ 
reasonable. 

S. The California Water Associa.tion dues were properly considerec: 
and allowed as an expense item without violating due proeess, P~blic 
Utilities Code § 454 or the Rules of Practice and Procedure. 

9. The authorized increase in rates at the rate ot return ~or 
test year 1984 is expected to provide increased revenues tor Cal-A~'s 
Coronado District of approximately $,01,300 as compared to a requested 
increase of $639,800 over present rates. 

10. The authorized increase in rates at the 11.99% rate of return 
~o:: test year 1985 is expected to provide increased revenues tor 
Cal-A.:l's Coronado District of apprOXimately $12,4,600 over the eutho,rizec 
1984 rates es compared to a requested increase of 5269,400. 

~ 11. An allowance of 0.77% in rate of return to compens2~e for 
operational test year 1ge6 is reasonable. Allowins for this operat1on21 
attrition and a finanCiAl attrition ot: O.09f, in determining the 
authorized increase in rates at the 12.08~ rate of return for test year 
198e is expected to provide increesed revenues for Cal-Am's Coronedc 
Dis";rict of approximately $92,200 (1.84~) over the authorized 1ge5 rates, 
as compa.red t.o a requested inerease of $261, ;00 (;. 50~) over Cel-Am "$ 

authorized 1985 rates. 

12. The &dopted estimates previously discussed here of operating 
revenues, operating expenses and rate base for the test years 19P4 and 
1985 reasonably indicpte the res~lt of Cal-A~s operations in its 
Coronado District in the near f~~~re. 

13. Adopticn o! the staff recommended rate design is reaso~able. 
14. The quelity of service .provided by Cal-Am in its Coronado 

District is satisfactory. 
Concl~s1ons·of Law 

1. Rever.:le increases of 6.66~ in 1~e4, 2.56% in 1ge5~ er.d '.et.~ 
~n 1986 are reasonable. 

- 18 -
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2. The application should be granted to the extent set forth in 
the followine order. 

, , 
, 

3· Because of the immediate need for additional revenues, this 
order is effective today. (' . 

o R D E R -.oIlI'" __ _ 

IT IS ORDERED that: 
1. California-American "vfater Compa.ny (Cal-Am) is authorized to 

file the revised schedules attached to this order as Appendix A and to I 

I 

c"ncurrently cancel its present schedules for such oervice. This :filine: 

sh?ll comply with General Order (GO) Series 96. The revised schedules 
shall apply only to service rendered on and after their effective date, 
which shall be five es.ys af'ter filing. 

2. On or after November 15, 1984 Cal-Am is authorized to file B.n 
advice letter, with appropriate work papers, =-equesting the step rate 
increases attached to this order as Appendix E or to file a lesser 
increase in the event that the Coronado District rate of return on rate 
base, adjusted to reflect the rates then in effect and normal ratemakine 
adjustments for the 12 months ending September ;0, 1984, exceeds the 
lower of (a) the rete of return found reasonable by the Commission for 

Cal-Am during the corresponding period in the then most recent rate 
decicion, or (b) '1.78%. This filing shall comply with GO Series 96 and 
shall include eVidence for wage escalation factors actually granted. 
S'Jitable adjuotoents will be Clade to the step rate increase should it be 
determined that the escalation factors placed into effect are less than 
tha~ set forth in ~he record~ The requested step rates shall be 
reviewed by the staff ~nd shall eo into effect ~pon staff's 
determination that they conform with this order. Staff shall inform the 
Commission if it finds if the proposed step rates are not in accord with 
this deciSion, and the Commission may ther. modify the il"l.cree.se. The 
effective date of the revised schodule shall be no earlier than I 
Janu:3.ry 1, , 985, or 30 d~ys af,ter the filing of the step rate, whichever 
is later and shall a.pply only to service rendered on or after the 
effective cate • 

- 19 -
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;. On or after November 15, 1985 Cal-Am is authorized to file an 
advice letter, with appropriate workpapers, requesting the attrition. 
offset rate increases, or to file a lesser increase in the event the 
Coronado· District rate of return on rate base, adjusted to reflect the 
rates then in effect and normal ratemaking adjustm~nts for the 12 months 
ending September ;0, 1985, exceeds the lower of (a;) the rate of return 
found reasonable by the Commission for Cal-Am during the corresponding 
period in the then most recent decision, or (b) the rate of return 
adopted in this proceeding. This filing shall comply with GO Series 96 
and shall include evidence for wage escalation facto~s actually 
granted. Suitable adjustments will be made to the attrition rate 
increase should it be determined that the esealationfaetorsplaced into 
effect are less than that set forth in the record. The requested rates 
shall be reviewed by the staff and shall go into effect upon staffs 
determination that they conform to this order. The staff shall inform 
the Commission if it finds the attrition rate inc.rease is not in accord 

-
with this decision, and 'the Commission may then modify the increa.se • 

... 

The effective date of the revised schedule shall be no earlier than, 
January i, 1986, or 30 days after the !'i11ng of the attr'i tion rate 
increase, whichever is later • 

- 20 -
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4. Ce.l-Am is authorized to file -n.n advice letter otfset increase 
upon ~he completion of Phase I or Phase II of the Palm Avenue:P1peline 
projec~. 

5. This application is granted as set forth above. 
This order is effective tOday. 
Dated June 6, 1984, a.t Sen F!"ancisco, California. 

LEONARD M. GRIMES, JR. 
President 

VICTOR CALVO 
DONALD VIAL 
WILLIAM ~. BAGLEY 

Commissioners 

Commj,ssioner Priscilla C. Grew, 
being necessarily absent, did not 
participate • 

- 21 -
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A??licability 

APPENDIX A 
Page 1 

california-American fllatel' Co. 

Schedule No. C0-1 
Coronado Di~rict Tsri:! Area 

General !-:eteree. Serv.Lce 

A~licaole to all ~etered water service. 

Ter.-itorr 

Coronado, I:npetial Beach, and :port.ion~ or San Di~go, and vicWty, 
Sa."'l Diego Cou.. ..... t:r. 

Se:'Vice Charge: 

For 5/'0 x )/L-~"'lch :::eter 
J/L.-i.."lch meter 

:'-i:lch r.:ete:-
"~.l ... ,..\.. ~-e'" _.-! .... .aw-...... ,...., ". 

2-i::ch :::et.e: 
3-i::.ch :nete:
L.· .. i.."'lc:. :::ett;r 
6-i::ch :nete:' 
e-i:-.c:' :meter 

•••••••••••••••••••••••••••••• ....•................ ~ ....... . 
•••••••••••••••••••••••••••••• ..... ~ •..•.••...•....••.....•• 
• ••••••••••••••••••••••••••••• 
•••••••••••••••••••••••••••••• ....•..................•..... ~ 
.••...••....•....•.•••.• ~ ..... 
•••••••••••••• r ••••••••• ~ ••••• 

::':3-; ,cc· ~-l. !'t., per :'00 cu. i't. "' ................... . 
Ove~ ;00 ~~. !t., ?er lOe eu. !~ • .•.••.•..•..•••••.•.• 

?er Hete::
?er Y.or.th 

S 2.65 
2.90 
~.ec 
s.so 

20.5C 
37.00 
66.CC, 
eo.OO 

:!.l.l •. CO 

0.6::'0 
0.81...5 

':'he Se::"Vice C'c.o:ge is 3. reac.:.."'l.esz-to-se:-ve cr.arSe 'Ilhich is 
al'l'l!.c.lole t.o·. aU :::etered se:-.r:.ec·· a."'lC!; to '~i:ic:r is, to' be' 
~ddec ~he ~~t:~ c:~geco:::~tcd at ~he ~~tity Eates. 

(I) 

(::) 
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APPENDIX A 
Page 2 

California-American Water Co. 

Sehe<iuJ.e No. C0-4 
Coronado District 'r:8:r:'i!! ArerJ. 

Private Fi:'e Protection Service 

Applica'ole to all water service fur:li:lhed tor private:.y coNned. tire· 
pr~ection sJ:tem~. 

Ter:-ito:":,{ 

Co::'onado, I:npC!'ial Beach, and ?ortion~ 0: San Diego, or.d ~c1r.itj", San 
Diego C~ty, all .lS set tc!"th on Service Area ::'laps or.; !'i:.e ',dth the 
Cnliro~~a Public Utilitie~ Comrniz!ior.. 

?tivate Fi:'e Protection Sy:;to::t3: 

:C~ eac~ ~-~ch e~~eetion or ~aller 
6-inc:' conr.ectio:' .. 
S-ineh cor.neetion 

:O-~~ch co~ection 
:2-i~ch eon.~eetior. 

Per !'-o~h 

S l2.BC 
26.70 
39.50 
58.7C 
e5.30 

I 

':":.e ra:t.ez !or private !1:e se:-vice 2.!"C 'Os,sec. upon ~~e :;i:e o! t::e 
se~;ice a:~ no aciCitional ch~ge~ ~~: be ~acie !er !i:e ~JCr~~t:, 
spri!"'':'-':'e!'s, hose eor.r.eet.ion~ or sta."'ldp:l.~e cor.nectec. to and Z1.:.?pliec, 
• ... ·f .,..'c ........... l.·v ..... c ~~ ... e "'e-"';ce ... " w.i........:r- c."'\I.tI .... ~. v.. • 

(!) 

I 
I 

(I) 
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APPEmJX A 
Page 3 

Cali!ornia-American lIater Co. 

Schedule No. C0-4-H 
Coronado District Tari£t Area 

Priva.te :?ire Hydra.."lt Service 

Applicable to all w~ter ~erviee fu.~She~ tor tire r~a:t service. 

Te:":'it ory 

Co:o:.ac.o, Imperial Beach, a:lc. portions ot San Diego, a."ld. viei.~t7, Sa.."l 
Diego COU-"lty, all as set torth on Se.-viee Areaa.":1a.ps on file ,\·lith the 
Cali.!'o:,;~a Pu'olic Utilities Corn:nission. 

?..ates 

?riV.3.te Fi:'e !J~drant Service Installeci at Cost 
o! Applica.."lt. 

:0:' e~cll :i:'e ~ant In:tallec. 

Pe:' Month 

$7 •. ;0 (I) 
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Cali:ornia-A..'neric.:ln itater Co. 

Schedule No. C0-6 
Coronado Diztrict Ta.ri!! Are~ 

Flat Rate Schedule 

'rl".is rate is available only to a. subdivid.er 'ou!lcl.ir.g a :ni.."li...~ o! five (5) 
hcmes within a tract a~p!'OV'ed by tl\e Ccu.nty 0'£ Som Diego, the eitie3 of 
CoroMdo, Ir.l?erial BeQ.ch a.."'ld a port.io::. of San rJiego, i."l. the a:ea ser"/ec. 0,:/ 
the Co:-or..ado District.. 

Territor;r 

'n"':'3 r:!te s:'all apply '·:it.r.ir. the cities 0: Coror.ac.o, Ir:;lerial Beach ,at'lC 
portion or Sa.."l. Diego 2."'l.c. vicir.itj", Sar. Diego County, all .:.:: 5et.fo~h on 
S¢:'V'ice A:ea ::aps on tUe with. the Cal!!or:lia Public U~:i1 ~ tie:5 COr.l,.":is:ioe • 

$ 10.70 (I) 

:i: 
" ; 

" , 
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APPENDIX B 

Each or t.he :f:ollO".dng inc:-eases in r:l.t.es ~ be !JUt. into e:f:!'eet. Qn t.he 
indicat.ed dat.e 'by £iliDg a rat.e ~chedule which ad.ds the appropriate inc:"eaze 
to the rate ·,y'hich woulci otherwise be in effect on that ciate. 

SC"rrn:DO"tZ C~l General Met.ered. Service 

S~rvice Cha:-ges: 

For 5/8 x ')!4.-inch ~eter •••••••••••••••••••••••• 
')/4-i:ch meter •••••••••••••••••••••••• 

1':"i.."'lC.'" meter •••••••••••••••••••••••• 
l.z-inch oet.er •••••••••••••••••••••••• 
2-inch meter •••••••••••••••••••••••• 
')-i..'1.ch ::eter •••••••••••••••••••••••• 
4-i."'lch oeter •••••••••••••••••••••••• 
6-inch meter •••••••••••••••••••••••• 
S-ir.ch l'leter •••••••••••••••••••••••• 

10-ir.ch :eter •••••••••••••••••••••••• 

Fc:' the !i:'st ,)oe cu. ! .... , per 100 C".l. ft ••••••• 
Fo:" -:.::'e CNcr ;00 C'U.. !'t., per leO cu. !t •••••••• 

Schedule CO-L Privnte ?1~c ~otectior. Se~ee 

:0: eae~ ~-i~c~. cor~ec~io~ or :~allcr ••••••••••• 

$ 

:e~ e~c~ 6-~eh eor:.ec~i~ ••••••••••••••••••• _ ••• 
For each S-i=c~ cQ:,.::..ec-;i~ ...................... . 
For each lO~i~ch ccr~ec~~cr. ••••••••••••••••••••• 
:~ each l2-~~eh co~:.eeti~ ••••••••••••••••••••• 

Sc· ..... ~,. ... ·_·~ e CO I •• -:>,...; V"· e .... .; - ........ ..:-....... Se-.~ ... ", _ -4-:-:' • ~ ..... w = __ \."..; ':'1
t
"\...oa...- ...-,...... ;.-V~""'~ 

•..•.•...•..•••. 

Effective Dat.es 

C.10 
0.10-
0.20 
0.30 
0.50 
1.00 
2.00 
).00 
5.00 
5.00 

C.ll. 
0.:0 

0.,30 
0.60 
0.90 
1.LO 
2.10 

C~2C 

$ 0.05 
0.10 
0.10 
0.20 
0.50 
1.00 
2.00 
2.00 
,).00 
,).00 

C.Oll 
0.015 

C.2C 
0.5e 
0.70 
1.CO 
.. 51'" _. ... 

0.:.0 
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ADOPTEn QUANI'ITIES 

Company: Cali£ornia-A-I!etic:ln Water Company 
Dist:'ict: Coronado 

1984 

1.- ~a~~t Prod~~Ii~~: Ccf(lOOO) 5,116.1 
Purchased iiater: 5,116.1 

Wells: 0 

2.- Purchased. Water 
Cost: $ 2,230,700 

S/Cc£: 0.436, 
(City of San Diego) 
(Jan. 1,1984 Rate ) 

3.- ~eha.~~~ P2wet 
Cost: S 100 

4. - Ad '/Q.l~I~'jl I~~~: S 57,700 
'!:1X Rate: 0.81501 .. 

1985 

5,164.8 
5,154.8 

0 

S 2',251,900 
0.43,6 

$ 100 

S f.O,lOO 
O.S13.5~ 
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5. 

6. 

,.. 
t· 

APPZNDIX C 
Page 2 

ADOPTED QUANTITUS 

~~~ber o~ Service~~eter Size: 1984 -
5/S x ')/4 14,522 

')/4 0 
1 1,$56 

1-: 349 
2 ;;22 
3 15 
4 66 
6 19 
e e, 

Total ~7 ~5f> • ,. \J 

!~ete:oec!. 'd:lte:o Sales: 19SL5 
?.ange-Cc:' 

0-:3 SZ6,COC 
Ove:- :3 l_z~~S~2CO 

Total Usage 4,94!.,20C 

~~~oe:o of Se~rices: 
~o. of Se:-viee~ 
1get... :'98;; 

Ees:!.c.e:-.tial 15,571 15,773 
3us:!.~ess-::or • 1,331 1,350 
?.;.:i~ezs-:,,::ge 59 59 
?..:.b:.ic A: .. :::'!l.-Kor. :'42 l.!...2 
?-.:.·~l!.c ~1.:t.h. -t3l",;e 2:. 2: 
CO'~ .~ ~,... ... .'-' .. 0 

Ct.her :6 16 
S-.:.~":.ct.al :'7,:',S :'7,;7'1 

?:-ivate :::e ?:-ot. 9'1 :07 
'!'o;al l7,257 " .... ' 1 (,.:.. ..... 0 
:I:~~e: :.o~s: 3 .. 75~ 

':'C':.e! :':Z!.te:- ?:-x.-.:.cec. 

li§i. 

14,709 
0 

1,a80 
353. 
;26 

16 
67 
:'9 
2: 

17,')79 

~ .. '-' 

trM~e-Ce!' 

593,300 
L,'J77 t SCC 
'(",976,:'00 

•• "e K"" ~ Av~. U'~·?se-Cei'L:rr. ... S:'l.~ -. "'c .. 
l'1e4 1935 1984 191;)5 

2,72$.C 2,763.L. :'75.2 175.2 
806.:. 317.6 605.6 605.6 
7:35'.9 . 735,.9 1/..;1.;.73 12,.!o.7; . 
:'56.2 ::56' .. 2·· l,100.2 :',:'00.2 
3"1: O' "'''. "'25 ~. ) .... ' ·5 , ... t.,. 

~ ,-., ~ 15,1.;.76 
~ -0 5 .. > ;' • '! 51! c: .. , -;, -
12. 5· ,? ~' -,. 

':""·1~.2 .4, ~t7:'.~. 

"C· c ~c;. 7 - , ..... 
;,l:'c.:, 5 ' 2.!. e , . ...,. . 
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Operating Revenue 

:Expenses 
Payroll 
Purchased PO'W'er 
Purchased i;ater 
Other 0 &: )1 

Other A & G 
Cen. Office Prorated. 
Uncollectible S @ 0.406% 
Payroll 'taxes 
Ad Valorem Taxes @ 0.81S6~ 
Capitalized Overhead 
AS .U.D.C. 
I:tterest 
Debt Ex?ense 

Total Deduetion 

State Tax Depreciation 
Net To3Xable Ineome' 

APPENDIX C 
Page :3 

~ 

4826.5 

561.5 
0.1 

·2230.7 
221.5 
282.9 
206.4 
19.6 
42.4 
57.7 
26 •. 9 
13·.8 

265.3 
114 

3930.2 

249.7 
646.6 

State Co%j;)~ Franch. Tax 9.6~ 62.1 

Federal Tax Depr~eiation 253.4 
State Income Tax 62.1' 
Net Taxa.'ble Ineome 580.8 
Fed. Inco:ne Tax 46% 267.2 

Less Graci. T.:I.X Adj. 2.5 
Less IIC 5,1 

Total Fed.eral Income T~ 259.6 

1985 
(Thousands of :Dollars) 

4999.7 

614.6 
0.1 

2251.0 
231 •. 5 
308·.8 
222 .. 3· 
20.3 
45.9 
60.l' 
30.0 
1 ... 0: 

314.8; 
1,4 

4101 .. 8 

260.7.: 
637~Z : 
51.l, 

255.5 
61.1· 

578.1 
265.9' 

2 .. 5 
!' r 9"· 

257.5' 
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APPENDIX D 
Calil"or:-.ia-American Water Co. 

Coronado District 

Con?tlrl~ons 01" typicBJ. 'oill~ tor residential :net.ered cuztOClerz ot 
va..""1ous usage level ar.d. average level at present and authorized ra.tes tor 
t.he year 1984. 

.. Mont.hl:r Usage .. .. .. 

(CUbic Feet) 

.300 
500 

1.,000 
1,460 (Average) 
2.,000 
3,000 
S,CCC 

10,COO 

General ~~etered Service 
( '51 e x ;:,1 4-1nch meter~) 

At Present At A.uthorized 
Rates ?oates 

$ .3.70 $ .4.43 
5.35 6.17 
9.4.9 10.40 

13.29 11.;. .. 23 
17.76 lS .. o; 
26.03 Z7 • .30 
42~5i L.1:..19 
33.92 e6.L,.L.. 

Percent 
!::.crease 

~ . 21.11i'Q 
15 .. 26: 
9.56 
7.45 
~~12 
4.S7 
3.82 
3.01 

.. .. .. .. 
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The staff in its estimates disallowed the following charges in 
Account 795: 

Orientation slide show 
Newsletter 
Safety Banquet 
Phj"sical exams 

$ S50 
. , 

7;65 /200 
;L...2§2 

Total ~ 2,200 
Staff argues these costs confer no bene~t 0%'1 rate~ayers and should 
not be allowed for ratemaking ~urpose~ Cal-Am states these safety 
progr3Q expenses are justified in th~t overall expenses are reduced 

/ . 
when temporary employees are not r~uired and that it keeps workman~s 
cOQpensation insurance rates at th'eir lowest possible level. While 
there is undoubtedl:r some benet/to the ratel'a:rers, we"believe the:r 
are only indirectly benefitted s contrasted to the direct benefit to 
the shareholc.ers. Under thes circumstances'we will adopt'the staff 
estimates as reasonable • 

With respect to t e CWA dues issue, during the hettring Cal-Am 
witness :B@.rker introduced ::ichibit 8 requesting a portion of the annual 
a'-oles p!.tie to CvTA be allocajed to the Coronado District. The exhfbi t and 
testimony were received irto eVidence over the staff's objection. On 
~!2rch 1, 1981 the stat! renewed its mction to strik,e and exclude 
Exhibit 8 ane related teftimony. ' 

The sta!! s1tes that because this item was not included in 
the application when i was filed it should not be considered.. Staff 
a,rgues that it violat eue process of the re.tepayers 2S e:cboc.ied in the 
U'ni ted States Consti t·oltion, § 4;4 of tbe Public Utili ties Code:, the 
Commission's Rules of Pre.ctice and Procedure and the CommiSSion's 
Re~ollatory Lag Program • 

- 13 -
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6. Cal-Am' s estimate for regulatory expense amortized over three " 
years is reasonable. 

7. Cal-Am did not show that Account 795 expenses that staff would 
disallow would confer a direct benefit on the ~tepayer. 

8. The California Water Association d~es were properly considered 
and allowed as an expense item without vi~ting'dUe process, Public 
Utilities Code § 454 or the Rules of pr,ctice and Procedure. 

9· The a.uthorized increase in rates at the rate' of return for 
test year 1984 is expected to provid/increased revenues tor Cal-Am's 

/ 
Co:-onado District of approxima,telY;301 ,;00 as compa.red to a requested 
increase of $639,800 over presen)l~ates. 

10. The authorized increase in rates at the 11 .99~ rate of return 
tor test year 1985 is expected to provide increDsed revenues for 
Cal-Am's Coronado District of approximately $124,600 over the authorized 
~984 rates as compared to a .equested increase of S269,400~ 

11. An allowance of 0.77% in rate of return to compensa,te to'!' 

operational test year 1986 is reasonable. Allowing for this operational 
attrition and a financial attrition of 0.09% in determining the 
authorized increase in r tee at the 12.08"; rate of return for test year 
~ 986 is expected to pro ide increased revenues for Cal-Am' s Coro'n2.do' 
District of approximatefY 592,200 (1.84%) over the authorized 1985 rates 
ac comparee to a requested increase of 5261,;00 (,.50%) over Cal-Am's 
a~thorized 1985 rates) e 

12. The ~dopted estimates previously discussed here of operating 
reven~es~ operating ftxpenses and rate base ~or the test years 1984 and 

.. 
1985 reasonably ind1cpte the result of Cal-A~s operations in its 

e" 

Coronado District in the near fu~ure. 
13· Adoption of the staff recoQc~nded rate design is reasonable. 
14.. The Ci.u~li ty of service provided by C~.l-Am in its Coronado 

District is satistactory. 
Concl~sions of Law 

1. Revenue increases of 6.66f- in 1984, 2.56% in 1985, and1.8L~ 
in 1986 are reasonable • 
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II. Rate of Return 

As it did in its Monterey District rate application, filed 
in February '982 and continuing with its Los Angeles area rate 
applications filed in December 1982, Cal-Am requests rates that will 
prod.uce a return on common equity of 16%. Cal-Am witness Barker 
testified that the 16% return on equity request is needed because 
(1) common equity capital is more risky than debt capital (bonds), 
(2) investors require higher returns· on common sto_c.k'J't'i~.an on bonds to 
compensate for the higher risk, (3) a commoy~k investor expects 
steady dividends that keep up with the ra.t'e of inflation and (4) an 

,/ 
investor expects an increase in the boo~ value of his original 
investment through the reinvestme~~f retained earnings. He also 
stated that. using U.S. TreasuryBonds as a base, the risk premium 
associated with water utilit)V~~OCk over 10 years and long-term u.s. 
Treasury Bonds averaseZ40 0 500 basis points above bond interest 
rates. 

• Staff witnes<l!' Mowrey recommended a return on common equity 
of 14.50%. He sta ted!'tha t rate of return is an expression of a 

• 

. / 
utility'S capital ~sts-debt and equity. The rate of return 
recommendation re~lts from an estimation of those costs applied to a 

I 
pro jected capi t&1 structure o.etermined for these proceedings. The 

/ 
cost of debt ~ cont~actural and therefor~ easily determin~d, 
although co~ assumptions must be made regarding future financing 
over the test period. He stated the cost of common equity i~ 
COnSid.era/ly :no~e difficult to d.etermine and. therefore is often the 
area o~reatest differences of opinion. The recommended return on 
cocmon ectui ty ''''as determined after an analysis of the risk, both 
bUSiness and. finanCial, associated with Cal-Am • 
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For nonlabor Cal-Am adopted staff incremental increases for 1985, and 
1986 of 1.2% and .4$ but used 6.4%$ as a starting point rather than the 
s~affs 4.5%. The 6.4% figure used by Cal-Am was the CPI for San Diego, 
November 1982-November 1983. A comparison of the nonlabor escalation 
factor is as follOWS: 

1984 
1985 
1986 

Cal-Am 
P'ercent Increase 

6.4 
7.6 
8.0 

Nonlabor Escalation /"/< 
Staff / 

Percent ~~crease 
.5 

5.7 
6.1 

It is Cal-Am's pOSition tha~he prevailing wages paid its 
employees is considerably lower tha~ages paid by other e~ployel~s in 

/' the San Diego area for comparabl~kills. Cal-Am is in what its witness 
Foy described as a "catch-up mOd~" with its employee wages in attempting 

• 
to bring th~se wa~es intozlin~with other employee wages paid throughout 
the San Diego area. 

Staff's labor 7calation rates would appear reasonable, 
assuming that Cal-Am'sr::nployees are presently receiving wages 
comparable to that recfeived by other employees in, the other Cal-Am 
districts. Howeve~staff overlooks Cal-Am':: attempt to bring its 
Coronado district~mplOyee wages up to the prevailing other Cal-Am 
district pay ra;es, which would ensure better employee moral and low 
employee turr.o~r thereby benefitting both the company and its 
ratepayers. / 

• 

T~e record fully supports Cal-Am's position that increases to 
e:ployees in excess of the staff's recommended increases are justified 
in light of the discrepancies in the prese~t wage levels of Cal-Am 
e:ployees as compared to the other Cal-A:n districts in general. , vle' 
place Cal-Am on notice, however, that the rate levels authorized here 
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2. ~he application should be granted to the extent set forth in 
the following order. 

o R D E R - - - .... -
I~ IS ORDERED that: 

1. California-American Water Company (Cal-Am) is authorized to 
tile the revised schedules attached to this order as Appendix A and to 
concurrently cancel its present schedules for such servic~. This tiling 
shall comply with General Order (GO) Series 96. The revised schedules 
shall apply only to service rendered on and after their effective date, 
·N'hich shall be five days after filing. ~-- .. 

2. Or. or after November 15, 1984 Cal-Am is au-t'hor1zed to fil'! an 
advice letter, with appropriate work papers, ~ting the step rate 
increases att~ehed to this order as AppendiX'E or to file a lesser 
increase in the event that the coronad0trict rate of return on rate 
base, adjusted to ref~ect the rates/trnen in effect and normal ratec3.king 
adjustments for the 12 months endg Septecber ,0, 1984~ exceeds the 
lower of (a) the r~te of retilr fOilnd reasonable by the Commission for 
Cal-Ac dilring the correspond' g periOd in the then most recent rat~ 
decision, or (~) 14.50~. his filing shall comply with GO Series 96 and 
shall include evidence r wage escalation factors actua.lly granted. 
Silitable adjustments will be made to the step rate increase should it be 
det~rmined that the~ca2ation'faetors plaeed into effect are less than 
that set forth in lih~ ~ record.. Xhe requested. step ra.tes shalloe 
revie·N'ed. by the lta.f! and shall go into effect upon stp .. t!' s 
determination rat they conform with this order. Staff shall in:t'or:l the 
Co:::missior. i:1 it finds i! the proposed step ra.tes a.re not in accorc. with 

/ . 
~h::s deeis,on, and the Commission Clay then modify the incre~.se. ~he 

ef!ective/date of the ~evised schedul~ shall be no ee.rlier thsn Janua~ 
1 ~ '985,~r ,0 days after t~e filing o! the step rate, whichever is 
later and shall apply only to service rendered on Or after the effective 
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4. Cal-Am is authorized to file an advice letter offset increase 
u~on the com~letion of Phase I or Phase II of the Palm Avenue Pipeline 
project. 

This order becomes effective )0 days from today. 
Dated JUN 5 1984 , a.t San rra.ne1se71.a---
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