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QPINION

Summarxy of Decision :

California-American Watexr Company (Cal-Am) is authorized
to increase rates in its Monterey Peninsula District by amounts
which are designed to increase revenues by $1,233,200, ox 9.25%, in
1989, and by an additional $303,300, or 2.01%, in 1990. For 1991
an adjustment of $230,500, or 1.50%, xeflecting operaticonal and
financial attrition is authorized. A rate of return on rate base
of 10.82% for 1989 and 1990 is found to be reasonable. For 1991,
the authorized rate of return is 10 83%. The authorized return on
common equity is 12.25%. | : : |

Table 1 shows the adopted summaxy of earnings at present
and authorized rates for test years 1989 and 1990.
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Table 1

California American Water Company
Monterey Peninsula District

Adopted Summary of Earnings

At _Exesent Rafes
Operating Revenues
Deferred Rev.CIAC

in
Purchase Power
Purchased Chemical
oll District:
Other O & M
Qther A & G
Ad Valorem Taxes
Payroll Taxes
Depreciation

General Office Allocatxon 799.2

Subtotal
Uncollectibles
Local Franchise Tax
State Corporation Tax
Federal Income Tax
Total Operating.Expense
t in
Rate Base
Rate of Return:

At Adopted Rates
Operating Revenue

Deferxed Rev. CIAC

A

Subtotal
Uncollectibles
Local Franchise Tax -
State Coxporation Tax
Federal Income Tax

Total Operating Expense

Ne ya i
Rate Base
Rate of Retura

eV

(Dollars in Thousands)

$ 13,335.7 $ 13,820.7
47.2 | 61.6

1,334.4
2,385.2
1,125.7
1,380.6
380.6

6

S

1,381.0
’28‘0 lo
2,468.6
1,181.7"
1,439.7
217.7
1,713.9

836.5
9,930.4
""52.8
167.3

e b 8.2 6
10,657 .4
'3,184.9

38,103.8

202.
1,563.

9,419.1
-50.9

10,349. 3

3',033-5
34,818.3
8.71%

14,568.9

15,396.9
47 02 . B

61 ’-‘ 6‘ ‘

9,419.1
55.6
31.9

319 04

1.022.8

10,848.8

3,767.3
34,818.3
10.82%

9,930.4
58.8
33.7

313.0

—599.8
11,335.7
. 4,122.8

38,103.8
-10382%
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We adopt the rxate design guidelines substantially as
proposed by staff, including a lifeline consumption block of 800
cubic feet (cf) per month, higher rates for consumption above the
lifeline threshold, and a 38% limit on the amount of fixed costs
that may be recovered through sexvice charges. Applicant’s regquest
for approval of a sales adjustment mechanism in conjunction with
this rate design is denied. Staff’s proposal that the second
consumption block rate be significantly higher than the lifeline
rate is xejected in favor of a more moderate increment, consistent
with our policy of moving to a flatter rate desxgn for water
utilities. S ‘
For 1989, xate increases for a 5/8 x 3/4~inch meter
residential customer using 900 cf pexr month will be as follows:

Present Adopted Amount .  Percent
Rates Rates Increase  In¢xease

Gravity Zone $18.64 $19.48  $0.84  4.51%
ist Elevation Zone 20.37 21.54 S 1.47 5.74%

2nd Elevation Zone 21.50 22.93 1.43  6.65%

On February 14, 1989 applicant filed comments on the
proposed decision of the administrative law judge, noting certain
computational erxors and omissions that occurred in the preparation
of the appendices. Corrections have bheen mncorporated in this’
decision. No other comments wexe leed-
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: licati

Cal=Am seeks rate increfses. for its Monterey Peninsula
District in order to realize revenue increases of $2,040,500
(15.30%), $1,051,100 (8.11%), and $693,200 ((5.07%) for the test
years 1989, 1990, and 1991, respectively. The cumulative effect of
the three yearly increases, if authorized, would be a revenue
increase of $3,784,800, or 28.48% of current revenues. The
company’s estimated revenue requirement is based on a requested
constant return on equity of 13.50% for each of the three test
years and overall rates of return of 11.52% for 1989, 1l.55% for
1990, and 11.58% for 199%91. ’

Cal-Am states in the application that the increases are
necessary due to increases in expenses and in the costs of capital
expenditures that have occurred with the passage of time and to
conform to requlations enacted by the Monterey Peninsula Water
Management District (MPWMD) and othexr regulatory agencies.

The application states that the proposed service charges
for general metered service are #designed to provide for the
recovery of 1/2 of the estimated fixed charges of the District,
with the balance of the revenue requirement increase being
recovered from the quantity charge, and to the other tariff
schedules.” Elimination of the lifeline commodity block for
consumption up to 300 cf per month is also reflected in proposed
rates. For a residential customer in the gravity system using 888
cf per month (the system average), the proposed rate increases
would be $3.79 (20.55%) in 1989, $1.51 (8.17%) in 1990, and $.99
(5.38%) in 1991. ’ ' '
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Works Company, Inc. Cal-Am, whose corporate offices are located in
National City, California, provides water service to six separate
operating districts in the counties of San Diego, Los Angeles,
Monterey, and Ventura. Its recorded operxating revenues for the 12
nonths ended September 30, 1987 were $38,858,700.

The General Office is divided into three operating units
which serve all of Cal-Anm’s districts as well as operations in
other states: service company operations (Office L), data
processing operations (Office F), and laboratory operations
(0ffice R). Office L functions include management, budgeting,
accounting, engineering, water quality, publi¢ relations, risk and
naterials, and rates and evaluations. Its 23 employees are located
in National City. Office F consists of 6 employees, also located
in National City, who handle customer accounting and billing.
office R consists of the company’s Monterey laboratory as well as
its water quality compliance testing laboratofy; The-nonterey
laboratory has 3-employees;

As of December 31, 1987 Cal-Am had a total of 21¢ full-
time employees. Of these, 73 were assigned to the Monterey
Peninsula District, 34 were assighed to the general office, and the
remainder were assigned to the other operating districts.

‘ The Monterey Peninsula District of Cal-am provides
service to approximately 34,000 general metered connections in the
cities of Monterey, Pacific Grove, Carmel-By-The-Sea, Del Rey Oaks,
Sand City, and portions of the city of Seaside. The service area
also includes the unincorporated areas of Monterey County known as
Carmel Valley, Carmel Highlands, Pebble Beach, and Robles Del Rio.

For the 12 months ended September 30, 1987, operating
revenues for the Monterey Peninsula District were $14,484,200. Of
£his amount, residential sexvice acconnzcd-!or,$7}450,700; or
slightly more than 50% of total revenues. Commercial: service
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(S4,648,900), golf course ($919,600), and public huthority service
($1,239,300) accounted for most of the remainder.

water supply for the Monterey Peninsula District is
obtained by diverting the surface flow of the Carmel River at the
company’s Los Padres and San Clemente Dams, and by pumping
underground water from wells in the Carmel Valley and Seaside. The
San Clemente Dan is located approximately 20 miles upstream from
the City of Carmel, and the Los Padres Dam is located 6-1/2 miles
further upstrean from the San Clemente Dam.

Over the past ten years the company obtained an average
of 51% of its total water requirements from the diversion,:
impounding, and treatment of runoff of the Carmel River watershed.
Howevexr, in 1984, the MPWMD enacted Ordinance 19, which, among
other provisions, has the effect of limiting diversion at the San
Clemente Reservoir to 35% of total requirements. The remaining 65%
of supply is to be produced at the company’s wells. The company
has been increasing the production capacity of its system of wells
by constructing new wells and refurbishiné existing wells.
eublic Participati 1 Evidenti Heari

Cal-An served copies and provided notice of the
application in accordance with the Commission’s Rules of Practice
and Procedure. Shortly after the application was filed, the Water
Utilities Branch (Branch or staff) of the Commission Advisory and
Compliance Division schaduled an informs) public meeting in Seaside
t0 give customers an opportunity to discuss the proposad rate
incroase and related issues with utility and staff represantatives.
Notice of the meeting was included with a summary of the
application which Cal=-Am mailed to each customer. Approximately 65
people attended the meeting. Branch reported that the meeting was
dominated by complaints about the applicant’s proposed distribution
of the rate increase among'customor-clasdcs_whcrcby“rcsidcﬂtial
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customers would be assigned a disproportionate share of the
increase.l o .

Approximately 80 customers wrote lettexs to the
Commission after the notice was sent. Additionally, a number of
elected officials, including the mayors of Monterey, Pacific Grove,
Carmel-By-The-Sea, and Seaside, and members of the Montexey County
Board of Supervisors, responded on behalf of their constituencies.
As was the case at the Seaside meeting, the dominant theme of this
customer and community input was negative reaction to the proposal
for a higher allocation of increases to residential compared to
commercial customers, especially golf couxses. Othexr issues
frequently raised in these letters were preservation of lifeline
rates and maintenance of conservation incentives in the rate
structure. :
Duly noticed hearings which included a public
participation hearing in Monterey, as well as four days of
evidentiary hearings in San Francisco, were held before
Administrative Law Judge Wetzell. Applicant presented its evidence
through testimony and exhibits introduced by L. D. Foy, Vice
President and Manager of Cal-Am‘’s Monterey Peninsula District;
Gerald P. Haas, Operations Manager of Cal-Am‘s Monterey Peninsula
District; David P. Stephenson, Director of Rates and Revenues for
the Western Region of American Water Works Service Company, Inc.
(AWWSC) ; David V. Modeer, Manager of Operations for the Westexn
Region of AWWSC and Vice President of Cal-Am; Thomas G. Mckitrick,
Director of Special Engineering Pxojects with AWWSC; and John S.
Barker, Pinance Manager with AWWSC and Secretary and Treasurexr of

1 Under Cal-Am’s proposal for an overall revenue increase of
15.30% in 1989, revenues from residential service would be
increased by 20.05%. By comparison, revenues from business,
industrial, golf course, and public authority services would
increase by 10.64%, 6.84%, 5.65%, and 8.95%, respectively.
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Cal-Am. Branch presented its case through the testimony and
exhibits of Utilities Engineers Ali Miremadi and Scott L. Sanders,
Regqulatory Analyst Phebe A. Greenwood, and Project Manager

Arthur B. Jarrett. Evidence was also presented by Bruce Buel,
General Manager of MPWMD, and by Randal C. Benthin, Associate
Fisheries Biologist with the California Department of Fish and Game
(DFG) on behalf of their respective organizations.

At the Monterey hearing, 18 customers and representatives
of civic organizations offered statements on rate design issues,
presexrvation of surface flow on the Carmel River, the need for a
rate increase at this time, and questions about service and
billing. Many participants expressed strong support f£or the
staff’s rate design gquidelines (discussed below) as an alternative
to applicant’s proposal. There was marked support for maintaining
lifeline rates, raising commodity rates instead of service charges,
and achieving a more balanced distribution of any authorized rate
. increase among customer classes. Several participants supported
staph to decrease Cal-Am’s diversion of water from the Carmel River
even if the alternative means higher costs to the company anc
higher rates.

Customer Sexvice and Conmoxvation

As part of its investigations, Branch made an evaluation
of the company’s water quality and overall level of service.

Four customers complained of poor water quality at the informal
nmeeting Branch conducted in Seaside. Of the 77 letters received by
Branch as of the time it issued its report, three involved
complaints of poor water quality. These complaints were referred
to company officials for investigation.

Cal-Am’s Monterey Peninsula District Manager subsequently
testified that the company was able to contact six of these
customers, and that none of them accepted the company’s offer to
take a water sample for analysis. He believes they ware satisfied
with the company’s response. He testified furthar that an.
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investigation would be made ¢f a complaint of discoloration and
debris made at the public participation hearing. He noted that
most often such problems turn out to be the result of customers’
interior plumbing problems, although they sometimes occur in the
utility system as a result of high flows caused by main breaks oxr
fire department use, and where older cast iron mains are involved.

Branch detexrmined from a representative of the California
Depaxtment of Health Services (DHS) that the water furmished by
Cal-Am meets all current state drinking water standards and is safe
to drink. -

X Branch personnel reviewed the company’s complaint files
and found no serious service problems over the last three years.
They also reviewed the complaint records of the Commission’s
Consumer Affairs Branch over the same time period, and found very
few service complaints, an indication that sexious service problems
do not exist. Branch concluded that the utility resolves
complaints within a reasonable time period and in a satisfactory
manner, and that the overall sexvice provided is satisfactory.

By Decision (D.) 85-12-062 in the last general rate case
involving the Monterey Peninsula District, we ordered Cal-Am to
include its conservation plan as part of the application in the
next proceeding. The plan was to include an evaluation of water
reclamation options and of the effectiveness of the company’s
‘conservation programs. The company’s results of operations study
included the required plan and evaluation. Cal-Am conducts several
programs ranging from public relations and promotional literature
to leak detection. The evaluation noted that MPWMD plays a leading
role in promoting comservation in Cal-Am’s service terxritory
through a number of veoluntary and mandatory programs.

Branch reviewed the plan and concurs that Cal-Am has
complied with our directive in D.85~12-062. Branch’s evaluation of
the offects of comsorvation efforts is reflected in its estimates
of consumption per customer. .
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At the public participation hearing one customer
suggested that Cal-Am‘s bills should include a statement of water
usage expressed in average gallons per day, since most people are
accustomed to dealing with gallons, not cubic feet. He believes
this would promote conservation. Cal-Am announced that this
suggestion was being implemented. This is enabled through the
company’s conversion to a new billing format which allows more
company information and third-party notices to be included with
bill mailings. -

Quexview of Results of Operation

Branch and Cal-Am agree on several results of operations
estimates, including various operations and maintenance,
administrative and general, depreciation, and utility plant
accounts. They also agree on several general office accounts and
the allocations thereof. The results of operations amounts agreed
upon are reasonable and will be adopted. It is not necessary to
discuss them in detail.

The discussion which follows focusas on the remaining
areas of disagreement between Cal-Am and Branch, and MPWMD’s
proposals on these issues. Tables 2 and 3 show, for test years
1989 and 1990, Cal-Am’s and Branch’s estimated summaries of
earnings at present rates, including their original estimates,
their revisions, and comparisons of these astimates.
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e
$14,035.0

Depreciation Bpenseé

Taxes Othér 'Than
InOGne

Staté Corp. Fran. Tax
Federal Incomé TaX
Total Opér. Bxp.
Net Operating Revenue

10,303.1
Rate Base 33,6822

Raté of Retum 11.30%

Reviséd
$13,932.1
47.2

1,402.4

577.3
267.8
851,9

10,397.7

3,581.6

34,073,2

10.51%

~ Summary of Eamings
~ (Dollars in Thousards)

Rates

Utirity

piff. Qnis;
$102.9  $13,336.4
26.4

(65.7)
(54.5)
(146.9)

0.0

0.6

12,0

39,7
(94.6)

187.0
583.8
10,434.7
223.9 2,953.0
(351.0)  36,176.6

(0.79)% 8.16%

(Red Figure)

Revised
$12,923.8
47.2

4,428.9
2'05109

915,4
7,396.2

1,605.2

595.6
154.8

: __A72,2

10,229.0
2,742.0
36,1205

7.59%

(11,0)
{118,0)

71.4
0.0

(4.5)

32.2
106,6
205.7
211.0

56.1
(0.57)%

vty

Excéeds
Branch

$(1,008.3)

(86.3)
44.2

140.0
97.9

202.8
18.3

(113.0)
—(374,7)

(1638.7)

 (839.6)
2,047.3

(2.92)%

Ect,
{7.237)%
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(1.911)%
2,202%

18,055%
1.341%

14.461%

3.170%

© (42.196)%
- (43,984)%

(1.622)%
(23.442)%
6.009%
(27.781)%

3



" Dépreciation Bpense
Taxes Other Than

Income

Staté Corp., Fran, Tax
Federal Inocmé Tex
Total Oper. BXp.
Net Operating Reverme

Rate Base

Rate of Retum

(Dollars in Thousands)

oria.

$14 252.5
'160.4 -

4,597.8
2,028.0

7,409.4
1,500.5

615.5
238.8

— 1%4.0

10,518.2

3,834.7

35,510.6
10.80%

Rateés

Utility

Utility

mmmmmm

10,624.8

3,585.8

36,082.9
9.94%

$103.5
38 8
(57.5)
{27.9)
{157.0)
0.0

(0.3)
11,7
_39.0
(106.6)
248.9
(572.3)
(0.86)%

$13,207.4
68.9

4,750.3
2,138.1
846,5

61;6

7,734.9
1,755.8

636.4
104.6
308,9

95.7

279.2

10,540.6

2,735.7

39,618,7
6.91%

(Red Figure)

10,430.9

2,670.8

39,301.9
6.80%

$167.3

7.3

182.4
6.2

(114.4)

74.2
0.0

(3.1}
8.9
_29.7
109.7
64.9
316.8

(0.11)%

$(1,108.9)

(162.0)
6.4
119,Q
94.3
255.3

23.7
(131.4)
(435;3)
(193.9)

© (915.0)

3,219.0

(3.14)%

Pct,
(7,837)%
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(2.184)%
2,225%

18.483%
1.246%

17.014%

3.849%
(57.860) %
{60.951)%

(1.825)%
(25.517)%

8.921%

(31.618) %
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The general manager of the MPWMD testified that with
respect to this proceeding the District has concerns in the areas
of rate design, utility plant, and the DFG proposal to- limit
diversion of the Carmel River. He described various measures being
pursued by MPWMD to respond to current and long-term watexr supply
problems in the Monterey Peninsula area. While MPWMD has no
specific interest in purely economic rate case issues such as the
cost of various plant improvement projects, it does, for example,
support the use of various rate design techniques to promote
conservation. It also Bupports the allowance of various plant
improvement projects to promote consexvation and other MPWMD
goals.

We will also discuss a proposal by DFG that we allow
Cal=Am to recever costs of conducting engineering studies related
to diversion of water at San Clemente Dam, and costs associated
with making further reductions in the amount of water diverted.

2 MPWMD was created by the legislature in 1977 to achieve an
integrated management of water supplies on the Monterey Peninsula.
(California Water Code, Appendix, Chapter 118.) Its boundaries
enconpass all of the service territory of Cal-am’s Monterey
Peninsula District as well as those of 22 other water suppllers,
most of them small mutual companies.

Included among MPWMD’s functions are development of new watar
supply, management of water supply and quality, and management of
demand. The latter function includes mandatory conservation -
programs and regulation of sales. A major water supply project
currently being pursued by the district is the construction of a
new and larger San Clemente Dam downstream from the current dam.

MPWMD perceives that its legislative mandate is to insure that
adecuate water is provided to the community, that vater is of
adequate quality, and that the development of that water supply
results in minimal environmental disruption. y




A.88-03-047 ALJ/MSW/4t

Following is a list of the disputed issues:
Risputed JXssues

Operating Revenues and Water consumption

a. Average numbexr of customers
b. Average consumption per customer

General Office Expenses

a. Pag:oll oxpense increases

b icle expense

¢. Monterey laboratory

District Administrative and General Expense
a. Additional accounting ¢lerk .

b. Additional meter repair employee

¢. Maintenance of office and related equ;pment
Operations and Maintenance Expense

a. Road grading

b. Water treatment

c. Reservoir and tank maintenance

d. Lead paint removal

Depreciation

a. Salvage factor for dams
b. Average service life of meters

Utility Plant

a. Mathodology
b. PForest Lake and San Clemente Dam projects

Rate of Return

a. Debt
b. Return on Equity

Rate Design and Sales Adjustment Mechanism
Department of Fish and Game Proposal -
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As we stat last rate case involving Cal-Am’s
Monterey Peninsula District, estimating revenues for future test
years is often the most controversial element of a water utility
rate proceeding. The issue is made more pronounced in this
proceeding because of community and MPWMD efforts to address
current water supply problems in the Monterey Peninsula axea, and
because of locally imposed growth limits. The parties agree that
consumption will be reduced by these actions, but they disagree
on the magnitude of reductions. As shown by Tables 2 and 3,
Cal~Am’s operating revenue estimates under the present rates are
$1,008,300 lower (7.237%) than Branch’s for 1989 and $1,108,900
lower (7.837%) for 1990. These differences are mostly explained by
differences in estimated water consumption which are shown below:

tal W m
(100,000 cubic feet)

Utilicy
Exceeds

1989 6,994.7 6,368.8 -625.9 ~8.948%
1990 7,080.4 6,407.3 ~673.1 ~9.506%

Cal-Am and Branch disagree on both major components of
total consumption estimates: the average number of customers and
the average water consumption per customer.

Average Fumber of Customors

As shown below, there are significant differences on the
number of residential customers and minor differences on the number
of normal-use business customers. There is agroemcnt on the number
of large-use business, industrial, public authority, and golf
course customers. : ‘ )
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Rercenk
1282

Residential - . 29,499 29,201 g -1.010%
Business-Normal 4,814 4,811 ‘ -0.062%

1290

Residential 30,131 29,676 =455 -1.510%
Business-Normal 4,876 4,858 -18 -07369%

Branch’s and applicant’s estimates are consistent with a
steady pattern of growth in the number of residential customers
since 1970, as shown in applicant’s results of operations study.
They both incorporate information about future growth restrictions
resulting from actions by MPWMD and the county of Monteray. Thelr
Aifferences are in the magnitude of Lutuge growth emtimates.

Branch’s witness astimated residential customer growth to
be 632 per year by using the average growth of 571 per year for the
last three recorded years, 1985 through 1987, reducing this by 5%
to reflect local government growth restrictions, and adding 90
customers per yeaxr for 1989 and 1990. He nmade the latter
adjustment to reflect the conversion of a condominium complex from
master metering to individual customer meters, under the assumption
that such conversions would continue to occur throughout the test
period at the rate of 90 customers per year. He estimated business
customer growth of 62 per year by reducing the three-year recorded
average of 65 by 5% to reflect growth curtailment.

3 The recorded average numbex of actiV¢ rcsid-ntial customor-
increased from 23,660 in 1970 to 28,327 in 1987. Thcro was a '
decrease in only two years, 1977 and 1978.




A.88-03-047 ALJ/MSW/jt

Applicant believes that historical growth should be
measured over a longer period, particularly since the three years
used by staff coincide with a period of unusually high growth. The
nanager of Cal-Am’s Monterey Peninsula District testified that the
growth of that period was nearly double the prior pattern of
growth. He estimated that from 1976 through 1987 the average
increase was 250 customers per year. He attributed the rapid
growth of 1985-87 to concerns about pending building meratoriums
and meter permit restrictions, which spurred property owners to
"build now rather than later”.

Cal-anm considered the effaects of a final Monterey County
moratorium prohibiting new subdivisions, as well as information
about approved subdivisions, when it determined that a growth
pattern of 250 per year would resume. The witness believes that
the estimate of reduced growth is substantiated by MPWMD estimates
that its revenues from permit fees and new hook-up-tees will
decline to 50% of the 1985-87 levels.

To further test its growth estimates, Cal-Am reviewed two
studies of population and housing growth made in connection with an
environmental impact report for MPWMD’s new water supply project.
The first was the Association of Monterey Bay Area Governments’
#1987 System Capacity and Population Analysis” (AMBAG study). The
second was a July, 1988 study of housing entitled “Estimates of
Housing and Employment at Buildout Within The Monterey Peninsula
Water Management District, Final Report”, prepared for MPWMD by EIP
Associates (EIP report). Applying population growth rates which he
measured from the information in those reports (1.7% from the AMBAG
study and .861% from the EIP report) to the 1987 recorded number of
custoners, and averaging the result, Cal-Am’s witness Foy estimated
there would be 29,056 customers in 1989, which is less than the
company’s estimate of 29,201. The genaral manager of MPWMD
testified that Cal-Am‘s analysis of customer growth is consistent
with MPWMD’s analysas for water-supply planninq pu:posos to the
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extent it relates to the EIP report. Following are the residential
customer projections that have been put before us:

{dential C Esti

EIP AMBAG/EIP
mmmwm

1989 29,499 29,201 29,927 28)316 29,056
1990 30,131 29,676 29,795 29,064 29,430

Branch believes that population growth may not be the
same as growth in the number of customers, and points out that the
EIP report contains information on the projected number of dwelling
units at buildout (the maximum land use density that can be
achieved) within the District. Using these projections, and
assuming buildout occurs in 27 years, the staff witness estimates
that approximately 568 dwelling units, and therefore customers,
could be added to the service area each year. He acknowledges,
however, that the mumber would be smaller if full buildout takes
longer than 27 years.

Notwithstanding the problem noted by staff in using
forecasted population growth trends as a proxy for customer growth,
Cal~Am’s analysis using the two recent population studies does
substantiate its estimates of slower growth. In the absence of
evidence that population and households will grow at significantly
different rates, we conclude that it is reasonable to use
population growth to test customer growth estimates for the test
years.

We are persuaded that the three~year period of growth
which underlies Branch’s estimates is not representative of long-
term patterns which have occurred in tho'past and which are likely
to resume during the test period. The staff witness acknowledges
that the period 1985-87 had the highest rate of growth of the
previous ten years. There is further tastimony which shows not
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only tbat recent growth may have temporarily accelerated during
that period to beat building moratoriums, but also that new
restrictions are now in place, which will tend to reduce growth.

Information that one condominium development has
converted from master to individual metering does not provide us
with a basis for increasing the estimated number of customers each
year in the absence of evidence that this is clearly the beginning
of a new trend which can be quantified. Staff is correct in
observing that such conversions would add to Cal-Am’s service
charge revenue even if overall water consumption remains the same.
However, we cannot reject the possibility that such conversions are
already reflectad in historical data, nor can we reliably estimate
a future trend on the basis of one occuxrence. The staff witness
stated he had no knowledge of how many master-metered residential
units might be converted in the future, nor did he know whether
previous conversions had taken place. MPWMD provided testimony
that the District requires individual meters in all new multi-
family dwelling units, but does not require retrofitting of
existing housing, even when resold. :

For the foregoing reasons, we conclude that Cal-An’s
estimates of the average number of residential customers are
‘reasonable, and will therefore adopt them. We reach the same
conclusion for business customers since the same three-year period
of growth was used by staff in making its estimates.

Average Consumption Per Customer

Both Cal-Am and staff used the “Modified Bean Method”
(MEM) 0 datarmine wsather-normalized, long-term average
consumption rates for all classes of custémeys. The daloulaticns
were based on 30 years of weather data and 15 yvears of consumption
data. They both reduced (by different amounts) the residential MBM
calculation of 120.4 hundred cubic feet (Ccf) pear customer per year
to reflect their estimates of conservation effects during the test

"
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1]

period.4 Cal-Am initially reduced the MBM estimate foxr golf
course consumption due to the expected completion of a waste water
reclamation project, but later agreed to a staff recommendation to
allow Cal=Am to file an advice letter rate increase to offset
reduced golf course revenues when the project comes on line. Staff
agrees with the consumption rate estimates submitted with the
application for each of the remaining customer classes, but Cal-Am
revised its original estimates for all but industrial customers.

Three MPWMD conservation actions that were the focus of
analysis are described below:

1. MPWMD Ordinance 30, adopted in 1987,
requires installation of low water-use
plumbing fixtures in all new construction,
and, with certain exceptions, in existing
structures upon resale or alteration.
Installation was required in all non-
residential structures by March, 1988. The
required fixtures are toilets using 1.5
gallons per flush or less,.and showerheads
and faucet aerators which restrict flow to
2.5 gallons per minute (gpm) or less (the
faucet aerators are required "wherever
feasible*). Commexrcial enterprises not
resold or altered were allowed to use
toilet dams instead of new toilets.
Misdemeanor penalties for violations are
provided.

MPWMD is also distributing conservation
kits free of chaxrge to 42,000 residences on
the Monterey Peninsula. Approximately
30,000 had been delivered at the time of
the hearings, and complete distribution was
expected by September, 1988. As many as
three follow-up visits are made to confirm
installation of the fixtures. Each kit
contains two low~flow showerheads and two
low-flow faucet aerators. The testimony
shows that these devices have flows of 2.5
gpm. The kits also include two toilet. '

4 Consumption rates por custono:‘q:o oxpross.dVLnVnn;ts*ot‘Cct.

o 21 -
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dams, leak detection dye tablets, and
information on installation and use of the
devices. The general manager of MPWMD
stated that the low=flow aerators are
recently available devices, and that many
aerators now in use allow a flow of 4 to 6

@m -

In a pilot program, MPWMD delivered 2,400
kits in Pacific Grove and Seaside in
Octobexr, 1987. Over the next four months
it observed an average reduction in metexed
sales of 19.3% compared to the prior three-
year average in these areas. MPWMD’s goal
for the kit installation program is an
overall reduction of 10% of residential
consumption, a goal which its general
manager believes will be met or' exceeded.
He noted that the 19.3% reduction occurred
in fall and winter when less outside
watering takes place, and that the kits
affect inside use. He therefore reduced
his estimate of overall reduction to a
range of 12-15%.

MPWMD Ordinance 35 declares a water supply
emexrgency on the Monterey Peninsula and
institutes various mandatory actions to
restrict water waste degending on the
severity of supply conditions as determined
" by the board of MPWMD. Accoxding to the
MPWMD witness, Phase 1 restrictions werxe
expected to become effective on
September 8, 1988. They include, for
example, restrictions on most outside
watering between $ a.m. and S p.m. and on
the use of water to wash sidewalks.

water availability and other criteria are
established to determine whether the more
severe Phase II, IIX, and IV restrictions
might be invoked. Established goals for
these phases are 10%, 25%, and 40%
reductions in consumption (a comparable
for Phase I is not specified). In
addition to enforcement provisions, the
ordinance includes a sunset provision which
cancels the restrictions and the emergency
declaration December 31, 1988 unless the
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MPWMD Board of Directors takes further
action to extend then. .

Cal-Am submitted new, reduced consumption estimates at
the hearing to reflect information about consumption and
conservation which was not available at the time the application
was filed. Foy testified that the revisions are based on the
following:

1. An analysis considered by MPWMD at its
June 13, 1988 meeting which, according to
Foy, concluded that Cal-Am’s consumption
projections could be greatly overstated
with continued dry weather and the
possibility of mandatory rationing. The
analysis also states that ”recent demand
was lower than expected, despite.the
occurrence of below normal or dry years
during the past four years.” He belleves
this analysis indicates that residual
conservation effects will be experienced
with the.installation of water-saving
devices and the continued practice of
conservation habits. :

An analysis of the American Water Works
Association publication, Watexr

., by william Maddaus (Maddaus
report) used by staff to estimate inside
residential water savings from the
installation of conservation kits.
Cal-Am’s initial adjustments to the
residential MBM calculation were based on
MPWMD’s goal of reducing residential
consunption in the company’s service area
by 768 acre feet per year. After reviewing
staff’s analysis, and based on its reading
of the Maddaus report (along with other
corrections to the starff’s analysis),
cal-Am calculated lower residential
consunmption estimates than those of staff
and lower than its own earlier astimate
based on the MPWMD goal.

A reduction of 10% in outeide watering (for
residential consumption) based on WPWND -
Ordinance 35, T
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A comparison of June 1988 to June 1987
consumption in the City of Carmel-~By-The-~
Sea showing a reduction of 13.1%. Foy
noted that MPWMD’s distribution of
conservation kits had been completed in the
city.

An analysis of commercial, industrial,
public autherity, and multi-residential
consunmption in the first six months of 1988
compared to the same period of- 1987.
Although consumption for all but multi-
residential increased slightly in the four-
nonth period, comparing May and June
consunption only reveals declines of 3.1%,
12.9%, and 1l.4% for commercial, public
authority, and multi-residential,
respectively, and an increase of 1l.l% in
industrial. Foy attributes the turnaround
in the last two months to MFPWMD’s
conservation prograns.

An analysis of 12 commercial, 4 public
authority, and 3 multi-residential
accounts’ consumption in April, May, and
June of 1988 compared to the same period in
1987. This analysis of selecCted accounts
shows average roductions of 25.4%, 27.23%,
and 25.9%, respectively.

An analysis of golf course consunption
billed in May, June, and July of 1988
compared to 1987. This shows an average
reduction of 18% for 12 golf courses.
Cal-Ar surveyed the golf course operators
and concluded that they will have permanent
cutbacks even after current shortages have
passed. One course, Spyglass, has
reportedly changed its philosophy of play
and uses harder surfaces which require less
watering. Foy believes that there will be
a continued 10% reduction in the future.

The revised consumption estimates by-custome: class are
shown below: * -
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(Cef per customer)

| ptility
Exceeds
Branch Thility Branch Pexcent

Residential (1989) 109.6 102.2 ) ~6.752%
Residential (1990) 109.6 101.2 ~8.4 =-7.664%
Business~Normal 374.7 335.7 -39.0 =~10.408%
Business-Laxge 10,787.9 9,665.4 -1,122.5 ~l0.403%
Industrial 4,945.6 4,945.6 ~0.0 0.000%
Public Authority-Normal 536.4 482.8 -53.6 -9.993%
Public Authority-Large 30,580.0 27,522.0 =3,058.0 =10.000%
Golf Courses 30,731.8 27,658.7 ~3,073.1 =-10.000%

Branch does not accept the company’s revisions.' Its
witness noted that the company’s original estimates (with which
Branch agrees except for residential and golf course customers)
alroady reflact conservation effects. He testified further that
Cal-Am’s revised showing is based partly on evidence of cutbacks in
1988, which is not a normal year. Finally, staff noted that much
of the analysis presented by Cal-Am to justify its revised savings
estimates was submitted at the last minute, providing it with .
insufficient opportunity to independently analyze and prepaxe for
cross—exanination. Branch did revise its estimate of residential
savings to reflect agreement with Cal-Am on the number of residents
per household, use of water-saving faucets in new construction, and
the savings from low-flow showerheads, and to reflect certain other
technical changes.

Discussion of Consumption Rates

The various indications of consumption cutbacks during
the current dry period are impressive. However, our interest for
ratemaking purposes is to obtain the best estimates of consumption
patterns which will occur in the test period. The MBM of
deternining normalized consumption, taking into-account’historical
data, serves this purpose. Future rainfall patt.:n: cannot be
reliably predicted, and. it is inappropriatn to adjust KBK cstimates
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downward to incorporate transitory declines in demand which would
only be realized if unusually dry years occur in the test period.

Such is the case here. Whether current water supply
conditions on the Monterey Peninsula, and responses to them, will
continue into part or all of the test period depends in large
measure on future rainfall, yet Cal-Am’s adjustments are grounded
in part on the assumption that current conditions will prevail. Wwe
cannot, for example, reliably predict whether or for how long MPWMD
Ordinance 35 will remain in effect (and even if it does, which
phase(s) of the ordinance will be invoked). MPWMD’s general
manager testified that he has no good estimate of the impact of
Ordinance. 35 except to observe that in 1976, in response to a form
~ of outdoor water use restrictions, there was a reduction in demand.
To the extent that the estimates are based on current "emergency”
conditions, they miss the point of using MBM normalized estimates
and should not be adopted.

On the other hand, it is reasonable to make adjustments
which reflect more permanent changes in consumption patterns that
are likely to endure even if rainfall is within normal bounds.
Demand reductions resulting from installation of water-saving
plumbing fixtures and devices fall into this category. Changes in
habits and attitudes about water use may also fall into this
category, but the record shows that considerable judgment is
required in assessing whether these are indeed permanent or
transitory. Based on our review of the record, we conclude that
there will be, in the test period, some residual effects of the
current conditions and responses to them, regardless of future
weather patterns and how long various conservation measures remain
in effect. With this discussion in mind, we address specific areas
of disagreement.

Staff relies on the Maddaus report’s conclusion that
faucet aerators probably save less than 0.5 gallqn‘po: capita per
day (gpcd). It uses that figure for its estimate of the savings
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which will result from installation of the devices in the MPWMD
kit. Cal-Am’s witness reduced “the national accepted faucet f£low”
of 5 gpm to the stated maximum flow of 2.5 gpm, observing that
Maddaus found a 55% reduction for faucet aerators with 2.75 gpm
maxinum flows. He then reduced this estimate by 50%, based'on his
anticipation that even with slower flow rates people will scmetinmes
£ill basins to. a certain level. The result of his analysis was a
savings estimate of 2.3 gpcd.

We f£ind problems with both estimates. The record shows
that the aerators in MPWMD’s kit are new products, and are not the
same as those considered by Maddaus in his conclusion that. aerators
probably save less than 0.5 gpcd. On the other hand it is apparent
that Cal-Am misread the Maddaus report in relying:on the 55%
estimate to support its own methodeology, since the referenced
passage in the report involves “advanced” water-saving fixtures
which are not at issue here. We also remain unconvinced that the
national average of 5 gpm is applicable in the service area where,
as the record shows, water conservation has been an ongoing
concern. MPWMD’s witness testified that many faucets use between 4
and 6 gpm, not all faucets.

Maddaus found that faucet flow restrictors which limit
the maxinum flow rate to a range of 0.5 to 3.5 gpm will probably
result in savings of less than 1.0 gpcd. Since the MPWMD aerators
fall within this range, and in view of the problems with the
conflicting estimates of staff and Cal-Am, we adopt 1.0 gpcd as a
reasonable estimate of the savings from these devices for
residential customers. ‘

Applicant believes that more residantial customers will
install the watar-=saving devices found in MPWMD’s kit than doan
staff. Staff used installation rates of 80% for faucets and
showers and 85% for toilets. Applicant estimates 90% installation
for all three. Staff’s estimates are taken from f£indings in the
Maddaus report, which analyzed the success of similar consorvatién:~
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kit programs in Californmia and elsewhere. Cal-Am’s estimates are
based on MPWMD’s pilot study in Seaside and Pacific Grove, which
showed installation rates in excess of 90%. Staff discounts the
MPWMD study since the residents were made aware that it was a pilot
study and therefore knew they werxe being watched.

In reviewing the portions of the Maddaus study relied on
by staff, we find that the experience with kit installation rates
varies considerably-s Rates for toilet tank devices ranged from
58% in Aurora, Colorado to 93% in Phoenix, Arizona. In California,
they ranged from 60% in Noxrth Marin to 89% in San Jose. Widerxr
ranges are shown for showers. The table from which staff estimates
were taken shows that the installation rates are approximate. The
Maddaus report states that the rate of installation depends on the
perceived need by the public to install the devices, and the record
is clear that public awareness of water supply coenditions is high
in the Monterey Peninsula area. With this degree of variability,
we conclude that it is reasonable to use a specific study conducted
in the District. We find no reason to reject the results of the
pilot study merely because the recipients of the kits may have been
aware that their decision whether to install any or all of the
devices was of interest toe MPWMD. The 90% installation rates for
'faucets, showers, and toilets are adopted.

Staff and Cal-Am disagree on the percentage of water-
saving devices installed in faucets and showers in 1976-77 that are
still in use. The staff witness used what he considered to be a
very conservative figure of 5%. Cal-An‘’s witness recommends half
of that percentage because the devices recently distributed in the
MPWMD kits restrict flow to a greater extent than those in the kits

5 Maddasus also noted that installation rates and costs per kit
vary significantly. 7The report therefore recommsended that water o
utilities considering kit distribution first conduct pilot programs
to test the kits and distribution nnthods. ‘
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distributed in 1977. Cal=-Am argued that staff’s testimony does not
support the. 5% figure, but we find no empirical support for 2.5%
either. Both estimates are based on judgment. We concur with
staff’s estimate. ‘ '

Cal-Am estimates there will be a 10% reduction of outside
residential water use, while staff projects no reduction in
normalized test years. Foy testified as follows:

~(Wle develop a reduction of 10% in outside
watering based on the projections of the
Monterey Peninsula wWater Management District
under the Emergency Water Waste Ordinance which
prohibits outside watering between the hours of
9 a.m. and 5 p.m. and has an established goal

of 10% reduction.”

The record shows that 10% is a reasonable estimate of the
reduction of outside use likely to be experienced in 1988 with the
enactment of MPWMD Ordinance 35, and the heightened awareness of
water supply conditions in the community. Assuming as we do for
ratemaking purposes that rainfall will be normal in the test period

and that the sunset provision of Ordinance 35 will become
effective, it is unlikely that the current experience will continue
throughout the test period. In our judgment, a 5% reduction in
test year 1989 only is reasonable to reflect the residual effect of
current conservation.

Staff agrees in principle with Cal-aAn that measurements
of the effects of Ordinance 30 retrofit requirements on residential
consumption should incorporate the number of houses resold. It
relied on information received from the utility that the number of
houses sold in the service area in the last five years is unknown
since such statistics are not kept by anyone. This information was
given to staff prior to the hearings in response to a data request.
Cal-An introduced a study of home sales at the hearings and used
the results in its revised residential:consunption‘dstinaths‘to~
account for retrofitting. EE

|
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Staff argues that the company has engaged in a straw man
exercise by criticizing the omission of the data in staff’s
analysis after telling it the information was unavailable. While
staff’s description of the practice appears to be accurate, we note
that it was not prevented from obtaining data for making its own
estimate through independent sources. The required information was
not internal utility data that only the company could provide. We
adopt Cal-Am’s estimate that 4.1% of homes in the Monterey
Peninsula area are sold annually in lieu of staff’s presumption
that none are.

With respect to commercial, public authority, and multi-
residential customer consumption, we agree with Cal-Am that there
will be continued conservation practice in the-test period, but not
to the same degree or for the same duration. The company’s
original estimates, with which staff agrees, reflected the
existence of various conservation programs. The revised estimates
are based on more recent MPWMD actions and on the very significant
cutbacks measured in the company’s various analyses of sales in the
middle of 1988 compared to 1987.% As pointed out by staff, 1988
does not provide a good basis for projecting estimates into a
normal tes: year. We find insufficient basis for projecting
permanent reductions of 10% (or more) below estimates which already
have some conservation effects built in. We do believe, as with
the case of outside residential watering, there will be a residual
effect from current reductions and will adopt a 5% reduction below
the company’s original estimates for 1989 only.

6 Staff did not independently review these analyses since they
waere first presented at the hearings. The three-month analysis of
12 commercial, 4 public authority, and 3 multi-residential accounts
does not show how these customers were samplod or vh.thor the
sanplmng rat.s are adoquato- , ,
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We find the company’s case for golf course consumption
cutbacks to be more persuasive than that for the other commercial
classes. Its survey of operators disclosed such actions as
installation of & new irrigation system with built in water-saving
devices and, as noted, the development of a new style of play with
harder surfaces requiring less watering. It also disclosed the
current intent of some of them to continue reduced consumption
levels in the future, even in normal years. The planned cutbacks
are apparently more institutionalized than, for example,
anticipated reductions in outside water use by residential
Customors. | o

Offszotting these indicatorec is tho fact that thosze
cutbacks by golf course operators are voluntary. The current
actions could be reversed if water again becomes more readily
available. We adopt a 10% reduction for 1989 and a 5% reduction
for 1990. .

Appendix D shows the development of adopted residential
consumption estimates based on the preceding discussion. Following
is a summary of adopted consumption estimates:

Adopted
"4 mpt i
(Cct per customer).

Residential 105.3 1106.2

Business-Normal 356.0 374.7

Business-Large 10,248.5 10,787.9

Industrial 4,945.6 - 4,945.6

Public Authority-Normal 509.6 - 536.4

Public Authority-Large 29,051.0 - .30,580.0

Golf Courses 27,658.6 29,195.2
Genexa) Qffice Expenses

Three remaining areas of disagreement on the subject of

general office expenses axe ‘salary increases and related payroll
expenses, personal use of company veh;cles by management employees,

and allocation of expenses of the Monterey laborato:y. A.fourth
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issue, addition of a data processing employee, was withdrawn by
applicant.

Rayxoll Expense Incroases
Cal-Am used actual July 1, 1988 payroll and related

expenses and adjusted them for the test years by using 1989 and
1990 inflation factors recommended by and used by staff. sStaff
started with actual payroll costs for 1987 and adjusted them using
an inflation factor of 3.8% for 1988 as the basis for its test year
projections, resulting in lowexr estimates. Branch’s position is
that while the utility can provide its employees with any level of
pay increase it chooses, whether 6% or even 20%, no moxe than the
general inflation leveles should be allowed for ratemaking purposes.

Cal-Am‘’s witness, who is the Director of Rates and
Revenues for the Western Region of AWWSC, testified that the
cbmpensation of its general office employees is determined in
accordance with a nationwide salary survey conducted to determine
appropriate ranges of compensation for each classification in the
wator utility industry. This testimony also shows that many
goneral office employeem are relatively new and therefoxe receive
merit adjustments within their salary range in addition to genaeral
salary increases. _

Staff is correct in recommending that we not rubber-stamp
pay raises actually granted by utilities to their employees.
Certainly, the possibility raised by staff of a 20% pay raise in
one year would give us pause, and in many cases 6% would. On the
other hand, we will not automatically apply a generalized inflation
factor when there is evidence that wages actually paid reflect
reasonable compensation practices and when there is no evidence
apart from the inflation measure itself that the wages paid are
excessive. The company’s general office payxoll expense estimates
are adopted. B ‘
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Yehicle Expense

Branch recommends disallowance of certain leased car
expenses because they are incurred for the personal use of
management employees. At the hearings, in response to the
recommendation, Cal=Am introduced an analysis of the use of three
vehicles showing that 74%, 87.51%, and 93.9%, respectively, of
total miles operated by these vehicles was for business use. The
company’s witness pointed out that in each case the 50% standard
required for income tax purposes (so that the expenses can be taken
as a deduction by the company) is exceeded by a wide margin. also,
the value of employee use of vehicles is included in the reported
gross income of employees. He also testified that the vehicles axe
taken bhome at night at the company’s request because otherwise they
would be left in an unguarded and unfenced lot in a high crime
area.

We conclude that the vehicle expenses ﬁrojected by the
company are reasonable. The preponderance of use is for business
purposes, and there are controls to prevent excessive personal use.

To some extent the incidental personal use constitutes compensation
to the managers and is taxed as such. The record lacks information
which night lead us to conclude that the value of this use results
in excessive compensation when combined with other elements of
salary and benefits.

Monterey Iaboratory

The Monterey laboratory has historically been considered
part of Cal=-Am’s general office because it provides water quality
analyses for all of the company’s operating districts. After the
hearings commenced, the company introduced new information that it
was constructing another laboratory in the company’s Los Angeles
Division. Scheduled to be operative in the fourth quarter of 1988,
the Los Angeles laboratory will be capable of performing
microbiological analyses for all districts other than Monterey.
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The operations manager for the Western Region, of AWWSC
testified that the decision to- build a new laboratory stemmed from
new requirements of the Safe Drinking Water Act and new
developments in analytical techniques that allow testing for moxe
compounds and at lower detection levels. The new facility is
required to provide better service for the Southern California
districts than the Monterey laboratory is capable of providing. He
estimated that when the Los Angeles facility is in operatien,
approximately 92% of the Monterey laboratory expenses will be
allocated to the Monterey Peninsula District, compared to
approximately 40% currently. The Monterey laboratory will still
perform compliance monitoring for volatile organics,
trihalomethanes, inorganic materials, pesticides, and herbicides
for the other districts.

According to the witness, the Monterey Peninsula District
will benefit by the elimination of significant workload which the
laboratory now performs for other districts. This will free up
staff time to be devoted ‘to increased water quality monitoring in

the Monterey Peninsula District. He stated that the Environmental
Protection Agency (EPA) and the DHS are constantly adopting new
requlations affecting water quality monitoring, and maintaining the
‘current level of operations in Monterey will allow it to respond to
new regulations as they arise.

He stated that Cal-Am originally intended to reduce the
Monterey laboratory staffing level from three to two upon
completion of the Los Angeles laboratory. However, new EPA
requlations established “in the first part of 1988~ requiring
monitoring of additional volatile organic chemicals, and new and
expanded DHS requlations regarding groundwater monitoring, have led
him to believe it is prudent to maintain a staff of three
employees. The alternative of using outside laboratories for
compliance testing is, be believes, oconamicaily unsound.
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Staff believes the laboratory expense and allocation
factors it originally recommended should be adopted;’ It points out
in testimony and argument that it was not provided with timelf
information on the new laboratory, nor was it furnished with work
papers supporting the company’s showing. It was provided no
opportunity to audit or investigate the new information. We share
staff’s concerns on this issue. It appears that the decision to
construct a new laboratory in Los Angeles, and to reduce Monterey
laboratory staffing, was known to company officials for some time,
since it was ‘the promulgation of certain EPA requlations in the
first part of 1988 that led to changing the decision by restoring
the third position.

Cal-Am’s testimony indicates that the increased
laboratory needs of Cal-Am‘’s Monterey Peninsula District result
from new regulatory requirements, but does not refer to specific
requlations. It refers generally and somewhat vaguely to constant
adoption of new regqulations, "ever increasing monitoring and
treatment requirements,” and "soon to be promulgated standaxds.®
There is little doubt that from time to time EPA and DHS have been
imposing new requirements affecting water utilities and their need
to monitor water quality. The staff witness conceded this point,
but went on to state that there is not much concrete information on
the subject. We agree that thexe is considerable uncertainty
concerning the precise impact of this trend of requlation on the
conpany’s need for laboratory services.

Branch estimated that 95% of the Monterey laboratory’s
expense can be explained by weekly bacteriological tests done for
the various districts. In the future, the Los Angeles laboratory
will perform these tests for all but the Monterey Peninsula
District. This indicates a significant reduction in the Monterey
laboratory workload, and, as noted, the company agrees that certain
workload items will be reduced significantly. According to
Cal-Am‘’s witness, a third person is required, at least in part,
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because of new EPA requirements for compliance monitoring of
volatile organics, a function which the Monterey laboratory will
continue to perform for all districts. Even if a third person is
required, which is not established in this record, it does not
appear that the requirement is due to the needs of the Monterey
Peninsula District alome. : ‘

Given these facts, and the general uncertainty
surrounding the issue on this record, the estimated allocation of
92% of the expenses associated with historical staffing levels to
the Monterey Peninsula District appears to be excessive. Staff’s .
recommended expenses and allocations will therefore be adopted.
However, we currently have before us three applications
(Application 88-09-040, et al.) of Cal-Am for general rate
increases in its Baldwin Hills, San Marino, and Duarte Districts.
Those matters axre scheduled to be heard in January, 1989. We
intend to consider the expenses of the Los Angeles and Monterey
laboxatories and the allocation of those expenses in those
applications. The Los Angeles laboratory should be operative at
that time, and there will be an opportunity in those hearxrings to
examine the actual operations of both facilities and the services
they provide to the various districts. While we adopt the staff
recommendation at this time, we will also provide for an updating
of laboratory expenses and allocations, as they apply to the
Monterey Peninsula District, upon issuance of a decision in those
proceedings. We will authorize Cal-Am to file an advice letter at
that time requesting rate adjustments which incorporate changes
consistent with our findings and conclusions in those proceedings.
PAB X ACEINASTEa e _and General nxpoanse

Disagreements on administrative and general expenses
involve the company’s proposal to include expenses for two
additional employees in the District, and estimated costs of
maintaining personal computers and other office equipment.
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The Monterey Peninsula District’s accounting department

has two nonunion supervisory employees and three accounting clexks
who are union employees. Applicant proposes inclusion of the costs
of a fourth accounting clerk due to an increase in workload and due
to the company’s desire to cut back on the excessive numbex of
overtime hours worked in the department. Branch concluded that an
additional full-time employee is not required.

The company detaliled several new reports that are now or
soon will be handled by the accounting department and the estimated
number of hours per month recquired to complete the reports. These
reports were formerly handled by Cal-Am’s general office. Cal-Am’s
Monterey Peninsula District Manager believes these reports are moxe
efficiently prepared by accounting clerks rather than by
supervisory employees. He estimated that the new reports will
impose an additional 144 hours per month of workload on the
department. : '
. Information was initially given to staff during its field
studies that the department was incurring a total of 43.25 overtime
hours per week. This figqure, with which staff disagrees, was based
on a one-year study. In addition to reviewing that study, staff

also reviewed the actual overtime reports for the three union
employees. This analysis of payroll records shows that two clerks
have been working less than half an hour overtime per week and the
third has been averaging about two hours per week.

Cal~An’s witness testified that the analysis of actual
overtime hours may have led to a possible misunderstanding by the
staff, since much of the overtime work was actually done by
supervisory employees who are not paid extra for their overtime.
Their hours would not have been picked up in the staff’s analysis
of DAY records. He premented a summary of overtime hours worked by
the accounting department showing that in the f£iret six months of
1988, the two supervisory personnel worked zos.s'ovqxtii- hours,
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while the clerks.horked jJust 78.75 hours, or a departmental total
of 287.25 hours of overtime for six months.7 He explained that
overtime for union employees was limited by management due to
budget constraints. Most of the overtime work was therefore
perforned by the supervisors. ‘

Based on an analysis of overtime hours and a finding that
the accounting department does not require assistance except at the
end of each quarter, staff believes it would be more prudent to
Xeep current staffing levels at this time. It noted that the
accounting department is currently in a state of flux due to the
assumption of new duties. In staff’s opinion, the department has
not yet settled into a routine, and the accounting clerks still
need to become more familiar with new procedures.’ Addressing the
company’s position (which he did not dispute) that the supervisory
employees have been working too many hours, staff believes that it
would be cheaper for the union employees to work more overtime than
to incur the costs of hiring a new employee. It acknowledged that
this determination did not take into account the fact that the
union employees are paid double time after the first four hours of
overtine.

Since the accounting department’s workload has been and
is still increasing, we will adopt this proposed expense. The
record shoews that historical and current levels of overtime worked,
combined with new reporting requirements, justify one new
accounting clerk. The department may be in a state of flux with

7 Assuming there are 26 weeks in the six-month period, this
would indicate there was an average of approximately 11 cvertime
hours per week for the department, compared to 43.25 hours per week
measured in the earlier one~year study. However, the company
projects there will be a greater amount of overtime in the
remaining six months of 1988. In addition to the current recorded
fiqure of 287.25 hours for six months, the company is projectinq
new workload of 144 hours mon:hly.
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the assumption of new duties, but we find no basis to assume the
associated workload will be assimilated by existing departmental
staff, once they learn new procedures. We recognize that there are
costs associated with hiring new employees, but there are also
additional costs for overtime (including double time pay under some
circumstances) which would be required under the staff alternmative.
Given the amount of new workload, we accept management’s judgment
that a new employee would be more cost-effective than paying for
additional overtime.

Additional Met B ix Ewpl

Cal~-Am proposes to add a permanent meter repair employee
instead of continuing the current practice of hiring temporary
employees or outside contracters. The company’s exhibits and
testimony show there will be no net change, but merely a shifting,
in its costs. This should improve control of the work and reduce
the time it takes for training, according to Foy. His analysis
shows that the cost of replacing 5/8* and 1” meters could be
reduced from $16.50 to $15.91. The employee will also be used
instead of a temporary employee for field testing of larger meters.

Staff’s recommended disallowance is based on the merits
of applicant’s meter testing and changeout programs and not on the
cost differences of temporary compared to permanent employees.
Staff believes that maeter testing is excessive. Also, testing of
new meters is thought to be redundant since they are tested by
manufacturers.

Since the record shows that there is little or no net
effect on expenses, the company’s proposal will be adopted. We do
not find it unreasonable for the company to have a quality control
progranm for its supplies.

ological approach which

Cal-Anm takes issue with the amethod
it understands staff to have taken to estimate test year expenses,
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‘as well as the results it produces.8 Its estimate of $65,300 for

this account (Account 805) includes the actual costs of maintenance
contracts that the company has entered into. Staff’s estimate of
$48,800 is based on inflation adjustments to the three-year
historical average for the account. The company believes that by
using this method, staff disregarded specific new expenses incurred
in 1988 or projected for the future. These include maintenance
contracts for new personal computers and related equipment
($32,000), telephone equipment ($5,800), typewriters ($700), and
hand-held computers for meter reading ($4,500). The total cost of
these contracts is $23,000. All of this equipment has been put
into use in the last four years.

We generally agree with the position-that historical
averaging techniques can result in inaccurate projections if
current conditions are not considered. However, since the
equipment covered by the maintenance contracts was acquired over
the last four years, it is possible, if not likely, that some
maintenance expense for this equipment is included in the three-
year average of expenses used by staff. It is also possible that
some expense for maintaining now-retired equipment, which newer
acquisitions replaced, is included.

' On the other hand, the staff witness testified that he
did take into account changes in the company’s operations,
including the new expenses for maintaining personal computers, in
arriving at his estimate. We will adopt the staff estimate, but
with a further adjustment. Staff estimated that maintenance costs
for the personal computers and related equipment would be $4,000,
but Foy s testimony shows the actual cost of the maintenance

8 This criticism of staff’s ncthodology'was made in reference to
various operations and maintenance accounts: as wall, as discusaed
in following sections. o
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contracts is $12,000. We adopt the company’s actual cost for this
item and add the $8,000 differxence as an adjustment to staff’s
estimate of $48,800 to arrive at a 1989 test year estimate of
$56,800 for this account.

= i R ECA  L3e Al il Al 1SS A 9.1-

texr the application was filed Cal-Am submitted

supplemental requests for approval of operations and maintenance
expenses in three categories: maps and records, miscellaneous
programmed maintenance, and lead-based primer removal. Staff tock
issue with these supplemental requests, and applicant has since
withdrawn those for the first two categories. Expenses for the
removal of lead-based primers from storage tanks remain at issue,
as do expenses for road grading, water treatmeit, and reserveir and
tank maintenance. '

The parties indicate that their disagreements on these
expenses result in part from the same methodological differences
discussed above in connection with administrative expenses. While

the company takes historical expenses into consideration, its basic
method is a zero-based budgeting approach which considers current
year budgeted expenses and known and expected changes in expenses,
then projects to the test peried using an escalation factor of 5%.
For most accounts, Branch used three to five years of historical
expenses, and made adjustments using inflation factors recommended
by the Advisory Branch of the Commission Advisory and Compliance
Division. Staff indicated that it too incorporated known changes
in expenses which it considered to be reasonable, but the company’s
witness believes that staff simply disregarded work papers which
supported many of the changes.

Road Grading

Account 708 is a maintenance account undex the general
heading of “Source of Supply.” <al-Am estimates the total expense
will be $22,300 for 1989, and staff estimates $18,500, a difference
of $3,800. The dominant expense for this account: is for road
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grading to maintain access roads to dams and wells. Cal-Am has
budgeted $16,000 for road grading in 1988. Other expenses include
weed control and certain building expenses.

Starff believes that because of rainfall variations it is
difficult to project the amount of road grading which will be
needed in any one year. Heavier rain will produce erosion, which
will in turn necessitate more road repairs. The witness testified
that since rainfall has been fairly light in the past several
years, historically budgeted road grading expenses should provide a
solid estimate for 1988. The company budgeted $9,000 for road
grading in 1984 and $10,500 for 1985, and staff observed that less
was actually expended in those years.

Cal-Am showed that actual 1986 and 1987 expenditures for
the account were $20,700 and $26,900, respectively. Thé-average of
these two years is $23,800. The budgeted amount for 1988 is
$21,300.

Even assuming staff’s conclusion that heavier rainfall
increases road grading expenses is valid, we neverthelegss f£ind.
insufficient basis for using five years in which rain has been
#tairly light” to project into test years which, for the purpose of
estimating consumption, we assume will be normal. We are not
persuaded by the fact that less was spent than budgeted in 1984 and
1985 in the absence of a similar comparison for the other years.

We find that the company’s estimate is based on an assessment of
more current conditions, and is more likely to be reflective of
future conditions.

¥atexr Treatment

Cal-Am and Branch have a difference of $4,400 for Account
748, which includes expenses related to water treatment equipment.
The  company projects an expense of $24,600 for 1989, while staff’s
estimate is $20,200. For this account, staff used an avarage of
three years of historical expenses as the basis for its
projections. Statt notod ‘that this account has been incrcasing
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rapidly. The 1987 expense of $22,013 represents an increase of
22.5% over the 1986 expense and 114% over that of 1984. The 1588
budgeted amount is $23,420.

The company explains that expenses have been increasing
because the company now uses caustic soda and zinc phosphate at the
company’s production facilities. These chemicals are corrosive and
consequently the treatment equipment requires more maintenance.

Staff acknowledged that the rocent use of these corrosive
chemicals has resulted in increased maintenance requirements.
Howevar, it projected a reduction in the use of these chemicals due
to the company’s reduced production of surface water supply and due
to reduced caustic soda expense in 1988. ,

Based on the Cal-Am’s showing that these chemicals are
used for all water production and not just surface water, we adopt
the company’s estimates. A reduction in the expense for caustic
soda for part of 1988 (and not for zinc phosphate) does not cause
us to conclude otherwise. .

Resexvoix and Tapk Maintepance

Differences in estimates for reservoir and tank
maintenance, other than those arising from the issue of expenses
for lead paint removal, are summarized below:

Account 760

Branch ueility
1989 $57,500 $81,700
1990 $60,400 $88,200

Expenses in this account include tank painting, fence
repairs, valve repairs, and various other maintenance costs.
Branch used five vears of historical expenses for this account.
After inflation adjustments, it arrived at an estimate of $36,540
for 1989. To this amount it added the utility’s estimated cost for
fence ropairt, rorncxly'capital costs now shown as’ oupcnn.s,
 arrive at iti Qltilata ot 557 500.
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Staff is concerned that the company’s requested amount
for 1989 is 58% greater than 1987 expenses in this account, and
122% greater than the 1986 level. ‘It believes the company has
initiated an aggressive new tank painting program, but has not
furnished staff with evidence that this program is prudent.

Cal-Am’s witness testified that the company has added 13
new reservoirs since 1979 and they are now reaching the point where
painting and maintenance are required. These are being added to
the company’s tank painting schedule. In addition, according to
the witness, staff’s estimate does not include $5,000 per year for
amortization of the company’s depreciation study. He also noted
that, unlike other maintenance expenses, painting costs are
amortized over the life of the paint for each tank. In his
opinion, this makes the five-year averaging method particularly
inappropriate.

We find that the company’s measured increases in this
account are adequataly explained by the increase in the numbexr of
tanks and by the fact that the painting expenses are amortized
instead being shown as expenses in the year the work is performed.
Moreover, there is no indepandent evidence pointing to a conclusion
that the company is imprudently painting tanks too frequently.
Cal-Am’s estimates as shown above are adopted for this account.

Iead Paint Removal

This disagreement also involves tank painting expenses
and Account 760. It arises from a supplemental request, which is
made, Cal-Am argues, “to remedy a very significant new
environmental and health concern relating to lead~based paints on
the tanks which has only recently come to light and could not have
been anticipated when this case was filed.”

An operations manager for AWWSC’s Western Region, who is
also a vice president of Cal~Am, explained the decision to remove
lead primer from tank exteriors. The aa-pqny‘hu-'bodo-cyuwnrt‘oz '
current scientific research which establishes that lead is vexy .
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detrimental to human health, even at very low exposure levels.
Although the use of lead-based paints for tanks has been banned for
several years, it was once common practice. Engineers with 2
company affiliate, the American Water Works System (AWWS), have
reached the consensus that all lead-based paint should be removed
from steel structures as soon as possible. AWWS believes there is
little likelihood that technology for removing the paint will
improve in the forseeable future, and there is a further indication
that the work should proceed at this time:

"[I)t is known that new and moxe stringent
requlations related to the removal and disposal
of lead based paint are being promulgated.

Thus, the removal of lead based paint in the
future will be even more costly.”

AWWS has decided that'when a tank or other structure in
the system comes in line for recocating, any lead-based paint will
be removed and disposed of. In the witness’s opinion, application
of this policy to Cal-Am’s Monterey Peninsula District is a matter
of prudence “in insuring the safety of the community and the
environment.” He explained that this issue was not included in the
original application because it was then still under study by AWWS
engineers. They had been studying this problem, and "stringent new
requirements* propesed by the EPA, for the past year, and have now
concluded that removal is "the most cost-advantageous way" of
dealing with it.

Cal-Am included with ita written testimony a copy of an
intexnal memorandum announcing the new policy to its district
managers. It was dated May 18, 1988 and states in part:

*Current environmental regulations place
stringent requlations upon the methods for
removal of lead-based paint from above ground
storage tanks. These requirements make it
imperative that removal procedures are
conducted with utmost concern for the
environment, particularly as it relates to air
quality. As stringent as those requirements
are, t ‘are Only expected to incCrease over

;_45 -
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the next several years, making the removals of

such paint even more difficult.”

In the past, Cal-Am’s normal procedure for tank paintiﬁg
has been to add a top coating, and not to remove paint unless
necessary to make the tank structurally sound. Removal is more
costly, and is now even more so because of extra precautions now
required to ensure safety of the environment and of the workers.
Cal-Am‘s district manager obtained cost estimates for implementing
the new policy from a Salinas painting contractor. Where normal
repainting of one typical tank would cost $2,000, the new procedure
would cost $17,490. As of July 7, 1988, the contractor estimated
that the total annual cost for all scheduled work would be $583,937
in 1989, $620,966 in 1990, and $852,708 in 1991. ' Cal-Am recommends
that because these expenses are both unusual and costly, they be
amortized over the life of each tank that is stripped and
repainted. . It requests further that the unamortized portion of the
expensées be included in operxational working cash.

A Branch engineer -testified that he first became aware of
this supplemental request in a meeting with utility personnel the
week prior to the hearings. This did not allow time for a full
investigation by staff. He did contact EPA offices in California
‘and in Washington, D.C. and determined that no specific mandate
exists to remove lead-based primers from existing structures. EPA
is concerned with lead as a waste by-product and its disposal.
Staff believes that lead-based primexrs, as they exist on tank
exteriors in the utility’s system, present a very small hazard to
humans in the surrounding area. ILead becomes a danger when it is
allowed to readily enter the environment, as would be the case if
the primer were to be stripped from the tanks. Staff concludes
from this lack of current danger that expenses of the magnitude of
$600,000 per year, even when amortized over tank life, are not
reasonable. At a minimum, staff believes, an opportunity for more
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analysis than it was able to conduct would be required before it
could recommend such expenses.

We concur with staff. The issue here is not whether lead
is a hazard. Staff stated that the problem of human interaction
with lead has been established for gsome time. Nor is there an
issue that the utility carries an obligation to conduct safe
operations, not only in the delivery of water, but also, as here,
with respect to the environmental setting of its facilities. We
consider such safety to be of paramount importance. In this case,
we are faced with determining whether the proposed actions are
reasonable and necessary to improve safety, and, accordingly,
whether the related expenses are prudent. .

We conclude that such prudence has not been shown.

Cal-Am and its affiliates have based their decision to accelerate
and expand (and dramatically raise the cost of) tank painting
prograns in anticipation of new environmental regulations which, if
adopted, they believe will eventually result in still higher costs.
There is no showing of immediate danger associated with the
existence of lead-based primers on tank exteriors which are coated
by top layers of paint, and staff provided testimony that the very
act of removing the lead paint could create a danger that would not
otherwise exist.9

The company’s belief that future environmental
regulations will raise the cost of stripping and disposing of lead

9 The company argues that staff’s showing is based on
"absolutely no expertise vhatsocever.” We disagree. We are
weighing testinony of an engineer with degrees in nuclear and
Chemical engineering, who made what inquiries were possible in the
limjited time available to him, in relation to that of an operations
nanagcr who relied on analyucs of AWWS engineers who did not
to-t gI in this proceeding. We note alsc that due to the timing of

issue arose, staff was presented with little opportunity
to acquira access to a greater level of expartisc.v«
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primer is undoubtedly well-founded. However, in emphasizing the
high cost of “stringent new requirements,” it has attributed little
or no value to them. We will not do likewise. To do so would be
to act on a presumption that requlations adopted by EPA or other
agencies will be frivolous and without value. We are more troubled
by the prospect of an accelerated program which addresses no
immediate danger, and which is designed to avoid implementation of
new and presumably worthwhile environmental protection rules. If
and when such rules are enacted, expenses reasonably incurred in
compliance with them will be prudent. The same cannot be said for
expenses incurred as a result of aveiding them.

Our concern with the proposal also goes to its cost. The
painting contractor’s July 7, 1988 estimate imcluded a list of
tanks scheduled to be repainted in each of the next four years.

For each tank the designation “exterior” or “interiox” appears.
Since the lead removal proposal pertains only to exteriors, the
costs appear to have been overstated to the extent tﬁdy'include the
costs of ‘repainting tank interiors. However, since we are mot
allowing expenses for lead paint removal at this time, there is no
need to resolve the apparent discrepancy or to address the proposal
for amortizing the expenses.

Depreciation

Cal-Am included the results of a new depreciation study
in its showing. The December, 1987 study was performed by the
Director of Special Engineering Projects for AWWSC, who testified
for Cal-Am. Staff analyzed the study on an account-by-account
basis as part of its investigation. It initially had differences
with respect to three plant accounts: Reserveirs and Dams (Account
312), Source of Supply Structures (Account 31l), and Meters
(Account 346). For account 311, the company recommended rounding
the average service life from 37 to 35 years, while staff had
recommended retaining 37 years. Staff later agreed to 35 years,
determining that this would be in the interest of ratepayers.
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Differences on the other two plant accounts remain at issue. A
summaxy of the depreciation schedule, including adopted
modifications as discussed below, is shown in Appendix E.

Salvage Factox for Dams

The depreciation study shows a negative net salvage value
of 50% for both San Clemente Dam and Los Padres Dam, while staff
recommends salvage values of zero. The company takes the position
that when a dam xeaches the end of its useful service life, it st
be breached, demolished, or maintained in a safe condition with no
water supply benefit. Retirement costs associated with these
alternatives can be significant, as shown by recent experience with
" reservoir and dam retirements by an AWWS affiliate in Pennsylvania.
The company believes it is appropriate that customers who benefit
from a dam pay a proportionate share of the future costs of its
retirement. This would be achieved by adoption of the recommended
negative salvage value.

Staff found in its investigations that the utility
anticipates inundation of its San Clemente Dam by MPWMD'’s proposed
new San Clemente dam;lo The conpany also informed staff that it
determined that the earthen Los Padres Dam will have to be raised
or removed at a cost exceeding 50% of that dam’s orxiginal cost.
Upon further investigation, staff determined that even with the
likelihood of inundation of the old San Clemente Dam site, removal
of the dam is quite unlikely. This view was confirmed by staff of
the Safety of Dams Division of the Department of Water Resources.

. Staff’s investigation did not confirm the need to raise or remove
Los Padres Dam eithex. ' |

10 MPWMD’s general manager testified that a range of sizes for a
new dam and reservoir are currently being considered, along with
alternatives to a new dam. Construction of a new dam is considered
likely, but not before 1994. MPWMD should know by the end of 1990
whether the project is going to proceed. ‘ ‘

- 49 =
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Our concern with the company’s proposal for costing the
retirement of these dams, and the reason we will not adopt it, is
the uncertainty over what, if anything, will done with the

structures when they are no longer useful for water supply
purposes. 1In the case of the existing San Clemente Dam, it is not
certain that any significant level of retirement costs will be
incurred when (and if) the site is inundated, let alone 50% of the
original cost. Even though Los Padres Dam will not be affected by
the new San Clemente project, it is by no means certain that
significant retirement costs will be incurred im this case either.
The company’s witness acknowledged differences in climate, geology,
and regulations that diminish the value of comparisons to
retirements in Pennsylvania. Since one possible retirement
alternative mentioned by the witness is to maintain a facility in a
safe condition, it is possible that no significant retirement costs
will be required, but only maintenance costs, which could be
modest. Rranch’s estimates fox this account are adopted.

Avexage Scxvice Life of Meters

Disagreement on Plant Account 346 stems from different
estimates of the service life of water meters. As a result of the
new depreciation study, the company is proposing to revise the
average sexvice life from 40 to 13 years, which would raise the
annual accrual from $37,867 to $192,873. Pursuant to Commission
Standard Practice U-4, Branch recommends adoption of its estimate
of 25 years, which results in an annual accrual of $71,645. sStaff
does not believe 13 years is indicative of the utxl;ty 8 current
operating practices. Cal-Am estimates a remaining sexvice life of
7.84 years and a depreciation rate of 13.30%. Staff recommends
adoption of its estimates of 21.1 years and 4.94%.

Applicant explains that 40 years was appropriate wher it
used older style bronze case meters, which were periocdically
rebuilt. With the units that have been used in recent . ‘years, the
company has determined that meters will be replaced at ls-year .
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intervals. Continued application of the 40=-year service life has
been a problem since approximately 1979, resulting in a deficit in
the depreciation reserve account. Cal-Am believes that staff’s
reconmended 25-year service life would perpetuate the deficit,
pointing out that even under its proposal, it could take almost 7
yeaxrs to reach what it considers to be a reasonable reserve of 35%
of 1986 plant balance.

The company’s l5-year meter changeout policy is not
justified in staff’s view. Staff points out that several years ago
the company decided to replace its old metal meters with plastic
#throwaway” models. These were installed for a period of about
eight years, up until two or three years égo, when the company
determined there were too many problems with plastic meterxs. The
company is now using more durable meters which are guaranteed for
15 years. Staff believes the depreciation study incorrectly
focuses on the period when the plastic meters were used, and does
not reflect the current operations.

Staff concludes that with this proposal, the utility is
txying to recover expenses incurred in retiring the plastic meters
at a higher rate than anticipated. It characterizes the decision
to use plastic meters in the firxrst place as a poor one, resulting
in the depreciation reserve deficit which ratepayers should not be
obliged to correct through increased rates.

We disagree, finding no support for the proposition that
the decision was a poor one at the time it was made more than ten
years ago. The fact that meters now being installed are gquaranteed
for 15 years, and the likelihood they will prove to be more
reliable than the plastic meters now being removed, do not provide
sufficient justification for a service life of 25 yvears, in view of
applicant’s experience in this District and given the current mix
of types of meters. For these reasons, and since the record shows
that current account deficits would be perpetuated or exacerbated
under the longer service lite, we adopt applicant’s roconnandﬁtions
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for this account. As the newer-style meters continue to be
installed, the average service life could possibly increase in the
future. Concurrently, more experience will be gained with these
meters, s0 that more reliable estimates of the average service life
will be possible. Accoxdingly, we expect to give further
consideration to this issue in future rate cases for the Monterey
Peninsula District of Cal-Am.

prility Plant

Exhibit 56 shows the following differences between
applicant and Branch concerning estimated average utility plant-in-
service for the two test years:

w '

v 3 '
(Thousands of Dollars)

otility
BExceeds
Branch = Dtility  Branch - Rexcent

1989 $54,676.9 $56,326.5 $1,649.6 3.02%
1990 $58,623.0 $61,820.6 $3,197.6 5.45%

These differences are largely explained by different
estimates of utility funded additions to plant for 1988 and, as
‘shown below, for test years 13989 and 1950.

(Thousands of Dollaxrs)

Utility
Exceeds
Branzh utility Branch Rexcent

331407-1 $5,465.7 . 32,058.6 60.42%
$3,577.4 $4,542-1 $ 964.7  26.97%
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Methodology

Cal-Am‘’s estimates are based on its investment budget,
while Branch’s are based on recorded plant additions fox 1987,
adjusted for inflation. Staff found that the company’s estimates
for 1988 and test years 1989 and 1990 are significantly above the
expenditure levels of recent years. Average utility plant
additions have been running at approximately $3 million per year
for the past seven years. The only exception was 1982, when the
company added a new treatment plant at a cost of approximately $5
million. | |

Staff reviewed the utility’s budgeted plant additions for
the next five years, but found no special circumstances (such as
the 1982 project) which, in its view, would account for the
company’s higher estimates for 1988 through 1990. Nor did company
officials interviewed by staff during Lts field investigation
provide an axplanation matisfactory to the staff.

During its field investigation, staflf learned that many
of the company’s individual project cost estimates were made long
age and adjusted for inflation over the years. It believes the
company inconsistently applied different inflation factoxrs to the
various projects. From this inconsistency, the age of the
estimates, and lack of supporting detail, it concludes that
Cal-Am’s estimates are unreliable, and that its method should
therefore be used. It noted, however, that it does not question
the necessity for or prudence of any of the budgeted additions.
Staff questions only the reliability of the company’s cost
estimates and, in some cases, the-ostimated,completion dates.ll

11 MPWMD’s general manager testified that the District generally
supports each of Cal-Amn’s proposed plant additions, and, in
particular, thoso involving the Begonia riltar Piant, npgrades of

(Footnote continues on next page)
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Staff arques that it was compelled to use historical
expenditure levels because it was provided with no concrete proof
of how Cal-Am’s cost estimates were developed, and because the work
papers showed *"contrariety, discrepancy and insufficient proof.-

As an example of the kinds of problems it finds in the company’s
estimates, the staff’s witness pointed to a project to replace
2,200 feet of steel pipeline at an estimated cost of $458,300.
According to the company’s explanation, the estimate was made in
1987, based on then~current labor and material costs, and adjusted
for inflation. Staff found in its review of work papers, however,
that the company was using the same estimate for thig project in
August of 1984.

 Cal-Am argues that the staff’s approach of using
historical average expenditures instead of a project-by-project
analysis is both unprecedented and inappropriate. The company
presented support for its estimates through the testimony and
exhibits of its Monterey Peninsula District Operations Manager. In
‘response to the staff’s conclusion that there are no special

circumstances which would justify higher'estimates, he described
projects which are "above and beyond the normal replacement and
betterment projects.” He testified that when the estimated costs
‘of these projects are subtracted from the company’s estimated
totals for each year, the results (approximately $3.2 million to
$3.5 million) are within the range of normal expenditures as
measured by staff. '

(Footnote continued from previous page)

wall facilities, distribution main replacenments, river bank erosion

control, and several other distribution system facilities. MPWMD

does not encourage proceeding with seismic safety improvements to

g:nbgigmente Dam unless it iz made clear that the new dam will not
t.
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1388

B e aagety improvenents | $900,600
Begonia Treatment Plant projects 755,000
Crest Resexvoir - 988,000
New Well 230,000

2399

Replace 7,000’ of transmission .
line 825,000

San Clemente Dam, .
seismic safety improvements 300,000

The remaining projects, which include replacement of
distribution mains, wells and storage tanks, are considered noxrmal
replacements and additions to compensate for system deterioration
and normal system growth. The witness provided detailed testimony
on the need for each of the above projects as well as each of the
“normal” projects. He also described the company’s budget process,
including standards and guidelines used and levels of management
review. The investment budget is consistent with and incorporates
the recommendations ¢f a recently completed planning study prepared
by AWWSC’s engineering staff. Each scheduled project is considered
by the cempany to be necessary to maintain and improve the system.

We adopt the company’s estimates, with the adjustments
discussed below for two projects which are affected by potential
Divisicn of Safety of Dams’ (DSD) actions. We conclude from
analyzing all of the record that deficiencies in applicant’s
estimates are outweighed by those in staff’s. Staff’s primaxy
objections to Cal-Am’s estimates are that they are old, rely on
varied inflation factors, and lack detailed support. There is sowme
validity to these criticisms, but we note that staff did not show
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that any one project estimate is wrong (apart from an arithmetic
error), and the staff’s witness acknowledged that the company’s
estimates could be too low as well as too high. The different
inflation factors can be explained in part by different mixes of
materials and labor associated with individual projects as well as
the time elapsed since the original estimate.l? The age of the
estimates can be attributed in part to the fact that some projects
have been identified and scheduled for a number of years.

Staff maintains that it had to rely on its method because
the company furnished it with no concrete proof supporting
individual project costs during the field visits. Althcugh
individual company representatives may not have been able to
explain all of the factors underlying the estimates at the time of
the field trips, the record does not show that staff was denied
access to information it considered necessary for its analysis.

staff’s investigation uncovered imprecision in the
company’s estimates. It also showed that a great deal of judgment
is applied in arriving at estimated project costs years in advance
of their commencement before they are let out for bid. However, it
does not follow that those estimates are wrong. Cal-Am has shown
that it plans to embark on a number of projects which it considers
to be above and beyond normal plant additions. These additional
projects, all of which staff agrees are needed, account for
practically all of the the differences between the two parties.

Were we to accept staff’s estimates for 1989 and 1990, we
would be deciding, in effect, that the company’s approach
systematically overstated project cost estinates by 60.42% for 1989
and by 26.97% for 1990. We do not believe that any imprecision or

12 Staff did not explicitly indicate what inflation factors it
believes should have n used in place of applicant’s, nor did it
recompute the company’s estimates using its own factors.
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inaccuracy inherent in applicant’s methods can, alone, explhin
differences of that magnitude. Any initial representations which
the company may have made to the staff notwithstanding,‘we are
persuaded that the company’s plans call for a greatex level of
plant additions in 1988, 1989, and 1990 than in the previous seven
years, and that this explains its higher estimates. Staff’'s
reliance on 1987 expenditures does not make any allowance for
expanded levels of plant additions.

Porest Lake Reserxvoix and

X 20}

Cal-Am acknowledges that the scheduled timing of two
projects which are required by actions of the DSD will be affected
by future actions of that agency. The company therefore requested
in its brief that the propesed plant additions not be included at
this time, but that it be authorized to include the expenses at a
later date through application or advice letter filings.

Forest Lake Reservoir, located in the Pebble Beach area,
provides storage for peak days and emergency supplies. It is
considered a vital link in the distribution system. Several years
ago it was identified as a potential seismic safety hazard. Cal-Am
has commissioned several studies to recommend sclutions, and has
put the most recent study before DSD for its approval. Although it
has budgeted more than $900,000 for repair work in 1988, it cannot
proceed to restore or replace the facility until DSD acts. Also,
the company cannot forego use of the facility in ordex to
accomplish the work until it is clear that the curxent drought has
ended, and then it must be done between November 1 and April 30.

Under these circumstances it is difficult to determine
when repair work will begin. The cost of the work is also
considered highly variable since DSD could order more corrxective
work to be done than applicant'a consultant has recommended. The
company’s witness tostifiod that the ostimnto could.change by a
factor of 3 or 4.
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DSD has also identified seismic safety hazards that exist
at the old San Clemente Dam. Faced with the likelihood that the
dam will eventually be replaced by MPWMD’s larger dam, Cal-Am is
reluctant to perform the repair work, which is estimated to ¢ost
$300,000. At the same time it recognizes that DSD may at any time
compel completion of the work, which the company now has scheduled
for 1990 in its budgeting process.

Staff expressed concern that allowing future filings for
any plant addition that might come on line would not be feasible.
We share that concerm, but at the same time we find that there are
unique circumstances with respect to these two projects. It is
entirely possible that DSD will require that remedial work be done
in the test period. Whethexr, when, and how to~proceed is to a
large extent beyond the company’s control. In the case of Forest
Lake Reserxvoir, the costs, and even the ability to estimate costs
at this time, may be partly if not entirely beyond its control.

We adopt the company’s estimates of utility plant with
adjustments to reflect the removal of the Forest Lake Resarvoir
Project from its 1988 estimate and the removal of the San Clemente
Dam Project from its 1990 estimate. Because of the uncertainty of
and potential magnitude of costs, we will require the filing for
Forest Lake Reservoir to be a formal application. An advice letter
is permissible for the San Clemente Dam repairs, since the timing,
but not the cost, is of concexn.

Rate of Return

Cal-An requests rates of roturn on rate base of 11.52% in
1989, 11.55% in 1990, and 11.58% in 1991 ir order to earn a return
on common equity (ROE) of 13.50%. Staff recommends that the
adopted ROE be within a range from 11.75% to 12.25%. Within this
range, it believes the most weight should be placed on the lower
end. The resulting recommendations for rates of return on rate
base are 10.59% to 10.81% for 1989, 10.60% to 10.81% foxr 1990, and
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10.62% to 10.83% for 1991. Staff has estimated that financial
attrition is a negligible .0l for both 1950 and 1991.

In D.87-03-030 (Maxch 6, 1987), involviang Cal-Am’s
Village and Coronado Districts, we authorized a constant ROE of
13.00%. The corresponding rates of return were 10.89% fox 1987,
and 10.94% for both 1988 and 1989.

Cal-Am and staff proposals differ in two main areas.
First, staff has estimated lower costs for short-term debt and new
mortgage bond issues. Second, staff has determined a lower ROE
requirement. These are discussed in following sections.

There are minor differences of less than 1 percentage
point in the capital ratios for debt and equity resulting from
staff’s use of 1987 year-end recorxded figures.- These were not
available to applicant at the time of the original £iling.
Cal-An’s recommended debt ratios foxr 1989 through 1991 are 55.74%,
57.41%, and 57.79%, while those of staff are 56.25%, 58.00%, and
58.75%. Staff recommends, and we concur, that its capital
structure estimates be, adopted, since they are more recent, and
therefore more accurate.

The recommended long-texrm debt levels of both staff and
applicant exceed 50% of capitalization. By D.86249 dated
August 17, 1976, we imposed a rxestriction which limits Cal-Am’s
long-term debt from nonaffiliates to no more than 50% of its total
capital structure. Both parties agree that the conditions which
led us to impose that restriction no longer apply, and urge us to
remove it. The company has proven its ability to raise capital and
is in excellent, stable financial condition. Our requirements that
the company commence construction on two projects as a condition of-
removing the cap have been fulfilled. The parties agree that
removal of the restriction will lower the overall cost of capital,
which will benefit ratepayers. Staff notes that debt financing is
economically efficient because it is both choapor and tax-
deductible. We adopt this’ :ocommondation.
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Debt

The estimates of debt costs are shown below. Differences
stem from different estimates of interest cost of nerdebt issues.
The embedded cost of current debt is contractual and readily
available, and therefore, the subject of little dispute.

1989 9.69% 9.95%
1990 9.77% 10.10%
1991 9.82% 10.18%

Cal-Am estimated the costs of long-term debt financing by
adding 130 basis points to short-term interest rates. This spread
is based on the company’s experience. Currently, it is paying
prime wate less 25 basis points for its short-term borrowing. The
'company's witness explained on cross-examination that projections
of short-term interest rates were made after consulting the
Kiplinger Report, the UCLA Business Forecast, the company’s
bankers, and financial executives of the parent company.

Staff assumed that Cal-Am will pay interest xates
equivalent to AA utility mortgage interest xates on new bond issues
during the test period. This assumption is based on the following:

1. Cal-Am’s most recent bond issue in October
1985, for $6 million, holds an interest rate
of 11.125%, which was the equivalent of an AAA
utility bond yield at that time. The
company’s financial performance and its risk
has not changed significantly since that
issue. Although the company is increasing its
leverage, staff does not believe this wil
impact the ability to attract favorable
returns during the test period.

Since Cal-Am is a wholly owned subsidiary of
Anerican Water Works, Inc., financial
investors perceive Cal-Am as having the
resources and expertise of a larger company
backing the smaller enterprise. It is
considexed far less risky than an independent
company of similar size and operation, and can

‘f‘6° -
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therefore be expected to receive favorable
interest rates reflecting its perceived
reduced risk.

Cal-Am’s before-tax interest coverage, net
cash flow to total capital, and debt leverage
were evaluated under' Standard and Poor‘s
guidelines for bond ratings. Based on
Cal-An’s good performance under these
quidelines, staff expects its new bond issues
will cost no more, and in all probability
less, than the equivalent of an AA rated

i utility bond.

Cal-Am plans new bond issues of $8 million in 1988, $6
million in 1989, and $5 million in 1991. Staff used forecasts from
Data Resources Inc. (DRI) and f£rom Blue Chip Financial Forecasts
(Blue Chip) to arxive at its estimated bond financing rates of
10.005% for 1988 and 10.365% for 1989. It used DRI‘s short-term
1990 forecast of 10.58% for the 1391 issue since DRI does not
include 1991 in its monthly short-term forecasts, Blue Chip
includes neither 1990 nor 1991, and in both cases their long~term
forecasts were outdated at the time of staff’s report. Staff notes
that the 1991 issue will take place in an attrition year, allowing
further evaluation in the future if recommended financing costs
prove to have been too far afield. :

To estimate future costs of short-term debt, staff made
similar use of DRI and Blue Chip forecasts of bank prime rates.
Cal-Am’s short-term rate is tied to the prime rate, and for the
past two years it has been a constant 25 basis points below the
prime rate. Staff projects short-term debt costs of 9.23% for 1989
and 9.16% for 1990 and 1991. )

We believe from the weight of staff’s showing that it is
reasonable and appropriate to use its forecasted costs of AA
utility bond issues to estimate the cost of long-term debt.
Testimony of the company‘’s cost-of-capital witness that Cai-Am‘’s
obligations are not guaranteed:by the parent company does not cause
us to change cur view. Staff’s position is based on the perception
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of financial investors that the larger parent company provides
resources and expertise, not financial guarantees. Moreover,
staff’s observation is made in connection with just one of three
indicators that a rating of AA is an appropriate indicator. for
measuring debt costs. Finally, the company’s witness acknowledged
that a sophisticated investor would not ignore the parent company
relationship.

In determining the cost of short-term debt, we attach
more weight to staff’s use of DRI and Blue Chip forecasts than we
do to the company’s estimates. However, Cal-Am’s witness showed
that the primo rate had increased since the staff’s report. was
prepared. As noted in Cal-Am’s brief, staff’s witnesg agreed that
the prime rate had been rising, and urged that.we. should use the
most currently available information at the time we xreach a
decision in this matter. Accordingly, based on the DRI and Blue
Chip forecasts dated November 1988, of which we take official
notice, we adopt the updated bank prime rate estimates shown below:

1988 1389 2990 1991
Blue Chip
staff -~ 8.95% 9.45%
Updated 9.30% 10.05%

DRI
Staff 8.55% 9.16% 9.41%
Updated ‘ 9.27% 10.29% - 9.58%

Average
Staff 8.75% 9.31% 9.41% 9.41%
Opdated 9.29% 10.17% 9.58% 9.58%

This adjustment has the effect of changing staff’s short-
term debt cost estimates from 9.23% (1989) and 9.16% (1990-91) to
9.92% (1989) and 9.33% (1990-91), and of changing total debt cost
estimates from 5.69%, 9.77%, and 9.82% to our adopted estimates of
9.71%, 9.78%, and 9;838 for 1989, 1990, and 1991, respectively.
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Retuxn_on Equity

Unlike debt costs, which, with the excaption of futurxe
interest costs, involve relatively straightforward measurements,
detexmining equity costs is more difficult. It is usually the
source of greater differences of opinion. As noted by Cal-aAm’s
financial witness, it requires evaluation of many factors, both
tangible and intangible, and is of necessity a judgment
determination which considers the requirements of the individual
utility. Financial models are useful, but there are no definitive
formulas for measuring common equity costs. As stated by the
witness, any detexrmination of the cost of equity capital represents
an approximation. Cal-Am and staff both indicate they used the
guidelines established by two landmark cases in arriving at their
respective determinations of equxty returns: Bluefield Waterwoxrks

(1923) 262 UsS 679; 67 L ed 1176, 43 S Ct 675vand zggg;gL;aQJm;
Commission v Hope Natyral Gas Company (1944) 320 US 591; 88 L ed
333, 64 S. Ct. 281. As explained by staff, these guidelines
provide that returns for public utilities should be commensurate
with returns for comparable investments, should allow a utility to
earn a return sufficient to attract capital thrcugh the‘debt
market, and should be appropriate for the financial condition of
the company.

Both Cal-Am and staff used the discounted cash flow (DCF)
model as part of their analyses. This model recognizes that the
current market price of a share of common stock equals the present
value of the expected future stream of dividends and the future
sale price of the share. The model can be solved to show that an
investor’s total rate of return, and thus a utility’s cost of
equity capital, is equal to the sum of the expected dividend yield
at the time of purchase divided by the current market price, plus
the expected growth in the future stream of dividends-and in the
value of the stock. Tho DCF model is used to ostablilh a
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comparable return for a utility by analysis of a group of similax
utilities. '

Cal-Am indicates it used the DCF model because of its
widespread use in regulatory proceedings. As criterfa for a
comparable group, the witness used water companies listed in C.A.
Turner Utility Reports which (1) are operating watexr utilities
only, not holding companies, (2) derive at least 85% of their
revenue from water sales, (3) have actively traded common stock,
and (4) have a stock rating by S&P of at least A-. The following
companies met these criteria:

1. Cali'fornia Water Sexvice Co.
2. E’Town Corporation

3. Middlesox Water Co.

4. SJW Corporation -
$. Southern California Watexr Co.

Cal-Am’s witness explained that for each of the five
companies he computed market prices per share using both the 52-
week average high and low price for the period ending May 31, 1988
and the average high and low for the month of May, 1988. Because
the DCF model is concermed with current and future equity capital
costs, current stock prices are normally used. However, he also
used the longer period because of recent stock market volatility.
Expected dividends for each of the five companies were calculated
by increasing the 1987 dividend by an amount equal to the firm‘s
compound growth rate for 1982-87 in dividends per share. The
resulting dividend yields were computed for each company. The
group averages were 6.51% based on the 52-week price measure and
6.57% based on the May 1988 measure. To these yields he added the
group average compounded growth rate of 6.77% to arrxive at total
DCF estimates in a range from 13.28% to 13.34%. The midpoint of
this range is 13.31%.

In addition to this DCF analysis, he evaluated the
company’s historical earnings performance and other factors in
arriving at his final recommendation of a 13.50% ROE. He bél.toves

- 64 -
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the performance has been inconsistent and erratic, ranging from a
low equity return of 2.87% in 1979 to a high of 16.05% in 1987.
This will influence investors as they evaluate the company’s risk.
He testified that the high return in 1987 is explained by higher
water sales caused by unusually dry and warm weather that year, and
by the effect of the Tax Reform Act of 1986 (TRA) on earnings.
Lower income taxes which were not reflected in water rates until
May of this year had the effect of "artificially” increasing
earnings in 1986 and 1987.

In the future, TRA will have the effect of increasing the
company’s perceived risk, according to Cal-Am. Cash flow will be
reduced by such TRA provisions as elimination ¢f the investment tax
credit, inclusion of customer advances as taxable income, and
recognition of unbilled revenue as taxable income. At the same
time, new construction expenditures are increasing, from $30.4
million in the past five years to a projected'$61.4 million in the
next five yoars. Funding this investment with fewer intexnally
generated funds results in a more leveraged, and therefore a higher
risk capital structure. '

Cal-Am notes that by D.87-12-043 we authorized an ROE of
12.50% for Southern California Water Company (SCWC). SCWC had a
common equity ratio of 51% over the test period compared to
Cal-Am’s projected 44.26% to 42.21%. Also, the prime rate was
8.75% at the time of our decision in that matter. It had risen to
9.5% at the time of the hearings. The witness believes that
Cal-Am’s more highly leveraged position, inability to earn on full
book common equity due to an acquisition adjustment, continued .
uncertainty in the stock market, inflation, potentially high
expenditures in complying with the 1986 extension of the Safe
Drinking Water Act, and the increase in the prime rate are all
indicative of a more risky investment requiring a higher ROE.

Staff’s recommended range is derived in part from its
application of the DCP and risk premium (RP) models. Where
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Cal-Am’s DCF analysis showed an expected return of 13.31%, staff’s
analysis showed 12.06%, a difference of 1.25 percentage points.
Staff’s comparable group of companies was based on broader
selection criteria, which allowed a larger sample size of 12
compared to Cal-Am’s group of 5 utilities.

1. Anmerican Water Works

2. California Water Service

3. Connecticut Water Service

4. Consumers Watex

S. E’Town Corporation

6. ' IWC Resources Corporation

7. The Bydraulic Co.

8. Middlesex Water

9. Philadelphia Suburban Co.

10. SJW Corporation

11. Southern California Water .

12. United Water Resources

staff did not exclude holding companies, and it used a
threshold of 70% of revenue from water sales compared to Cal-Am’s
criteria of 85%. It used the average of high and low stock prices
for May of 1988 after also analyzing prices over the most recent
three-month and six-moath periods, and finding substantially the
same results.

The RP model recognizes that different risks exist
between common stocks and debt instruments. Its premise is that
common stock investors will earn a higher return than those holding
debt issues. Staff compared the spreads between average water
company earnings/price ratios from 1978 to 1987 to returns on 10-
year and 30-year Treasuxry bonds. It determined average historical
premiums for equity retuxns of 2.17% for 10-year bonds and 2.21%
for 30-year bonds. Adding these premiums to forecasted rates for
Treasury bonds results in an estimated ROE range of 11.33% to
11.76% using this model.

In addition to the DCPF and RP models, the staff witness
analyzed Cal-Am’s financial history in order to evaluate its

financial risk. Since 1983, both dividends pexr share and earnings
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per share have more than doubled, and its earned ROE has been well
above the currently authorized rate of 13.00%. Staff notes that in
the past five years, Cal-Am earned an average ROE of 13.56% and an
average return to total capital of 11.25%. During the same period,
the group of 12 comparable companies earned an average ROE of
13.25% and an average total return of 10.51%. Staff concludes that
a lower ROE, more in line with that of the othexr water utilities,
is appropriate. Based on the DCF and RP analysis, the historical
financial performance of the company, and indications of declining
vields on different kinds of investments since 1981, staff
recommends placing the greatest weight on the lower end of its
recommended ROE range of 11.75% to 12.25%.

The most significant single source of dis&greement
between applicant and staff is the 1.25 percentage point difference
in their DCF estimates. This is in turn largely attributable to
the different criteria used to select comparable water utilities.
Both staff’s and Cal-Am’s selection criteria have validity, yet
both have faults. Staff’s criteria result in the inclusion of
companies which are less purely water utilities. Cal-Am’s, on the
other hand, results in the exclusion of all but five utilities, a
very small sample. .

We assign more weight to staff’s DCF analysis. Its
standard that 70% of revenue be earned from water sales is not
substantially less than applicant’s 85% standaxrd. Both appear to
rely on a premise that while a 100% standard is not feasible, the
major portion of a selected company’s revenue should be from water
sales. The difference of 15% is a matter of degree, not one of
principle. On the other hand, with a sample size of five, any one
company’s results of operations can skew the group average. We
find that for reliability of the analysis, the net benefits of
using the largexr sample exceed those of using Cal-An’s more
selective criteria..
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Although we accept staff’s DCF determination of 12.06%
for our analysis, we do not fully agree with its rationale for
recommending the lower end of its ROE range. First, we give less
weight than staff appears to have given to its RP model analysis,
which shows an ROE range as low as 11.33%. Staff’s use of that
model relied on forecasts of l0-year and 30-year Treasury Bonds.
In view of our finding that bank prime rate forecasts have risen
since staff prepared its report, indicating some volatility in
financial markets, we place somewhat less reliance on the value of
Treasury bond forecasts than we would if there were more
indications of rate stability. Second, staff relied in part on
indications of a ¢limate of lower financing costs, based on a
decline in ylelds on different kinds of investments -since 1981.
The record shows that such declines may not c¢continue, and at the
same time it does not show that 1981 is the appropriate year from
which to measure. Third, we note that with Cal-Am’s planned debt
issues, it will become a more leveraged and therefore higher=-risk
company. Equity ratios will change from the recent average of
approximately 55% to an anticipated 43.75% in 1989, 42.00% in 1990,
and 41.25% in 1991. PFinally, we attribute less importance to the
company’s favorable earnings of recent years, since during part of
that time water sales were higher on a company-wide basis and the
company received a benefit from the reduced income tax rates undex
TRA.

Based on the foregoing analysis, we will adopt an ROE of
12.25%, which is the upper end of staff’s recommended range. We
reject the company’s higher recommendation, in part, because we
find its DCF analysis to be less reliable than staff’s. Also, in
reviewing the company‘s financial performance, we are more
influenced by the most recent five-year period than by the five
years before that. The doubling of dividends and.earnings per
share since 1983 does not substantiata a claim oi inconsistanz and;
erratic earnings in recent years.
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In arriving at our judgment, we have fully considered the
effects of the various factors that Cal-Am believes lead to
investor pexceptions of increased risk, includihg the future impact
of TRA and the Safe Drinking Watexr Act, the increased debt ratio,
and the inabdbility to earn.on the unamortized portion of the
acquisition adjustment. These factors, collectively, support ouxr
decision to adopt staff’s highest recommendation, but not an ROE
above that range. Although Cal-Am urges that we consider our
December, 1987 order in which we authorized an ROE of 12.50% fox
SCWC (D.87-12-043), we find that the circumstances in that
proceeding are not fully applicable in this case. :

The following table sets forth our adopted capital
styucture, debt costs, and ROE: -

Adopted Rate of Return

1989
. Capital Weighted
Component —Ragios Cost —Sost
Long- and. Short-Term Debt 56.25% 9.71% S5.46%
Common Equity _43.75% 12.25% 5,36%
Total 100.00% 10.82%
1330

Long~ and Short-Term Debt 58.00% 9.78%
Common Equity 42.00% 12.25%
Total 100.00% -

2221

2ong- anguihort-rerm Debt 58.75% S.gg% 5.78%
ommon Equity 41.25% 12.25% 5.05%
Total 100.00% 10.83%

at

A o FL- a8 LA by AR A -]
Cal-Am‘’s original proposal, while in accordance with the
general water rate design guidelines we adopted in D.86-05-064,

3
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generated substantial ratepayer opposition. Undex the proposal,
the average first-year revenue increase would be 15.30% for all
customers, while revenues from residential customers would increase
by more than 20%. The various classes of commercial and public
authority customers would receive increases of approximately 10% or
less. This disparity results because the proposal would eliminate
the lower lifeline rates for the first 300 cf of consumption per
month, and would adjust service charges«consiatent‘with-our
guideline that up to 50% of fixed costs may be recovered through
service charges. '

Public input from Monterey Peninsula ratepayexs shows
overwhelming support for preserving the lifeline concept and for a
more even allocation of rate increasos among customer classes.
Many of them perceive they would in essence be "punished” for their
individual conservation efforts if service charges are increased by
more than or instead of commodity charges. These ratepayers
believe there should be a strong relationship between the amount of
water used and the rates paid. ' .

Following a public meeting in Seaside which was dominated
by complaints related to rate design, representatives of staff, '
applicaant, and MPWMD met to discuss rate design alternatives.
Observing the public reaction to the rate proposal and the fact
that conservation is of paramount concexn on the Monterey
Peninsula, staff then developed the following recommended
gquidelines for Cal-Am’s Monterey Peninsula District, which it
understood to be representative of agreement reached with Cal-Am
and MPWMD.

1. The residential customer class receive a
percentage increase no larger than the
other four customer classes on the General
Metered Rate Schedule.

Service charges be set to recover no more
than 38% of adopted fixed costs in the test
years. (Fixed costs are gross revenue at
adopted rates less purchased power,

- 70 -
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chemicals, income taxes, uncollectibles,
and any other costs which obviously vary
with usage.) ’

Retain the lifeline consumption block but
increase it from 300 to 800 cf.

Set a rate for water consumption above 800
cf that is significantly higher than the
0 - 800 cf block.

Final rates should not cause any customer
bill to go up by more than twice the
adopted system average increase.

Staff notes that its rate design proposal is at variance
with the general guidelines we established in D.86-05-064, which we
developed in order to provide water utilities with a greatex
opportunity to recover fixed costs, thexeby bringing more stability
to revenues. Howevexr, staff goes on to point out that in adopting
the general guidelines, we recognized that conservation and xevenue
stabilization are conflicting goals, both of which ought to be
addressed in rate case proceedings. We indicated that we would
consider conservation issues in individual rate cases and encourage
consexvation through rate design where necessary and appropriate.
When staff presented its proposal at the public participation
heaxring, several participants endorsed it, and representatives of
MPWMD and of Cal-Am likewise indicated their support.

At the following evidentiary hearings, Cal-Am clarified
its support. It indicated its position that there should also be a
risk protection mechanism, since such a rate‘structure, especially
a significantly higher rate for the second consumption block, could
lead to a loss of consumption and revenue shortfall. Absent such a
mechanism, the company does not favor staff’s proposal.

" Cal-am proposed through the testimony of AWWSC's Western
Region Cirector of Rates and Revenues that a sales adjustment
mechanism be adopted. By this mechanism, lost or ovt:collected
ravenues due to-consumption var_ations would be. acc:uod 1n.a
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balancing account. The balancing account would be implemented with
an "up. front® surcharge on all billed consumption. The company
believes the normal balancing account procedure of writing off
balances at some later date could send the negative signal to
consumexrs that reducing consumption means having to pay more. With
. the "up front” surcharge, he believes there is a possibility that
customers will be rewarded with a surcredit, which might further
enhance conservation.
Cal-Am provided further testimony, through AWWSC’s
Director of Special Engineering Projects, on the subject of rate
design effects on conservation and revenues. Referring to.a review
of price-elasticity studies by Professor Patrick C. Mann in a paper
for the National Regqulatory Research Institute, entitled "Water
Service: Regulations and Rate Reform,” he is of the opinion that
price signals intended to induce consexvation do not conclusively
result in reduced residential water demand. On the othex hand,
based on the Mann paper, he believes that the commercial and
industrial response to price incentives will likely be greatex than
residential responses. His written testimony states: -

"The projections of revenue made by both the
Company and the Staff are based on normalized
consumption which is anticipated absent any
outside influence. Assuming one of these
consumption levels is accepted for rate making

ses, allowed Company revenues will be
realized only if that level of consumption
occurs.

*If the price signals embodied in an inverted
tariff are effective, consumption levels will
be below those used for rate making purposes.
Further, the majority of commercial and
industrial response to price incentives will
likely be greater than residential. Therefore,
the decrease in consumption will likely produce
a disproportionate decrease in revenues.”

MPWMD, whose interest is conservation, :akas,thn'position
that the adopted rate design "should encourage water conservation
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and certainly not discourage water consexvation.” Additionally,
according to MPWMD’s general manager, it should be equitable and
should consider the interests of small consumers with limited
ability to pay. He believes that water consumption is sensitive to
prices, but noted that he does not have a definitive study to
support his view.

MPWMD strongly supports staff’s proposal, anticipating
that it will encourage small users to stay within a lifeline block
by moving the limit from 300 to 800 ¢f per month, and will provide
greater incentives for larger users to make improvements to reduce
consumption. The witness believes it would be desirable for the
second consumption block rate to be roughly one and a half times
greater than the rate for the fixrst block. MPWMD.is not opposed to
a8 risk protection mechanism.

Noting that protection such as Cal~-Am‘s proposed supply
adjustment mechanism has been requested by water utilities inm the
past, and that the Commission has denied such requests, staff
opposes the proposal. Staff argues that such mechanisms have been

' rejected because they represent a significant departuxre from
current rate design policy, reduce risk, and tend to guarantee rate
of return, citing In_the Matter of California Water Sexvice Company
(Maxch 20, 1985), D.85-03-054. Although such mechanisms are common
for the power industry, none are currently authorized for watex
utilities.

Staff indicates that for utilities with approved
rationing plans, the alternative of filing an application
requesting rate relief is available if they face a xevenue
shortfall due to rationing. Utilities without rationing plans in
their tariffs may submit such plans for our approval through advice
letter f£ilings.

Kmcimating future conaumption based on mnum,
historical. levels involved a conwidezable amount of Judgment, ALNY
consexvation o:z.ct-, and taatorinq Ln th- aonuuuption attocts ot
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rate design proposals is no different. Generalized studies such as
the Mann paper referred to by Cal-Am’s witness are of some
assistance, but their applicability is limited in evaluating the
effects in an area such as the Monterey Peninsula. The record
shows that conservation efforts and general community awareness of
water supply problems are well-established there, as reflected in
our adopted consumption estimates. The particular mix of
residential, commercial, and industrial customers in the District
makes general conclusions about commercial and industrial
consumption less reliable.

We find the rate design guidelines proposed by staff are
reasonable and appropriate for the Monterey Peninsula District of
Cal-Am, with an exception concerning higher rates’ for the second
commedity block as discussed below. They are responsive to public
concerns about equity and ability of small users to pay, responsive
to the conservation goals of the community in general and of MPWMD
in particular, and they are consistent with our decision
(D.86-05-064). adopting a flatter rate design policy wherein we
xecognized thexe will be difficult trade-offs between conservation
and revenue stabilization goals. The authorized rates are in
conformance with these guidelines.

We believe that a better balancing of equity,
conservation, and revenue stabilization goals ¢an be achieved with
a more moderate rate increment for the second consumption block.
Undexr Cal-Am’s present tariffs, the gravity zone lifeline rate is
$1.048 pexr cf, and the second block rate is $1.482 per c¢f. Where
staff proposes a "significantly higher"” increment, which MPWMD
interprets to be on the orxrder of 50% above the first block rate, we
will adopt an increment of approximately 25%. Narxowing the spread
will not unduly impact intended conservation signals, and doing so
is compatible with MPWMD’s objective to “not discourage water
conservation.” It will be more in keeping with our flatter rate
design policy, and will lessen any possibility of a revenue
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shortfall (or overcollection), particularly with respect to laxge
users.

We will not adopt Cal-Am’s proposal for a sales
adjustment mechanism. The proposal is based on the company’s
concern that there could be a serious underrecovery of revenues if
consexrvation signals are heeded. Staff argues that the remedy is
disproportionate to the showing made on this recoxd, and we agree.
In view of (1) the level of conservation efforts that already
exist, as reflected in our adopted consumption estimates, (2) the
testimony of Cal-Am’s rate design witness that water demand may not
be as sensitive to price as generally assumed, and (3) the-
ameliorative effect of our decision to narrow the spread between
the two consumption blocks, we believe the risk of a revenue
shortfall is minimized. The adopted rate design should allow
,Cal-Am a reasonable opportunity to earn its authorized rate of
return. Moreover, as indicated by staff, if it becomes apparent in
the future that such a shortfall will occur, the possibility'of an
application for rate relief does exist.

As we indicated in adopting a flatter water rate design
policy in D.86-05-064, we intended to retain an element Of
flexibility in applying the guidelines. The parties have urged us
to exercise that flexibility in this case. In considering whether
and t¢ what extent we should, we are mindful of a somewhat similar
¢circumstance involving ratepayer reaction to imposition of $4.80
customer charge on electric customers of San Diego Gas & Electric
Company. Consistent with our objective of unbundling electric
rates into fixed and variable components, we had imposed the charge
by D.87-12-069. Ratepayer reaction in opposition to the charge was
quick and strong, and when we later had occasion to reconsider the
issue, we stated:

"[(Ulnbundling is not our only objective in rate
design. Customer acceptance and
understandability are also important.
Obviously, if both are not achieved, it is
unlikoly that the prico signals. inxondod
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through rate design will be received.*

(D.88-07-023, at pp. 3-4.)

We determined that considerable weight should be given to
the ability of residential customers to understand the principles
behind the rates they are charged and to accept those principles as
reasonable. The charge was repealed. Although the underlying rate
design objectives in that case were not the same as we consider
hexe, the importance of understandability and acceptance in rate
design remains applicable.

By D.85-12-062 in the last general rate case involvlng
the Monterey Peninsula District, we ordered Cal-Am to conduct two
special studies: an analysis of the effects of implementing oneh
set of service charges and an analysis of implementing a monthly
billing cycle. The company has complied with these directives.
Neither Cal-Am nor staff proposes adoption of the changes
contemplated in these studies, and none will be adopted. A single
set of service chaxges instead of the current three, which are
based on pressure zones, would result in rate increases of 3 to 5%
for “"gravity” customers.  Conversion to a mdnthly billing cycle
would increase revenue requirements by $34,000 in 1988, $22,400 in
1989, 321,300 in 1990, and $12,000 in 1991.

The California Department of Fish and Game (DFG) has an
objective of maximizing surface flows in the Carmel River from San
Clemente Dam to an area nearly 9 miles downstream called the
"narrows" for the benefit of steelhead trout, xriparian vegetation,
and other aquatic resources. This area provides virtually the only
summer nursery habitat for juvenile steelhead in the Carmel River
downstream from the dam. A consultant for MPWMD has found that as
flows increase, particularly in the range from 0 to 10 cubic feet
per second (cfs), the nursery habitat rapidly expands, and the
rearing capacity increases dramatically. According to an April
1988 economic analysis~p:epaxod for the Caliiornia Adwisory
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Committee on Salmon and Steelhead, increasing the spoxt fishing
catch of steelhead by 2,000 fish would have an economic value of
$1,110,000 annually.

Cal-am’s diversion of water at San Clemente Dam reduces
the availability of surface water, and DFG therefore wishes to
minimize diversion during the summer months. Most of the water
thus released can be recovered for domestic use by Cal-Am’s well
fields downstream from the narrows. However, additional pumping
and water treatment costs would be incurred. DFG requests that we
authorize recovery of such costs. Support for increasing the flow
below San Clemente Dam was expressed at the public participation
hearing.

Since 1983 DFG, Cal-Am, and MPWMD have entered into oral
agreements and memoranda of understanding on the amount of water to
be released. Agreed-upon releases into the stream bave varied from
3 to 5 cfs. A memorandum of understanding for 1988 stipulated that
Cal-Am would release 4 cfs at the dam, divert no more than 4 cfs to
its Carmel Valley Filter Plant, and make only minimum use of its
wells which are upstream from the narrows. DFG notes that it was
given jurisdiction concerning the release of water from dams for
the benefit of wildlife pursuant to Pish and Game Code Section
$937. The agency recommends the following course of action,
beginning April 1, 1989:

1. Cal-aM should undertake immediate
engineering studies to determine measures
needed to reduce the divexrsion from April 1
through November 30 in every year from San
Clemente Dam to the Carxmel Valley Filtex
Plant to the minimum flow necessary to
provide adequate water pressure and volume
to the Carmel Village so that public safety
is not jeopardized and pumping of wells
upstream ©f the narrows is not required.
Cal~Am should be prepared to implement
these peasures no later than April 1, 1989.

2. From April 1 through November 30, Cal-Am
could make unlimited diversion to the
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Carmel Valley Filter Plant if all three of
the following conditions exist
simultaneously:

a. Both Los Padres and San Clemente dams
are full and spilling.

b. There is a minimum flow of 10 cfs at
the flow measuring weir to be built
this summer approximately one mile
downstream of San Clemente Dam.

c. Cal-Am is not operating any of its
wells upstream of the narrows.

From April 1 through November 30, all
inflow to Los Padres, plus whatever water
is in storage in both reservoirs in excess
of that required to maintain the.minimum
pool in each resexrvoir, should be xeleased
by Cal-Am below San Clemente Dam at a rate
to be recommended by the Department and the
Distxict.

Under MPWMD Ordinance 19, Cal-Am has already reduced its
diversion at San Clemente Dam from approximately one half of total
supply requirements to 35% in normal years. (In the past two years
it was an even lower 25% due to below-normal rainfall.) The DFG
proposal would have the effect of lowering norxmal-year diversion
‘even further. In late-filed Exhibit 55, Cal-Am submitted estimates
of the increased power, chemical and maintenance costs which would
be incurred with a reduction to 29% of total requirements. Based
on the company’s estimated costs for the test period, well
production expenses would increase by $53,954 in 1989 and by
$55,204 in 1990. ;

MPWMD takes the position that the proposed engineering
study should be broadened to address other aspects of the diversion
proposal as well. It could cost between $100,000 and $150,000.
Although MPWMD perceives its role as one of balancing competing
interests related to water supply, and believes it could manage
such a study, it does not presently have the resources to do so

- 78 -
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unless it increases taxes or user fees. MPWMD believes it ‘would be
prudent management for the company to fund such a study and recover
the costs through its rates.

Cal-Am does not oppose the study proposal if a procedure
is established to allow rate base treatment of study expenses.
Staff objects to the notion of having Cal-Am’s ratepayers absorb
the entire burden of the DFG proposal, since the benefits of an
increased spoxrt fishing catch extend beyond Cal-Am’s Monterey
Peninsula District. Staff would not oppose an equitable allocation
of costs spread throughout MPWMD’s boundaries, which are somewhat
larger than those of Cal-Am’s service territory, but points out
that the record contains no basis for such a plan.

We concur with staff’s position concerning funding of
engineering studies. MPWMD, with its statutory role of managing
water resources and balancing a variety of competing interests, is
clearly an appropriate agency to conduct such a study. Its
territoxry, as well as its role, is more encompassing than Cal-Am’s.
Its current lack of resources does not justify transferxing the
burden of such a study to Cal-Am’s ratepayers alone.

MPWMD’s genexral manager testified that the proposal for a
further reduction in diversion at San Clemente Dam (Items 2 and 3
of the DFG proposal) is premature. We concur, and will not allow
such expenses at this time. The current Memorandum of
Understanding is already reflected in estimated power costs, and
staff does not object to inclusion of these costs in rates. After
necessary studies have been completed, if by new agreement among
Cal-Am, MPWMD, and DFG, or by orxdinance, further reductions are to
be accomplished, it will be appropriate for the company to Tequest
recovery of increased costs, as shown in Exhibit 55, through an
advice lettexr filing. - '
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Ltion an
Branch recommends that an attrition adjustment to revenue .
be authorized for 1951. The proposed revenue adjustment~is
calculated by multiplying operational attrition plus financial 3
attrition times the adopted 1950 rate base and‘thefnet-tOQQross
multiplier. The adopted adjustment is computed as follows:

1951 Attrition Adjustment =~

= [(Oper. Attr.) + (Fin. Attr.)) [1990 R&te~Base]
[net-to-gross mult.)

= [(.0035) + (.0001)] [38,103,800] [1.6806)
= $230,500 i

Findings of Fact

1. Sexvice prcvxded by Cal—Am in its Monterxey Peninsula
District is satisfactory, and the water furnished meets current
state drinking water standaxds.

2. Applicant has complied with our dirxectives in D 85-12-062
to include its conservation plan in this application and to include
the results of its analyses of implementing one set of service
charges and a monthly billing cycle.

3. The MPWMD was created by the legislature to manage water
supplies and water quality on the Monterey Peninsula. Its
responsibilities include development of new supplies, requlation of
existing supplies, and regulation ¢of water consumption. Its
territory includes Cal-Am’s Monterey Peninsula District as well as
22 other water suppliers, most of which are small.

4. Cal-Am’s diversion of water fxrom the Carmel River is
subject to regqulation by MPWMD.

5. Customex grxowth of 571 pex year during the perzod from _
1985 to 1987 was. unusually high compared to the average of 250 per
year measured from 1976 to 1987- : S
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6. Pending building moratoriums and meter permit
restrictions created an incentive to build during 1985-87.

7. Population growth on the Monterey Peninsula has been
estimated to be 1.7%, based on the AMBAG study, and .861%, based on
the EIP report. .

8. Current water supply problems on the Monterey Peninsula
have led to voluntary and mandatory MPWMD actions to promote
conservation. These actions include distribution of conservation
kits to residences; Ordinance 30, which requires installation of
low water-use plumbing fixtures in new construction and in existing
structures upon resale or alteration; and Ordinance 35, which
declares a water supply emergency through December 31, 1988 and
restricts water use.

9. The low-flow faucet aerators distributed by MPWMD
restrict flows to 2.5 gpm.

10. The Maddaus report shows that faucet flow restrictors
which limit the maximum flow rate to a range of 0.5 to 3.5 gpm will
probably result in consumption savings of less than 1.0 gbcd.

11. The Maddaus report shows that installation rates of watex
savings devices range considerably, from 58% to 93% for toilet tank
devices. Rates of installation of the MPWMD kits exceeded 90% in
Seaside and Pacific Grove.

12. Cal-Am estimates that outside residential water use will
be cut 10% as a result of watexr waste restrictions imposed by
MPWMD .

13. An estimated 4.1% of homes are sold annually in the
Monterey Peninsula area.

14. Current consumption xeductions by commercial, public
authority, and multi-residential customers are expected to continue
into test year 1989 even if normal rainfall occurs.

15. Golf course customers have taken a variety of measures,
including installation o£ new irrigation qystems with built-in
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water saving devices and the use of hardexr playing surfaces, to
save on water use. ‘

16. Puture use of reclaimed waste water will substant;ally
reduce Cal-Am’s sales to golf courses.

17. Salaries of Cal-Am’s general office employees arxe
determined in accordance with a nationwide salary survey.

18. Many of Cal-Am’s general office employees are relatively
new and therefore receive merit salarxy adjustments.

19. The preponderance of vehicle use by general office
management employees is for business purposes, and the company
benefits by having the vehicles taken home instead of left
unattended at night.

20. Branch estimated that 95% of the expense of the Monterey
laboratory is explained by weekly bacteriological tests done for
the various operating districts of Cal-Am. In the future, the Los
Angeles Laboratory will perform these tests for all but the
Montexey Peninsula District.

21. Newly adopted state and federal regulations governing
water gquality are imposing new requirements on Cal-Am to expand
water testing on a company-wide basis. The cost impacts of these
requiremenﬁs on the Monterey Peninsula District can be bettex
quantified after the Los Angeles Laboratory has commenced
operations.

22. Cal~-Am projects that thexe will be additional workload of
144 hours per month in the Montexey Peninsula District accounting
department. There was alrxeady an average overtime of 11 hours per
week in the first six months of 1988.

23. The workload of the district accounting department has
been increasing to the point where a new employee is justified.

24. Cal-Am proposes to add a permanent meter repair employee
instead of continuing the use of tempoxary employees and
contractors for meter testing and xeplacement. It has estimated a

/
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reduction in the average cost of replacing 5/8" and 1~ meters from
$16.50 to $15.91.

25. Staff’s estimates of the costs of maintaining office and
related equipment reflect changes in the company’s operations, but
should be adjusted to reflect the actual $12,000 cost of
maintenance contracts for personal computers and related equipment.

26. Cal-Am’s estimates of xoad grading expenses are based on
more current conditions than those of staff.

27. VUse of corrosive chemicals at all of the Monterey
Peninsula District’s production facilities has resulted in
increased maintenance expenses for water treatment equipment.

28. Estimated reservoir and tank maintenance expenses have
increased in part due to the addition, since 1379, of 13 new
reservoirs which are now being added to the company’s maintenance
schedule.

29. Cal-Am has determined, pursuant to policies developed by
its parent company, that lead-based primer paint will be removed
from tank exteriors as soon as possible in anticipation of the
adoption of new EPA regulations which would make such removal morxe
costly in the future.

30. There are no current requlations requiring the removal of
lead-based primers coated by top layers of paint from tank
. exteriors, and there is no showing of immediate danger associated
with the existence of such primers.

31. The act of removing lead-based primers could create a
danger that would not otherwise exist.

32. Tberxe is no certainty that significant costs for retiring
either San Clemente Dam or Los Padres Dam will be incurxed.

33. Plastic water meters installed for a period of
approximately eight years, until two to three years ago, resulted
in too many problems, and the company is now inmstalling more
durable meters which are guaranteed for 15 years.
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34. A service life of 13 years reflects the mix of types of |
meters in sexrvice, and will allow a reduction of the depreciation
reserve deficits in Plant Account 346.

35. The results of a new depreciation study completed by
Cal-Am for its Monterey Peninsula District are reasonable for
ratemaking purposes when adjustments axre made as noted in the
opinion and in Appendix E.

36. Cal-am and staff agree on the prudence of proposed
utility-funded additions to plant. '

37. Utility plant additions have been averaging approximately
$3 million per year for the past seven years, except for 1982, when
a new treatment plant costing approximately $5 million was added.

38. Cal-Am’s estimates of the costs of plant additions for
1988, 1989, and 1990 avre significantly above the levels of recent
years. '

39. Cal-Am’s higher estimates of plant addition costs are
largely explained by considering the follow;nq.projects<as.beidg
above and beyond normal replacement and betterment projects.

A388
1. Forest Lake Reservoir, $900,600
seismic safety improvements ‘ ‘

1289

Begonia Treatment Plant projects $755,000
Crest Reservoir $988,000
New Well $230,000

1990

5. Replace 7,000 of transmission line $825,000
6. San Clemente Dam, $300,000
seismic safety improvements,
40. Cal-Am plans to make more plant additions in 1988, 1989,
and 1990 than it did in the previous seven years, except 1982.
41. The DSD has identified seismic safety hazards at Forest
Lake Reservoir, but bas not approved Cal-Am’s remedial plans;
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however, DSD may require that such work be performed by Cal-An
during the test period.

42. Cal~-Am’s estimates of the cost of repairs to Forest Lake
Reservoir could change by a factor of three oxr four if DSD requires
more work to be done than applicants’s consultant has recommended.

43. Although construction of a new San Clemente Dam by MPWMD
would result in the inundation of Cal-Am’s San Clemente Dam, DSD
may require repairs to the old dam during the test period at an
estimated cost of $300,000.

44. Cal-Am and staff agree that the factors which led to
imposition of the 50% long-texm debt limit by D.86249 axe no longer
applicable, and that the limit should be removed.

45. Tor the years 1989, 19590, and 1991, The capital ratios
set forth in the table showing the development of the adopted xate
of return are adopted for Cal-Am as reasonable.

46. As of November 1988, forecasted bank prime rates were
9.29% for 1988, 10.17% for 1989, and 9.58% for 1950 and 1991, using
the average of available Blue Chip and DRI forecast data.

47. The staff’s estimates of new short-term debt costs,
updated in accordance with Finding 46, are reasonable.

48. Cal-Am estimated long-term debt costs by adding 130 basis
points to short-term interest rates.

49. Staff assumed Cal-Am will pay interest rates equivalent
to AA~rated utility mortgage interest rates.

50. Cal-Am’s most recent bond issue had an interest rate
equivalent to the AAA-rated yield at the time it was issued.

51. Pinancial investors perceive Cal~Arxr as having resources
and expertise of a larger company backing the smnlle:'subsidiary
enterprise.

52. Evaluation of Cal-Am’s before-tax interest coverage, net
cask flow to total capital, and debt leverage under Standard and
Poor’s bond rating guidelines shows that new issues will cost no
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more, and probably less than the equivalent of AA-rated utility
bonds.

53. Cal-am’s bond costs are comparable to those of AA-rated
water utilities. The staff’s estimates of new long-term bond costs
are reasonable. »

54. Cal-Am’s DCF analysis based on a comparable group of five
water utilities yielded a range of ROE estimates of 13.28% to
13.34%, with a midpoint of 13.31%. )

55. Staff’s DCF analysis based on a comparable group of
twelve water utilities, including holding companies, yielded an
estimated ROE of 12.06%, 1.25 percentage points less than Cal-Anm’s
estimate.

56. A sample size of five comparable companies foxr DCF
analysis allows any one company to skew the average, making the
‘resulting ROE estimate less reliable than would a larger sample.

57. Cal-Am will become more highly leveraged in the test
period, moving from an average equity ratio-of approximately 55% in
recent years to an anticipated 43.75% in 1989, 42.00% in 1990, and
and 41.25% in 1991.

58. Since 1983, Cal-Am’s dividends per share and earnings per
shaxe have more than doubled. ‘

' 59. Cal-Am’s favorable earnings in recent years are in part
attributable to higher-than-normal sales on a company-wide basis
and reduced income tax rates under TRA.

60. The future impact of TRA and the Safe Drinking Water Act,
the increased debt ratio, and the inability to earn on the
unamortized portion of the acquisition adjustment collectively lead
to investor perceptions of increased risk.

61. Cal-Am’s authorized return on ¢ommon equity should be
12.25%, which is reasonable.

62. Rates of return of 10.82% for test years 1989 and 1990
and 10.83% for 1991 are. reasonable, based on the adopted capital
stxructure, debt costm, and Yeturn on equiey.
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63. Cal-Am requires additional revenues foxr its Monterey
Peninsula District, but the rates proposed would produce an
excessive rate of return. '

64. The amounts of operating revenues, operating expenses,
and rate base, as well as each element thereof, shown on Table 1,
"At Authoxized Rates,™ represent a fair and reasonable
determination of the revenue requirement for test years.1989‘and
1990.

65. The increases in annual revenue authorized by this
decision in oxder to produce the adopted rates of return are
$1,233,200 in 1989, and $303,300 in 1990.

66. Revenue incrxeases of $230,500 for 1991 to xeflect
estimates of operational and financial attrition are reasonable.

67. Public input in this proceeding shows that Cal-An’s
Monterey Peninsula District ratepayers favor retention of the
lifeline concept and an even allocation of rate‘increases among
customer classes. o

68. Branch prop¢sed rate desxgn guidelines for Cal-Am’s
Monterey Peninsula District which include 2 limit on residential
customer bill increases to a percentage no greater than those for
other classes; a 38% limit on the amount of fixed costs that may be
recovered through service charges; retention of two consumption
blocks along with an increase of the first block from 300 to 800
cf; significantly highexr rates for the second block; and a limit of
twice the adopted system average increase on any customer bill
increase.

69. Community awareness of water supply problems on the
Montexey Peninsula, and the mix of residential, commexrcial and
industrxial customers there, reduce the value of studies such as the
Mann paper referxed to by Cal-Am’s rate design witness when applied
in this case, but in general, the commercial and xndustrxal
response to pr;ce zncent;ves will likely be greater than the
res;dent;al response-.:
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70. A rate differential on the oxder of 50% for the second
consumption block could affect commexcial and industrial
consumption to a greater degree than residential comsumption.

71. The narrower rate differentials that we adopt, combined
with the level of consexvation efforts that already exist and the
fact that price sensitivity of consumption is limited, minimize the
risk of a revenue shortfall.

72. XA rate differential of 25% for the second consumption
block reasonably balances rate design goals of conservation,
equity, and revenue stabilization.

73. Branch's proposed rate design guidelines, modified as
provided in Finding 72, are consistent with D.86-05-064 by which we
adopted a flatter rate design policy, and arxe reasonable. ,

74. A sales adjustment mechanism is not necessary to provide:
adequate revenue stability under the adopted consumption estimates
and rate design.

75. The ecoromic value of increasing the sport fishing catch
on the Carmel River through increased stream flows is estimated to
be $1,110,000 per yeax.

76. MPWMD is an appropriate agency to conduct or oversee
engineering studies to determine measures needed to reduce
diversion of water from San Clemente Dam.

77. MPWMD proposes that the diversion study requested by DFG
be expanded, and estimates the study could cost between $100,000
and $150,000.

78. MPWMD requlations and agreements among MPWMD, DFG, and
Cal-Am concerning diversion of water at San Clemente Dam may affect
Cal-Am’s costs related to increased pumping of water from its
wolls.

79. PFurther reductions in the amount of water diverted at San
Clemente Dam to 29% of requirements will result in an increase of
well production costs of approximately $53,954 in 1989 and $55,204
in 1990, based on no:mal rainfall.
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80. MPWMD’s boundaries are somewhat greater than those of
Cal-Am’s service terxritoxry, and its functions include balancing a
variety of interests related to watexr supply issues.

81. DFG’s proposal to allow expenses related to further
reductions in the amount of water diverted by Cal-Am is premature.

82. The incxeases in xates and charges authorized in this
decision are justified; the rates and charges authorized in this
decision are just and reasonable; and the present rates and
charges, insofar as they are different from those prescribed in
this decision, are for the future unjust and unreasonable.
Conclusjons of Law , '

1. Cal-Am should be authorized to file the rates set forth
in Appendixes A and B, as specified in the following order.

2. The depreciation rates shown in the depreciation accrual
analysis in Appendix E axe xeasonable for the test pericd and
should be applied until further orxdex of the Commission

3. Ordering Paragraph of D.86249 should be rescinded since
the conditions that led to the need for a limitation on leng-term
debt no longer apply.

4. Cal-Am should be authorized to file advice letters
requesting rate relief as specified in the following order.

5. Cal-Am should be authorized to file an application
requesting rate increases to offset the cost of seismic safety
improvements at Forest Lake Reservoir, in the event such
improvements are required by the DSD.

6. Cal-Am’s request for authority to implement‘a sales
adjustment mechanism should be denied.

7. The DFG proposal that Cal-Am conduct an engineering study
of water diversion to the Carmel Valley Filter Plant solely at its
own expense should not be adopted for ratemaking purposes.

8. The application should: bo granted to-tha oxton: providad
by the. following order. C :
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9. Because there is an immediate need for rate rqlief, and
the revenue projections were made for rates to be in effect for the
beginning of January, 1989, the order should be effective today.

QRDER

IT IS ORDERED that:

1. California~-American Water Company (Cal-Am) is authorized
to file the revised schedules attached as Appendix A for its
Monterey Peninsula District. This filing shall comply with General
Order (GO) Series 96. The effective date of the revised schedules
shall be 5 days after the date of filing. The revised schedules
shall apply only to service rendered on and after their effective
date.

2. On or after November 5, 1989, Cal-Am is authorized to
file an advice letter, with appropriate supporting workpapers,
requesting the step rate increases for 1990 included in Appendix B,
or to file a lesser increase in the event that the rate of retuxn
on rate base for its Monterey Peninsula District, adjusted to
reflect the rates then in effect and normal ratemaking adjustments
for the 12 months ending September 30, 1589, exceeds the later of
(a) the rate of return found reasonable by the Commission for
applicant for the corresponding pexiod in the then most recent rate
decision, or (b) 10.82%. This filing shall comply with GO 56. The
requested rates shall be reviewed by the staff to determine their
conformity with this order and shall go into effect upon the
staff’s determination of conformity. Staff shall inform the
Commission if it finds that the proposed rates are not in accord
with this decision, and the Commission may then modify the
increase. The effective date of the revised schedules shall be no
earlier than Januaxry 1, 1990, ox 40 days after filing, whichever is
later. The revised: schedules shall apply only'to~so:vice~:endered
on and after thair otfoctive dato. ‘
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3. On or after November 5, 1990, Cal-Am is authorized to
file an advice letter, with appropriate supporting workpapers,
requesting the step rate increases for 1951 included in Appendix B,
or to file a lesser increase in the event that the rate of return
on rate base for its Monterey Peninsula District, adjusted to
reflect the rates then in effect and normal ratemaking adjustments
for the 12 months ending September 30, 1950, exceeds the later of
(a) the rate of return found reasonable by the Commission for
applicant for the corxresponding period in the then most recent rate
decision, or (b) 10.83%. This filing shall comply with GO 96. The
requested rates shall be reviewed by the staff to determine their
conformity with this order and shall go into effect upon the
staff’s determination of conformity. Staff shall inform the
Commission if it finds that the proposed rates are not in accord
with this decision, and the Commission may then modify the
increase. The effective date of the revised schedules shall ke no
earlier than January 1, 1991, ox 40 days after filing, whichever is
later. The revised schedules shall apply only to service rendered
on and after their effective date.

4. The depreciation rates in Appendix E shall be applied
until furthex ordexr of the Commission.

5. Oxdering paragraph 4 of Decision 86249 is rescinded.

6. Cal-am is authorized to file advice letters, with
appropriate supporting workpapers, requesting recovery in rates of
the following:

a. Any loss of revenue that may xresult when
the use of reclaimed water by the Del Monte
Forest golf courses occurs, after such use
has commenced.

Any additional amount of general office
oxpenses, raelated to the allocation of
expenses of the Monterey Laboratory to the
Monterey Peninsula District, as may be
consistent with the Commission’s findings
upon issuance of a decision in Application:
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(A.) 88-09-040, A.88-09-041, and
A.88-09~042.

The cost of utility plant additions related
to seismic safety improvements at San
Clemente Dam, if such improvements are

required by oxder of the Division of Safety
of Dams.

Additional power, chemical, and maintenance
costs resulting from reductions in
diversion of surface water at San Clemente
Dam and increased pumping from well fields
downstream which are required to comply
with agreements oxr regulations with or by
the Monterey Peninsula Water Management
District and/or the the California
Department of Fish and Game. ‘

7. Cal-Am is authorized to file an application requesting
recovery in rates the cost of utility plant additions related to
seismic safety improvements at Forest Lake Reservéiﬁr, if such
improvements are required by order of the Division of Safety of
Dans.

B. Cal-Am's request for authority to .'melement a sales
adjustment mechanism is denied. S

This order is effective today. .
Dated FEB24 198  , at san Francisco, California.

' G- M'ICHELL WII.K
o "President’™
FREDERICK R. DUDA
STANLEY W. HULETT
'JOHN. B. OBEANIAN . -
- Commissioners

1 ca'mmmAT THIS DCC!SION
WAS AFPROVED BY. xHEhABOVE
COMM s'a\Eas~ TO"AY"

. ? L '

- " ;‘ /u !
({;w Jkkzak:‘(' /

jg\ Wulmt Eaucutva Director
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ARPLICABILITY
Applicable to all watexr furnished on a metered basis.
TERRITORY

Monterxey, Pacific Grove, Carmel-by-the Sea, Del - Ray Oaks, Sand
City, and a portion of Seaside, and vicinity, Menterey County.

Per Meter Per Month

‘ C 1st. 2nd
Gravity Elev.. Elev.
w Serxvice Charge: : Zone Zone Zone

For 5/8 x 3/4-inch meter...... 7.55 8.00 8.35
For . 3/4=inch meter...... 10.80 11.65 12.40
For leinch meter...... '15.55 17.45 18.50
For  1-1/2-inch meter 26.45 28.15 28.80
Fox 2-inch meter...... 44.35 47.35 52.50
For ‘ 3-inch meter...... 80:..05 85.75 93.20
For 4-inch meter...... 120.05 130.35 141.75
For 6-inch meter 187.50 213.80 243.55
For g8-inch meter..ca.e 297.30 332.70 371.60 (I)

Quantity Rates:

For the first 800 cu.ft.,per

100 CU.EL. cecevecennen '1.289 1.464  1.576(C)
For all over 800 cu. ft.,per

100 cu.ft. cvecrennnneens 1.613 1.828 1.568(C)

The service charge is a readiness-to-serve charge which is
applicable to all metered service and to which is to be added o
the monthly charge computed at the Quantity Rates.

SPECIAL CONDITION - _
The Dboundaries of the‘three‘zoneﬁ in which the above rates apply

. are as set forth in the Preliminary Statement and  delineated. on the
‘ Teriff Service Area Maps filed as part of these tariff schedules.
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Applicable to all water service furnished for privately owned
fire protection systems.

ZERRITORY

The Iincorxrporated cities of Monterey, Pacific Grove, Carmel-bythe-
Sea, Del Rey Oaks, and a portion of Seaside; and certain
unincorporated areas in the County of Monterey, all as set .forth on
Serxvice Area Maps oa file with the . California Public Utilities
Commission. ' , B

RATES

For each 4-inch connection
For each 6-inch connection
For each 8-inch connection

The rates for private fire service are based upon the size
of the service and no additional chaxges will be made for fire
hydrants, spxrinklers, hose connections or standpipe connected to and
supplied by such private fire service.

SPECIAL CONDITIONS

1. The fire protection sexvice and connection shall be installed by
the utility or under the utility’s direction. Cost of the entire fire
protection installation excluding the comnection at the main shall be
paéd dfor by the aplicant. Such payment shall not be subiject to
refund.

2. The installation housing the detector type check valve and meter
and appurtenances thereto shall be in a location mutuwally agreeable to
the applicant and the utility. Normally such installation shall be
located on the premises of applicant, adjacent to the property line.
The expense of maintaining the <£fixe protection facilities on the
applicant’s premises (including vault, meter, detector <type check
val{es, backflow. ‘devise and . apputenances) shall be paid for by the -
_applicant. : S R T s
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-4
YMONTEREY PENINSULA TARIEE AREA
PRIVATE _FIRE HYDRANT SERVICE

APRLICARILITY

Applicable to all water service furnished for private fire
hydrant service. '

ZERRITORY

The incorporated cities of Monterey, Pacific Grove, Carmel-by-
the-Sea, Del Rey Oaks, and a portion of Seaside; and certain
unicorporated areas in the County of Monterey, all as set forth on
Service Area Maps on file with the California Public Utilities
Commission. , . . _

Private Fire Hydrant Sexvice Installed at Cost of Applicant: '
For each Fire Hydrant Installed ‘ $ 7.30 (I)
SEECIAL CONDITIONS

1. The fire protection service and connection shall be installed by
the utiltiy or under the utility’s dirxection. Cost of the entire fire
protection installation excluding the connection at the main shall be
paéd dfor by the applicant. Such payment shall not be subject to
refund.

2. The installation housing the detector type check valve and meter
and appurtenances thereto shall be in a2 location mutually agreeable to
the applicant and the utility. Normally such installation shall be
located on the premises of applicant, adjacent to the property line.
The expense of maintaining the fire protection facilities on the
applicant’s premises (including -vault, meter, detector type check
valve, backflow devise and appurtenances) shall be paid for by the
applicant.

3. All facilities paid for Dby the applicant shall br the sole
propertg of the applicant. The utility and its duly authorized agents.
shall have the right to ingress to and egress from the premises for
all purposes relating to said facilities. S o

4. The minimum diameter will be 6 inches, and the maximum 4iameter
will be the diametexr of the main to which the sexrvice is connected.
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APPLICARILITY

Applicable to water serxvice furnished towmunicipalities on a
metered basis for street sprinkling.

ZERRITORY

The incorporated cities of Monterey; Pacific Grove, C&:mel—by-

‘the-Sea, Del Rey Oaks, and a portion of Seaside, and.vicinity,
Monterey County. _ ' o ‘

RATE | . , RER _MONTH
For all water used, per 100 cu. £. .ceverennnt'in...$ 1.583 (I).

‘
i

(END OF APPENDIX A)




4.88-03-047 /ALI/MSW/jt *

APPENDIX B
Page 1

Each of the following increases in rates may be put into effect
on or after January 1, 1990 bg the following rate schedules which add
the appropriate increase to the rate effective on that date.

SCHEDULE NQ. MO-1
PER METER PER MONTH
| 1st 2nd
Gravity Elevation . Elevation
Zone Zone

Serxvice Charge:

Foxr 5/8 x 3/4-inch meter 0.15 - 0.15

Fox 3/4-inch meter .... 0.20 0.20

For l=inch meter .... = 0.30 o 0.30

_ Foxr 1-1/2-inch meter .... 0.50 0.50
For 2-inch meter .... : 0.80 0.90

. For 3-inch meter .... 1.50 1.60
‘ For 4-Iinch meter .... ' - 2.25 - 2.45
For - 6=inch meter .... 3.70 4.20

For 8~-inch meter .... - 5.75 6.45

Quantity rates:

For the first 800 cu. ft., per '

100 cu. £t. ciererconnces 032 0.030
For all over 800 cu. £t., per _

100 cu. ££. ..evcees 0.039

RATES

For each 4-~inch connection
For each 6~inch connection
For each 8~-inch connection

RATES SCHEDULE NO. MQO-4H

Private Fire Hydrant Sexvice Installed at Cost
of Applicant for each Fire Bydrant Installed:

For all water used, per. 100 cu. ft. ;;;;;.;;g,;.; 0.032 .
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Each of the following increases in rates may be put into effect
on or after January 1, 1991 by the following rate schedules which add
the appropriate increase to the rate effective on that date.

SCHEDULE NO. MO-1
' PER METER PER MONTH
1st 2md
Elevation Elevation
Zone Zono

Service Chaxge:

For 5/8 x 3/4-inch meter 0.10 0.15
For 3/4-inch meter o 0.20 0.20
For l-inch meter : 0.25 0.30
For 1<1/2-inch meter ‘ 0.45 0.45
For 2=inch meter .. : _ 0.70 0.80
Fox 3-inch meter .20 - 1.30 - 1.40
For 4-inch meter .. 85 2.00 2.15
For 6=-inch meter . - 3.25 3.70
For 8-inch meter : © 5.10 5.65

Quantity rates:
For the first 800 cu. ft., per

100 cu. ft. ... eeervene. 0.020 0.024
For all ovex 800 cu. ft., per

100 cu. £t. .... eeess 0.025 0.030
each 4-inch connection |

each 6-inch connection
each 8=inch connection

RATES SCHEDULE NO. MO-4H

Private Fire Hydrant Service Installed at Cost
of Applicant for each Fire Hydrant Installed: 0.10

For all wa:er.used, per 100 cu. £t;_......,...,.;f 0.025 E

(END OF APPENDIX B)
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AROPTED QUANTITIES
Name of Company: California Amexican W§terrCoﬁpany *
District: Montexey
1. Net-to-Gross Mulitplier: 1.6806
2. Federal Tﬁx‘Raté; 3a% |
3. State Tax Rate: 9.3%

4. Local Franchise Tax Rate: 0.219%
5. Uncollectibles Rate:r 0.382%

s ms’ Test Years

6. Purchased Power
A. XWh/KCcf
Al

AlO
AlP

Authorized Production (KCcf)

AL
210
ALP

KWhxs
Al ,AlP Summer
‘ Wintex
Al0 Summer
Wintexr

(65%)
{35%)
(65%)
(35%)

Energy Usage Charges ($/KWwh)

Al,AlP Summer’
- Wintex

A0 - Summer
- Winter

$0.10036.
$0.08297
$0.08403.
"+ $0.06630

1989

'297.5

814.3.

1537.3

33.6°

16,163.5

§72.9

878,757

473,177

8,555,111

4,606,598

1990

297.5

814.3
1537.3

. 35.0
16,856.8
‘”897;7

897,012
483,005

8,920,884

4,803,553
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APPENDIX C

Qffset Items (Cont’d)

E. Energy Expense
Al, AlP Summer
wWintex

AlQ Summer
Wintexr

$88,719.3
$39,259.5

$718,886.0

$305,417.7

Monthly Sexwvice Charges and Expense

Shaxges (pex pump)
Al - $5
Al0 ~ $50
AlP - $6.25

3

34
35

Demand (on Alo schedule pumps only)

Al0 - 3406 XW

Demand Charges
$2.77/Month/demand (KW)

Demand Expense
Authorized City Tax Expense
(on PG&E bill)
- Total Auth. Purch. Power
Average Cost/XKwh

Valorem taxes
Effective Tax Rate:

$146,455.5

$12,597
$1,334,420

$0.092

- $380,600

1.04%

$90,562.3
$40,074.9

$749,621.9
$318,475.6

360
$20,400
$2,625

5146,455.5
$12,752
$1, 381 027
$0.091

$411,300
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Residential-Metered
Business~-Norxmal
Business-Large
Golf Courses
Industrial
Public Auth.=-Normal
Public Auwth.-Laxge

Subtotal
Private Fire Protection
Otherxr :

Total

water Loss at 6.10%
Irrigation

'

Total Water
Produced
Surface Supply € 65%
Pumped Water € 35%

APPENDIX C
Page 3

No. of Services:Usage-RCcf:Avg. Usage—Ccf/Y;
1989 = 1990 = 1989 = 1990: 1589 =

29,201 29,676 3,075 3,152 105.3
4,811 4,858 1,713 1,820 356
66 66 676 712 10,249
16 16 443 467 27,659
g g 40 40 4,946
423 431 216 231 510
15 15 436 459 29,051
34,540 35,070 6,598 6,881 ,
498 538 |
32 32

" 27 27 |
35,065 35,635 6,630 6,913
431 449

85 85

1950

106.2
375
10,788
29,195
536

30,580

7,146 7,447
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ARQRTED SERVICE BY METER SIZE

9. Adopted Sexwvice by Meter Size
1989 1990

lst 2nd 1lst 2nd
Metexr Size Gravity Elev. Elev. 2 Gravity Elev. Elev

5/8 x 3/4 - 19,459 8,306 1,994 19,758 8,438 2,026
3/4 0 0 0 ) o 0
2 2,090 1,022 351 2,119 1,037 357
505 193 42 511 196 43
360 106 . 1% 364 107 20
21 9 | 2 E

38 12 g 39 12
4 1 4 '

0 0 o 0
0 0 0
22,477 2,414

L3

Usage - XCcf
1989 ‘ ‘

ist  2nd :
Range~XCcf Gravity Elev. Elev.  : Gravity Elev.

Block 1 0-8 1,522.9 687.8 1721 %,571.2 707.6
Block 2.8~ - 2,979.3'1,031.3 ~204.1 = 3,131.9 1,080.2
Total Usage - 4,502.2 1,719.1 376.2. . 4,703.11,787.8
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1l. Reven sifi ] n
1st . 2nd
Classification Gravity Elevation = Elevation
‘ (Dollars in Thousands)
1989 5 : .
‘Residential  $4,339.9  $2,4%8.5  STIL.5 §7,629.9"

(incls glf crs) : ‘

Industr;al . 66.8 ““.‘- . 65.8
Publ;c Authority 1,025.3 9 21.4 1,216.6
ALl Other o | T 162.1

Residential $4,586.1 ,602.2 . $761.3 .. $7,949.6

Business O 4,141.9 ,496.4 . 255.1  5,893.4
(incls glf crs) T C S '

Industrial . 68.2 o 7 s8.2
'Public Authorxty ©1,103.1 - 18201 . 2217 1,307.9

ALL Other L L 177.8
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ADOPTED TAX CALCULATIONS

1989 1990

CCFT FIT CCFT FIT
(Dollaxs in Thousands)

Operations Revenues . 14568.9 14568.9 15396.9 15396.9

0sM Expenses = 7325.5  7325.5 7643.8  7643.8
Taxes Other than Income 615.) 615.1 662.7 , 662.7

CCFY .0 3159.4 .0, 3132.0
Subtotal | 7940.6  8260.0. 8306.5 8619.5

Deductions from Taxable Income

Tax Depreciation 1562.3  1535.7 1731.6 1710.3

Interest Expense ' 1631.9 1631.5 1993.6  1993.6
Subtotal Deductions 3194.2  3167.6 . 3725.2 3703.9%

b
2,
3
4
5
&
7
8
9

[
o

Net Taxable Inc. for CCFT ' 3434.1 3365.2
CCrT 319.4 313.0
Total CCFY - 319.4 . - 313.0

-
Xy

§
W

Net Taxable Income for FIT 3141.3. ' 3073.5 .
Federal Income Tax - 1068.0 1045.0 .
Investment Tax Credit ‘ ‘ 45.2 _ ‘ 45.2
Total FIT , 1022.8 999.8

12 1
and
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vera i
(Dollars in Thousands)

Utility Plant : $55,425.8 $60,811.6

Working Capital | | o
Materials & Supplies ' 164.3 .. 176.2
Working Cash-QOperational 293.1 : 307.6
Working Cash-Lead Lag 732.9 761.3
Total Working Capital 1,190.3 1,245.1

Adjustments ‘ ' | | -
Advances -893.9 ' -798.5
Contributions ' -5,355.1 -5,944.9
G.0Q. Allocation ' 156.0 148.1
Deferred Taxes-Cont. .308.6 455.1
Reserve for Deferred Fit -2,504.3 , -2,908.7

Total Adjustments -8,288.7 . -5,048.9

Subtotal Before Deducting © 48,327.4 53,007.8
Depreciation Reserve -13,509.1 -14,904.0

Avg. Depreciated Rate Base 134,818.3 ' 38,103@3

(END OF APPENDIX C)
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TABLE « 1.0

1989 & 19%0
RETROFIT SAVINGS

A B

NON INSTLLIN .
CONSERVING: OF KITS , CONSERVE

[

CONSUMPTION. PER METER 120.4 ‘ 120.4

NUMBER OF PEOPLE PER HOUSEHOLD  2.299 - 2.299

(CCF}/ (PERSON) (YEAR) £2.37 : 52,37
(GALLONS) / (PERSON) (YEAR) 39176 ~ % RESIDENTS 29176,
(GALLONS) / (PERSON) (0AY) 107.33 INSTLLD KITS 107,33

INSIOE WATER USE
TOILETS (GPCD) 2.0 18.6
SHOWERS (GPCD) 16.3 10.1
TOILET LEAKAGE (GPCD) 4,1 ' 4.1
FAUCETS (GPCD) 9.0 : 8.1
DISHWASHERS. (GPCD) 2.4 : 2.4
WASHING MACHINES (GPCD) 16.5 ‘ : . s 16.5-
BATHS (GPCD) ‘ ‘ 7.0 ‘ X : 7.0

TOTAL INSIOE WATER USE (GPCD)  77.30 : 6T 1343
| OUTSIOE WATER USE 1989 30.03 | C g0 283 5.00%

OUTSIOE WATER USE 1990 . 30.03 | 30,03 0.00%

TOTAL INSIOE ANO OUTSIDE WATER  107.33 ‘ 9540 112
1989 ‘ : : ‘

TOTAL INSIDE AND OVTSIOE WATER  107.33 . %650 9.
1990 - : '




A.88=02=047 /ALI/NMSW/5t *
: " RPPENDIX D

page 2

TABLE- 2-0
1989 & 1990
NEW CONSTRUCTION SAVINGS

A B D

NN . INSTUTN o I .
CGNSERVING.  OF KITS  REDUCY.  CONSERVE, -

CONSUMPTION PER METER nos T ros

- NUMBER QF PEQPLE PER HOUSEHOLD 2.29 : o 2.299‘ :

(CCF)/ (PERSON) (YEAR) X s
(GALLONS) / (PERSON) (YEAR) w5 39176
(GALLONS)/ (PERSON) (DAY) 107,33 _ ‘ 107.33

INSIDE WATER USE

TOILETS (GPCD) 20 . 160 6.0

SHOWERS (GPCO) _ 16. 7.2 9.1

TOTLET LEAKAGE (GPCD) 4.1 0.0 a.)
FAUCETS (6PCD) - - 9.0 1.0 - 8.0

DISHWASHERS. (GPCD) - XY 00 24

WASHING MACHINES. (GPCD) 16,5 0.0 16.5

BATHS (GPCD). 70 0.0 7.0 -

TOTAL INSIOE WATER.USE (GPCD) . 77.30 S su0 naw

QUTSIDE WATER USE 1989 0N C9s00Y 2853 5.0k
UTSIDE WATER USE 190 30.03 - a0 30.05 0.00H

TOtaL INSIDE AND OUTSIDE WATER . 107-33 e nes
1989 o Co SRS

TOTAL INSIDE AND OVTSIOE WATER . 107.33 o an s
1990 v ' : |
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APPENDIX 0
Page 3.

TABLE - 3,0

WEIGHTED AVERAGE RESIDENTIAL CCF/CUST

1988 1989 199

CUSTOMERS. ADDED EVERY YEAR T 530 a5
RESALE MOUSES 112 1081
TOTAL CUSTOMERS. 20 2676

NEW CUST AS A % OF TOTAL - 2.99% 4.55%
RESALE CUSTOMERS AS-A % OF TOTAL 7.89% 11.40%

TOTAL CUSTOMERS

C 9. 12%

84.05%

1989

NEW CONSTRUCTION
RESALE HOUSES
RETROFITTED/KIT HOUSES

TOTAL

1990

NEW CONSTRUCTION
RESALE HOUSES
RETROFITTED/KIT MOUSES

TOTAL

CCF/CusT
SAVING.

23.95%
23.95%
11.12%.

CCr/CusT
SAVING

R.55%
2.55%
9'-723

(END OF APPENDIX D)

: WEIGHTED:
CF/ CCF/QUST

5156 2.7
9156 7.2
0700 95.6

- 105.3

WEIGHTED
CCF/ CCF/CUST

93.25 42
9.5 106
108.7 L4

106.2
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California~-American Water Company (Cal-Am) ig/authorized
to. increase rates in its Monterey Peninsula District Sy amounts
which are designed to increase revenues by $1,109,400, or 8.29%, in
1989, and by an additional $269,500, oxr 1.80%, in/1l990. For 1991
an adjustment of $189,400, or 1.24%, reflecting/operational and
financial attrition is authorized. A rate of/return on rate base
of 10.82% for 1989 and 1990 is found to be peasonable. TFor 1991,
the authorized rate of return is 10.83%. fhe authorized return on
common equity is 12.25%.

Table 1 shows. the adopted s v of earnings at present
and authorized rates for test years 1989 and 1950-.
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Table 1

California American Water Company
Monterey Peninsula District
Adopted Summary of Earnings

(Dollars in/Thousands)

Operating Revenues $ 13,382.7 $ 13,904.9
Deferred Rev.CIAC 47.2 1.

Purchase Power 1,339.2 1,388.6
Purchased Chemical 248.2 281.8
Payxroll District 2,385.2 2,468.6
Other O & M 1,125.7 1,181.7
Other A & S 1,439.7°
Ad Valorem Taxes ‘ 406.1
Payroll Taxes o 217.7
Depreciation ¥.5 1,713.9
General Office Allocation 9p . ‘ 836.5
Uncollectibles 53.1
Local Franchise Tax . : 30.4
State Corporxation Tax 174.7
Federal Income Tax :

660 . 8 _ 541.2
Total Operating Expense - 10,734.0

‘ Net Operating Revenuye | 3.232.6
Rate Base 437.8 37.561.7
Rate of Return . 0% 8.61%

Operating Revenue 14,492.1 . 15,299.5
Defexxed Rev. CIAC 47.2 61.6

Subtotal 9,414.2 9,934.6
Uncollectibles 55.4 58.4
Local Franchise Tax 31.7 33.4
State Corporation fax 312.7 303.6
Federal Income Ta —1.000.8 - 968.7

Total Operating 10,814.8 11,298.7

3'724'5' 4’06’2 D3
: , 34,437.8 37,561.7
Rate of Return 10.82% ‘ 10.82%
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We adopt the rate design guidelines substantially as
proposed by staff, including a lifeline consumption block of
cubic feet (cf) per month, higher rates for consumption abo
lifeline threshold, and a 38% limit on the amount of fixed/costs
that may be recoverxed through' service charges. Applicanf’s request
for approval of a sales adjustment mechanism in conjungtion with
this rate design is denied. Staff’s proposal that tie second
consumption block rate be significantly higher thap/the lifeline
rate is rejected in faver of a more moderate incyément, consistent
with our policy ¢f moving to a flattexr rate des
utilities. : )

For 1989, rate increases for a 5/¢/x 3/4-inch meter
residential customer using S5 ¢f per month ill”be'as,follows;

Present Amount Percent

~Rates ingreage
Gravity Zone $18.64 $£9.30. .66 3.56%
1st Elevation Zone S 20.37 , - 4.91%

2nd Elevation Zone 21.50. . 1.24 5.77%
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We find the company’s case for golf course consumptign
¢utbacks to be more persuasive than that for the othexr commefcial
classes. Its survey of operatoxs disclosed such actions 3
installation of a new irrigation system with built in wpfexr-saving
devices and, as noted, the development of a new style Of play with
harder surfaces requiring less watering. It also djfclosed the
current intent of some of them to ¢ontinue reduceg/ consumption
levels in the future, even in norxmal years. Th¢/planned cutbacks
are apparently more institutionalized than, £gf example,
anticipated reductions in outside water use Dy residential
customers.

Offsetting these indicators ig/the fact that these
cutbacks by golf course operators are Joluntary. ' The current
actions could be reversed if water again becomes more readily
available. We adopt a 10% reductigh for 1989 and a 5% reduction
for 1990.

Appendix D shows the development of adopted residential
consumption estimates based oy the preceding discussion. Following

is a summary of adopted consfmption estimates:
Adopted
Average Consymption Per Yeaxy Yer (ustome
cf per customerx)

Class 1380 2330

Residential 106.2 107.7
Business-Normsa 356.0 374.7
Business~Largé 10,248.5 10,787.9
Industrial 4,945.6 4,945.6
Public Authbrity-Normal 509.6 .536.4
Public Authority-Large 29,051.0 30,580.0
Golf Courfes 27,658.6 29,195.2

QEIICE Exponsos
hree remaining areas of disagreement on the subject of
general office expenses are salary increases and related payxroll
expenses, /personal use of company vehicles by management employees,
and allogation of expenses of the Monterey laboratory. fxifourthj
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Qur concern with the company’s proposal for costifg the
-retirement of these dams, and the reason we will not adop¥ it, is

puxposes.
certain that any significant level of retirement

incurred when (and if) the site is inundated, le)Y alone 50% of the
oxiginal cost. Even though Los Padres Dam wil)/ not be affected by
the new San Clemente project, it is by no meafis certain that
significant retirement costs will incurred #n this case either.
The company’s witness acknowledged differxgfices in climate, geoclogy,
and regulations that diminish the value #f comparisons to
retirements in Pennsylvania. Since ong/ possible retirement
alternative mentioned by the witness As to maintain a facility in a
safe condition, it is possible that/no significant retirement costs
will be required, but only maintepnlnce costs, which could be
modest. Branch’s estimates for yhis account are adopted.

MAVELAYS T Y ) AL LG A - =2,

Disagreement on Plagt Account 346 stems from different
estimates of the service lifp of water meters. As a result of the
new depreciation study, the¢/ company is proposing to revise the
average service life from/40 to 13 years, which would raise the

867 to $192,873. Pursuant to Commission
Standard Practice U=-4, Branch recommends adoption of its estimate
of 25 years, which results in an annual accrual of $71,645. Staff
does not believe 13 Yyears is indicative of the utility’s current
operating practices{ Cal-An estimates a remaining service life of
7.84 years and a dépreciation rate of 13.30%. Staff recommends
adoption of its eostimates of 21.]1 years and 4.94%.
~ Applidant explains that 40 years was appropriate when it
used older sty)e bronze case meters, which were periodically
the units that have been used in receant years, the
company has determined that meters will be replaced: at 1S5-year
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Attrition Aljlowance

Branch recommends that an attrition adjustment to
be authorized for 1991. The proposed revenue adjustment i
calculated by multiplying operational attrition plus finpficial
attrition times the adopted 1990 xate base and the net,Ao-gross
multiplier. The adopted adjustment is computed as fgllows:

1991 Attrition Adjustment =

= [(Opexr. Attr.) + (Fin. Attr.)] [1530 Rate Base]
(net-to-gross mult.]

= [(.0029) + (.0001)] [37,561,700f [1.6806)
= $189,400

Eindings of Fact
1. Sexvice provided by Cal-Am its Monterey Peninsula

District is satisfactory, and the wyter furnished meets current
state drinking water standaxds.

2. Applicant has complied/with our directives in D.85-12-062
to include its conservation plafi in this application and to include
the results of its analyses of implementing one set of service
charges and a monthly bill

3. The MPWMD was crgated by the legislature to manage water
supplies and water quality on the Monterey Peninsula. Its
responsibilities include/development of new supplies, regulation of
existing supplies, and frequlation of water consumption. Its
territory includes CaY-Am’s Monterey Peninsula District as well as
22 other water supplfers, most of which are small.

_ growth of 571 per year during the period from
1985 to 1987 was/ unusually high compared to tho avorage of 250 per
year measured ffom- 1976 to 1987. o
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water saving devices and the use of harder playing surfaces, to
save on water use. R

16. Future use of reclaimed waste water will substantially
reduce Cal-Am’s sales to golf courses.

17. Salaries of Cal-Am’s general office employees are
determined in accoxrdance with a nationwide salary survey.

18. Many of Cal-Am’s general office employees are relatively
new and therefore receive merit salary adjustments.

19. The preponderance ¢f vehicle use by general office
management employees is for business purposes, and the company
benefits by having the vehicles taken home instead of left:
unattended at night.

20. Branch estimated that 95% of the expense of the Monterey
laboratory is explained by weekly bacterioclogical tests done for
the various operating districts of Cal-Am. In the future, the Los
Angeles Laboratory will perform these tests for all but the
Monterey Peninsula District.

21. Newly adopted state and federal regulations governing
water quality are imposing new requirements on Cal-Am to expand
water testing on a company-wide basis. The cost impacts of these
requirements on the Montexey Peninsula District can be bettex
quantified after the Los Angeles Laboratory has commenced
operations. ,

22. Cal-Anm projécts that there will be additional workload of
144 hours per month in the Monterey Peninsula District accounting
department. There was already an average overtime of of 11 hours
per week in the first six months of 1988. ,

23. The workload of the district accounting department has
been increasing to the point where a new employee is justified.

24. Cal-Am proposes to add a permanent meter repair employee
instead of continuing the use of temporary employees and -
contractors for meter testing and replacement.. It”hag;ostimhted?a
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63. Cal-Am requires additional revenues for its Mon
Peninsula District, but the xates proposed would producesan
excessive rate of return.

64. The amounts ¢f operating revenues, operating expenses,
and rate base, as well as each element thereof, sfown on Table 1,
"At Authorized Rates,” represent a fair and reasdonable
determination of the revenue requirement for Xest years 1989 and
1990.

65. The increases in annual revenue/authorized by this
decision in order to produce the adopted rates of retuxrn are
$1,109,400 in 1989, and $269,900 in 1940.

66. Revenue increases of $189,A00 for 1991 to reflect
estimates of operational and finangial attritidn are reasonable.

67. Public input in this prbceeding shows that Cal-Am’s
Montexey Peninsula District ratgpayers favor retention of the
lifeline concept and an even 3llocation of rate increases among
customexr classes.

68. Branch proposed rAte design guidelines for Cal-Am’s .
Monterey Peninsula Distrigt which include a limit on residential
customer bill increases Yo a percentage no greater than those for
other classes; a 38% lijit on the amount of fixed costs that may be
recovered through seryice charges; retention of two consumption
blocks along with an/increase of the first block fxrom 300 to 800
¢f; significantly higher rates for the second block; and a limit of
twice the adopted fystem average increase on any customer dill
increase.

69. Commufity awareness of water supply problems on the
Monterey Pe ula, and the mix of residential, commercial and
industxrial tomexs there, reduce the value ¢f studies such as the

ferred to by Cal-Am’s rate design witness when applied
@, but in gemeral, the commercial and industrial
response Yo price incentives will likely be greater than the




A.88-03~047 /ALJI/MSW/3t _

APPENDIX A
Page 1

SCHERULE NO. MO-J
Y190 4 ! Y2995
ARPLICARILITY .
Applicable to all water furnished on a metered basis.

IERRITORY

Montexey, Pacific Grove, Carmel-b.'the_Sed, Del Ray Oaks, Sand
City, and a portion of Seaside, and vAcinity, Monterey County.

Per Meter Per Month

: | lst 2nd:
Gravity ' Elev..  Elev.
Service Charge: Zone - Zone Zone

. i1ll' FOr 5/8 x 3/4—inCh m0#=r--.-.- 7-55’ 8;00 . 8'35

For 3/4~inch meker...... 10.80 " 11.65 12.40
FO: l“inCh "=ter---..- 15\55 17@45 1&-55
For 1-1/2=-inch jretexr 26.45 28.15 28.80
Fox 2~inclf meter...... 44.35 - 47.35 52.50
FOI 3-in metex.-.-.. 80005’ 85.75‘ 93.20
FOI 4? M h matoro.o.n- 120010‘ 130&35‘ l4lu80
For 6-ifch meter...... 187.55 - 213.85 243.60
For 8-fnch meter...... 297.35 332.80 371.65 (I)

Quantity Rates

For the finkt 800 cu.ft.,per

100 tto *Tso PRSP BOEVPERISS 1-271 1.445‘ l.sss(C)
For all offer 800 cu. ft.,pexr

100 u‘ft' LA AL B L B B B R 10586 1.81l 1‘95°<c)

The seryice charge is a readiness-to-serve charge which is
applicalfle to all metered service and to which is to be added to
the mopthly charge computed at the Quantity Rates.

n e o

The/ boundaries of the three zones in which the above rates“apply‘
are as get forth in the Preliminary Statement and delineated on the

‘ Tariff /Sexvice Area Maps filed as part of these tariff schedules.. .
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APPENDIX A
Page 2

Applicable. to all water service fxnished for privately owned
fire protection systems.

ZERRITORY

The incorporated cities of Monyerey, Pagific,Grobe, Carmel-bythe-~
Sea, Del Rey Oakxs, and a /portion. of Seaside; and certain
unincorporated areas in the Counyf of Monterey, all as set forth on
Service Area Maps on file ith the California Public Utilities
Commission. . : : '
RAIES BER_MONWIH
For each 4-inch conngCtion ‘ S 16.25 (I

For each 6-inch conpfection T 32.25 (X)
For each 8-~inch cognection 48.50 (1)

The rates for /private fire service are based upon the size
of the service and )o additional charges will Dbe made for £fire
hydrants, sprinkley¥s, hose connections or standpipe connected to and
supplied by such pyfivate fire service.

A NS 8) 13

1. The fire pybtection service and connection shall be installed by
the uwtility on/ under the utility’s direction. Cost of the entire fire
protection ingtallation excluding the comnection at the main shall e
pa%d dfor ¥ the aplicant. Such payment shall not be subject to
xefund.

2. The /installation housing the detector type check valve and meter
and appuptenances thereto shall be in a location mutually agreeable to
the applicant and the utility. Normally such installation shall be
located/on the premises of applicant, adjacent to the property line.
The fpense of maintaining the fire protection facilities on the
apgli ant’s E;omisos‘(including vault, meter, detector type check
va‘vi-, backflow devise and apputenances) shall be paid for by the
app)icant. ‘ _ : S
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Applicable to all water sexvice Jurnished for private fire
hydrant service.

ZERRITORY

The incorporated cities of Monterey, Pacific Grove, Carmel-by-
the-Sea, Del Rey Oaks, and a /portion ©of 'Seaside; and certain
unicoxrporated areas in the Co¥nty of Monterey, all as set forth on
Serviceihxea Maps on file wifh the California Publi¢ Utilities
Commission. :

RATES ’ : , PER MONTH
Private Fire Hgdrant S¢rvice Installed at Cost of Applicant:

For each Fire Jydrant Installed $ 7.25 (X)
SRECIAL CONDITIONS '

1. The fire protection/service and connection shall be dinstalled by
the utiltiy or under the utility’s direction. Cost of the entire fire
protection installatigh excluding the connection at the main shall be
paid for by the afPplicant. Such payment shall not be subject to
refund.

2. The installayion housing the detector type check valve and meter
and appurtenances /thereto shall be in a location mutually agreeable to
the applicant a#nhd the utility. Noxmally such installation shall be
located on the pfemises of applicant, adjacent to the property line.
The expense of maintaining the £fire protection facilities on the
applicant’s prgmises (including wvault, meter, detector type check
valve, backflow devise and appurtenances) shall be paid for by the
applicant.

3. A1l facilities paid for by the applicant shall br the sole
pg:go:t of the applicant. The utility and its duly authorized agents
shall e the right to ingress to and egress from the premises for
all purp¢ses relating to said facilities. ‘

4. Thé minimum diametexr will be 6 inches, and the maximum diameter
will b¢ the diameter of the main to which the serxvice is connected.
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APPENDIX A
Page 4

ARRLICABILITY
Applicable to water service furnished to municipalities on a
metered basis for street sprinkling.

ZERRITORY

The incorporated cities of Montefey, Pacific Grove, Carmel-by-
the-Sea, Del Rey Oaks, and a rtion of Seaside, and wvicinity,
Monterey County.

. : )
For all water used, per 0 cu. ft. . erese$ 1.569 (I)

(END OF APPENDIX A}
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APPENDIX B
Page 1
Each of the following increases in rates/hay be put into effect

on or after January 1, 1990 by the following/rate schedules which add
the appropriate increase to the rate effective on that date.

PER METER PER MONTH

1st . 2nd
Elevation Elevation
Zone Zone

Sexrvice Charge:

For 5/8 x 3/4-inch meter
For i

For . .

For 1=1/2~-inch metaxr
For 2=inch mefer
For

For

For

For

Quantity rates:

800 cu. ft., per

SCHEDULE. NO. MO~4
4-inch connection

ch 6~-inch connection
ch 8=-inch connection

SCHERULE _NO, MQ=4K

ivate Fire Hydrant Service Installed at Cost
£ Applicant for each Fire Hydrant Installed:

SCHEDULE NQ. MO=7
For all water used, per 100 Cu. fE. ... eceee.... 02028




A.88-03-047 /ALJ/MSW/jt

APPENDIX B
Page 2
Each of the following increases in rates may be put into effect

on or after January 1, 1991 by the following rate schedules which add
the appropriate increase to the rate effective’on that date.

/ PER METER PER MONTH

g ' 1lst . 2nd
Gravity Elevation Elevation
Zone Zone - Zone

Sexvice Charge:

For 5/8 x 3/4-inch meter ... 0.10
For 3/4-~inch meter ../. '0.15
For 1-inch meter ./.. 0.20
For 1~1/2=-inch meter /... 0.35
For 2=inch nmeter/.... 0.55
For 3-inch metey .... 1.05
For 4-inCh mﬁtdr L X N 1055
For 6~-inch mefer .... 2.40
For 8~inch mgter .... 3.80

Quantity rates:

For the first 80¢ cu. ft., per

=inch connection
8=-inch connection

SCHEDULE NO, MO=4H RER_MONTH
, Hydrant Service Installed at Cost
plicant for each Fire Hydrant Installed: 0.10
- N . . . -- : | ‘ ‘. ‘ . w’ .
r all water used, per 100 fu. ft. ‘..;;.....;...v“ 0.020

\END OF APPENDIX B)
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APPENDIX C

Page 1

AROETED QUANTITIES
Name of Company: California American watér Coppany

District: Monterey |

1. Net=to-Gross Mulitplier: 1.6806
2. Tederal Tax Rate: 34%

3. State Tax Rate: 9.3% |

4. Local Franchise Tax Rate: 0.21

5. Uncollectibles Rate: 0.382%

Qffset Items

Purchased Power
A. KWh/KCcf
Al
AlO
AlP

B. Authorized

Al0 Summery

(65%)
(35%)
(65%)

Winter (35%) -

Al,AlP Summer

Winter

Al0 Summer $0.08403
Winter

($/KWn
$0.10096

. $0.08297
$0.06630:

Tast Years

1989

297.5

81l4.3

1537.3

33.7"
16.,220.0
876.0

881,831

474,832

8,585,041

4,622,714

297.5%
814.3
1537.3

‘ 35.2
16,963.2
903.4

902,673

486,054 -
8,977,186
4,833,370
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APPENDIX C

offset Items (Cont’d)

Years

E. Energy Expense
Al, AlP Summer

Winter $39,396.8

A0 Sunmer $721,401.0

Winter $306,485.9

Monthly Service Charges And Expense
{pex pump)

Al - $5 )
Al0 - $50
AlP -~ $6.25

Demand (on A0 scledule pumps only)
Al0 ~ 4406 XW

Demand Charge
$2.77/Montly/danand (XW)
$146,455.5
Authorized City Tax Expense
( $12,641
Total Auth. Purch. Power $1,339,152
$0.092

7. Ad Valorem taxes $370,000
fective Tax Rate: 1.04%

1990

$91,133.9
$40,327.9

$754,352.9
$320.485.6

$146,455.5
$12,833
$1,388,673
$0.091

$406,100
1.04%
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8. Number of Sexrvices:

No. of ServicegfUsage=-KCcf:Avyg. Usage-Cef/Vx

1989 : 1990/ 1989 : 1990: 1989 ¢ 1990

Residential~Metered 29,201 29,476 3,100 3,196 106 108
Business=-Normal 4,811 44858 11,713 1,820 356 375%
Business-Large 66 . 676 712 10,249 10,788
Golf Coursas 16 443 467 27,659 29,195
Industrial 8 40 40 4,946 4,946
Public Auth.-Normal 431 216 . 231 510 536
Public Auth.~-Large 15 15 436 459 29,051 30,580

Subtotal 0 35,070 .6,622 6,925
Private Fire Protection 498 538
Other T 27 27 - 32 32

Total 35,065 35,635 6,654 6,957

Water Loss at 6.10% - 432 452
Other Losses 85 85 -

Total Water ' _
Produced 7,172 7,494

Surface Supply € 6
Punped Water @ 3
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9. adopted Sexrvice by Meter Size
1989

. : ist 2nd :
Meter Size Gravity Elev. Eley. : Gravity
5/8 x 3/4 19,451 8,303 19,750
3/4 0 0 o 0

2,087 1,021 |, 2,116
504 ‘19 ) 511
366 : ' 370 

21 9 21

55

Usage - KCcf
1989 1990

lst 2nd . 1st
- Gravity Elev. Elev. Gravity Elev.

1,532.8 692.8 173.4 1,589.0 716.5
2'98491 1'034-0‘ 204 .9"“’ 3'141-0‘ 1’085-3
4,516.9 1,726.8 378.3 ~ 4,730.0 1,801.8
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1990

~ CCFT FIT
lars in Thousands)

Operations Revenues /L 14492.1 15299.5 15299.5

O&M Expenses 7362.7 7686.2 7686.2
Taxes Other than Income «6 = 572.6 623.8  623.8

CCFT o ~#0 312.7 N 303.6
Subtotal : 7935.3  8248.0 8310.0 8613.6

Deductions from Taxable Inco

Tax Depreciation 1562.3 1%35.7 1731.6 1710.3

Interest Expense 1631.9 1631.9 1993.6 1993.6
Subtotal Daductions . 3194.2 3167.6 3725.2. 3703.%

1
2.
3
4
5
6
7
8
9

Net Taxable Inc. for C 3362.6 _ 3264.2
312.7 ‘ 0 303.6
312.7 303.6

Net Taxable Income 3076.6 - 2982.0
Federal Income . Tax 1046.0 ‘ 1013.9
Investment Tax CreUlit - 45.2 45.2
- Total FIT 1000.8 " 968.7

(END OF APPENDIX C)
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TABLE = 1.0
1988

RETROFIT SAVINGS

CONSUMPTION PER METER

NUMBER OF PEOPLE PER WOUSENOLD
(CCF) /7 (PERSON) (YEAR)
CCALLONS) / (PERSON) CYEAR)
(GALLONS) / (PERSONY (DAY)

INSIDE WATER USE

YOILEYS (CPCD)

SHOMERS (GPCD)

TOILET LEAKAGE (GPCD)
FAUCETS (GPCD)
DISHWASNERS (GPCD)
WASHING MACHINES (CPCD)
BATHS. (GPCD)

TOTAL INSIDE WATER USE (GPCD) 73

QUTSIDE WATER UsE 3.6

.

TOTAL INSIDE AND QUTSIDE WATER USE 109

. N
X

INSTLLTN

OF KITS

GPCD

REOUCT TON CONSERVING

120.4

2.5

w797
35903
100

% RESIDENTS

INSTLLD KITS ACTUAL
FROM. LAST z
DROUGHT MSTLLTN

90.00%
90.00%
50.00%
90.00%
100.00X
100.00%
100.00%

5.00%
3.00%
5.00%
5.00%
5.00%
5.00X
5.00%

2s.50%
83.50%
47.50%
8s.50%
95.00%
95.00%  .16.5
9%5.00% 7.0

66,049

18.6

10.1
b1
8.1
2.4

13.49%
4| ;g

98
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TABLE = 2.0
1988
NEW CONSTRUCTION: SAVINGS

'y ¢
x
INSTLLTN ePe0 :
OF XITS REDUCTION' . CONSERVING

CONSUMPTION PER METER 120.4
NUMBER OF PEOPLE PER WOUSEWOLD- 2.9
(CCF) / (PERSON) CYEAR) ‘ ._ 52.58
CGALLONS) / CPERSONY (YEAR) 39385
CCALLONS) / CPERSON) (DAY) ‘ C09

INSIOE WATER USE

TOILETS (GPCD) ' 6.0
SHOWERS (GPCD) 9.1
TOILET LEAKAGE (GPCD) 4.1
FAUCETS (GPCD) : . 9.0
DISHWASHERS (GPLD) ‘ : : 2.4
UASHING MACNINES (GPCD) 100.00% 16.%
BATHS- (GPCD) . ! 100.00% - 7.0

.

ressasss

TOTAL INSIDE VATER USE (GPCD) f 5.1 30.07%
QUTSIDE WATER USE ' 3.6

TOTAL INSIDE AND QUTSIDE WATER USE Co 86 A%
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TABLE - 3

WEIGHTED AVERAGE RESIDENTIAL CCF/CUST -

1988 1989
CUSTOMERS ADDED EVERY YEAR 34k 876
RESALE HOUSES 1176 1Mer
TOTAL CUSTOMERS 28671 29201

NEW CUST AS A X OF TOTAL 1.20% 2.99%
RESALE CUSTOMERS AS A X OF TOTAL 4.10% 3.86%
TOTAL CUSTOMERS ) 96.70% 93.15% .

1988

NEW CUSTQMERS
RESALE NOUSES
OO CUSTOMERS

1989

CCF/CusT

NEW" CUSTOMERS B
RESALE WOUSES o

OLD QUSTOMERS

1990

(ENXD OF APPENDIX D)

VEICHTED

ccr/cust

1.1
3.9
103.1

108.1

WEIGHTED
CCr/cusT

2.8
3.6
99.8

Prrrr ey

106.2°

WEICHTED
CCr/QUsT

45
38
100.0°

0T




