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, APR 1 2 1'C°9 (nr~ 1'1fr\j!'1 ('"'\~ n n 
Decision S9 04 005 ;}Q lili.UUU':JDJU'JLMlb 

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNl;\l d 
Ma,e 

In the MAtter of the Application of 
California Water Service Company 
(0 60 W), a corporation, for an 
order authorizing it to· increase 
rates charged· for water service in 
the Dixon District. 

) 
) 'APR:1 41989 
) Applieation 88-04-071 
) (Filed April 28, 1985) 
) 
) 

-------------------------------) 
In the MAtter of the Applieation of 
California Water Service Company 
('0 6·0 W.), a corporation, for an 
order authorizing it to· increase 
rates charged for water service in 
the Hermosa-Redondo District. 

) 
) 
) 
) Applieation 88-04-072 
) (Filed April 28, 19'88) 
) 
) 

-------------------------------) 
In the Matter of the Application of 
California Water Service Company 
(0' 60 W), a corporation, for an 
order authorizing it to increase 
rates charged for water service in 
the King City DistrictA 

) 
) 
) 
) Application 88-04-073 
) (Filed' April 28, 1988) 
) 
) 

---------------------------------) 
In the Matter of the Applieation of 
California Water Service Company 
(U6·0 W-) r a corporation, for an 
orde~ authorizing it to increase 
rates charged for water service in 
the Mar:Ysville District. 

) 
) 
) 
) Applieation 88-04-074 
) (Filed April 28, 1988) 
) 
) 

-------------------------------) 
In the Matter of the Application of 
California Water Service Company 
(0 6·0· W), a corporation, for an 
order authorizing it to increase 
rates· charged for water service in 
the Willows District. 

) 
) 
) 
) Application 88-04-076 
) (Filed April 28, 1988) 
) 
) 

-------------------------------) 
A. Crawiord G~~en~ and William J. Newell, 

Attorneys at Law, for California Water 
Service Company, applicant. 

Lawx:enc;,e 0.· Garcia, Attorney at Law, and 
Richard TOm, for. the- Commission AdviSOry & 
Compliance Division. . . 
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OPINION 

$PM" of Declsign 
We authorize California Water Service Company (CWS) to 

increase rates in its Dixon, Hermosa-Redondo r Kinq City, 
Marysville,. and Willows Districts by amounts which are designed to 
increase revenues as· shown be 10.,,:' 

11e~ 1~'!H2 l~~l 
Distric;t am~~n~ E~;;:~~n:!i Am2l.1n~ E~~~n~ Am2!a1l:!C E~~m1:!C 

Dixon $ 3",400' 0.53% $ 18,300 2.83% $ 18,000 2.71t 
Hermosa-Redondo 4',$00 0.05· 217,600 2.66 . 223,400 2.65-
Kinq City 17,8:00 3.&5- 16·,100 3~12' 19,200 3.60 
MaITsville 5·,600 0.64 39,100 3.90 38",700 4.26-
Wil ows 900 0.14 20,100 2.9a: 19',800 3,.05· 

A rate 0'£ return on rate base of 11.33% for 1989, 1990, 
and 1991 are found to- be reasonable. The authorized return on 
common equity is 12.25-%· • 

Tables 1 throuqh S. show, for each district,.. the·' aclopted 
8umm~ of earn1nqsAt present and authorized rates, for test years 
19'89" ancr 1990' .. 
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A.88~04-071 et al. !ALJ!MSW 
TABLE 1 

Total Revenues 

Operating Expenses 
Oper.' Maint. 
Adm.&Gen~ 
GenwOtt.,Alloc. 
Depreciation 
Other: Taxes 

CALIFORNIA WATER SERVICE COMPANY 
Dixon District 

Adopted -SUlIU1\ary o,t Earnings 
------~~---~--~----~~~-----

-----------~---19S9-----------~~---Present Authorized 

(Thousands. of Dollars.)' 

$ 63S.~S. $' 638.0-9 

211.9 21l.9 
25 .. 4 2'5..4 
a1w8 81 .. 8-
5-7.6 5-7 .. 6 
27_7 27'.7--

state Franch.Tax 10.9 11.2'- , 
Federal Ine.Tax 45-.4 46.S 

Total 460~7 ' 462.0, 

Net Income 174.8- 176-.9 

Rate Base 1,.5-60.7 l,56-0.7 
Rate ot Return 11.20 ll.33 

~-------------1990--~---~----~~--
Present Authorized--_ ..... - ... ..-_- -----.-.. ~--

(Thousands of Dollars) 

Total Revenues' $. 641 .. 5- $ 663.1 

Operating Expenses 
Oper.&' Maint. 218 .. 8 218 .. 8 
AClm..&,Gen. 26,.1 26·.1 
Gen.Oft.Alloe. 85-.4 85 .. 4 

. Depreciation 58.7 53.7 
Other Taxes 28 .. 4 2a..~ 
State Franch.Ta.x 10.3 12-.. 3 
Federal Inc .. Tax 43.0 49 .. 6-

Total 470.7 479.3-

Net Oper., Revenue 170.S' 183.7 

Rate Base 1,619'.7 1,,6-19.7 
Rate otReturn 10.55 11 .. ,33 
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A.88-04-071 et al~ /ALJ/MSW 
TABLE 2 

SOOTHERN CALIFORNIA WATER COMPANY 
Hermosa-Redondo District 

Aaoptea, Summary ot Earnings 
-~----~--~----~-~--------~-

--'-... .., .. ----.. -----19'89-...... --------~----
Present Authorized --... ~------ ----------

(Thousands. ot Dollars.) 

Total Revenues $, 8,148 .. 8" $ 8·,153 .. 3 

operating Expenses 
Oper .. & Maint. 4,586.4 4,,586.3 
Ac:bn .. & Gen. 148.5, 148'.$ 
Gen .. ott .Alloc .. 746 .. 2 746 .. 2< 
Depreciation 414.5- 414.5-
Other' Taxes 223 .. 1 2'2'3.1 
State Franch .. ~ax 84.7 85-.1 
Federal Inc.Tax 408: .. 9 . 410.3' 

'.rotal 6,612 .. 3 ' 6,614.1 

Net Income 1,536-.. 5· . 1,539 .. 2' 

Rate &lose 13,584 .. 5 13,534 •. 5-
Rate ot Return 11 ... 31 11 .. 33 

----~-----~---1990----------------· PreHnt Authorized 
--------- ---.. ------

(Thousands, ot Dollars) 

Total Revenues. $ 8,207 .. 4 $ 8-,.429 .. 5-

Operatinq Expenses 
Oper ... &· Maint .. 4,664.4 4,.664 .. 7 
Adm·. & Gen. 154.9 154 .. 9 
Gen .. Ott .. A1loc .. 780 .. 0 780.0 
Depreciation 439 .. 9' 439 .. 9 
Other Taxes 234.1 234.Z 
State Franch.'I'ax 12 .. 1 9 Z .... 8: 
Federal Inc.'I'ax 311 .. 0 439" .. 1 

Total 6,116_4 6·,806 .. 1 

Net Oper. Revenue 1,.491 .. 0 1,623" .. .5-

Rate Base 14,316-.. 3 14,.316-.. 3 

Rate ot Return 10.41 11.33.' 
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TABLE 3 

CALIFORNIA WATER SERVICE COMPAlf't 
Kinq City Oistriet 

Adopted SWIIlnary o·t Earninqs· 
----~----~-~---~----~-----~ 

- ... ----..... - ... ----.... 19'8,9'-.. - .. -----~ .. ~---.. 
Present Authorized. .. ---- ... - ...... ---... ~-----

(Thousands ot Dollars) 

Total Revenues $ 48'9'.0 $ 506·.8 

operatinq Expenses 
Oper .. & Maint .. 191.8: 191.8 
Ad.m.& Gen. 19.1 19 .. 1 
Gen.Ott.Alloc. 56.8 56.8 
Depreciation 40.2' 40 .. 2 
Other Taxes 31.4 31 .. 7 
State' Franch.Tax S.7 7.3· 
Federal Inc .. Tax 27.2 32' .. 6, 

Total 372 .. 1 37~.S 

Net Income 116,.9 127.3 

Rate Base 1,123 .. 7 1,123.7' 
Rate of Return 10.40 11 .. 33 

-~---~---~-~~~1990-~-~-~-----~~~~~ 
Present Authorized ----...... -- .... _-------

(1'housanc1s of Dollars) 

Total 'Revenues· $ 494.9 $- 528 .. 8 

Operatinq Expenses 
Oper. &. Maint .. 199 .. 6· 199.7 
Ac1m.& Gen. 19.6 19.6 
Gen.Ot!.,Alloc .. 59.4 59.4 
Depreciation 41 ... 6 41.& 
Other Taxes 32 .. 7 33 .. 4 
state Franeh .. TaX 4.8' 7 .. 8 
Federal Ine.Tax 24 .. 8 35.1 

Total, 382'.5- 39& .. 6 

Net Oper. Revenue 112.4 132'.2· 

,Rate Base 1,166.0 1,.166 .. 0' 
Rate of Return 9.64- 11.33 
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A.SS-04-071 et ~l. /ALJ/MSW 
TABLE 4 

CALIFORNIA WATER SERVICE COMPANY 
Marysville District 

Adopted Summary of Earning$ 
--------~-------------~----

---~-------~--~1989~~----~-------~-Present Authorizecl 
~-.. --.. --.... ~ 
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TABLE 5 

CALIFORNIA WATER SERVICE COMPAN'f 
Willows District 

Adopted Summary of Earnings 

--"-~",-""'''---~-19 a 9 ~~--------------
Present Authorized 

(Thousands of Dollars) 

'rotal Revenues $ 624.-9 $ 625- .. 8 

operating Expenses 
Oper.& Maint. 2-5-1.6- 251.6 
Adm~& Gen. 2-0-.$ 20.5· 
Gen~Off.Alloc. 75-.0 75-.0 
Depreciation 52 .. 4 52.4 
Other Taxes 38;.0 38 •. 0 
state Franch.Tax 7.4 7 .. S 
Federal. Inc.Tax 38:.7 39.0 

Total 483.6 484.0- . 

Net Ineome 141~-3 141-.8 

Rate Base 1,250.6- 1,250.6-. 
Rate of Return 11 .. 30 11 .. 33 

----~~--------1990----------------Present Authorized-

(Thousands of Dollars) 

Total Revenues $ 627.6 $ 648.1 

Operating Expenses 
oper.& Maint •. 259 .. 1 259 .. 2 
Adm-.& Gen. 2-1 .. 4 21.4 
Gen.Off.Alloc .. 78.4 7$ .. 4 
Depreeiation 54.1 54.1 
Other Taxes 39'.4 39.8 
State Franeh.Tax 6-.. 3 8'.1 
Federal Inc .. Tax 36.7 42.9 

Total 495-.3 503.8 

Net Oper. Revenue" 132 .. 3- 144.3 

RAte Base 1,272'.2" 1,272.2' 
Rate of Return 10.4:0' 11 .. 33 
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A.88-04-071 et al. ALJ/MSW/rmn 

&PM" of Ag?licAtions 
CWS, requests rate adjustments for its Oixon (Application 

(A.) 88-04-071), Hermoea-Reaondo (A .. 88-04-072), Kinq City 
(A .. 88-04-073), Marysville (A. 88-04-074), and Willows (A ... S8-04-076) 
Districts. The proposed rates are desiqned to, proauce returns on 
rate base of 12.2&% in 1989, 12 .. 27% in 1990, and 12.28% in 199'1, 
and a constant return on equity (ROE) of 13 .. 75%. CWS claims thAt 
these rates of return are the minimums necess~ for it to maintain 
its credit standing, obtain new capital at a reasonable cost, and 
provide a fair and reasonable return on equity.. . 

Based on the proposed returns on capital and estimates of 
revenues, expenses, and rate :base" CWS requests: the following
revenue increases: 

pi'strict ll.ej. ll1.O.. l.tt1 

Dixon $ 5,7,800 9'.2% $ 24,200 3.5·% S 24,300 3.4\ 
Hermosa-Redondo 480,000 5·.9 240,000 2 .. 8' 240,,100 2.7 
King- City 69,500 14 .. 5 19,900 3.6 20,000 3.5 
M!ITsville 56-,500 6.5 44,900 4 .. 8· 45·,000 4.6 
Wil ows 45·,000 7 .. 2 21,000 3,.1 22,100 3..2 

CWS, whose general offices are in San Jose, California, 
provides water service in 21 separate operating districts loca.ted 
throughout the state.. As of December 31, 1987 the company had an 
investment in utility' plant of $36·7,002,154 (including utility 
plant under construction), serveel 337,783 customers, anel employed 
538, persons. The gross operating revenue for 198:7 was 
$112,775,722. At the end of 198-7 there were approximately 5,976-
stockholde;:s. 

For the districts su:bject to these applicatiOns, the 
folloW'i,ng table shows the territory served, the number of customers 
.in 19:67, 'and: operat.ing revenues for that year: 

- 8: -
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District 

Dixon 

Hexmosa-Redondo 

King City 

Marysville 

willows 

Bae1sqrognc;l 

Territo=:y 
Served 

City of Oixon and 
adjacent areas 
of Solano County 

Cities of Hermosa 
Beach, Redondo 
Beach and ad'j acent 
areas of Torrance 
and Los Angeles Co'.' 

City of King City 
and ad'j'acent areas 
of Monterey County 

City of Marysville 

City of Willows and 
adjacent areas of 
Glenn County 

1987 Recorded 
Average No. 

oj Connections 

2,572 

23,&20 

1,418 

3,784 

2,099 

1987 Roeorded 
Operating 
Revenues 

$ 6,38,700 

$8,163,200 

$ 470,600 

$ 886·,900 

$ 619,200 

CWS served copies and provided notice of tho applications 
in accordance with the Commission's Rules of Practice and 
Procedure. Shortly after th& applications were filed,. the Water 
Utilities Branch of the Commission Advisory and Compliance Division 
scheduled informal public meetings to- provide customers with an 
opportunity to· discuss the proposed rate increase and related 
1ssues with utility and staff representatives. Meetings were held 
in each of the districts· in May and June of 1988. . 

Notice of the informal meetings was included with a 
summary of the applications which CWS mailed' to· each ·customer.. In 
addition to' the staff Pro'ject Manager,. the meetings were attended.' 
:by the Executive Vice President of CWS and in most instances by 

district and local managers of the company. No customers or other 
parties were in attenclance at the Dixon, King City,. and:'Mar,ysville 
meetings .. The Commission"s formal fi1e8 include a letter,f:om 
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Mayor Oavid E. Roloff of the City of Marysville stating that the 
city council had voted to oppose the three-year step increases 
proposed by applicant~ Also included is a reply letter from staff 
explaining the three-year plan of general rate eases for water 
utilities. 

Mayor Etta Simpson and Public Safety Director Steve 
Wisniewski of the City of He:mosa Beach participated in t.he staff's 
Hermosa-Rec1ondo O;i.strict ceeting, but no· other customers were 
present. 'X'he Hermosa Beach offic.ials raised' concerns· about the 
adequacy of fire flows within the city. Staff reporteci that 
utility and city officials· will work together to resolve these 
concerns. Four customers, two of whom objected to the proposed 
rates, attended the Willows meeting. There were no complaints 
about the service or the quality of water provided, by CWS. 

Staff evaluated the company's water quality and its 
overall level of service. On a company-wide bas;i.s,. it found that 
CWS renders good service, And goes out of its way to accommodate 
customers who have complaints about service or water quality. In 
reviewing the company~s complaint files, for the districts subject 
to,these applications, s·taff found that CWS· has resolved any 
problems. BAsed on this review and the results of its informal 
pUblic meetings, staff concludes that the overall service provided 
in each district is satisfactory. 

The applications were consolidated for hearings wh1ch 
were held in San Francisco on August 29, 30, and 31, and: 
September 1, 1988, before Administrative Law Judge (ALJ) Wetzell. 
Applicant presented its evidence through test1mony and exhi))1.ts . 
introduced by 1ts- Executive Vice-Presiden~, Donald Houck; its Chief 
Financial Officer, Treasurer, ana Vice-Pres1dent HArold C. Ulrich; 
its Director of Water Quality, Raymond Taylor; ana the Assistant 
Chief Eng.i.neer, Michael Rossi ~ The Comm.ission Advisoxy and' 
Compliance Division (CACD) presented its· case.throuqh-thetestimony 
and'exhibits of Senior.'Ot1lit.i.es Enqineer/Project Manager RichUd . 
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Tom and Utilities Engineers Donald Yep,. Peter Liu,- Larry Hirsch, 
and Antoine Gamarra, all of the Water Utilities Br~ch. CACD also 
called Regulatory Progr~ Specialist Phebe A. Greenwood of the 
Division of Ratepayer Advocates as its cost of capital witness. 

The matters were concluded at the close of hearings on 
September 1, 19-8:8, subject to the submiss10n of late-filed 
comparison exhibits and the filing of concurrent briefs due on 
SeptemPer 30, 198:8. At subsequent hearings involving general rate 
1ncrease requests for the company's Los Altos-Suburban and South 
San Francisco Districts (A.88-04-070 and A.88-04-07S respectively), 
matters- which are currently pending and will be considered 1n a 
separat~ order, CWS moved for incorporation of the record of these 
app11cations into the consolidated proceed1n~ in ~.S-S--04-070 and. 
A.88-04-075-. Staff joined in the motion, which the 1\LJ granted, 
and the part1es further agreed that the record of the later 
proceed1ngs would be incorporated into- and considered in these 
proceedings. The records thus consolidated, the matters stood 
subm1tted upon the filing of concurrent briefs in A.88-04-070 and 
A.88-04-075, on December 2, 198:8:. 

The only comments received on the ALJ's prOposed decision 
consisted of requests~ to correct typographical misprints in the 
appendixes. All of the requested corrections have been 
incorporated- in this order. 
IS8pes 

During the course of these proceedings repre3entatives of 
applicant and staff reached. agreement on most estimate3 of test 
year results of operations. Areas of agreement include revenue 
estimates and most operating expense and tax estimates, The 
estimated results of operations' amounts agreed upon a:re reasonable 
and- will be adopted~; it is not necessary to- discuss th.~- in detail. 

The discussion which follows focuses on the areas of 
disagreement between CWS and staff, which are listed- l»low: 
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Disputed Issues 

1. aate of Return 

a. Capital Structure 
b. Return on Equity 

2. Tax on Unbilled Revenue 

3 • Ductile Iron Pipe 

4 • Working Cash 

5. General Office 

a. OUtside Services Expenses 
b. Pension and Benefit Expenses 
c. Plant Retirements 

6. Dixon District 

a. Other Opera'tion Expense 
b. Plant Additions.: Paving, Main 

Replacement, Shed 

7. Hermosa-Redondo District 

a. Plant Addit1ons: Office Expansion, 
Non-specifics 

b. Gain on Sale of Station 12-01 

8. King City Oistr1ct-Auxiliary Generator 

9:. Marysville District-Other Operation Expense 

10. Willows District-Auxiliary Generator 

11. Rate Design 

Tables ~. through 15 show CWS's and staff's· final 
estimAtes of the results of operations 'for each district, at 
present rates, for test years 1989 and 1990. 
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•• TABLE 6 

Comparison of Applicant's and S,taff '"5- Su:mm.a:r:y of EArnings 
. Q~~2D 2~~~'~£~' ~~§t I§~, 12~2 

(Dollars in Thousands) 

.l:!r.im Applicant Differences Staff 

Operating Revenues $ 635·.5- $ 0'.0 $ 535-.5 

Q~I~A~~Dg ~XQ~n§~~ 

Purchased. Power 69.9 0.0 68:.9 
PurcMsed Water 0 .. 0 O~O O~O 
Groundwater Charges 0 .. 0 0 .. 0 0.0 
Replenishment Assessment 0 .. 0 0.0 0 .. 0 
Purchased Chemicals 0 .. 0 0 .. 0 0 .. 0 
pat;0ll - District 120.0 0.0 120.0 
Ot er 0 & M 39..0' 2.6, 36.0 
Other A & G'andMisc. 11.3 0 .. 0 11.3 
AD Valorem. Taxes - District 18'.1 0.0 18.1. 
Business License 0.1 0 .. 0 0.1 
Payroll Taxes - District 9'.5· 0.0 ·9' .. 5· 
Depreciation ' 57.6· O~O 57 .. 6 

• Ad Valorem'raxes - G.O. 0.3 0.0 0.3 
pa~Oll Taxes- G .. O. 1.7 0.0 1 .. 7 
Ot er Prorates - G_O .. 79 .. 9 0 .. 3 79.6 
Balancinq Account Adjustment Q'.~O 0.0. Q:Q 

Subtotal ' 406 .. 0 2.9 403.1 
Uncol:lectibles 1.1 0.,0 1.1 
Bus-iness License 0.0 0.0 0 .. 0 
Local Franeh. Tax- & Bus.. Lic .. 0.0 0.0 0.0 
Local Franchise Tax 0.0 0.0 0.0 
Income Taxes ~Q.~ 3.7 ~~:2. 

Total Operating Expenses 467.,5 6.6, 460.9 

Net Operating Revenues 168'· .. 0 (6.6) 174.6-

Rate Sase 1,564.5· 16.6- 1,547·.9' 

Rate of" Return 10 .. 74% -0.54% 11.28% 

:." • . " " 
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•• TABLE 7 

Comparison of Applicant's and Staff's Summa:z:y of Earnings 
t!~2SS2n t!~!~!:t3::1~!, I§~:t ~~, .~~Q 

(Dollars in Thousands) 

nmn &2~l~~~D:t J2~ft:~3::~D~~§ ~:t~t:f 

Operating Revenues $ 641.5· S 0· .. 0 $ 641.5, 

Q~~'~:t~Dg ~~~D§~§ 

Purchased Power 69.6 0 ... 0 69.6 
Purchased,'. Water 0.0 0· .. 0 0.0, 
Groundwater Charges 0.,0 0 .. 0 0.0 
Replenishment Assessment 0.0 0 .. 0 0 .. 0 
Purchased Chemicals 0 .. 0 0 .. 0 O~O 
pa~oll - District 126· .. 0 0 .. 0 126 ... 0 
Ot er a & M 39· ... 8 2.9· 36 .. 9' 
Other A & G and Mise. 11 .. 3 0' .. 0 11 ... 3-
AD Valorem Taxes - District 18:.4 0 .. 0 18·· .. 4 
Business License 0 .. 1 0.0 0 .. 1 
Payroll Taxes - District 9' .. 9 0.0' 9 .. 9 . 
DepreCiation 58 .. 7 0 .. 3: SS.4 

• Ad Valorem Taxes - G.a .. 0 .. 3· 0 .. 0 0.3 
paI!0ll Taxes - G.O. 1.8: 0.0 1 .. 8' 
at erProrates - G.O. 83.5- 0.4 83 .. 1 
Balancing Account Adjustment Q.Q Q • .0' Q.Q 

Subtotal 419.,4 3 .. 6- 415·.8' 
Uncol.lect.i.:b1es 1 ... 1 0 .. 0 1 .. 1 
Business Licen8e 0 .. 0 0 .. 0 0 .. 0 
Local Franch .. Tax & Bus. Lic. 0.0 0 .. 0 0 .. 0 
Local Franchise Tax 0 ... 0 0.0' 0.0 
Income Taxes ~,~ 3,6, 53 Ea' 

Total Operating Expenses 477 .. 9 7.2 470 .. 7 

Net ap~ratinq Revenues 16·3,.6· (7.2') 170.8· 

Rate Base 1,627 .. 0' 33.9' 1,5-9'3-.. 1 

Rate of . Return' 10.06·\ -0 .. 66\· 10.72'\ 
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•• TABLE 8 

Comparison of Applicant's and Staff's Summary of Earnings 
~mS2§~-B~gQDg2 ~2.§3C2i:2.~:!i, l:~§~ YeA:: .2~2' 

(Dollars in Thousands) 

nmn, Applicant Differences Staff 

Operating Revenues S 8,148' .. 8: S 0.0 S 8,148.8 

Operating Expenses 

Purchased Power 223.5· 0.0 223.5, 
Pu:chased Water 3,081.1 0.0 3,08-1.1 
Groundwater Charges 0.0 0.0 0.0 
Replenishment Assessment 147.0 0 .. 0 147 .. 0 
Purchased Chemicals 3.4 0.0 3.4' 
pa~Oll - District 78,2 .. 5 0.0 782.5-
Ot er 0 & M 437 .. 3 0.0 437 .. 3 
Other A & G and Misc. 49'.5· 0.0 49.5 
AD' Valorem Taxes - District 142~7 0.0 142'.7 
Busine15s License 16..3· 0.0 16.3 
Pay.roll Taxes - District 6.1.3, 0.0 6.1.J, 
Depreciation 414 .. 5 0.,3 414.2 

• Ad Valorem Taxes - G.,O. 2.8 0.0 2'.8, 
paJ!oll 'l'axes'- G.O. 15· .. 2 0.0 15-.,2 
Ot er Prorates -G.O. 729'.1 2 .. 5 72&.6-
Balancing Account Adjustment Q.Q Q.Q Q.Q 

Sul:>total &,105,.9 2.8, 6,103;.1 
Oncollectibles 10.7 0 .. 0 10' .. 7 
Busine15s Licen15e 0 .. 0 0.0 0.0 
Local Franch, .. Tax & Bus. Lic .. 0 .. 0 0.0 0 .. 0 
Local Franchise Tax 3,.1 0.0 3.1 
Income Taxes S~3z3 67.4 ~~S:~· 

'l'otalOperating Expenses 6,683.0 70.2 6,612.8 

Net Operating Revenues 1,46·5.8 (70 .. 2) 1,536-.0 

Rate Base 13,66·7'.1 171-.5· 13,495·.6-

Rate of Return 10.73% -0 .. 65-% 11.38' 
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•• TABLE 9 

Comparison of Applicant~s ana Staff/s Summary of Earnings 
~m2§~-Bi~2D~2 ~~~:!C,~~:t, l:~§~ I~~,'~2~Q 

(Dollars in Th~usa~~s) 

ttim Applican~ pifferences Staff 

Operating Revenues S 8,2'07.4 S 0.0 $ 8,207.4 

O~.AtiDg ~xpeDg~1 

Purchased Power 225- .. 0 0.0 225-.0 
Purchased Water 3,l05· .. 8 0.0 3,.10$.8 
Groundwater Charges 0.0 0.0 0 .. 0 
Replenishment Assessment 147.0 0.0 .147 .. 0 
Purchased- Chemicals . 3· .. 4 0.0 3 .. 4 
paraoll - District 8:12.6 0.0 812-.. 6· 

. Ot er O· & M 454.9 0.0 454.9 
Other A & G and' Misc. 50.9 0.0 50.9 
AD Valorem 'l'axes - District 150.0 0.0 150.0 
Business License 16.0 0.0 16-.0-
Pay:oll Taxes - District &5-.0 0'.0 650 .. 0 
Depreciation 439.9 2 .. 9 437.0 •• Ad Valorem Taxes - G.O. 3.0 0.0 3.0 
paraOll Taxes - G.O';' 15-.9 0.0 15'.9 
Ot er Prorates - G.O. 76·2'.5- 3 •. 9 758 .. 6-
Balancing Account Adjustment QzQ 0.0 Q,Q 

Subtotal 6,26-0.9 6 .. S 6,254.1' 
Uncollectibles- 10'.7 0.0 10.7 
Business License 0.0 0 .. 0' 0.0 
Local Franch. 'l'ax & Bus. Lic. 0'.0 0 .. 0 0.0 
Local Franchise Tax 3 .. 1 0.0 3-.. 1 
Income Taxes Sli·~ 67 ~.2 ~~2·7· 

Total Operating Expenses 6·,789.6 74 .. 0 6,715-.6: 

Net Operating'Revenues 1,417.8; (74 .• 0-) 1,491.8 

Rate Base 14,406-·.5, 27'1 .. 7. 14,13'4.8 

Rate'of Return 9.84% -0.7'1% 10.55-% 

. ' •••• 
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•• TABLE 10 

Comparison of Applicant's and Staff's Summary of Earnings 
E.:!.ns ~;!.l;~ Q:f.~n::£;!.£:!C", l:~§:t X~~:£ .2a2· 

(Dollaz:s in Thousands.) 

nmn Applicant Differences Staff 

Operating Revenues $ 489'.0 $ 0.0' S 489~0 

Operating Expenses 

Purchased Power 46.6. 0 .. 0 46 .. 6 
Purchased Water 0.0 0.0 0.0 
Groundwater Charges 0.0 0 .. 0 0.0 
Replenishment Assessment 0 .. 0 0.0 0.0 
Purchased Chemicals 0.0 0.0 0 .. 0 
pa~roll -O.i.strict 102.8 0 .. 0 102.8: 
Ot er 0& M 48 .. 2 0 .. 0 48: ... 2' 
Other A & G and Misc. 12.7 0.0 12 ... 7 
AD Valorem· '1'axes - District 13·.2' 0.0 1,3. .. 2, 
Bus.iness License 0.0 0 .. 0 0.·0: 
Payroll Taxes - District 8' .. 2' 0.0 S.2· 
Depreciation 40 .. 2 0 .. 0 40 .. 2 

• AdValorem·'1'axes - G.O. 0 .. 2 0 .. 0 O·.Z 
pa~Oll '1'axes - G.·O •. 1 ... 2 0 .. 0 1 .. 2 
Ot er Prorates - G.O •. Ss..S 0 .. 2 55 ... 3: 
Balancing Account Adjustment Q.Q Q. Q, QsQ 

Subtotal 328.8. 0 .. 2- 328 ... 6 
Uncollectibles 0.6- 0.0 0 .. 6-
Business License 9 .. 8 0 .. 0 9.8 
t.ocal Franch. '1'ax & Bus .. Lie .. 0 •. 2- 0 .. 0 0 .. 2 
Local Franchise Tax' 0 .. 0 0 .. 0 0.0 
Income Taxes. J:Z~~ 4,d J2·~ 

'1'otal Operating Expenses 376· •. 7 4.5 372.1 

Net Operating Revenues 112.3: (4 ... 6) 116-.9 

Rate BAse 1,.127 .. 0 3.G 1,123;.4 .. 

RAte of Return 9' .. 96' -0.4'5' 10 .. 41% 

• ...17 -
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•• TABLE 11 

Comparison of Applicant's and S,taff's Summary of Edrninqs 
E1ns ~1~ Q~§~b~~~' ~I§~ I§~, .22Q 

(Dollars in Thousands) 

llm!l APplicant pifferences Stoft; 

Operating Revenues $- 494.9- S- O'~O S 494.9-

Operat1ng Expenses 

Purchased' Power 47 .. 1 0 .. 0 47.1 
Purehased'Water 0.0 0 .. 0 0 .. 0 
Groundwater Charges 0.0 0.0 0.0 
Replenishment Ae.sessment 0.0 0.0 0 .. 0 
Purchased Chemicals 0.0 0.0 0.0 
pareoll - District 107 .. 9' 0.0 107.9' 
Ot er 0 & K 50.7 0.0 50 .. 1 
Other A & G and Misc. 12.9 0.0 12.9 
AD Valorem Taxes - District 13.9 0 .. 0 13~9 
Business License O~O 0 .. 0 0 .. 0 
payroll Taxes - District 8.7 0 ... 0' 8.' 
Oeprec1at1on 41.6- 0.0 41.6-
Ad Valorem Taxes - G.O. 0.2 0.0 0 .. 2 • paraoll Taxes - G.O,. 1 .. 2' 0 .. 0 1.2-
Ot er Prorates -G.O~ 58: .. 1 0 .. ,3 5-7 .. 8-
Balancing Accoun't Adjustment Q.Q O,Q Q:Q 

Subto'tal 342.3, 0.3 342.0 
Oncollect1bles- 0.6- 0.0 0 .. 6-
Business License 9 .. 8: 0.0 9".8: 
Local Franeh. Tax & Bus. Lie .. 0.2 0.0 0 .. 2' 
Local Franchise Tax 0.0 0.0 0.0 
Income Taxes a~L~ 4.4' JQ. :r 

Total Operating Expenses 38:7.4 4.7 382.7 

Ne't OperatinqRevenues 107.5· (4.7') 112.2' 

Rate Base 1,16-9-.4 21.4 1,142' .. 0' 

Rate of Return 9' .. 19% -0'.&3% 9.82' 
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TABLE 12 

Comparison of Applieant~8 and Staff's Summary of Earnings 
Ma;:ysvi119 Distriet, Test Year 19~9' 

(Dollars in Thousands) 

~. 6l2J2l.i.~;n~ Q~t:f~.'-Jl~~§ ~~;f:: . 

Operating Revenues $ 8:68.5 $ 0 .. 0 $ 868 .. ,5. 

QR~'~~~Dg ~~~D§~~ 

Purchdsed Power 100.4 0 .. 0 100.4 
Purchdsed: Wt!.ter 0.0 0 .. 0 0.0 
Groundwater Chdrges 0.0 0 .. 0 0 .. 0 
Replenishment Assessment 0.0, 0 .. 0 0.0 
Purchased Chemicals 0.4 0.0 0 .. 4 
pareo·ll. - District 201 .. 7 0.0 201.7 
Ot er 0 & M: &5-.5, 2.4 63.1 
Other A & Ganci. Mise. (5.5·) 0 .. 0 (5-.5) 
AD Valorem Taxes - Oistrict 21.8: 0.0 21.8: 
Business License 0.3 0.0 0.3 
Payroll'Taxes - District 15-.9' 0 .. 0 1,5..9" 
Depreciation 72 .. 4 0.0 72'.4 
Ad Valorem Taxes - G-.. O. 0.5, 0 .. 0 0.5-
pareoll Taxes '- G .. O ... 2.5- 0.0 2.:5-
Ot er Prorates - G.O. 118.7 . 0.4 118: .. 3: 
BalanCing AecountAdjustment Q,Q Q.Q Q:Q 

Subtotal ' 594 .. 6 2.8 S91 .. 8:-' 
Onco1'lectibles 2 .. 1 0.0· 2 .. 1 
Business License 0 .. 0 0.0 0.0· 
Local. Franch. Tax & Bus. Lie. 0.0 0.0 0 .. 0· 
Local Franehise Tax 0 .. 0 0.0 0.0 
Income Taxes· ~~·.2 2:3 ~, ~.2' 

Total Operating'Expenses 661.9 5 .. 1. 656 .. 8' 

Net Operating Revenues 206,.6 ( 5-.1) 211.,7: 

Rate.Base 1,902'.0 6.3 1,8"95·.7 

Rate of Return 10.86%· -0.31% 11.17' 
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TABLE 13 

Comparison of Applicant"s and Staff's Swmnary of Earnings 
. H~~§v~ll§ ~~~~~~~~, Ii§~ X~~~ '~~Q 

(Dollars ~n Thousands) . - , 
laD-- Applicant p!fferenceo Staff 

Operating Revenues S 871.6 $ 0 .. 0 S 87'1 .. 6 

Operating ExpenBes 

Purchased Power 100 .. 9 O~O 100.9' 
Purchased W4ter 0.0 0.0 0 .. 0 
Groundwater Charges 0 .. 0 0' .. 0 0.0 
Replenishment Assessment 0 .. 0 0 .. 0 0.0 
Purchased Chemicals ' 0 .. 4 0.0' 0.4 
PareOll - District 211.8 0.0, 211 .. 8 
Ot er 0,& M &6-.S 2 .. 3, 64 .. 2 
Other A & G anQ Mise .. (6,.2) 0.0 ( 6-.2) 
AD Valorem Taxes - District 22.6, 0.0 22.6· 
Business, License 0 .. 3 0.0 0.3 
Payroll Taxes - District 1,6· .. 8 0 .. 0 16.8, 
Deprec:Lation 77.1 0.0 77 .. 1 

.. ". Ad Valorem Taxes - G.,O. o .S 0.0' O .. S 
pa~oll Taxes -'G .. O .. 2.6· 0 .. 0 2' .. 6-
Ot erProrates - G.,O· .. 124.1 0 .. 6, 123 ... .5-
Balancing Account Adjustment gzg g. g. glQ 

Subtotal 6-17.4 2 .. 9 614 .. 5-
Oneolleetibles 2.1 0.0 2 .. 1 
Business License 0.0 0 .. 0 0 .. 0 
:Local Franch. Tax & Bus.. Lic. 0.0 0 .. 0 0.0 
:Local Franchise Tax 0.0 0.0 0.0 
Income Taxes SS·2 2.4 ~2·~ 

Total Operating Expenses 6,74 ... 7 5.3 669 .. 4-

Net Operating Revenues 19'6·.9' (5.3.) 202' .. 2 

Rate BaBe 2,024.3 9 .. 2 2,015· .. 1 

Rate of Return 9.73' -0 .. 30% 10' .. 03% 
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TABLE 14 

Comparison of Applicant's and Stafff~ Summary of EArnings 
HJ.1J.2wg .t2i.~~:ti.~, ::t~!ii!~ ~~;;: ~2a2 

(Dollars in Thousands) 

,l.t.2m Applicant pifferene", Stoff 

Operating Revenues $ 624.9 $ 0.0 $ 624 .. 9' 

Operating Expenses 

Purchased Power 62.1 0.0 &2.1 
Purchased', Water 0.0 0.0 0.0 
Groundwater Charges 0.0 0.0 0.0 
Replenishment Assessment 0.0 0.0 0.0-
Purchased Chemicals 1.0 0.0 1.0 
pare0-l1 - District 134.1 0.0 134 .. 1 
Ot er 0 & M 6,2.6, 0 .. 0 62.6-
Other A & G and Misc. 9'.3 0 .. 0 9 .. 3 
AD, ValoX'em Taxes -', DistX'ict 14.9' 0.0 14.9' 
Business 'License 0.0 0 .. 0 0.0 
payroll Taxes - District 10.5 0.0 10.6 
Depreciation 52 .. 9' 0.5 52.4 

• Ad Valorem Taxes - G~O .. 0.3, 0.0 0 .. 3 
PareOll TaxQs - G.O .. ' 1 .. 5, 0.0 1 .. 5 
Ot er Prorates - G .. O ~, , 73.3 0 .. 3 73.0 
BalanCing Account Adjustment Q,Q Q'.O QIQ 

Subtotal 422.& 0.8- 421_8-' 
Uncollectibles 3.0 0.0 3.,0 
Business, License 12.S- 0.0 12.5 
Local Franch. Tax & Bus. Lic. 0.0 0.0 0.,0 
Local Franchise Tax 0.0 0.0 0 .. 0 
Income Taxes, ~Q'.~ 4. 3- ~~·2 

Total Operating Expenses 488:.6, S-.1 483.5-

Net Operating Revenues 136,.3 ( 5-.1) 141 .. 4 

. Rate Base 1,29',5..3 47 .. 4' 1,247;..9 

Rate of Return 10'.5,2" -0' .. 8"1% 11 .. 33% 

:-. 
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Comparison of Applicant's and Staff's, Snmmaxy of Earnings 
Willows D~uri>;t.l :rest Year 19'90 

• (.I?~llars in 'l'housands) 

Operating- Revenues 

Qperoting Expenses 

Purchased Power 
Purchased: Water 
Groundwater Charges 
Replenishment Assessment 
PUl:chased Chemicals 
'Payroll - District 
Other a & K 
Other A & G and'Kisc. 
AD' Valorem Taxes, - District 
Business License' 
Payroll Taxes - District 
Oeprec1ation 
Ad. Valorem. Taxes - G.·O • 
Payroll Taxes - G.O. 
Other Prorates - G~O. 
Balancing· Account Adjustment 

Subtotal 
Uncollectibles 
Business License 
Local Franch. Tax & Bus. Lic. 
Local, Franchise Tax 
Income Taxes 

Total Operating Expenses 

Net Operating Revenues 

Rate' Base' 

RAte' of Return 

RAte of Return 

APplicant Differences Staff 

$ 627 .. 6· $ 0 .. 0 $ 627.6 

52.4 
0.,0 
O~O 
0.0 
1 .. 0 

140.8· 
6·3.7 
9.6 

15-.. 6: 
0.0 

11 .. 2 
54 .. 5-

0.3' 
1.6· 

76·.6· 
0.0 

437.3 
3 .. 0 

12 .. 6 
0 .. 0 
0.0 

47.3 
500 .. 2 

127.4 

1,317.6 

9.6-7% 

0.0 
0.0 
0.0 
0.0 
0.0 
0.0' 
0.0 
0.0 
0.0 
0.0' 
0 .. 0 
0 .. .5 
0 .. 0' 
0.0, 
0 .. 4 
0.0 
0.9 
0.0 
0.0 
0.0 
0 ... 0 
4.2 
5-.1 

( 5.1·) 

50.$ 

-0.79% 

62.4 
0.0 
0.0 
0.0 
1 .. 0 

140 .. 8: 
63.7 
9.6 

15· .. 6-
0.0 

11.2 
54'.0 

0_3 
1.6-

76.2 
O.Q 

436·.4 
3 .. 0 

12' .. 6-
0 .. 0 
0 .. 0 

43.1 
495-.. 1 

132.5-

1,26,".1 

10.46% 

The rate of return on a utility'S rat& base is a 
composite value of the cost of capital incorporating costs of lon9-
term debt, preferred,stock, and commoneqllity .. These costs are 
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weighted according to' the firm's capital rat~os, i~e. the ratios of 
the respective capital components to total capital. As shown in 
the following tAble, CWS requests rates of return on rate base of 
12.17% in 19S9, 12-.. 19% in 1990 I and 12.21% in 1991, in order to 
earn a return on common equity (ROE) of 13.75-%. Staff recommends 
that the adoptee ROE· 1:Ie within a range from 11 .. 75-% to 12 .. 25-\, and 
further advocates that.· the low point of 11.7$% be adopted. La:gely 
Decause its ROE recommendation is two percentage points (ZOO basis 
points) less than CWS's, and. partly 1:Iecause it urges approval of 
somewhat lower equity ratios, the rates of return recommended by 
staff are lower than CWS's by 110 Ddsis points for 1989 and by 
slightly greater amounts for 1990 and 1991. 

Requested/Recommended Rates 2f RetUrn 

Applicant Staff 

Rate Rate 
Capital CO!!t of Cap.i.tal Cost of 
Ratios lactors Return Ratios' Factors Return 

.un. 
Lon!'-term Debt 44.4.0% 10 .. 54% 4 .. 6·8%. 45.25% 10.$5% 4.77% 
Pre erred Stock 1 .. 70 4 .. 41 O.OS· 1.75- 4.19' 0 .. 07 
Common Equity 5·3.90' 13.75- 7.41 53.00 11.75 6·2.3 

100.00% 12.17% 100.00% 11.07\ 

ill..Q. 

x"on¥-term Debt 43.90% 10.55% 4 .. 6·3% 45 .. 25% 10.5&%· 4.78.% 
Pre erred Stock 1.:70' 4 .. 41 0 ... 08· 1 .. 75 4 .. 19' 0 .. 07 
Common Equity 54. 40' . 13 .. 75- 7~4S; S.3.00 ll.75- 6.2'3 

100.:00% 12.19% 100.00% ll.08% 

ill.l 
Long-term, Debt 43.40% 10.55% 4.58'% 45.25-% lO .. 56' 4'.78% 
Prefened Stock l .. 60 4.41 0 .. 07 1.75· 4 .. 19 0.07 
Common Equity 55·,0'0 13.75· 7,56~ S3rOO 11 .. 75- 6.23_ 

100'.00% 12 .. 2'1% 100.00% 11.08% 
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Applicant~s and staff's initial estimates of long-term 
debt costs were apart by nearly SO ~asis points. As a result of 
discussions wh1en took place during these proceedings, the parties 
have reached agreement on estimates of new long-term debt costs. A 

. newwbond issue of $,18 mJ.ll.ion in 1988, (CWS.~s. Series BS) will carry 
an interest rate of 9 .. 48% and, including issuance cos-ts, an 
estimated effective cost of 9 .. 60%.. Plarmeci issues of $3- million in 
19'89, and $4 million each in 1990 and 1991 will have An estimated 
effective cost of 10.$0%... Combining these costs with the embe4dec1 
costs of outstanding deb'!:, CWS estimates the average eost will be 
10.54% in 1989 and' 10.55,% in 1990 and 1991. The parties Agree on 
estimAted costs of the new debt issues, and their remaining 
differences on debt costs amount to only one basis point~ We, 
therefore, adopt CWS's estimates as reasonAble. 

Staff~s estimotes of the effective dividend rates on 
pr~ferred stock reflect the 1988 liquidat.ion of all but Series C . 

holdings .. The'effective cost of this series is 4 .. 19%. Staff notes 
that CWS.ts higher cost estimAte of 4 .. 41% for preferred stock was 
made prior to· the liquidation of series 0, E, F, G, H, and X, which 
took place in the seeond quarter of 1988. Staff's, recommendation 
is based on more current information and will therefore be adopted. 

capital Structure 
CWs.'s projectiolUJ show that its equity ratio will be 

53.90% in 198'9, 54.40%, in 1990, ~md 55.00% in 1991 .. Staff :believes 
that because of the relatively low financial anci business risk 
faced by the company~ ratios this high are not required. Because 
equity costs more than debt f1nancing, staff claims that excessive 
capital costs would be passed on to ratepayers if these ratios are 
approved for ratemaking purposes. It recommends that a limit of 
5,3·.00·% be imposed for each of the thx'ee years_ 

Staff' 8 analysis shows that the company"s equity ratio
has steadily increased 1n recent years, growing from 42 .. 47' in 1983 
to' 55,.10% ,in 1987., 'In each of the past five years-, CWS"s ratio 
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exceeded the group ave:aqe of eleven comparable water uti11~ies by 

a steadily qrowinqmargin., as shown in the following tal:>le: l 

Equity Ratios 

Group' 
~ Average pifference 

1983 42~47% 38.5&% 3.91% 
1994 45.19' 39'.82' S.w36 
1985· 47 •. 73 40.6·0' 7 .. 13 
199:6- 5·1.79 44 .. 34 7.45 
19'87 55.10 46.12 8 .. 98' 

1983-8·7 48.45% 41.53% 6.92% 
average 

Staff explains that the growth in CWS's equity ratio has 
resulted because its cash flow has exceeded cash reqUirements. 
According to staff, one indicator of excess cash flow is the growth 
in the ratio of internal cash flow (net income plus depreciation 
plus deferred taxes and investment taX' credits less' total 
dividends) to net construction outlays (add1tions to' utility plant 
less contributions and' advances net of refunds). This ratio, which 
is a measure of the ability to fund construction outlays with 
internal cash sources, rose from 68: .. 28·% in 198'3· to 118'.48.\ in 1987 .. 
Also, s·taff o):)serves, CWS's payout ratio (the proportion of 
earnings. available to- common stock wh.1ch is actually paid to· 
stockholders in dividends) during this period was 6·0%, compared to 

1 For the purpose of this, and other financial analyses, staff 
selected a qroup of water utilities which are listed in C.A. 
TUrner's Telephone and Water Utility Report$, earn at least 70% of 
total revenues from water operations, and whose stock is regularly 
traded.. 'l'he eleven companies meeting these criteria are Ame:ican 
Water Works, Connecticut Water Service, Consumers Water, E''l'Own 
Corporation, The Hydraulic Company, IWC Resources. Corporation, 
Middlesex Water, Philadelphia Suburban Co., SJW Co~ration, 
Southern California.Water~ and United'Water Resow:ees. We d'iseuaa 
the issue (raised by ,applicant) whether these eompanj;es can be 
compared to CWS,inthe following section on return on equity. 

- 25 -



•• 

• 

A.8S-04-071 et 41.. ALJ/MSW/rmn 

an averaqe of 66.72% for the qroup of eleven comparable water 
companies. 

S.taff's, cost of capital witness testified that .in an 
optimal capital structure r the costs of different modes of 
financing will be appropriately balanced in accordance with the 
company's financial risk: 

"Debt finaneinq is cheaper than equity 
financing, yet increases .in the debt ratio also 
increase financial risk. Oebt financing 1s 
cheaper for two reasons: interest payments on 
debt are usually cheaper than returns paid to 
company stockholders, and debt 1nterest is tax 
deduct;i.ble while returns on common equity are 
not. Althouqh debt 1s less expensive, it has 
the c:l.:Lsadvantage of increasing f.:Lnancial risk; 
furthermorer the more a company is leveraqedr 
the more expensive marginal debt issues become. 
As a company's financial risk increases, 
lenders are scarcer and must be attracted by 
higher returns·.. Company management must 
therefore balanee the use of cheaper debt 
against the loss of flexibility of use of 
working cash and the increased risk of a higher 
level of fixed obligations .... 

. . 

Staff aeknowledges that with higher equity ratios, debt· 
financing becomes cheaper, but goes on to note there are limits to 
this benefi~~ First, lower cost financing affects the cost of new 
debt issues only. For example r CWS'S plAnned bond issue of $3 
mill.ion in 1989 represents less than S·' of the company"s total 
deDt~ Also, CWS already enjoys a high AA2 bond rating from MooclY'8 
an<i a similarly high rating of AA+ from Standard and Poor's.. Staff 
concludes that for CWS's ratepayers, there is no benefit in raisinq 
the equity ratio in order to improve the company's bond rating. 

Staff also notes that in a regulated industryr tax 
savings such as those enjoyed.' with deductibility of debt costs Are 
passed'through to ratepayers. TJtility stockholders. lack the SMe 
incentive to maximize the use of debt that owners. of· firms· in 
competitive markets' have ... Staff believes that while a utility'. 
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stockholders would prefer higher equity ratios, ratepayers wot:ld 
prefer higher debt ratios to take advantage of tax savings and 
lower financial costs. 

Aclmitted'ly lacking a more conclusive study of the optimal 
capital structure for CWS, staff believes that the equity ratios of 
eleven comparable companiee:, and a lack of business and financial 
risk, support a decrease in CWS's ratio~ Staff indicates that 
while it does not recommend a decrease in the equity ratio, it 
opposes further increases. Its specific recommendation of a 53.00% 
equity ratio, is close to the level it expects the company to be at 
in 1989 following the $l8: million bond issue.. It was developed 
with a model which assumes that equity growth is a function of the 
authorized'return on equity, the payout ratio" and new equity 
issues. Using a payout ratio of 6&.7%, which approximates the 
eleven-company group' average payout rat.io·, the model results in a 
projected equity ratiO' for. CWS of. 5·3.00% th:ouqhout the period from 
1989 to' 19'91. 

CWS· takes issue with staff's characterization that .it 
plans to build up its equity ratio· in the periOd covered by these 
applications.. Its highest pro'jected ratio- of 55 .. 00% in 1991 is 
less than the December 19'87 ratio· of 55-.30%... Also·, the 55-.. 00% 
projection rests on the assumption that the requested l3.75% ROE 
will be authorized.. A lower authorized value, such as the 11.75% 
ROE recommended by staff, would result in a lower amount of funds 
available for equity capital. 

increase 
CWS's finanCial witness explained the equity ratio 

of recent years as follows: 
1. The 1981 Tax Act,. which required.,. for 

ratemaking purposes, d.eferral of the 
benefit& of the investment tax credit and 
reduced taxes due to accelerated tax 
deprec:i'ation.. The cash flow resul t'inq from 
this· act allowed.. the company to forqo· 
borrow:Lnq $14,.79'5·,000' through Oecember 
198·7 • 
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2 .. The company was authorized an ROE of 14.5% 
durinq much of the period 1983 t.o 1981, anci 
that. rate was actually realizeci in all of 
the operating districts, in 1984. CWS 
earned its authorized rate of return in the 
years 1984 through 19a7. 

3. The payout rate of dividends on common 
stock has been somewhat lower than the 
level ta:rqeteci by the compo.ny. It has· 
o.verageci 6·0%, where 650% woulci have been 
paid out if the company had Deen better 
able to anticipate fo.vorable' earnings at 
the time that dividend rates were 
established~ This sit.uation reGult.eci in 
part beco.use of higher-thAn-expected sales 
durinq the period due to, dry weather 
conditions. It was not possible to 
ant'icipate such sales at the time d'ividenci 
rates were set .. 

According to the company, the increaseci cash flow which 
resulted from these conditions'has resulted in an improvement in 
its bond rating, and has provided funds which aMbled the calling 
of high coupon bonds. Redemption of Series Y ah~ Z bonds, with, 
interest rates of 13.00%. and 16·.25-%, respectively, and- subsequent 
issuance of Series as bonds with an interest rate of 9.48%, 
resulted in a ~et 4nnual interest savings of $2'70,954_ The 
company's effective cost of debt (upon which applicant and' staff 
agree) would have been 18 basis points higher without these 
84v!ng8-. 

CWS, maintains that it is not the company's policy to 
raise its equity ratio in the t.est. period,. and that the ratio will 
not in fact continue to' increase as it did between 1983 and 1987. 
'l'here are several indications that the financial conditions which 
led to the increase in recent years will change. Planned bond 
issues of $29- million in the period from 1988 to 199'1 exceed 
anticipated retained earnings of approx.imately $18~5 inillion-dur1ng 
the same 'periocr'. (although some' of the proceeds from .. new ·1ssues· will 
offset the retiring' or, refunding. of existing issues)" Conditions-
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such as high sales levels which contributed to the somewhat low 
dividend payouts in recent years have changed. The Tax-Reform Act 
of 1986 ('l'RA-86) has had. the effect of reducing cash flow by 

eliminating the investment tax credit, requiring longer lives for 
depreciation purposes" and' imposing a tax on contributions in aid 
of construction which is paid in part by the company. These 
effects will gradually increase the debt ratio. 

We note that despite their disagreements and the extent 
of litigation on this issue, the parties' estimates are not far 
apart~ CWs.'s projected' equity ratiOS exceed staff's recommend4tion 
of 503.00%, by just 0.9' percentage points in 198-9, 1.4 percentage 
points in 1990, and 2 .. 0 percentage po.i.nts, in 1991. Staff presented. 
a hypothet.i.cal ~sensitivity analysisw which shows dramatically 
different revenue requirements depending on whether equity ratios 
are 10%, 30%, 500%, 70%, or 90%,. but the differences at issue here 
are minor by comparison. For 1991, when the greatest difference o.f 
2 percentage points-occurs, based on our adopted' ROE of 12 .. 25\., the 
difference in the rate of return on rate base us.i.ng appl.i.cant's and 
staff'S recommended·,cap.i.tal structures is s.i.x bas.i.s po.i.nts (11~39% 

. with CWS's recommendation ana 11.33%· with staff's). With this. 
perspective in mind, we turn to resolution of the issue. 

We concur with staff that there are limits to a utility'S 
ability to lower total C:ap.i.tal costs by aad'ing to the amount of 
equity capital and minimizing the Amount and the cost of debt~ 
While a more leveraged firm might benefit from the improved bond 
ratings which would be expected to, accompany an increased equity 
position, CWS has already benefited and will continue to· benefit 
from high ratings from Standard and Poor's and Moody'S .. It is. 
noteworthy that, these ratings have been achieved r but the record 
shows it to be unlikely that further increases in the equity ratio. 
would result in any further improvement in the bond· ratings.... It is 
alSo. unlikely that. maintaining the equ'ity ratio- at 53.00% would: 
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result in a downgrading of the ratings. However, an increase in 
CWS's ratio would increase its total capital costs. 

We will adopt the staff's recommended equity ratio of 
5,3,.00%, and related capital ratios. for preferred' stock and' lonq
term debt. While it is clear that CWS· is not proposing, as a 
matter of company policy, to increase its equity ratio 
significantly during the ratemaking period covered by these 
applications, it is also, apparent staff's somewhat lower 
recommendation is a more realistic estimate of the equ.ity ratio 
which can be expected to, occur. As indicated by CWS's financia,l 
w~tness, the actual equity ratio will most likely be lower than the 
company's projections because we are authorizing an ROE of 12':25%, 

'which is 150 basis. points less than that requested and upon which 
his projections were based~ Staff's recommended equity ratiO, 
which is based on the reasonable assumption that the dividend 
payout ratio'should,approximate the aveX'age of compaX'able 
utilities, is consistent with this expectation of a lower value. 

Return on Equity , 
In proceedings in which the cost of capital is at issue, 

disagreement on the cost of common equity is typically the greatest 
source of the parties' differences on the recommended rate of 
retU%'ll.. Unlike debt and prefer:ed stock costs, which are in luge 
part measured from recorded, contractual infOrmAtion, estimating a 
utility'S equity cost requires consideration of a variety of 
factors such as business and finanCial risk, investor expectations, 
capital ratios, and past earnings performance. It requires 
quantitative analYSis, which usually involves use of one or more 
financial models, as well as qualitative analysis. 

In this ease, both applicant and staff utilized the 
discounted' cash flow (OeFY and the ;-isk premium (RP,) models as part 

of their analyses. To'measure an investor's. expected' return, And 
thus a utility'S" coat, of equity capital, the DCF model incorporates' 
data on the current market price of the utility'S stock, the 
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present value of the expected dividend yields, and expected growth. 
Growth is typically estimdted on the basis of the stock's 
historical performance~ ~he RP model is based on the premise that 
inves.tors expect a h1gher return on common stock than on debt 
because greater risk is involved. With this model~ an estimate of 
the required premium Above debt retu~ is added to forecasted debt 
costs to measure future equity costs. 

CWS indicates that its requested ROE of 13.75% is 
supported by the following: 

1. A DCr analysis which used the company's 
earnings and dividends growth from 1977 to 
198:7. ~his analysis ind"icates a required 
ROE ranqing from 13% (based on dividends) 
to 15 .. 5% (based on earnings). 

2. A similar DC!' analysis which used the 
company's perfo:cmance from 1982 to 19'87. 
~his analysis indicates an ROE between 
14 .. 6% and 21% is requ.ired to· meet .investor 
expectat.ions. ~he company acknowledges 
that its performance was particularly 
favorable during this shorter period and, 
therefore, that it would be reasonable to 
use the" longer ten-year Dcr analysis. 

3. A risk premium analysis which compared the 
authorized ROE's and embedded debt costs of 
five energy and communication utilities and 
five water ut.ilities (not including CWS) 
which were the subject of Commission. 
decis.ions on rate of return in 198.7 .. 2 
~he average risk premium for the energy and 
communication utilities was 3 .. 48%.. The 
average for the water companies was 2.89%. 

2 The five enerqy and communication utilities are Pacific Gas 
and" Electric Company, Southern Californ1a Edison Company, San Diego 
Gas & Electric Company, Southern Ca11fornia Gas Company, and GTE 
CAlifornia· Incorporate4. ~he five water companies are California
American Water Company, Dominquez Water Corporation, Park Water 
Company, Southern' california· Water Company, and' Suburban Water. 
System • 
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By 4ddinq these premiums to the emJ:)ec1ded 
debt cos·t of 10.65,% for 1988 (the company 
later revised this projection to 10.$5%), 
the risk premium analysis indicates the 
company is, entitled to an ROE 0'£ 14.13%, 
based on compArisons with energy ana 
communicAtion utilities, or 13.54%, based 
on comparisons with water utilities. 

CWS believes that in evaluating a stock's potential for 
future growth and investment return, an investor will plAce great 
reliance on a company's. own performance record. According to the 
company's financial witness, the company's pe~formance is to a 
degree an individual matter which reflects the company'~ particular 
management philosophies. He, therefore, used only CWS'8 earnings 
performance in his ocr analysis. On the other hand, when using the 
RP model, he believes it is appropriate to make comparisons with 
other CAlifornia-regulAted' utilities in estimating the risk premium 
and the ROE. He also asserts thAt CWS's authorized ROE should not 
be significantly lower than the returns of other Californi4 WAter 
utilities, an~ thAt comparisons should not be made with utilities 
in other states because d'ifferent commissions have different 
policies and. procedures. 

CWS mAintains thAt it faces operational risks which 
should also be weighed' in establishing its ROE.. Xncludec1 among 
these risks is the potential for revenue shortfAll which C4n occur 
with s~les reductions, related to water shortages and rationing .. 
Although revenue and sales ad'justment mechanisms, hAve been . 
established for energy utilities to reduce their risk, the 
CommiSSion has not established comparable mechanisms for water 
utilities. Also" the risk o,f revenue shortfall is made g:eater by 

the linqerinqeffects, of the Commission's lifeline rAte design 
policy of the 1970's, and ea~ly 19S0's. This policy was changeC 
recently (D.8:6-0S-064), but it will talce years. to fully implement 
chanqes in. the rat~st:ructure which are designed to. stabilize 
revenues by phasing'out lifeline-rates- and increasing service 
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charges. Another ope~ational risk that CWS asserts should be 
considered is the potential for high capital expenditures which may 
be required to meet EPA and Department of Health Services water 
quality and monitoring regulations. 

According to 8.taff, the allowed ROE should be a function 
of market-based equity returns· and the firm's financial and 
business X'.isk. Staff used the OCF model to· estim4te the expected 
return by analyzing the earnings performance of eleven comparable 
water utilities (listed in Footnote 1). The growth rate used for 
each of the eleven firms was the average of growth in dividends and 
earnings over the five-year period 19'83-198·7... The stock price used 
was· an average of the most recent three months' high and low 
prices... As shown in the following su.nunary table, this. analysis 
yielded.an expected return on equity of 12.18% for the q:oup ... 

piscounted Cash Flow Model 

Utility 

American Water Works 
Connecticut Water Service 
Consumers Water 
E'Town Corporation 
The Hydraulic Company 
IWC Resources Corporation 
Middlesex water 
Philadelphia· Suburban Co. 
SJW Corporation 
Southern California Water 
United Water Resources 

Average 

Expected ROE 

17 .. 80% 
9.74 

14.6,3 
7.53 

10.94 
10.79 

9.5-0 
&.55-

16· .. 26, 
14 .. 8S-
15.44 

12.181 

Staff made a separate OCF analysis by including CWS for 
information only (staff does not recommend inclusion of CWS in the 
group analysis because of the problem of circularity, whereby past 
Commission decisions rather than market conditions could be the 
basis· for· future Commission decisions).. Adding CWS" with its 
expected: return of 15-.49%:, raises the group average to· 12.46%. 
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To demonstrate that future growth may not follow 
historical financial perfo:cnance, staff also, incorporated July 1988· 
Value Line growth forecasts in the OCF model. A widely known 
financial information service, Value Line publishes data on three 
water utilities: American Water Works, United Water Serviee, and 
CW5. Incorporation of Value Line's. forecasts of dividend and. 
earnings growth for these three companie$ resulted in uniformly 
more conservative ROE estimates of 11 .. 04%, 14.76-%, and 10 .. 72%, 

respectively, compared' to historically based estimates of 17 .. 80%, 
15·.44%, and 15 ... 49% as. shown' above.. When the Value Line forecasts 
were incorporated, the model yielded an estimated. ROE requirement 
of 11.5,1%, based' on the q::oup of eleven compax:able ut.ilit.ies. When 
CWS was included, this analysis resulted in a group average ROE of 
11.44%. 

Staff maintains that it~ approach to the ocr analysis is 
in keeping with two landmark cases, Bluefield' Waterworks and 
Improvement CompAny v Wes; Virginia Public Service Commission 
(1923) 2'62 us 6·79; &7 L ed 1176·, 43 S. Ct. 675- and Fedenl Power 
~Ommis8ion v Hope Na;ural GAs Company (1944) '320 us 591; 88· Led 
333, 6,4 S. Ct. 281.. Staff explains. that the essence of BlJ;efield 

is that authorized' returns should be suffieient to attract 
investors. It explains further that ~ reinforces this deeision, 
dictating that the return to the equity owner should:be 
commensurate with returns for comparable investments having 
corresponding risks, and shoulcl be sufficient to assure confidence 
1n the financial 1nteqrity of the utility 80 that its eredit is 
maintained and to attraet capital. Staff argues that CWS's sole 
use of its, own finaneial performance in its DCF analysis is 
contrary to the mandate of ~ to consider comparable investments. 

Staff believes ~hat risk premium measurements shoul~be 
made over a long period of time" because temporary-, swings· in debt 
and equity markets could yield incorrect results if ahortperiods 
are used. For its, RP' "analysis, staff computed;, the AverAqQ' record.ed 
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ROE of the eleven comparable water utilities for each of the years 
1978 through 1987~ The return on equity was· cAlculated from each 
company's earnings/price ratio. By comparing the group Average ROE 
to the costs of 10-year.and 30-year treasury bonds in each year 
during this period and' averaging the results, staff meAsured A 
2.05·,· risk premium over the cost of 10-year bonds and a 2.09% 
premium over the cost of 3D-year bonds. Adding these premiums to 

bond costs forecasted fo:r: 1989 by Blue Chip Financial ForeCAsts and. 
DatA Resources, Inc •. , staff arrived· at an ROE range of 11.33.% to. 
11 ... 66·\, as shown in the following tabl&': 

Del:>t 
Issue 

Blue Chip 
Financial 
Forec4stl(1) 

Risk Prend.urn Model 

Data' 
Relources 
inc. (2') 

His'torical 
Average' 
PWnium 

Forecasted 
Return on 

Equity 

lO-year 
Treasury 
Bonds 9.43' 9.28%· 11.33'-11.48' 

3·0-year 
Treasury 
Bonds 9.39% 2.09' 11.48%-11.66% 

(1) From' the AU<JUst 1,1988: Blue Chip· publication. 
(2) From the June 1988 ORX pub11cAtion. 

In addition to its analyses using the DCF and R?mociels, 
staff considered the following in arriving At its ROE 
recommendat10n: 

1. The near doubling of earnings per share in 
the past 10 years, the decline in the 
payout ratiO, and two stock splits since 
1982 (a period of relatively low 
inflation), lead staff to conclude that 
investors will perceive CWSto be a company 
with low· financial risk. 

2. The conclusion of low finanCial risk, and 
the conc lua ion that the company faces. very 
little business risk, is bolstered in ' 
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3. 

staff's· view by a steady growth in returns, 
culminatinq in a 17.08% return on equity in 
198:7 compa;red to the 1978 ;retu:rn of 9.81%, 
and a 14 .. 08% return on total capital in 
1987 compared to 9-.00% in 1978. 

F;rom 19'8'3 to' 198-7, CWS ea:rned an ave;raqe 
ROE of 14.79% and an average return to, 
total capital of 12.5,0%.. These returns 
exceed the eleven company group ave:aqes by 
16,8 basis points and 218 basis points, 
respectively. Staff asserts that followinq 
~ and ~, a lower authorized ROE, 
more in line with the market averaqe 
indicate a by the other water u~ilities, is 
appropriate, and will still assure CWS"s 
ability to, attract capital and maintain its 
credit standinq. 

4. Evaluatinq rates. for utility boncis and. 
short- and long-term government securities 
since 19'8-1, staff concludes that interest 
rates have been cieclininq, while CWS"s ROE 
has been 1ncreasinq. Staff claims that 
this trend'supports its view that lowerinq 
the ROE is, appropriate • 

Havinq established 'a recommended ROE ranqe of 11.75% to 
12.25%, staff asserts that the lower figure of 11.75.% is indicated 
by CWS's above-averaqe equity ratio. Accorciinq to. staff's cost of 
capital witness, there is an inverse relationship between a 
utility'S equity ratio- ancl:the ROE required by investors, because 
of the reduced financial risk which is associated with hiqher 
equity ratios·.. For example, accorcU.ng to· t:be staff, an investor 
would be ind-ifferent to a 14% return on a uti'::'ity with a 40% equity 
ratio and a 9'.33% return on a utility with a 6-0% equity ratio. 
Staff maintains that its ;recommendation for the low end of the 
;ranqe is also supported by the company's low business and financial 
risk, and ,by the DCF and RP model analysis .. 

As we have f;requently found' in other proceedings, there 
are enough facts, opinions" and- comments, in this record to, enable 
us to choose an ROE from.", wide ;range of estimates~-'l'here'are 
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enough valid criticisms to warrant attaching at least some doubt to 
each of the recommendations and underlying analyses.. Applicant's 
ocr analysis yielded a range of 13% to 15-.5% (not consid.er1nq the 
hiqher range of 14 .. 6·%· to 21%, which the company acknowled.ges to be 

less representative of investor requirements), and its RP anAlysis 
points to· an ROE· range of 13.54%, to 14.13%. Staff's AnalYSis
points to lower range of estimAtes, as low as 11 .. 33\ Dasedon its 
RP' analYSis, and as high as 12.18%, l:>ased', on its recommenciat.ion 
from its OCF analysis.. Even when growth and earnings values for 
CWS are ineluded in staff's OCF analysis, stAff's methods yield an 
estimate no higher than 12.46%. Given this wide range, we will 
assess applicant'S and staff's use of the f.inancial models .. 

We plaee little reliance on the RP model analyses in this 
case.. Staff maintains, and we agree, that CWS'8 risk compariSOns 
with energy and communications utilities are less valid. than 
comp~risons with other water ut11ities. Water utilities are not 
subject to the same competitive pressures that affect these other 
utilities. CWS acknowledqes that it is not significantly affected. 
by the existence of core, noncore, and interruptible customers as 
energy utilities are. Although CWS also used water utilities in 
its RP analysis, it reliec1 on a relatively small and., therefore, 
less reliable sample of five sueh companies, compared t~ staff's 
group of eleven companies. In this regard, we reject the company's 
assertion that our analysis should be limited to· California 
utilities falling under our own jurisdietion. Any regulatory 
differences that may exist 1n other states are likely to have much 
less of an impact on risk premiums than the differences noted 
between water utilities and energy and communicatione utilities. 

Additionally, we note that CWS's risk premi'Wn 
measurements are based on the differences between authorized equity 
returns and embedded. d.ebt costs. Since the objective ot the RP 
analysis is to reflect the additional return that equity investors 
require due to the big-her risk of equity compared to debt 
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investments, the comparisons should ~e related as closely as 
possible in time. Embedded de~t costs reflect the weighted costs 
of All of a firm's outstanding debt issues, and prob~ly will not 
be the same as the cost of new issues At any point in time. 
Comparing historical, embedded debt against current equity returns 
is, therefore, a less AccurAte method of ascertaining the premium 
demanded by investors than contemporaneous comparisons. Finally, 
we agree with staff thAt an RP analysis over a long period of time 
(such as staff's ten yeArs) will correct for temporary swings in 
debt and equity markets that can otherwise render the analysis less 
reliable. CWS:'s compArison of embedded debt and equity returns, 
adopted in 1987 is more susceptible to such swings. 

For the preceding reasons, we would be inclined to place 
more reliance on staff's. RP' Analys,is. However,. we share' CWS's 
concern that staff has used market instead of book value~ Since 
the stocks of the eleven compArable companies have recently been 
selling ata premium of 49% above book VAlue, the measured return 
on the stocks understates the return on book VAlue. Consequently, 
the risk premiums measured by staff are understated to the extent 
that stocks were selling above book value. 

Using the DCF model, staff estimAted an ROE requirement 
of 12.18'%, while CWS developed" a substantiAlly higher range of 13% 
to· 15-.5·%·" based on its own. historiCAl perfomance. Because the 
estimates are so· far apart, a considerable amount of evidence and 
arqument is addressed to the issue of whether the model should be 
l1mited to the f.ine.nc.ial performance of CWS only, and the related
question of whether the group of eleven water utilities used by 
staff is sufficiently representative for market comparison, 
purposes. 

We are persuaded by staff's.. showing And arguments that it 
is proper to consider the performance of· other water util.ities in 

determin.ing what return investors_ will require., Following the 
princ.iples·of the Hope e.ndBluef.1eld deCisions, our objective .is to 
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determine investors' expectations and requirements in the context 
of market alternatives that are available to, them. If we were to 
rely solely on CWS's· historical earninqs performance, we would be 
giving lit~le consideration to· market-based information about such 
alternatives·.. As· stated- by staff's cost of capital witness: 

"'['X'-]he Commission is supposed to entitle Cal 
Water to a return ••• that will enable it to 
attract capital in the market, and not a return 
that will enable it to- continue· its pas,t 
performance or be based solely on [its] own 
past performance. ft. 

There may be some investors who have come to expect 
continued high earnings from the company, but the record does not 
show that lower returns which are more reflective of market 
conditions will endanger CWS's ability to attract capital. One 
indication that investors will not necessarily expect a 
continuation of historically high earnings comes· from staff's 
analysis of Value Line forecast data on d'ividenc:ls. and earnings 
growth. Each o,f three water utili ties. is shown to· h4ve a lower ROE 
requirement when current forecast data is substituted for 
historical data.3 

We find that staff's selection criteria for comparable 
water utilities are reasonable and result in a valid sample. The 

3 We concur with CWS that it would be improper to adjust staff's 
OCF average by including Value Line data for only two of eleven 
utilities. Therefore, we do not believe that the OCF estimate 
average of 11.5,1% based on this method is. valid.. Further, we 
acknowledge the company's concern that there may be inaccuracies in 
those forecasts based on Value Line's less-than-perfect forecast 
record for CWS. Nevertheless, the fact remains that each of three 
water utilities (includ'ing CWS) in the Value Line data showed a 
lower ROE requirement when growth forecasts were substitued. for 
his.torical earnings in the OCF model. In, two of the three cases 
the reduction is, substantial, from 17 .. 80% to- 11 .. 04% (American Water 
Works), and· from 15· .. 49-' to· 10.72% (CWS).. In the third case,. the 
reduction is from 15· .. 44% to 14 .. 76·% (UnitecrWater Resources) • 

- 39 -



• 

• 

• 

A.88'-04-071 et al. ALJ/,MSW/rmn 

requirement that at least 70% of revenues be earned from water 
operations properly excludes companies with predominantly 
nonutility operations, yet allows a workable sample size of eleven. 
A higher threshold would be deSirable, but it would also reduce- the 
sample size, and thereby make it less reliable. CWS maintains that 
three of these companies in staff's sample, Philadelphia Suburban 
Co., Consumers- Water, and United Water Resources, are not 
representative of water utilities because they have a siqnificant 
amount of nonutility operations. We note that even if the three 
companies are excluded, the group average- for the remaining eight 
companies remains at 12.18:%. 

We disagree with the assertion,that equity returns should 
be established solely on the basis of water,utilities under our 
jurisdiction. Inclusion of out-of-state utilities in the staff's 
s~ple reduces the problem of circularity. If the comparison were 
limited as proposed byCWS" we would run a greater risk of setting 
ROE's on the basis of our own decisions, and unnecessarily 
establishing a dif,ferent standard for utilities in this- state which 
is not warranted ~y equ'i ty market conditions. 

While it ,is true that staff did not investiqate the 
details of the operations of the other utilities, this omission 
does not mean the sample is invalid. Except as to the existence of 
non-water operations for three companies whose exclusion does not 
affect the final analysiS" we find no evidence that staff'S sample 
is unrepresentative of water utilities from an investor's 
perspective. 

We conclude that on the basis of the quantitative models, 
staff's DCF-based recommendation of 12.18" is the single most 
reliable ind'icator of the ROE which will be required by investors. 
To' authorize a significantly higher ROE would require that we 
assume that investors require far better performance fro~CWSthan 
from-other water utilities. On the other' hand, a siqni~icantly 
lower ROE, such as tliat favored.' by staff, would require-that we 
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give greater weight to staff's RP analysis than is warranted by the 
facts ... 

In arriving at our final determination of an appropriate 
return, we have also evaluated the various qualitative analyses, 
and criticisms thereof, of both CWS and staff. There is no need to 
discuss· each of these in detail,. and we do not address staff's 
rationale for recommending the lower end of its range, since we 
find fault with the range itself. Although CWS asserts that staff 
fails to consider operational risks related either to poten'tial 
revenue shortfall or required capital expenditures for water 
quality and monitoring, we find no basis to conclude that investors 
are unaware of such risks, or that CWS is affected in a 
sUbstantially different manner than other water utilities. We 
believe that investors do have some awareness- o·f such risks... For 
example, AS shown by staff, Value Line advised its readers in July 
19'88: that CWS could be affected' by below-normal precipitation and 
mandato:r:y conservation measures... To the extent that investors have 
taken such risks int~ consideration, and we believe it is a 
significant extent, staff's market-based analysis should be 
reflective of their effects. 

We concur with staff's partial reliAnce on 19'8'1 to 1986-
interest rate declines. to· support its favoring of lower equity 
returns, to the extent that it is clear that much higher returns 
Buch as the 14.50% ROE authorized during much of that time i8- no
longer required. However, we also agree with applicant that there 
are recent indIcations of a rise in interest rates, as seen in 
staff's own data on interest rate trends... While .interest rates of 
the ma~itude seen from 19'8'1 to- '198'5· have not returned,. recent 
trends tend to support an ROE as high, if not higher,. thAn that 
measured through staff's- OCF-analysis. 

CWS asserts that staff's low ROE· recommendation 
represents a penalty-for its success-. Staff,. on the. other hand, 
states that its recommenciation is in no wayan attempt tO'punish 
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the company, but is simply a reflection of market requirements. 
The record clearly shows that CWS does indeed'.maintain good service 
3tandards and a high degree of customer satiefact1on, and' staff 
d.oes not disagree with the companyts characterization that it is 4 

well-managed operation. We fully agree that the company should not 
in any way be penalized.. In determining the appropriate retw:n for 
CWS" we recognize the quality of the companY"se company's 
operations. 

Acordingly, we will adopt a cons,tant ROE of 12.25-%.. This 
is consistent with staff's OCF analysis as well as the recent 
upward trend in interest rates. As shown in the following table, 
the resulting rate of return on rate base, incorporating' ,this ROE,.' 

our ad.opted costs of long-term debt and preferred stock, and our 
adopted capital structure, is 11.33%.. These returns will result in 
pre-tax interest coverage of 3 .. 32x in 1989, 1990, and 1991, which 
should serve adequately to maintain CWS.'s favorable bond ratings ... -

Long-term Debt 
Preferred Stock 
Common Equity 

Long-term, Oebt 
Preferred Stock 
Common· Equity 

Long-term Debt 
Preferred' Stock 
Common Equity 

Adopted B~te of Be~ 

Capital Ratios 

45.25% 
1.,75, 

53.00 

100 .. 00% 

45,.25,% 
1.75, 

53.00 

100 .. 00% 

45.2'5,% 
1.75 

5;3.00 

100.00% 
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Cost 
F§c;toxs 

10.54%. 
4 .. 19 

12.25-

10 .. 55·' 
4.19 

12 .. 25· 

10.55,% 
4'.19 

12' .. 25· 

Rate- of 
Wu;,n 

4 .. 77% 
0 .. 07 
6.49 

11 .. 33% 

4.77% 
0.07 

.. ~. 4.9' 
11 .. 33% 

4.77% 
0.07 
6.49 

11.33,% 
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%! on 'Onb111ed" Re'Ven1;/§ 

Staff recoXMlends disallowance of a non-recurring income 
tax expense which resulted from a ehange in aceounting methods. 
Prior to enactmen't o,f the Tax Reform Act of 1986 ('l'RA-86,), CWS used 
the unbilled revenue me'thod of accounting by which utilities 
recognized revenues as accrued when the cus'tomer's meter was read 
and a bill based on the meter reading was 1ssuecl. Onder this 
method, the total amount of a b1l1 issued in January of any year 
was reported as revenue earned in that year, even if most of the 
water had been delivered in December of the previous year. With 
the enactment of TRA-S6, utilities are required to recognize 
revenues at the time that services or commodities are delivered~ 
Accordingly, CWS now estimates the consumption which occurs from 
the date the meter is read. in December to the end of the month. 
For tax purposes, the associated unbilled revenue- estimate is 
included in that year's revenues~ 

Beeause the company reads meters and issues bills 
throughout the month, this accounting change results, on the 
average, in an approximate one-half month shift of revenues. For 
1986 ~md earlier years, each year's revenue included approximately 
a half month's consumption from the previous year ana likewise 
excluded a half month's consumption from the current year. 
Beginning in 198-7, each year's revenue reflects an estimate of 
aetual consumption from January 1 to Oecember 31. 

The shift has a negligible impact on revenue estimates 
for ratemaking purposes" particularly since the estimates ue mAde 
for Oecember consumption, when water use is at a minimum. However, 
TRA-86, also requires CWS to pay a one-time tax on $3.775- million in 
unbilled revenues, recorded as of January 1, 1987. This amount 
represents the estimatect: revenue for water delivered, in Oeeember 
19'56·a.fter meters were rea.d for the month. Under TRA-S&;, the~ tax 
of approx.i.mately $1 ~& m1ll"ion is payable over.' a period,' of four 
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years.. CWS made the firs~ p~yment in March 1988 and will make the 
remaining payments in each of the next three years. 

StAff does not dispute these fActs, but Argues ~h4t CWS 
is not entitled to recovery of the tax payment in its rates :because 
the tax has already been paid by ratepayers.. Staff maintains that 
the unbilled revenue method has been used Oy CWS for taxes but~~ 
for ratem4king.. According ~¢' staff's testimony: 

~The ratemakinq issue created by this change in 
the FIT law relates to whether or not a 
utility's test year revenue estimate was based 
upon an unbilled revenue basis or upon a twelve 
month period' representing a calendar year 
(January 1 to, Oecember 3l). If the revenue 
estimate was based upon an unbilled revenue 
method, then the utility received in rates the 
FIT- on ratemakinq taxable income wh1ch is 
comparable to' the FIT paid on the utility's tax 
return for the same period.. Only if the -
unbilled revenue method was used in ratemaking 
would the utility be allowed to recover over 
four years the difference which occurred. in 
1987 due to the mandated conversion.. CWS's
test year revenue estimates have been and will 
continue to· be based on a full twelve month 
period;~ Any inclusion .in ratemaking tax 
expense for unbilled revenues would be 
collecting from the ratepayers tax dollars that 
the ratepayers have already paid~" 

To illustrate the contention that ratepayers have al:eady 
paid the tax, the staff witness developea a hypothetical situation 
in which a utility with $100 million in revenues in one year 
receives eo 10% rate increase effective January 1 of the next year~ 
For the purposes of the example, staff assumed that 7.34% of sales 
occur in December (based on actual data for CWS'-s 'He:rmosa-Redondo
District), and that revenues are proportional to sales. In this
example, if the second year is used as a test year, then the income 
tax allowed for ratemakingwould be based on $110 million in 
revenue.. However, under· the pre-1'RA-86,- method, the income tax 
actually paid: for the second· year would have·:been computed on 
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~illed. revenues of $109,633,100. The diffe::,~nce of $366,900, or 
approximately one-third. of 1%, is d.ue to the lower Amount of 
revenues earned. in the latter part of December of the first ye4r 
compared t~ the same period in the second year. 

The record'does not disclose the Amount of 
overcollection, if any, applicable in this case, but using staff's 
own hypothetical example it is in all likelihood. ~ased. on an amount 
equivalent to· less than one third of 1% of the company's annual 
revenue in any year. 'I'he tax payment at issue-, on the other hand., 
is based on the much higher unbilled. revenue of $3,.775-,.000 for the 
latter part of Oecember 1980·, or 3.45% of the company's 1986, 

record.ed revenue of $-109,523,000. 
In Decision (0.) 88-01-06,1 in our investigation of 

ratemAkinq issues created by TRA-86 (I~86-11-019), we considered 
the question of how to treat the tax on unbilled revenue for all 
utilities. We ,found that to the extent any utility is affected by 
the unbilled. revenue-method. required. by 'l'RA-86, it is appropriate 
for such utility to request a revenue requirement ad.justment with a 
complete justification. Staff agrees that the CWS is affected by 
the unbilled revenue in that it is required. to pay the ad.ditional 
tax., but notes that the find.inq was based on the following Oivision 
of RAtepayer Advocates- recommendation: 

"('1')0' the extent that the unbilled revenue 
method was used for tax and ratemakinq, the 
affected utilities are entitlea to recovery 
over four years the difference which will occur 
in 19'87 due to the endAted. conve:csion from the 
unbilled revenue method to the revenue earned 
for service p:covided method for FIT'purposes~~ 

Thus,. staff believes that 0.88-01-06-1 precludes recovery 
of the tax because~ in its view, the unbilled revenue method has 
never been used. for rateekinq. CWS takes issue with staff's 
assertion that the unbilled· revenues have always been included 1n 
test year revenue estimates for ratemaking purposes. The 
stat1sticAl data used to· develop test.year re,venue' estimates is 
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based on actual consumption data from meter readings.. Aecorainq to 
the company, the resulting revenue estimates are only assumed to be 
on a calendar-year basis; adjustments have never been made to 
reflect estimates of unbilled revenues. 

By petition filed jointly with San Jose Water Company on 
November 2, 1988, CWS hae requested. moclifieat.ion of 0.88 .. 01-0&1, 
besides other chanqes, to clarify the conditions that would allow a 
util.ity to· provide for recovery of the one-time tax on unbilled 
revenues in .its rates. The petitioners specifically request 
inclusion of a finding in that decision which would allow the 
expense recovery as proposed in these applications. The petition 
was protested by the Division o·f Ratepayer Advocates, and the 
matter ha$ been set for hear.ing_ Staff urges that our decision in 
these proceedings be written to conform with the final outcome of 
the 0.8'8-01-06·1 matter. 

Although. we are not pereuaded by the argument that CWS
has already recovered the tax on unbillecl revenue recorded as of 
January 1, 1987, we concur with staff that 0.SS-01-061 precludes 
CWS, and poesibly all other utilities in similar Circumstances, 
from-recovering the tax expense in ratee. While it is true that 
the raw datA used in developing normalized consumption estimates 
comes f:rom meter :readings and. not from enc1-of-oecember estimates, 
it does not follow that the unbillecl revenue method was used for 
ratemakinq. Staff's testimony shows that the raw consumption data 

thus obtained is used to· develop no:rmalized consumption estimates 
which are combined with adopted estimates of revenue requirements 
for cale~dar test yea:rs in establishinS rates~ 

I.S6·-11-019' was established specifically to consider tax 
issues such as this one,. and: the issue is now before us in that 
investigation as a result of CWS's joint petition for modification. 
We will adopt staff's recommendation to d'isallow the tax expense at 
this time based' on the pos1tion that 0.8:8-01-0&1 preeluclessuch 
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recovery, and defer further consideration of the issue to tM't 
proceeding. 
Ductile Iron Pipe 

CWS has recently decided to stop installing asbestos 
cement (AC) pipe for mains and to use ductile iron (Ol) pipe 
instead. Staff recommends disallowance of the higher plant costs 
which the company estimates will result from this chango., Staff 
argues that AC pipe is available, and should be used' due to' its 
lower cost. 'rhe differences in the plant-in-service estimates, 
which affect all districts except King City, are- shown below: 

Utility P'lant-Ductile Iron Pipe 
. Utility Exceeds Staff 
(Dollars in Thousands) 

Pistric:tc, l.2tt lliQ. 

Dixon 
Hermosa-Redondo 
Mal:ysville 
Willows 

$ 1.7 
19' .. 2 

2.8 

$, 1.0 
20.·4 
3.7 
3 .. 1 

The company's decision to, convert to 01 pipe was based on 
the following:: 

1. Anticipated environmental and occupational 
safety regulations may prohibit the 
manufacture of AC pipe in the not too 
distant future .. 

2. At the t1me of the August hearinqs, CWS was 
experiencing delays in the delivery of AC 
pipe of four to' six weeks. Some diameters 
of pipe, such as 12~ pipe, required up to 
eight weeks or longer for delivery.. One 
manufacturer, John8-Manville, has stopped 
manufacturing AC pipe. At the time of the 
November hearings CW$WAS experienCing 
averAge delays of six to· eiqht weeks for 
deliveryofAC pipe, and in aome cases as 
much as, .12 weeks.. By contrast, Ol, pipe is 
de'live:ced'in leaathan a week" and'commonly 
within' two days. 
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3. Althouqh there are no known danqers 
associated with the use of AC pipe- for 
water delive:ry, there has been neqative 
reaction to· its us~ due to a general public 
perception that asbestos in any form is 
dangerous. Applicant has experienced.: 
problems with news med.ia coverage due to 
its use of AC pipe, and the City of Hermosa 
Beach has objected. to its installation in 
that city .. 

4. Installation contractors are encountering 
increasing problems with safety regulations 
governing AC pipe. 

5. DI pipe 114s been in extensive use 
throughout the nation and. California for 
years. For example, it is used.· by Contra 
Costa Water District, San Francisco· Water 
District, and San Jose Water Company .. 

Staff did not become aware of the company's decision to 
use OX pipe until July of 1985', only a month before staff exhibits 
were due 'to be mailed .. A staff engineer requested detailed 
justification for the increased cost, but d.id not receive the 
requested. info:rmation prior to- the August hearings.. He s.tated t114t 
even if the information requested had been made available,. there 
was not enough ttme prior to those hearings to: make a study of 
whether the change is benefiCial to ratepayers ... 

. It is clear. that company management cOn$iderea the change 
to OI pipe necessary despite cost considerations, not because of 
them. Based on the reasons given by the company, we conelude that 
the expenses arising from the change should be allowed for 
ratemaking even. though there is no indication of a direct and 
immediate financial benefit to ratepayers .. 

Although staff was unable to make an in-depth stud.y of 
the add.itional plant costs· involved, we do not believe this 
WArrants disallOWAnce of the costs, in view of the relatively 
modest sums, at issue. The estimates range from. $1,000 in Dixon ,to 

$2'0,4.00- in Hermosa-Redond.o.,· both in 1990' .. / Any error ox: d:is<:repanc:y 
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which a staff investigation might have uncovered in these estimates 
(and we have no basis to believe there would. be.any) would. in all 
lilcelihoodbe minor in nature. The company's estimates of costs 
associated' with this· decis,ion will be adopted. However, we caution 
the company that for the future it must have full justification 
available' in a timely manner for staff review if it expects such 
higher costs to be included in rates. 
)!orld,nq Cash 

Staff and applicant disagree on the amount of working 
cash that should be allowed in rate base, primarily because their 
estimates of the number of lag days. in billing and collecting of 
revenues are d,1fferent.. These differences are reflected in the 
following table. Other differences, which are due to· different 
expense estimates, are minor. 

Rate Base-Working Cash Allowance 
Lag Day Differenc& 

Utility Exceeds Staff 
(Dollars in Thousande) 

pistri" ~ .w..o. 
Dixon S 3,.9· $- 4.1 
Hermosa-Redondo- 5·5·.7 58.6, 
King· City 3.3 3 .. 4 
MaITsville 5- .. 6, 5.9 
Wil ows 4 .. 1 4.3 

Staff adjusted revenue lag day estimates from the 
utility'S 198'0 worlc1ng cash study by adding one lag day to 
compensate the utility for a delay in bank cred'iting of revenues, 
and by subtracting three lag days to reflect a more effiCient 
billing process.. 'rhe latter adjustment was made by staff based on 
its estimate that a new electronic meter reading system has reduced 
the time from the date the meter .i.s read to the date the customs: 
receives the bill by three days ... 

CWS disagrees ,with staff's adj'ustment, largely because it 
expects that custome~s'will continue to· pay their b.i.llson, the same 
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day of the month despite receiving them two or three days earlier. 
For example, the company believes that. a customer who :::eceives a 
bill on t.he 18:th, 20th, or 21st. of the month will pay it on t.he 
same date as before, probal:>ly a pay d.ay. At best, in the company~s 

view, there will be a minor improvement, probably two or three
tenths of one day. The company also disagrees with staff's 
eetimata of a three-day improvement in the bill!ng process, 
contending it is only two clays. 

We will adopt staff "s adjustments to working cash, base<:! 
on the reduced number 0'£ revenue lAg days which it hAs estimated. 
will occur. Staff "15 analysis of the billing process shows thAt if 
a meter is read on a Mond:ay, the bills will :be mAiled: on Wednesday 
and' received on Thursday or Friday. This represents an 
improvement of three days- compared to the 1980 work1ng cash study. 
We are not persuaded by the companY'e contention that the cuetomer 
payment period will be increased. by th:ree d.ays. Since meters are 
read and bills are mailed th:roughout the month, we expect the 
average payment pe%'iod to· %'emain the eame even'though some . . 
ind'ividual customere will pay at longer intervals and others at 
shorter intervals. 
~eral Office 

General office expenses are incurred: at the company~e San 
Jose headquarters offices and a meter testing ancl repair facility 
in Stockton. General office functions includ:e accounting, ' 
administrAtion, eng1neerinq, and water quality testing and: 
monitoring.. Expenses and rate base items associated with the 
general office operations are allocated to· each of CWS"s 21 
d1etriets based on the percentage of total compAny operations that . 
the clist:z:ict rep:z:eeents.. The allocation factor for each district 
is the average of the' ~istrict's percent4g'e of utili:t.yplant, 
payroll,. customers, and: operations & maintenance expenses. General 
office 1teu which are in, contention are· d:iecuesed" below'.' 
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Outside Serri.ces Expenses 
This expense eategory includes the cost of professional 

services such as outside legal fees and auditing eharge~~ It is 
one of several expense categories· where applicant and staff 
disagree on the appropriate methodology to be used in estim.,:einq 
future teDt year expenses. Staff used five years of reeorded 
numbers (1983 to· 1987) and adjusted them for inflation to 1987 
constant dollar values. The average of the constant dollar values 
was then used as the base upon which inflation-adjusted projections 
were made for 1988 and for test years 1989 and 1990~ The 
adjustments were made using inflation data recommended by the 
Advisory Branch of CACO.. Appl.icant used the' least squa:res method, 
a standArd statistical technique which develops a 't.rend line 
representing the ~best fit~ with recorded dAta. CWS, used ten to 
twelve years of historical data. 

CWS concedes that the staff's method is valid for some 
expense cateqories, but contends that in other cases· it fails· to· 
reflect inereasing trends in expenses that inflation alone cannot 
explain. We agree, but we also note that using the least square 
method without making inflation adjustm~n't.s could result in 
erroneous estimates 't.o the extent that inflation rates have changed 
over time. Both methods can. be useful, but both should be used 
with due consideration to the facts pertaininq to a particular 
account~ Where it is clear that there is a trend of inc:reasing 
expenses· which cannot be explained by inflation alone, and that 
&uch increases are necessarily incurred in providing utility 
service, less weight should be given to the constant dollar 
averaqinq method... On the other hand,. where it appears that an 
expense eatego:ry is subject to year-to-year variations,. constant 
dollar averaging maybe a more appropriate method'to· 8mooth out 
sucll. variations· r 

The recorded: outside service expenses for the last five 
yea:a are' shown. below: 
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General Office 
Outside Services EX;Qenses 

(Dollars in Thousands) 

1983 
1984 
198-5 
1986 
198·7 

$150.1 
135-.7 
144.9 
191~0 
231.8; 

Staff characterizes the 1987 expense as extraordinarily 
high. Applicant on the other hand asserts it is· indicative of an 
upward trend for this account. Absent an explanation of why there 
is such a dramatic increase in this account, and why increases are 
expected to, continue into the test period,. we are left with the 
strong possibility that staff's characterization is correct. ~he 

nature of outside legal and auditing services lends. support to this 
view.. We would expect to· see year-to-year Variations, and we note 
that this account declined by nearly 10% in 1984. We do not have A 
sufficient bas.is for conclud'ing that there is an upward trend.. We 
note further that staff's method does not di~regard the high 
expense level in 198,7, it merely gives it equal weight with the 

. , 

other four years, After accounting for past and future inflation .. 
We conclude that for this account, staff's method is proper. 

CWS criticizes staff's use of nonlabor inflation 
adjustment factors for this account, claiming that legal And 
auditing services Are labor intensive. However, it does not 
necessarily follow that inflationary trends in legal fees and 
auditing fees are more closely aligned with wage inflation than 
with nonlabor inflation. Moreover, any differences that might 
result fromusinq the labor instead of nonlabor inflation series 
would be insignificant compared to those resulting from the 
different methods used by CWS and staff. Also·, although CWS claims 
that u8ing nonlabor factors understates. the expense estimates,. the 
record· shows thAt for 1988, 1989', and 1990,. the nonla):)or inflation 
factors used. 'by staff were greater than the· labor factors, • 
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Finally, CWS criticizes'staff's inflation factors because 
they were fu;nished to the Water Utilities Branch by the Advisory 
Branch in a memorandum which indicates the factors are for use in 
small water company rate requests.. It is clear that the staff of 
the Water Utilities Branch has determined that the faetors are 
appropriate for use in large water utility p%'oceedings as well. We 
have no reason to conelude otherw1se.. Staff "S estimates, for this 
account 0'£ $-191,900 in tes.t year 1989 and $201,500 in test year 
1990 are adopted. 

Pension and Benefit Expenses 
Applieant and staff do not aqree on test yea: expenses 

for the company's contributions to its retirement savings And 
pension plans.. The disagreement is due to staff's use of nonlabor 
inflation faetorsand the company's use of labor-related inflation 
factors which the parties agree upon for the purpose of estimating 
payroll expenses .. 

Sinee the company's testimony shows, that the retirement 
savings and pension expenses can be expected to v~ directly with 
payroll expenses, it is appropriate to use the same inflation 
factors for both categories. Staff aqrees with CWS on payroll 
expenses, and we will; therefore, adopt the company's estimates as 
shown below: 

General Office 
Pension and- Benefits Expeose§ 

(Dollars in Thousands) , 

Retirement Savings Plan: 

1989' $ 5,26 .. 5-
1990 $ 557.0 

Retirement Plan: 

1985 
199'0 

- S3 -

$1,91.1 .. 0 
$2,02'1 .. 8' 
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Plant Retirements 
Staff estimated general office plan~ retirements by using 

recorded figures for plant additions and retirements from 1983 to 
1987. Based on the five year totals, staff found that retirements 
averaged 36, .4% of plant additions. Staff acknowledges that there 
was an unusually large retirement of $288,900 in 1986, associated 
with the replacement of a mainframe computer. The related addit10n 
was a relatively sDlllll $96,300. With the year 1986 excluded, the 
reSUlting four year average retirement factor was approximately 
26%. Observing that retirements were generally between 20% and 30% 
of additions, and' also that larger amounts- do occur on occaSion, 
staff believes that a 32%'retirement factor is reasona]:)le. 

CWS contends that the 198'6 mainframe retirement is 
abnormally large and should therefore ~ excluded from the 
historical 'average.. Using the same five years of data ae staff, 
and excluding both the additions and the retiremente, associated 
with the 198~ mainframe replacement (but including. the remaining 
19'86 d'ata),. the company developed' a retirement factor of 26- .. 3.%. 
Based' on this factor, and on i tem.ized adjustments known to- be 
associated' with the addition of a central process.ing unit in 1989, 
CWS, estimates that retirements will be $129,200 in 1988', $248:,200 
in 1989, and $144,200 in 199'0. 

Where it is clear that retirements generally average 20% 
to 30%" it is reasonable to characterize the mainframe computer 
retirement, which is 300% of the associated addition, as abnormal. 
We are persuaded that the 1986, mainframe retirement should b& 
excluded as recommended. by applicant. Staff in effect acknowledged 
that it should. be at least partially excluded by its deciSion to
use 32%, instead of the five yeu average of 36·.4%. The 20 to 30% 
range which staff agrees is. generally applicable does: not include 
its own. recommendation.. The company's estimates will be adopted., 
with a minor adjustment to- incorporato an agreement, reached. by the 
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parties on the timing of a $16,000 addition for storage of gas 
cylind.ers in 1989c

• 

Pixon District 
Other.. 9pW:ation Bxpenl!!es 
Other Operation Expenses include such items-as oil and 

grease for pumps, charts, telephone lease lines for controlling 
pumps, interoffice courier services, janitorial and gardening 
services, and miscellaneous tools and supplies. Oisagreement on 
the estimates of these expenses stems from the same methodological 
d.ifferences that arose over general office outside service 
expenses. We will not repeat our analysis of these differences 
here. The recorde~ numbers for this account are shown below: 

Dixon District 
Other OperA~iQn Expenees 

(Dollars in 'l'housand.s) 

1983 
19'84 
198.s. 
1986' 
1987 

At issue is whether the increases in 1986· and 1987 
repr,esent an increasing trend which can be expected to continue 
throughout the test period. The company contends there is a 
definite increasing trend~ Staff believes the 19S7 expense is 
abnormally high and is therefore given too much weight when the 
least squares- method is used; We aqree with staff, finding 
insufficient basis to- conclude that there is an increasing trend as 
projected ~ applicant. 

In response to' the company"s cr1ticism that it d1d not 
account for growth in the number of customers, which could explain, 
at least in part, CWS's higher p:rojections-, staff showed. that 
growth in the Dixon District has had little orn~ bearing en the 
estimates for th1s account.. Staff also- showed there-was a 
siqnificant amount of variation in the numl:>ers,·which aupports ita 
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decision to use constant dollar averaging~ Staff's method fully 
takes into- account the effect of past and future inflation and is 
reasonable for ratemaking purposes. We concur with staff's 
estimates of $16·,200 in 198·9 and $17,000 in 1990. 

Plant Additions 
Staff recommends disallowance of two· :budgeted plant 

additions ana a reduced allowance for a third :budgeted .adcf.ition in 
the Dixon District: 

1. field YArd r,yjDg: $4,200 in test year 
1989 and $4,200 in test year 1990. 

2. Alley Main Beplo,cernent: $17,200 in test 
year' 19'89. 

3 .. '1'091 Shed: $7,500 in test year 1990. 
Staff recommends a reducea allowance of 
$1,100. 

CWS is in the middle of a three-phAse project to to pave 
the Dixon field yard. ~he first phase was completed in 1988 • 
ews's tes";-imony shows that during the rainy season the yard becomes 
a muddy mess, and mud is tracked throughout the facility and onto 
city streets :by pedestrians and service trucks. Truck tires create 
problem8 with ruts, and the danger of a pedestrian slipping and 
sustaining an injury increases. Staff acknowledges that paving 
might :be convenient, but contends it is not essential. We will 
allow the paving expend'itures since the increased convenience 
should be tx-anslated into reduced costs for cleaning vehicles and 
facilities and for repairing ruts. At the same time the danger of 
injury will :be red.uced .. 

The alley main replacement is proposed to remedy shallow 
installation of a main serving eight commercial establishments in 
Dixon... The main is only 24 II· deep,- and serviees which come off the 
top of the main are only 12 ..... below the surface.. Traffic: f:rom· 
trucks making delive:ries in the alley is damaqing to the. services, 
and the company has exper.ienced leak problems. in past years-. Staff 
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believes the replacement is unnecessary because no· new customers 
will be added, fire protection is ade~ate, i~ is unrelated to· the 
utility'S mAin replacement proqram., and the cost of the return on 
the new main in rate base would exceed the cost of periodically ... .. 
flushing the existing main. Since applicant'S objective is to 
eliminate the potential for leaxa ana the cost of repairing them, 
we find staff's reasons for disallowance unconv1ncinq, and will 
allow the replacement. 

The company proposes to build a concrete block wall 
building' for tool storage in the Cixon yard. StAff :believes thAt a 
14' by 23' tool shed costing $1,100 (installed) is adequate. The 
shed will be used' for g'arcien tools, hanci tools, gasoline, 'and 
pesticiCles. 'l'he company's higher cost facility is s.tated to ):)e 

nElcessary to- deter theft and' vandalism. We are not convinced that 
any additional protection gained from, a more permanent building 
warrants the addit.ional cost involved, partic~larly in view of the 
type of p~operty' which will be storeci. We conclude that staff's 
recommencied expenditure is adequete. 
Hermosa-Redondo District 

Plant Addition8 
The utility has agreed to staff's recommendation to 

disallow field yard- paving in the Hexmosa-Redondo District,.. but 
differences remain over a planned expansion of the fie1ci office and 
the estimateci amounts of nonspecific plant additions. 

cws- has determined that it requires more storage capacity 
for materials and supplies at the Hermosa-Redondo field office~ 
Expan8ion of an existing office building to' make room for more 
storage is proposed. S·taff reeommencis that we disallow the 
estimateci cost o·f $-70,000 for 198:9, Asserting that with proper 
organization, existing buildings are adequate for storage needs. 
In aciciition to the main office building where" most indoor materials 
and supplies are stored", staff believes that the util.:Lty could make 
better use of a pump l:>uildinq and a third storage bu.tl<U.nq., 
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We are satisfied with the company's explanation that the 
pump building is unavailable because it is reserved for use by a 
traveling meter mechanic, and that the nonreinforced masonry' 
storage building, use~only for housing a noncritical backup pump 
and storing seldom-used: materials, is inappropriate for day-to-day 
storage needs because of a potential earthquake hazard.. Also·, the 
proposed expansion will enable the storekeeper to maintain better 
control of inventories by keeping all stores in a single location. 
Finally, we are persuaded that an increase in the number of 
services and meters in this district caused by customer g:owth has 
contributeci to' the need for additional storage. Real estate has 
become very expens:lve :In the Hermosa Beach and Redondo Beach areas, 
and a number of small two-bedroom beach cottages are being replaced 
with higher density housing. We conclude that the expansion is 
necessary, and w111 therefore adopt the proposed' addition. 

Nonspecific plant additions represent construction budqet 
expenditures that are nor.mally made each year, but cannot be 
specifically identified: or located at the time budgets are 
established.. Examp~es of the types of items included' are services,. 
meters, mains, and pumps·. For the last f1ve years, services and 
meters accounted for eO% to es.% of the total expenditures in this 
account. 

Applicant'S estimates of S5-14,600 in 198-8-,. S540,000 in 
19'89, and 567,700 in 1990' exceed staff's estimates by S41,.000, 
$41,300, and $42,700, respectively. In d.eveloping its projections 
for this account,. staff used the same five-year constant-dollar 
averaging method that it used for estimating expenses. The company 
used a similar methodt- but limited its analysis to recorded fiqures 
for 198'5, 1986· and part of 1987.. We find in this ease that tbe 
company's explanation for, an increaSing' t:enc:l of expend.i.tux8s. ia 
convincing.. The trend: is a direct result of the g'rowth resulting 
from-the conversionto:'h1gherclensity'housing' ixitbe community.. It 
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is, therefore, appropriate to ))ase the estimates on more recent, 
data. 'rhe company's, estimates are adopted~ 

9§in on Sale of Station 12-01 
S,taff bel,ieve,s the Commiseion has consie.tently :treated 

gains from the sale and transfer of utility property as a benefit 
to ratepayers~ and therefore recommends that gains from the planned 
sale of Station l2-01 in the Hermosa-Redondo Oistrict :be flowed 
through to' ratepaye'rs in the next general rate increase. CWS 

states that the recommendation is premature~ since th~treatment of 
gains has been deferred in several interim orders authorizing the 
sale or trans· fer of utility property.. 'r~e company recommends that 
we remain silent on the issue at this t1me~ S.ince the quest.ion of 
treatment of gains has. not been fully resolved, we will adopt that 
recommendation for this proceeding I but also· provide for recording 
of any gains in the appropriate accounts.. We place the company on 
not.ice that etaff's recommended treatment of gains may be a proper 
issue in future rate cases • 
ling City Distriet-Ap3i 1 iaxy Generator 

Staff recommends disallowance of CWS's planned 1990 
4dclition of $48,000 for an auxiliary generator at Station 6 .in the 
King City District.. According to staff's testimony, the well at 
Station 6 has a mobile generator as 4 secondary source of power, 
and. by 1989 the other wells in the district will hAve a secondary 
source of power, making the proposed new generator unnecesscry~ 

~he company notes that although there' are six wells in 
the system, excess nitrctes in the w4ter produced by the two well& 
at Station 1 require that it ~e mixed with water from StAtion 6 in 
order·to meet water quality standards. ~hus, Station 1 cannot 
operate if St4tion 0, is unava11able~ A third' well ,with nitrate 
contamination can only be used.'· for emergenc!es such as c fixe.. The 
remaining-two wells, at St4tion. 2 are insufficient to meet. system 
demand:, ... 
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CWS prepared an analysis of the backup capacity in the 
King City District in the event of a system power outage. It shows 
that for an average summer day, without a generator at Station 5, 
the system backup production capability of 1,175- gallons per minute 
(GPM) is inadequate to meet the daily average system demand of 
1,183" GPM and the peak hour demand· of 1,8'25· GPM.. Deficiencies 4%'e 
substantially greater on a peak summer day, but the company 
believes that prudent planning only requi:r:es backup· capacity' for an 
average day .. 

It is apparent that existing backup capacity in the King 
City District is inadequate without a generator at Station 6. 
Staff acknowledges that the system could lose pressure in as little 
as two hours·. Its reconunendation appears to- rely on continued 
availability of the mobile generator at Station 6-. However,. this 
generator was only temporarily brought to· King City from the Bear 
Gulch District when the nitrate problem was discovered. There is 
little likelihood the nitrate problem will go away, 'and the company 
understandably plans to return the mobile unit to· the Bear Gulch 
District to be made available as a standby resource for all of the 
company's districts... We agoree it is appropriate for it to. do so, 
and will adopt this.. plant addition for 1990. 

JIIrD''Y!lle Dl§trict-other QR.erat1on hJ?eMes 
Differences on the estimates of Other Operation Expenses 

for the Marysville District involve the ~ame issues and arguments 
and essentially the s&ne facts discussed in connection with the 
same account in the Dixon District.. The recorded numbers are shown 
below: 

Ma%ysville Distr1ct 
Qther Oper~ion EXQ§n§es 

(Dollars in Thousands) 

19'8·3 
1984 
19'85 
198:6-
1987 
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Again at issue is whether the increases in 1986 and 1987 
represent an increasing trend which can be expected to continue 
throughout the test period'.. We agree with !Staff that 4 trend such 
a_~ that projec'Ced_l:>y o.pp1.icant has no~ been demonstrated.. Staff 
!Showed that growth in the Marysville District has had little or no 
bearing on expenditures in this aecount~ Its method fully takes 
into account the effect of past and future inflation and is 
reasonable for ratemaking purposes. We will adopt staff's 
es,timates of $-17,5,00 in 1989 and $18,400 in 1990. 
WillOW! Qjstr1gt-~ili«tY Generator 

Staff recommends exclusion of 0. 1988 plant addition of 
$42,000 for an auxiliary generator at Station 8-01 in the Willows 
District.. According to· staff, in the event of a power failure, 
sye,tem backup capacity without the addition is 1,825- GPM .. 'rhis is 
sufficient to' handl& the highest monthly average production 
experienced.between October 198,6 and, september 1987 ,and more th4n 
sufficient to· handle the highest average yearly production 
experienced in the past 13 years. Although there would be a 
deficiency if production requirements were as high as those 
experienced on peak demand days, staff notes that in the event of a 
power failure~ consumer!S would not use washing machines and 
dishwashers, and most of them'would' not talce showers and baths 'in 
the dark. Staff believes that backu~ capacity is adequate without 
the addition. 

CWS also made an analysiS of the Willows Oistrict backup 
capacity with no auxiliary generator at Station 8-01. It shows 
that based on the demand experienced on two average summer days in 
August of 19'87, the system backup production capability of 1,825 
GPM is sufficient to meet the daily average system dem4na of l,706 
to 1,7&9' GPM, but insuff:tc1ent to meet the peak'hour demand of 
2,275 to- 2',5,OS· GPM. Deficiencies are substantially greater on a. 
peak summer clay" but, the company believes that prUdent planninq 
onlyrequ:tres backup ca.pacity' for' an averaqe d'ay. Reviewing the 
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company's analysis., the staff witness calculated that in the event 
of a power outage, it would take two to three hours to drain the 
system tank assuming it is filled to SOt of capacity at the time of 
outag'e, :based on. the peak hour production on the two averag'e summer 
days. 

We conclude that exi5ting backup capacity in the Willows 
District is adequate without a generator at Station 8-01. The 
situation in Willows i~ not the same as the one the company faces 
in King' City, where we determined a similar addition is warranted. 
The company's operating' flexibility is not limited by the same 
water quality eonsiderations as in King City. More signifieantly, 
backup· capacity in Willows is adequate to meet the daily averag'e 
prOduction requirements. on averag'e sununer days. Al thoug'h there 
eould :be a deficiency based on peak hour requirements experienced 
in the past, the level and duration of peak demand should be 
diminished in the event of a power failure. Also, as staff 
calculated, there is up to- an additional hour of cushion before the 
system. loses pressure compared to th:e King City District. CWS did 
not show- that the peak hour demand which can reasonably be expected 
to occur during' a power failure warrants the add'itional capacity. 
S·taff's. recommendation to disalloW' this addition is adopted. 
Rate Design 

CWS indicates that its rate proposals for the five 
districts were prepared ,in accordance with the water rate design 
policy quidelines we adopted in 0.8·&-05-064. The guidelines 
g'enerally provide for a· flatter rate design, and' include the 
following': 

1. Servicecharg'es shall be set to allow 
utilities to-recover up to 50% of their 
fixed cost. . 

2. Lifeline rate shall be phased out. 

The company proposes phasing out lifeline rates over a 
period of two years. For the Dixon, Hermosa-Redondo, and: King City 
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Districts, all of the revenue increases would be from increases in 
the service charges. For the MArysville and Willows aistricts, 
where the mojority of customers receive service under the flat rate . 

-.schedules, the.sam~overall percentage of increase would be applied 
to· residential flat rates and general metered 8e~lce rates. 

Staff concurs w~th CWS's proposed application of the 
guidelines, but also proposes that they be implemented in such a 
manner that customer bills· will not be increased by more than twice 
the overall percentage increase. In response to the company~s 
concern that this limit eould pOse difficulties if customers who 
use little or no water in a billing period are included, the stAff 
witness indicated that the limit should be considered as a 
guideline for customers with average consumption, not an absolute 
standard for all customers. The adopted rates are in eonformance 
with applicants's and staff's proposals, which we find t~ be 
reasonable. 
Attriti9n AllO!!§..1)0 

The parties agree that an attrition adjustment to revenue 
should be authorized· for 1991. The revenue adjustment is 
calculated by multiplying operational attrition times the adopted 
rate base in 19'90 times- the net-to-gross multiplier.. Operational 
attrition is the change in rate of return from 1989 to 1990 
assuming no change in rates in 1990. The adopted allowance for 
each district is shown in the following table: 

~TT~X~;tQH ~ 

pistric'l( Qperational Financial Total DollArs 

Dixon 0.66% 0.0% 0.66·%· $ 18,.000 
Herm08A-Redonclo 0.93 0.0 0 .. 93- 223,400 
Kinq City 0.95 0.0 0.96- 19',.200 
~ville 1.14 0.0 1 .. 14 38:,700, 
Wil ow. 0.91 0.0 0.91. 19',800 
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Findings of Pact 
1. On April 29, 199-9 CWS filed applications- requesting rate 

increase's for its, Dixon, He:z:mosa-Redondo, King City I MArysville, 
and Willows Districts- which were designed to, produce' retw=n.s on 
rate :base 0'£ 12.26% in 1999, 12.27% in 1990, and 12-.28% in 1991, 
and-,a constant return on equity (ROE) of 13.75%. 

2'. After the applications were filed, CWS revised its 
requested rates of return on rate :base of 12.17% in 1989, 12.19% in 
19'90, and 12 .. 21% in 199-1 to, reflect revised estimates of long te:r:m 
de:bt costs. 

3. Staff recommends that the adopted, ROE be within a range 
from. 11 .. 75% to 12.25-%, and further advocates that the low point of 
11 .75,% :be adopted .. 

4. A new :bond issue of $18: million in 1988: (CWS,'s Series BB) 

will carry an interest rate of 9.48'%- and, inclucling issuance costa, 
an estimated' effective cost of 9.6,O%-. 

5". Planned :bond issues of $3 million in 1989 I and $4 million 
each in 1990 and 1991 will have an estimated effective cost of 
10.5,0%. 

6,. CWS's estimated long-term de:bt costs of 10 .. 54' in 19$9' 
and 10. SS' in 1990 and' 1991 Are reasonable .. 

7. Staff's estimates of the effective dividend rates on 
preferred stock reflect the 1998 liquidation of all :but Series C 
holdings. The estimated cost of 4.19% is based' on more current 
information than CWS's higher cost estimate of 4.41%. 

8. cws~s equity ratio ha$ steadily increAsed in recent 
years, growing from 42.47% in 1993 to S5-.10% in 1987 .. 

9'. In each of the past five years, CWS's equity ratio 
exceeded the 'group: average of eleven comparable water utilities :by 
a steadily growing margin. The five-year average equity rati~ of 
CWS· exceeded that of the g:oup :by 6·.9'2%. 

10. Growth inCWS'8 equity ratio has resulted because its 
cash flow has exceede~ cash, requirements • 
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11. The ratio of internal cash flow to' net construction 
outlays, a meaSure of the ability to fund cons'truction outlays with 
internAl cash sources, rose from 6·8 .. 28% in 1983 to 118 .. 48% in 198-7. 

12.~ CWS's average dividend payout ratio from 1983 to 198·7 was 
6:0%" compared to an average of 66·.72% for the group of eleven 
comparable water companies .. 

13. Cash flow resulting from the 19B1 Tax Act allowed: the 
company to forgo, borrowinq $14,79'5·,000 through December,. 198·7. 

14.. CWS earned its authorized rate of return on a eompany
wide basis in the years 1984 through 1987, and in all of the' 
operating districts in 1984. 

15. The payout rate of d'ividends on common st,oek averA9'eci GO~ 
.in recent years, where 6-5-% would' have been paid: out if the company 
had been better able to' anticipate higher sale$ due to dry weather 
cond'i tiona • 

16,. The. increased cash flow which resulted from these 
conditiOns has resulted in an improvement in its bond ratinq, and 
has prov:i.ded funds· which enabled the callin9' of high coupon bond.s. 

17. Redemption of Series Y and Z bonds, with interest rates 
of 13.00% and 16 .• 2'5%., respectively,. ancf subsequent issuance of 
Series· SS bonds with an interest rate of 9.48%,. =esulted in a net 
annual in'te:est savings of $270,954. 

18. In an optimal cap1tal structure, the costs of different 
modes of financing will be appropriately balanced.' in accordance 
with the company's finanCial risk. 

19. Although debt is generally less expensive than equity 
financing because interest payments on debt are usually cheaper 
than returns paid to· company stockholders, and interest is tax 
deductible, it ha!! the disadvantage' of increaSing financial risk, 
and the more leveraqed a company becomes, the more expensive 
marginal debt issues,become • 
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20. Lower cost financing affects the cost of new debt issues 
only', and CWS's planned :bond issue of $3 million in 1989 represents 
less than S%· of the company's total debt. 

21. CWS already enjoys a high AA2 bond rating from Moody's 
and a similarly high rating of AA+ from StandArd and Poor's, and 
there is no benefit in raising the equity ratio in order to improve 
the company's :bond rating. 

22'. t1tility stockholders lack the sa.me incentive to Dl4Ximize 
the use of debt that owners of firms in competitive markets have. 

23.. Staff's recommendation of a 5·3 .. 00% equity ratio 
throughout the period from 1989 to 1991 is close to the level it 
expects the company to be at in 1989 following the $18 million bond 
issue, and is consistent with a payout ratiO of 66.7%, which 
approximates the eleven-company group average payout ratio. 

24.. The company's projection of a 5,50.00\ equity ratiO in 1991, 
is based on the assumption that the requested 13.75-% ROE will :be 
authorized. 

• 25·. Staff's recommended equity ratio of 53.00% is a more 
realistic ind:icator of the equity ratio which can be expected:, to 
occur because we are authorizing an ROE of 1Z.25~, which i5 150 
basis points less than that upon which CWS based its equity ratio 
projections. 

26. Planned bond issues of $29 million in the period from 
19'88 to· 1991, a reduction in the sales levels which contributed to 
the low dividend payouts in recent years, and the effects of TRA-86 
will gradually increase the debt ratio·. 

27. There are limits to a utility'S ability to· lower total 
capital costs by adding to eq<lity capital and minimizing the amount 
and the cost of debt. 

2S. CWS has already benefited and will continue to :benefit 
from· high :bond ratings from Standard: and Poor's and. Moody'S, and it 
is unlikely that ~urther increases in the, equity ratio would' ,result 
in any further improvement. in the bond ratings,. or that maintaining 
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the equity ratio at 5·3·.00% would. result in a d.oWTl.qrad.inq of the 
rating's. 

29. An increase in CWS's equity ratio would increase its 
total capital costs. 

30. CWS's DCF analysis, which used the companY's earnings and 
dividends growth from 1977 to 198.7, indicates that the required ROE 
lies within a range from 13% (based on dividends.) to l5·.5% (based. 
on earnings). 

31. Using' the DCF model, staff estim4ted the required equity 
return by analyzing the historical performance of eleven comparable 
water utilities. ~hi8 analysis yielded an expected return on 
equity of 12.18%. 

32. Use of Value Line's forecasts of dividend and earnings 
growth for American Water Works, United Water Service,. and CWS 
resulted in ROE estimates· of 11.04%., 14.76·%, and' 10 .. 72%. ~hese 

estimates are uniformly more conservative than"the estimate& of 
17 .80'~" 15.44%, and' 15.49%·, which are based on historical 
performance. 

33. Staff's criteria for selecting comparable water utilities 
incluclee a requirement that at least 70% of revenues be earned from 
water operations·. This requirement results in the exelusion of 
companies with predominantly nonutility operatiOns, yet allowe a 
sample size of eleven. A higher revenue threShold would be 
desirable, but it'would: also reduce the sample size,. and: thereby 
make it less reliable. 

34. If Philadelphia Suburban Co., Consumers Water, and. United 
'Water Resources are excluded from the group· of water companies used 
by staff in its DCF analysis, the average for the remaining eight 
companies is 12.18:%. 

35·... Inclusion 0·£ out-of-state utilities in staff's sample of 
comparable utilitie.s reduces the problem of circularity in 
determining the returns required. by equity investors ... 
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36. Some inv,estor,s· Dl4Y have come to expect continued. hiqh. 
earnings from CWSi but lower returns which are more reflective of 
market conditions.will not endanqer CWS's ability to· attract 
capital. 

37. CWS's RP analysis., which compared. the authorized ROE's 
and embedded debt costs· of five energy and communication utilities 
and fiv<a water utilities, indicates the company is ent.i.tled to an' 
ROE of l4.l3%, based on comparisons with energ,y and communication 
utilities, or 13.5,4:%, based on comparisons with water util.i.ties. 

38:. For its. RP' analysis, staff computed the average recorded 
ROE of the eleven comparable water utilities for each of the years 
1978: through 19B7 based on each company"s earnings/price rat:i.o, and 
arrived: at an ROE· range of ll .. 33% to 11 .. 66%. 

39'. Risk comparisons with energy and' communications utilities 
are less valid than comparisons with other water utilities. Water 
utilities are not subject to· the same competitive pressures tha't 
affect these other utilities • 

40. CWS is not siqnificantly affected by the existence of 
core, noncore, and interruptible customers as energy utilities are. 

41. In its RP analysis, CWS relied on a relatively smell and 
therefore less reliable 8~ple of fiv~ such companies, compared to 
staff"s group- of eleven companies. 

42. 'Mly regulatory- differences that may exist in other states 
are likely to' have much less of an impact on risk premiums than the 
differences between water utilities and energy and communications 
utilities. 

43. Eml:)edded debt costs reflect the weiqhted costs of all of 
a f:i.rm's outstanding debt issues, and probably will not be the same 
as the cost of new issues. at any point in time. Comparing embecld.ed. 
debt against current equityreturn8 is therefore a· less accurate 
method': of .. ascertaininqthe premium demand.ed· by .i.nvestors than 
contemporaneous' comparisons • 
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44. An RP analysis over a long period of time will correct 
for temporary swings in debt and equity markets that can otherwise 
render the analysis less reliable. CWS's comparison of embedded 
debt and: equity returns adopted in 19'87 is susceptible to such 
swings .. 

45. ~he risk premiums measured by staff are understated to 
the extent that stocks were selling above book value. 

46. Based on the quantitative analyses of CWS and staff, 
12 .. 1S% is the sinqlemost reliable indicator of the ROE which will 
be required by investors. 

47. Value Line advised its readers in July, 1988 that CWS 
could be affected by below-no:z:mal precipitation and mandatory 
conservation measures .. 

48'. Equity returns as high as the 14 .. 5,0% ROE authorized prior 
to 19'86 are no longer required, but recent ind:ications of a rise in 
interest rates support an ROE as high, if not higher, than that 
measureci through s.taff' s DCF analysis.. . 

49. On a company-wide basis, CWS renders .gooci service, and 
goes out of its way to accommodate customers who have complaints 
about service or water quality, and the overall service provided in 
each d:istrict for which rate increases are requested is 
satisfactory. 

5·0. An ROE of 12.25% will give recognition to the fact that 
'CWS maintains good service standards and a high ciegree of customer 
satisfaction, and ie a well-managed operation. 

51. ~he resulting rate of return on rate base,. incorporating 
this· ROE, our adopted costs of long-term debt and preferred stock, 
and our adopted' capital structure,. is 11 .. 33% for each of the three 
years subject to· thes~ applications. 

52. These returns will result in pre-tax interest. coverage of 
3.32·x in 19'8:9:,. 19'90, and 199'1, which should serve to maintainCWS'. 
favorable bond ratinqs. 
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53. Pr.:Lor to enactment of the 'l'ax Reform Aet of 1986, CWS 
used the unbilled revenue method of accounting by which utilities 
recognized revenues as accrued when the eus-tomer's meter was read 
and a bill based on the meter reading was issued~ 

54.. Utilities are now required to recoqn1ze revenues at the 
time that serv.ices or commod'ities are del.:f.vered. 

55·. For 198·6 and earlier years, each year's revenue included. 
approximately a half month's consumption from the previous year and 
liKewise excluded a·half month's consumption from the eurrent year. 

5·G.. Beginning in 19'87, each year"s revenue reflects an 
estimate of actual consumpt.:Lon from January 1 to Oecember 31. 

5·7. 'l'RA-8G· requires CWS to pay a one-time· tax on $3.775-
million in unbilled revenues recorded as of January 1, 1987. This 
amount represents the estimated revenue for water delivered in 
December 1986· after meters· were read" for the month, and is 
equivalent to 3.45·' of the company"s 1986 recorded revenue of 
$109,$23,000 • 

S8. Any possible overcollect.:Lon of taxes in rates which may 
be applicable is in all likelihood based on an amount equal to· less 
than one-third of 1% of the company'~ revenue in any year. 

59. 'l'he statistical d.ata useei' to develop- test year revenue 
estimates is. based.' on actual consumption data from meter readings; 
adjustments have never been made to reflect estimates of unbilled 
revenues. 

6·0. By petition f.:Lled jointly with San Jose Water Company on 
November 2, 1988', cws. has requestecl" modification of D.88-01-061 to" 
clar.:Lfy the conditions that would allow a utility to provide for 
recovery of the one-time tax on unbilled revenues· in. its rates_ 

6·1. I .86-11-019' was established specifically to· cOMid.er 1:aX 

issues such as. this. one" and' the !ssue is now before us in. that
investiqat10n as a result 'of CWS's joint petit1onfor modification. 
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62. CWS has recently decided to stop installing asbestos 
cement (Ae) pipe for mains and to' use duet~le iron (OX) pipe 
instead .. 

63.. Anticipated environmental and occupational safety 
regulations may prohibit the manufacture of AC pipe in the not too 
distant future .. 

64. At the time of the August hearings, CWS was experiencing 
delays in the delivery o,f AC pipe of four to six weeJcs. Soxne 
diameters of pipe, such as l2'" pipe, required up to e.ight weeks or 
longer for delivery. At the time of the November hearingsCWS was 
experiencing average delays. o,f six to eight weeks for delivery of 
AC pipe, and .in some cases as much as l2 weeks. 

65·. OX p.ipe is del.ivered in less than a week, and commonly 
within 'two aays .. 

66., There are no known dangers associated with the use of AC 
p.ipe for wAter delivery. 

&7. Applicant has exp~r.ienced problems with news med.ia 
coverage due to' its use of AC .. pipe, and the City of Hermosa Beach 
has objected to its inste.llation in that city. 

68. Installation contractors are encountering increasing 
problems with safety regulations governing AC pipe. 

69. OX pipe has been in extensive use throughout the nation 
and California for years. It is used by Contra Costa Water 
District, San Francisco, Water Distriet, and San Jose Water Company .. 

70. Company management considered the change to OI pipe 
necessary ciespite cos,t considerations, not because of them. 

7l. The expen8es relat.inq to use of ductile .iron pipe are 
relativelym.inor, and it is reasonablo to allow the costs for 
ratemakinq even though there is no indication of a d.:i.:reet and 
imxneciiate financial benefit to ratepayers. 

72.. Staff adjusted' revenue lag day est.im4tes from the 
utility'S 1980 working cash study by acld'.inq one lag day to· 
compensate the utility for a delay in bank crediting of revenues" 
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and by subtracting three lag days to" reflect. a more efficient 
billing process. 

73. Staff calculated that a new electronic meter reading 
system has ,reduced the time from the date the meter is read to the 
date the customer receives the bill by three days. 

74. Met.ers are read and bills are mailed' throughout the 
month. 

75. The constant dollar averaging method used by staff t~ 
estimate test year expenses may, in some eases, fail to reflect an 
increasing. trend in expenses. 

7&. Use of the the least square method' without making 
inflation adjustments could result in erroneous estimates where 
inflation rates have ehanged over time. 

77. There is, a strong possibility that the increase .in 
General Office Outside' Services Expenses .in 198,7 does not .indicate 
an upward trend' .. 

78. The constant dollar averaging method does not disregard 
the high expense level in 198.7, but merely gives it equal weight 
with the ,other four years, after accounting for past and future 
inflation. 

79. Any differences that might result from using the labor 
instead of nonlabor inflation series for General Office Outside 
Services Expenses would be insignificant compared to, those 
resulting from the different methods used by CWS ane! staff. 

8:0.. For 1999, 198:9",and 1990, the nonlabor inflation factors 
usee! by staff were greater than the labor factors. 

8:1. The Water Utilities Branch has dete:rmined' that the 
inflation factors, furnished by the Advisory Branch are appropriate 
for use 1n large water utility proceedings. 

82. Disagreement on General Office pension and ):>enefit 
expenses is" due to sta£f"s use 0'£ nonlabor inflation factors. and 
th&company'e use of labor-rela.ted. inflation factors.' 
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83. The parties agree on the company's labor-related 
inflation factors for the purpose of estimAting payroll expenses. 

84. Retirement savings ana pension expenses can be expected 
to vary d'irectly w..ith pay:oll expenses 

8S.. From 1983 to 1987, General Office ret.irements averaged 
36 .. 4% of plant additions. 

8G. 'l'here was an unusually large ret.irement of $288,900 in 
1986 associated with 't.he replacemen't. of a mainframe computer. The 
related adeiit.:i.on was a relat.ively small $96,,3,00. 

87. With the year 1986 excluded, the resulting four year 
average retirement factor was approximately 2&%. 

88,. Using the same five years of data as staff, and excluding 
l:>oth the add:itions and the retirements associated with the 1985 
mainframe replacement (but including the remaining 1986 elata), the 
company developed a retirement factor of 26.3%. 

89'. Where.it ilS clear tMt retirements generally average 20% 
to 30%, .it is reasonable to' characterize the ma.infrAme computer 
retirement, which is 300%, of the alSsociated addition, as abnormal .. 

90. The 20 to 30% range for retirements does not include 
staff's· recommendation of 32%. 

91. Other Operation Expenses include such items as oil and 
grease for pumps, charts, telephone lease lines for controlling 
pumps, interoffice courier IServices, janitorial and gardening 
services, and. miscellaneous. tools and' supplies .. 

92. The 1981 Other Operations expense in the Dixon D.istrict 
is abno:z:mo.lly high and: 1s therefore given too much weight when the 
least squo.res method is used. .. 

93. Growth in the Dixon District has had little or no bearing 
on. the Other Operations expenses. , 

94.' There- was a significant amount of variation in the 
recorded Other Operations Expenses in the Dixon D.istrict •. 
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95. The constant dollar averaging method fully takes into 
account the effect of past and future inflat~on and is reasonable 
for ratemaking purposes. 

96. During the rainy season the Dixon field. yard becomes ." 
muddy mess, and mud is tracked throughout the facility ana on city 
streetsoy pedestrians and service truck$. Truck tires create· 
proolems with ruts, and the danger of a pedestrian slipping and 
sustaining an injury increases. 

97. The increased convenience from paving the Dixon field 
yard should be tran&lated into reduced costs for eleaninq vehicles 
and facilities· and for repairing ruts, and at the same time the 
danger of injury will be reduced. 

98. The alley' main replacement is proposed to- remedy shallow 
installation of a main serving eight commercial establishments in 
Dixon. 

99. 'l'he Dixon alley main is 24~ deep, and· services which come 
off the top of the ma.in are only 12" ]:)elow the surface.. Traffic 
from trucks making deliveries in the alley is damaging 'to- the 
services, and the company has experienced leak proolems in past 
years. 

100. Applicant's objective in replacing the Dixon alley main 
is to' eliminate the' potential for leaks and' the cost of repairing 
them. 

101. CWS proposes to· build a eonerete block wall building in 
the Dixon yard to· store garden tools, hand tools, gasoline, and 
pesticides. 

102. A tool shed eosting $1,100 is adequate for the storage 
requirements in the Dixon yard. Any additional protection from 
theft and vandalism gained by a more permanent building will be 

outweighed by the additional cost 1nvolved, partieularly in view of 
the type of property which will be stored. 

103-. CWS' has dete,:mined that it requires more. storage capacity 
for materials and supplies at the Hermosa-Redondo, field~offiee. 
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104. the pwnp building at the Hermosa-Redondo field off1ce is 
unavailable because it is reserved for use by a traveling meter 
mechanic, and the nonreinforced masonry storage building is 
~nappropriate for day-to-day storage needs because of a potential 
earthquake hazard... Also, the proposed expansion rill enable the 
storekeeper to maintain better control o,f inventories by keep.inq 
all stores in a single location. 

105. An increase in the number of services and meters in the 
Hermosa-Redondo District caused by customer growth has contributed 
to the need for additional storage .. 

10&. For the last five years, services and. meters accounted 
for 8·0% to SS.% of the total expenditures on nonspecific plant 
add.itions in the Hermosa-Redondo District.. The increasing trend. of 
expend.itures in this account is a direct result of the growth 
resulting from the conversion to higher density housing in the 
community. 

107. The issue of ratemak1ng treatment of gains from the sale 
and transfer of utility property has been deferred in several 
interim ord.ers authorizing the sal&" or transfer of utility 
property, but it 15 appropriate to require that applicant record. 
any gain on the sale and transfer of Hermosa-Redondo Station 12-01. 

lOS. Excess nitrates in the water produced ~ the two wells at 
Station 1 in the King City District require that it be mixed with 
water from Station 6- in order to, meet water qualitystAnclards. 

109. Station 1 cannot operate if Station 6 is unavailable, and 
the remaininq two- wells at Station 2 are insufficient to' meet 
system demand. 

110. In the event of a system power outa9'e in the King City 
District on an averaqe summer day, without a qenerator at Station 
6, the system backup production capabil'ity of 1,175· qallons per 
minute (GPK) is inadequate t~meet th& daily average system demand 
of 1,.183 GPM and the peak hour demand of 1,S'25 GPM ... , The system 
could lose pres.sure in as little- as two hours • 
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ll1. The mobile generator At StAtion 6 was only tempo:carilj" 
brought to King City from the Bear Gulch Dist:cict when the nit:cate 
problem was d.iscovered .. 

112. There is ,little likelihood the nitrate problem will go 
away, and CWS plans to, return the mobile unit to the Bea:c Gulch 
District to' be made available as a standby resource for all of the 
company's districts. 

113. Increases in Other Operations Expenses for the MArysville 
District in 198'6 and 19'8·7 do not represent an increasing trend 
which can be expected to' continue tb:oughout the test period. 

114. Growth in the Marysville District has had littl~ or no 
bearing on expenditures in this account. 

115. In the event of a power failure in the Willows District, 
existing system backup capacity is 1,.825, GPM, which is adequate to 
handle the highest monthly average production experienced between 
October 1986 and September 198,7, and more than 'adequate to handle 
the highest average yearly production experienced in the past 13 
years·. 

1l6. Based on the demand exper1enced on two average summer 
days in August of 198·7, the system backup production capability of 
1,8:25 GPM is suffic1ent to meet the daily average system demand of 
l,706 to 1,7&9 GPM, but insufficient to meet the peak hour demand 
of 2,275· to 2,505· GPM. 

117. In the event ofa power outage, it would take two to 
tb:ee hours to drain the system tank assuming it is filled to 80% 
of capacity at the time of outage, based on the peak hou:c 
production on two ave:cage summer days .• 

ll8. Althou9h there could be a deficiency based on peak hour 
~equirements experienced in the past, the level and duration of . 
peak demand should be diminished. in the event of a power failure. 

119. Existing backup capacity in the Willows District is 
adequate- to' meet the daily average production requirements on 
average summer days without a generator at Station: 8;";01, • 
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120. '1'he rate proposals for .the five districts were prepared. 
in accordance with the water rate desiqn policy guidelines we 
adopted· in 0.86-05-054. 

121. CWS proposes phasing out lifeline rates over a period. of 
two years. 

122.. Staff proposes a guideline that ~ills of customers with 
average consumption not be increased by more than twice the overall 
percentage increase. 

123. Operational attrition is the change in rate of retw:n 
from 1989· to· 1990 assuming no chanq9 in rates in 1990. 

124. The amounts of operating revenues, operating expenses, 
and rate ~aser as well as each element the:eof, shown 'on Tables 1 

through 5, 1"At Authorized. Rates," represent a fair and' reasonable 
determination of the revenue requirement for test years 1989 and 
1990. 

125,. CWS· requires add.itional revenues for each of the five 
districts, but the rates proposed would. produce an excessive rate 
of return .. 

126. The increases in annual revenue required to produce the 
adopted rates of return are as follows: 

l~a~ '~~Q l.~~l 
J:!~§:t.~~:!C &'llS2~n:t ~~.~~n~ am2.Yn~ E~.~~n:t ~S2~n:t E~it~ml:t 

Dixon $ 3,400 0 .. 5·3% $ 18-,300 2 .. 83% $. 18,000 2'.71% 
Hermosa-Red.ondo 4',5·00 0.05 217,6·00 2 .. 66 223,400 2.&5-
King Citl 17,800 3.6·5- 16-,100 3.12- 19,200 3.6·0 
Marysvil e- 5,6·00 0.64 39,100 3 .. 90: 38,700 4 .. 26· 
Willows 900 0.14 20,100 Z .. 98 19,800 3 .. 05· 

127. The increases in rates and charges authorized in this 
decision are justified; the rates and charges authorized in this 
decision are just and. reasonable·; and' the presen't. rates· anel . 
charges,' insofar AS they are.diffe:-ent from- those prescr1bed in 
this decision, are for,the future unjust and: unreasonable .. 
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kQDClu§ions of Law 
1.. An equity ratio of 5,3 .. 00% is reasonable and should be 

adopted. 
2.. An ROE of 12 .. 25·% is reasonable and should be adop'ted. .. 
3. the issue of whether CWS· is entitled to recover the tax 

expense on unbilled revenue should. be considered in future 
proceedings in 'the joint petition of CWS and San Jose Water Company 
for modification of 0.88-01-06·1 in I .8&-11-019 .. 

4.. Applicant's estimates of plant add'itions associated. with 
the conversion to d.uctile iron pipe should be Adopted.~ 

s. the working.cash allowance should, be adjusted to reflec1: 
a three day reduction in revenue lag days due to implementation of 
a new billing system~ 

6. the estimates 0'£ General Office Outside Service expenses· 
of $191,900 in 1989' and $201,500 in 19'90 are reasonablEt and should. 
be adopted .. 

7 .. The estimates of General Office Pension and Benefit 
expenses of $526·,SOO .in 1989 and $5-5·7,000 in 1990 for the 
reti:cement savings plan and $-1,911,000 in 198"9 and' $2,,021,8"00 in 
1990' for the re'tirement plan are reasonable and should be adop'ted_ 

8·.. General Office plant retirements should be computed using 
a retirement factor of 25.3:%. 

9. The Other Ope:cation Expenses estimates of $16·,200 in 1989 
and $17,000 in 19'90 in the Dixon District,. and $17,SOO in 1989 And. 
$18,400 in 1990 in the Marysville District a:ce· reasonal:>le and. 
should ~e adopted .. 

10. Applicant'S estimates of plant additions- for field yard 
paving and an alley main replacement in the Dixon District, office 
expansion and nonspecific plant additions in the HermOSA R&dondo 
District, and an 4uxili~ generator in the King City District 
should-be adopted .. 

11.. Staff's estimates of plant additions for a tool shed.' in 
the D1xon District shou-ld" be ad.opted .. 
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12'. CWS should ~e di:rectec:i to record. any gain from the 
planned sale of Stat.ion 12-01 in an appropr.iate account. 

13. CWS should be authorized. to file the rates set forth in 
Appendixes A-1 through A-5· and the step rate increases set forth in 
Appendixes B-1 through B-5,,, as specified. in the followinq order .. 

14. The application should be granted to the extent provided 
by the following order. 

15·. Because there is an iXIlmed.iate need for rate rel.ief and 
the revenue pr?jections were ~de for rates to be in effect for the 
:beqinn.inq of January 1989, the order should be effect.ive today. 

9J 0 E B 

I~ IS ORDERED that: 
1. California Water Service Company (CWS) is authorized to 

file the revised schedules attac:heci. as Appendixes A ... 1 through A-5, 
respectively, for its Dixon, Hermosa-Redondo, King City, 
Marysville, ana Willows Districts; These filings shall comply with 
General Order Series 96 (GO 96,). .The effective date of the revised 
scheclules shall be S. days after the date o,f filing. The revised. 
schedules shall apply only to' service rendered on and after their 
effective date. 

2. On or after November 5, 1989, CWS is authorized to file 
an advice letter for each of its Dixon, Hermosa-Redondo" King City, 
Marysville, and Willows Districts, with appropriate supporting 
workpapers, requesting the step rate increases for 1990 included in 
Appendixes B-1 tlu:ough 2-5, or to file lesser increases for any 
district" in the event that the rate of return on rate base for 
that d:istrict,. adjusted to reflect the rates then in effect and 
normal ratemakin9 adjustments, for the 12 months endinq 
September 30, 1989, exceeds the later of (a) the rate of return 
found'reasonable by the Commiss.i.on for applicant for the 
corresponding.period· in. the then most recent ratedeeision, or 
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(b) 11.33%.. 'l'his 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-. 'rhe 
effective date of the revised' schedules shall be no eu11er thAn 
January 1, 1990, or 40 days after filing, whichever is later. The 
revised' schedules shall apply only to service rendered. on and after 
their effective date. 

3,. On or after November 5, 1990, CWS is authorizeci to file 
an acivice letter for each of its Dixon, Hermosa-Redond.o, King City, 
Marysville,. and Willows 01stricts, with appropr1ate supporting 
workpapers, requesting the step' rate increases for 1991 included in 
Appendixes B-1 tlu:ough B-S·, or to f.1.1e lesser increases for any 
district,. in the event that the rate of return. on rate base for 
that district, adjusted to reflect the rates then in· effect and. 
normal ratemakinq adjustments for the 12 months ending 
Septeml:>er 30, 1990, exceeds, the later of (a) the rate of return 
found reasonable by the Commission for applicant for the 
correspond'ing period in'the then most recent rate decision, or 
(b) 11 .. 33%.. This f1l:lng shall comply with GO 9'&. The requested 
rates shall be reviewed by the staff to determine their conformity 
with this order and shall ~o into effec~ upon the sta£f's 
determination of conformity r Staff shall inform the Commiss,ion if 
it finds that the proposed rates are not in accord with this 
decision, and the Commission may then modify the increase. The 
effeetive date of the rev1sed schedules shall be no- earlier than 
January, l,. 1991, or 40 days after filing, whichever .is later •. The 
revised'· schedules shall apply only to- service rendered: on and after 
their effective date • 
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4. Within 10 dayz of an Qctuol trhnsfor, CWS chell rcc6rd 
any' g'.:l.in net of t.llXCZ t:r:om tho calc and -cr.:'.nsft:!.t' o'! H(:';crnoza-l1cc.or.c!o 
S:tll.tion 12 .. 01 in Acco'unt No. 242 .. "Other Dc!(';:rrod C:codi tz" • The 
ainou,nt shnl,l bo subj'oct to poc;3ible fu:cth,er order provid.ing for 
transfer 'to Account No .. 514 .. "Other Wllter Revenues" c.nd £10'''' 
tru:ough to cws 10 r.ltepAYc':cS in the next general r~tc proceeding. 

'this order is c£f~ctivo tod.'lY. 
Dated ~Elll~~3. I d~ San rr~neiseo/ California. 

\ ' 

~ \', ' .' - 81 -

G. MITCHELL ~ILK 
President 

STA..%BY W·.HTJLE'l''l' 
JOHN,13.. OHANIAN 
PATRICIA M. ECl<ER'l' 

Commissioners 

Commissioner Frederick R~ Ouda 
~ein9' necessarily absent, did 
not participato • 

. " , 

I C!:r.:7!F'( TX'AT.THIS OECJStO~ 
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~7;:lfj lOA / ~ ~J' . .~~, ~.lIlJjt:.r"i ~--GI 
\0 I ........ ~" ........ """"', IJN.::. ... I'III*I CjroctOl' 



'. 

• 

A .. S8-04-071 et al. APPENOXX A-l 
~-----------------~--~-~~-~~-~-~-~~~-~--------~-~--~--~~~--~-~--~---

California Water Service Company 
Dixon District 

Applicability 
..... - .... -...... -.. _ .. 

SCHEDULE NO. DX-l 

GENERAL METERED SERVICE 

Applieable to- all metered water service •. 

TerritorY 

Dixon and vicinity, Solano· County. 

Rates 

Service Charge: . 

For S/8 x 3/4-ineb meter ...................... $ 
For l-inc:h meter ....................... . 
For 1 1/2-inch meter •••••••••••••••••••• 
For 2-inch meter ........................ . 
For 3-inch meter .............................. . 
For 4-inch meter ...................... . 
For 6-ineh meter ........................ . 
For S-inchmeter ....................... . 
For lO-inch meter ........................... . 

Quantity Rates: 
For the first 300 cu.ft .. ,per 100 cu.ft ...... . 
For allover 300 c:u .. tt .. , per 100 c:u.ft •••••• 

Per Meter 
Per Month"" 
.............. - ..... 

5 .. 90 
13 .. 40 
20 .. 90 
27.50 
44.00 
61 .. 00 

102'.00 
150.00 
184.00 

.435- X 

.573 

The Service Charqe isa..readiness-to-serve eharqe which is 
applicable to all. metered service and to which is to De 
added.the monthly charge-computed at the OuantityRates. 

"" All rates are subj:ect to the reilnbursament fee set 
forth on scbedule No.' OF .... 
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--~-----~~---~--~----~-~--~-~--~~----~-~~----~~----~~-~~-------~-~~ 

Dixon District 

Each ot the tollowinq increases in rate$ may be put into, 
effect on the in~icated date by tiling a r3te schedule which 
adas the appropriate inc~ease to the rate- which would otherwise 
be in effect on that'date. 

Effective Oates 
l-l-~O 1-1-91 

Schedule OX-l General Metered Service 
-----------------~~--~~-~--~---------

Service Charge: 

For SIS 
For 
For 
For 
For 
For 
For 
For 
For 

x 3/4-inch meter ........... . 
l-inch meter •••••••••• 

1 1/2-inc:h meter .......... .. 
2-inc:h meter .......... . 
3-ineh meter •••••••••• 
4-inchmeter •••••••••• 
6~inch meter •••••••••• 
8-inc~ meter •••••••••• 

10-inch meter ......... .. 

Quantity Rates:: 

$ 

For the first 300 cu.,ft .. "per 100 cu.ft 
FO~,all over 300'",cu.tt.,per 100 cu.tt 

Per Meter Per Month 
~---~~-~~-~~-------

.45 
1.00 
1.70 
2.40 
3 .. 00 
5,.00 
9 .. 00 

13,.00 
1&.00 

.001 

.000 

$ .$0 
.85, 
.95 

1.10 
2.00 
2'.00 
3.00 
4.00 
4.00 

.000 

.000 
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-~----------~----~-----~--~---~---------~-~-~--~-----~~---~--~~---~-~ 

PTJRCHASEDPOWER 
-.. ----........ _-----

PGE 5-8'8 
Well Stations 

Production: Kcet 
KWh,per cct 

Wells Kwh:(lOOO) 
Unit cost $/kwh 

Energy"Cost 

Total Power Cost 

Calitornia Water service Company 
Dixon District 

Adopt~d: Quantities 

1989' 

752.3 
9'50 ... 0 
714 .. 7 

.09647 
$68,942.1' 

$68',900.0 

1990 

759.$: 
950.0 
721 .. 6" 

.. 0964.7 
$69,605.1 
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California Water Service Company 
Oixon District 

Number of Service ,.Meter Size 
------~----~--~-----~-~-~~--~~ 

5/8 X 3/4 
1 

total 

1 1/2' 
2 
3 
4 
6 
8" 

10 

o - 3 Ccf' 
Over 3 

total 

OX-1 

Adopted Quantities 
~-----~----~---~~-

1989 

2115· 
441 

11 
33-

3 
1 
o 
o 
o 

2-604 

92000 
627300 
719300 

1990 

2135-
44:5· 

11 
33 

3 
1 
o 
o 
o 

2628 

92900·, 
633400 
726300' 

'. Number of Service No.ot Service 
1989 1990 

Osaqe-KCcf Avg ... Usaqe Cct/"ir .. 
1989 1990 1989 1990' 

• 

Commercial . 
Industrial 
PuDlic Authority 
Other 

subtotal, 
Private Fire Prot. 

Total· 
Water Loss:4. 38%. 

Total"Water Produced 

2S7~ 
4 

24 
o 

2604 
14 

2:&18 

2600 
4' 

24 
o 

2628 
14 

2642 

699.6 706.2 
.4 .4 

18·.8 19 .. 2 
.5. .. 5-

719' •. 3 726.3 

33.0 33.3. 

752.3 759 .. 5, 

271 .. 6 
100 .. 0 
783.3-

-.... -: 

271.6· 
100.0, 
78'3 .. 3 
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'~. Dixon District 

'OtilityPlant, Depreciation Reserve, anci Rate Base 

198'9 1990' .. __ ..... --- ................. 
(Thousands ot Oollars) 

UTILITY PLANT' ..... __ .... _ .. _----
Plant Be¥" $. 2,644.2 $ 2722.8 

Utility Acid .. 71.4 72.8 
Advances 0 0 
Contributions .0 .0' 

Total Additions 92.8 77.0 

Retirement 14w2 14 .. 6 
Plant EOY' 2,722'.8 2,785-.. 2 

Wgt.Plant @" 53. O't 41.7 33'.0' Wgt .. Avq .. Plant 2,,68'50 .. 9 2,755'.8 ",. DEPRECIATION RESERVE 
--~--~-~-----~-~ .. ---Reserve BOY. 709.8 759.2 

Contrib·., .8 .. 8, 
Depr Exp. (2.43%) 57.6 58·.7' Clear.Chq,.. 4.3 4.8 

'rotal Accrual 62 .. 7 64.3 

Retirement .13.3 l3 .. 6, 
Reserve EOY 759 .. 2 809.9, 

wgt .. Aecr .. ,@' 49'" 9t 24 .. 7 25-.. 3 
Wqt .. Avq~Oeprec.Reserve 734.5- 784'.6 

RATE. BASE 
......... _----
Utility Plant 2,6850 .. 9 2,755 .. 8 
Material 'Sup" 16 .. 3 16~7' 
Work.Cash Allow. 19 .. 5- 20.4 Depree Res ... -734 .. 5- -784.6 

Adv.Const. -341 .. ,1 -296 .. 2 
Contrib'" -25.9 -25.,1 
G .. O'.Allcc .. 2'4.5- 26,.7' 
Onamcrt .. Oe!er .. Taxes -58.50 -69 .. Z 

• Onamort .. 11'C -25.$ -24 .. 9 

Avq . RA1'E', BASE 1,560'.7 1,619 .. 7 
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.. 

APPENDIX C-l, page 4 

~-~~~--~-~------~-~-~~--~~-~-~~--~-~-~----~------~~-~~~~~--~~~----~~--r. Dixon District 

Income Tax Calculations 

·1989 1990 -.. -~ .. --.. .. ____ II1II.- ... ., 

(Thousands of Dollars) 

Total Revenues $ 638.9 $ 663.1 

Purch. Power 68.9 69.6 
Payroll 120.0 126 .. 0 
OM. other 36.0 3~ .. 9 
AGOther 11.,3 11 .. 3 
Gen.Office Alloe .. 81 .. 8' 85.4 
Payroll Tax 9'.~· 9 .. 9 
Ad Valorem Taxes 18 .. 1 18.4 
'Oncoll ... 001719 1.1 1 .. 1 
Loc.Franch .. .1 .1 ... ' subtotal 346.8' 358' .. 7' 
Interest 79.1 82.S, 
Total Deduetions 421 .. 0 435-.. 8, 

State Tax Depree. 97.6, 94' .. 9-
State Tax: 9.3 11 .. 2 12.3' 

Federal Tax Depree .. 70.0 69.0 
Feel, Tax 34% 46".5- 49.6" 
Total, Federal Taxes 46 .. 5- 49.~ 

Net/Gross 1.676433 

(End of APPENDIX C-1) 
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-~-~~~----~---~--------~~----~~---~---~--~---~~-~~----~~-~-~----~--

Dixon District 

Comparison of typical bills for commercial metere4 
customers of various usage level and average usage level at 
pr~sent ~nd" authorized rates for the year 1989. 

General Metered Service (S/8 x 3/4) Inch Meters 

: Monthly Usage: 
(CUbic' Feet) !: . . At Present 

Rates 
:At Authorized : 
: Rates : 

Percent 
Increase 

... . . .. 
~--------~~-~~----~----~~~--------~------------~----~----~--~ 

300 $ 7.09' $ 7.21 1.6 % 

50'0 8.24 8 .. 35- 1 .. 3 

1,000 ll .. ll 11.22 1 .. 0 

2,000 1&.84 l6.95- .7 

2,250 (Avg.) 18.34 18.45· .6-

3,000 22 .. 5·7 22.68' .S 

5,0'00 . 34.03· 34.14 .3 

10,,000' 62.68 . 62'.79 .2-



• 

• 

APPENOIX A-2 
--------------~~~--~~----------~---------~--~------------~---~----~-

AppliCability 

Calitornia Water Service company 
Hermosa-Redondo oistrict 

SCHEDULE NO.. HR-l 

GENERAL METERED SERVICE 

Applicable to all metered water service. 

Territory 

",Hermosa Beach", Redondo Beach, Torrance, and vicinity" 
Los Anqel'es' County., 

Rates 

Service Charqe: 

For 5/8 x 3/4-inch meter ................ '....... ... $ 
For l-inch meter •••••••••••••••••••• 
Fo'r 1 1/2'-inch meter ....................... .. 
For 2-inch' meter ........ , ..................... .. 
For 3-inch meter •••• , ........................ .. 
For 4-inch,meter ............................ . 
For 6-inch meter ..................... , ......... .. 
For 8,-inch meter ............................ .. 
For 10-inch meter ........................ . 

Quantity Rates: 
For'the first 300 cu .. ft.,per 100 cu.tt ....... . 
For allover 300 cu .. tt .. , per 100 cu .. tt_ ..... .. 

Per Meter 
Per Month-

4.25 
10.60 
14.90 
21 .. 00 
34.00 
52.00 
81.00 

120,.00 
149.00 

.809 I 

.979 

The service, Charqe ,is a readiness-to-serve charqe which is 
applicable to' all metered service and to-which is to):)e 
added 'the monthly charqe computed at the Quantity Rates. 

- All rates are' subject to the reimbursement tee set 
:>:' forth on schedule No.. 'OF • 

~ ,. . - ~ ...... 
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A.SS-04-07t et ~l. APPENOIX B-2 
~~-~~~----~--~--~--~~--~~-~------~~-~~----~--~~-~-~-----~---~--~----

Hermosa-Redondo District 

Each ot the following increases in rates may be put into 
effect on the indicated date by filinq a rate schedule which 
adds the appropriate' increase to the rate which would' otherwise 
be in effect on thatdate~ 

EtfGCtiv.e Dates 

Schedule HR-1 General Metered Service 
~~-----~---~~---~--~--~------------~~ 

Serviee Charge: 

For SIS 
For 
For 
For 
For 
For 
For 
For 
For 

x. 3/4-inch meter ............ . 
l-inch meter •••••••••• 

1 1/2-inch meter ............ . 
2-ineh meter .......... .. 
3-inch meter .......... . 
4-inch meter •••••••••• 
6-ineh meter •••••••••• 
8-inch meter ... , ........ . 

10-inehmeter ........... . 

Quantity Rates: 

$ 

For the first 300 cu .. tt ... per 100' cu.ft .. 
For all over~oo' cu .. ft. per 100 cu.ft. 

1-1-90 1-1-91 

Per Meter Per Month 

.. 45· 
1.30 
1.80 
3 .. 00 
4 .. 00 
7.00 

10.00 
15·.00 
19.00 

..002-

..000 

$ .. 15 
.60 
.80 

1 .. 00 
2.00 
3 .. 00 
s..00 
7.00 

. 8,.00 

.168' 

.000 
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----~~~~~----~-~--~-------------~----~---~------~---~-~-~-~-~------~-~ 

". 
PURCHASED POWER ..... -........ --.. -.. ~- ... -

SCE '6-S'S 
Well,Stations 

Production: RCcf 
Kwh per Cc~ 

Wella" Kwh(1000) 
unit, CostS/kwh' 

Energy Cost (S1000) 

Purchased' Water 
Purch.Water:KCcf 

A'F 
Interrup,.Water ,Ar 

Nonlnterp.Water,AF 
Nonlnt.Cost, $/AF 
Inter .. Cost S/AF 

P.V. 999AF 
StandbyFlxChrq. 

California Water Service' company 
Hermosa-Re~on~o, District 

231 .. 00 
187 .. 00, 

8.5.00 

Aaopted Quantities 
-~-~-~~~~~------~-

1989 

7,017.1 
368.:39 

2,SSS .. 0 
.08646 
S223.5 

6,115-.4 
14,,039.1 

2',000.0 
12',039 .. 1 
$2,781 ... 0 

$3-74.0 
'$84 .. 9-

$1 .. 1 
$160.0 

$3,081.1 

• WBMWDcredit,,2000 8,0.00 

Total Purchase~Water cost ($1000) 

Replen,.Assm. ($1000) 

Chemical cost ($1000) 

71.00 $·147.0 

$3.4 

1990 

7,063 .. 7' 
368.3~, 

2,,602.2 
.03646 
$2ZS.0' 

6,16Z~0 
14,146 .. 0" 

2,,000,.0' 
12,146 .. 0-
$2,805.'7 

$374.0, 
$84.9" 
$l~l 

$160 .. 0c ' 

$3,10S.8: ' 

$147 .. 0 

$3~4 
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California Water Service Company 
Hermosa-Redondo· District 

Number ot Service,Meter Size 
-~---~~~~--~----~----~~-------

5/8 " 3/4 
1 

total 

1 1/2· 
2 
3 
4 
6· 
8 

10 

o - 3 ccf 
OVer' 3 

total 

HR-1 

Adopted. Quantities 

19S9 ..... _-
lS275 

35-79' 
10.s~ 

779 
83 
28; 
10 

6-
0 

23813-

824500 
5683200 
6507700 

1990, 
.. ----

18415 
3605-
1062 

7SS. 
34 
28 
10' 

6 
0 

23995-

830800 
5720100 
6550900 

~ Number of Service No·;,.of Service 
1989 1990 

Usage-KCc! Avg.Usaqe cot/Yr. 
1989' 1990 1989 1990 

• 

Commeroial 
Industrial 
PublieAuthority 
Other 

subtotal . 
Private ··Fire Prot. 

'I'otal. 
Water Loss:" .26%. 

'I'otal."Water Produced 

234·13-
43 

354 
3 

23813 
68 

23881 

23594 
43 

35S~ 

3 
23995 

73 
24068 

S,5SS..7 5·,63-1.9 238·.7 
523 • .5- 523.5- 12174 
391.0 391.0 1,104.S 

4 .• 5- 4:.5-
6,.507 .. 7 6,550.9 

509 •. 4 5-12.8 

7,017 •. 1 7,063.7 

238.7 
12174 

1,104.5-
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. , Hermosa-~~dondo District 

Utility Plant, Depreciation Reserve, anel Rate Base 

19'8:9 1990 

(Thousands of Dollars) 

UTILITY PLANT' 
-~- ... ----.... -.. -
Plant BOY' S. 20,979.3 $. 22,253.8 

Utility Add. 1,115.6 1,133 .. 7 
Ad.vanees 55-~S: 55.8 
Contributions' 100.9 100 .. 9 

Total Additions 1,383 .. 6- 1333.l 

Retirement 109.2 102".1 
Plant EOY 22,253.8 23,484 .. 8 

Wgt~Plant @ 5·1.0% 654.6· 627.8' 
Wgt .. Avq. Plant 21,633 .. 9 22,881 .. 6· 

• DEPRECIATION RESERVE 
-----~------~-~--~-~ Reserve BOY 5-,599 ... 0 5,933 .. 3 

Contrib .. 29'.3 31 •. 5-
Depr Exp· .. (2.25%) 414 .. 5- 439 .. 9 
Clear.Ch9' .. 18 •. 6- 19.4 

Total Accrual 462 .. 4 490 .. 8 

Retirement 128.1 12'3 .. -5-
Reserve EO):' 5,933 .. 3 6-,300 ... 6-

Wgt.Accr.@ 58.2% 194 .. 6· 213.8' 
Wqt.Avq .. Deprec .. Reserve 5,793 .. 6- 6-,146·.5-

RATE BASE 
.. -----.. --~ 
Utility Plant 21,633 .. 9 22,.881.6-

Work.Cash Allow. -33.9 -28; .. 8 
Material & Sup·., 129.5- 132 .. 8 

Depreciation Reserve -5,79'3.6- -6,146.5-
Advances For Constr. -534;.9 -5-69.2. 
Contributions-in-Aid -1,.212.2 -1,282 .. 9' 
Gen ... Office Alloe .. 223,,'2 242 ... 0 
Onam6rt~Oeter.Taxes -6-2'1 .. 4 -73'6.2 
O'namort .. I'l'C -219.8: -Z14 .. 3· , CIAC' FTC S7.0' 750.3 
Capit.ltems 31 .. 4 40 .. 3 
Amorti'z .. Intan9'~ -74 .. 7 -78.3 

AvqRA'l'E BASE' 13,584.5 14,31&.3 
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~. Hermosa-Redondo' District 

Income Tax Calculations 

1989 1990 .. -.. --~--
('1'housanc!s of Dollars) 

Total Revenues $ 8,153,.3 $ 8,429.5 

Purch. Power 223.5- 225.0 
Purch. Water 3,081.,1 3,105 .. 8 
PUmp' Tax 147.0 147.0 
Purch. Cham 3.,4 3 .. 4 
Payroll' 782 .. S 821.6 
OM Other 437.2 454 .. 9 
AG Other 49.5 50.9' 
Gen.Ottiee Alloc .. 74&.,2 780.0 
Payroll Tax 61 .. 3 65-
Ad Valorem Taxes 142~7 150.0 
UncoIl • • 00,1305-' 10.& 11-0 
Loc.Franch ... 00041 19' .. 1 19 .. 2 

• " ,subtotal 5,704.2 5,8~3 .. 8: 
Interest 703.9 74S~8 
Total Deductions 6,,383.8' &,554.1 

state Tax Depree. 854 .. 2 877;'9' 
State Tax 9.3 85 .. 1 92 .. 8 

Federal Tax Depree .. 477.S 489.8: 
Pre .StkDvCr .. 4.3 4.3 

Fed TalC 34% 4l0.3, 439 .. 7 
Total'Fecleral Taxes 410.3 439 .. 7' 

Net/Gross 1.6764'2'6 

(End ot APPENDIX C-2') 

• 
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Hermosa-Redondo District 

Comparison of typical bills tor commercial metered. 
customers of various usage level and. average usage level at 
present and authorized rates tor the ~ear 1989. 

General Metered Service (S/8 x 3/4) Inch Meters 

: Monthly Usa9'e~ At Present .. .-" (CU})ic Feet):' Rates 

300 $, 6.66-

5,00 8.,62 

1,000 13.,51 

2,000 23 .. 20 

2,250 (Avq. ) 23 .. 30 

3,000 33.09 

5,000 52.67 

10,000 101.6-

:At Authorized : 
:. Rates, : 

$- &.68 

8',.64 

13.53 

23.21 

23.32 

33.11 

52' .. 69 

10l .. & 

Percent 
Increase 

.. 3 t 

.. 2 

.1 

.1 

.1 

.. 1 

.0 

.. 0 

. .. .. . 
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Applicability 
_"_illllllf_~ ______ _ 

California water Service Company 
King city District 

SCHEOOLE NO. KC-1 

GENERAL ME'rEREO SERVICE 

Applicable to all metered water service. 

Territory 

King City and vicinity, Monterey county. 

Rates 

Service Charge: 

For 
For 
For 
For 
For 
For 
For 

- For 
For 

5/8 x 314-inch meter •••••••••••••••••••• $ 
l~inch meter ••••••••••••••••• ~ •• 

1 1/2 - inch meter ...... -...................... .. 
2--inch meter .... '" .. ' ..... __ .. ....... e, .... e" .. . 

3 - inch meter ........ _ . . ' •.. ...- ....... .. 
4-inch" meter •. , . .••• _ ........... II' r .. .. 

6-ir~ch" meter .... -... .......................... . 
g-.inch meter e" .... e" ............ ' ........ . 

10-inch meter ............................. -

Quantity Rates:: 

Per Meter 
Per Month'* 

7.30 I 
12-.00 : 
16-.80 :. 
21 .. 40 : 
40.00 : 
52 •. 00 : 
89 .. 00 : 

132.00 :. 
158:.00 I 

For the first 300 cu.ft.,per 100 cu.ft....... .387 
For allover 300 cu.ft .. , per 100 cu.ft...... .593 

The Service Charge is a readiness-to-serve charge whieh is 
applic~le to all metered service and to· Which is to:be 
added the monthly charge computed at the Quantity Rates. 

Special Condition 
-~~-~----------~~ 

Oue to- the overcollection in the balaneing account a 
reduction of $0.0'10 per Ccf of water usage is to be applied 
to the quantity rates to- amortize the overcolleetion .. 

'* All rates are subject to-the reimbursement tee set 
forth on schedule No. UFo 
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~~--~-~~~----~~~~~~---~-~-~-----~-------~~~---~-----~---------~~----

King City District 

Each of the followinq increases in rates may ~e put into 
effect on the indicated date ~y tilinq a rate fJchedule which 
adds. the appropriate increase to the rate which would. otherwi~ 
be in effect on that date. 

Effective Dates 

SchedUle KC-l General Metered Service 
---~-~-~-~---------~----~-----~~-----

Service charqe: 

For 5/a x 3/4-inch meter •••••••••• s 
For l-inch meter •••••••••• 
For 1 1/2-inch. meter ........... . 
For 2-inch meter .......... . 
For 3-inch meter •••••••••• 
For 4-inch meter •••••••••• 
For 6-inchmeter •••••••••• 
For a-inch meter ........... .. 
For 10-inch meter •••••••••• 

Quantity Rates:-
For. the first 3·00 eu ... ft_,.per 100 eu.tt 
For 'allover. '300 cu.ft.,per 100' eu •. tt 

1-1-90 1-1-91 

Per Meter Per Month 

.65· 
1.10 
1.5-0 
1.90 
4.00 
5-.00 
8·.00 

12 .. 00 
14 .. 00 

.0000 

.0000 

.80 
1.30 
1 .. 80 
2.40 
5.00 
6 .. 00 

10 .. 00 
14 .. 00 
17.00 

.. 0000 

.OOCO 
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• 

PURCHASED POWER 

PGE 5-88 
Well Stations 

Production: KCef 
Rwh'per Ccf 

Wells XWh(lOOO) 
t1nit Cost $/kwh 

Enerqy Cost 

~otalPower Cost 

" •••• 

California Water service Company 
King City Oistrict 

A40pted Quantities 

----~---~---------
1989 

646.0 
7450.4 
481~6 

.. 09680 
$46,613 ... 8 

$46,613 .. 8 

1990 

653 ... 4 
745 .. 4 
487.1 

.. 09680,' . 
$47,.145.7 

$47,14$.7 



A.8S-04-071 et ~l. APPENDIX C-J p4q8 2 
-~---------------~----------------~~-~----~-~---~-~---~---~-~--~-~--~-~-~ 

California Water Service company 
King City D1striet 

Adopted Quantities 

Number ot Service "Meter Size 1989- 1990 
---~~~~-~---~--~---~-~--~-~-~-

sIs )C 3/4 
1 

1 1/2' 
2 
3 
4 
6 
8 

10 
total 

0-3 Ccf 
OVer 3 

total 

, • Number ot Service 

Commercial 
Industrial 
PUblic 'Authority 
Other 

suDtotal 
Private Fire Prot. 

Total 
Water'Lcss:10.85% 

Total Water Produced 

'.' 

l<C-1' 

No .ot Service 
1989 1990 

1446 
6, 

33 
1 

14S6-
,68, 

1554 

----" 
1464 

6, 
33 

1 
1504 

73 
15,77 

---- ... _--
10S0 1093 
'282' 286 

4'0 40', 
64 65, 
10 10, 

7 7 
1 1 
1 1 
0 0 

1486 1504 

51000 51600 
524900 530900 
575900 582500 

Usaqe-l<Cef Avq.Us4qe Cet/Yr. 
1989 1990 1989' 1990 

495-.8' 502".0 
53.9 53~9-

25.5- 2$0.9' 
.7 .7' 

57S.9' 582.$ 

70.1' 70.9 

646.0' 653.4 

342.9' 
8986 

772.7 

342.9 
8986 

772:.7, 
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King City Distriet 

Utility Plant, Depreciation Reserve, and Rate Base 

1989 1990 _ .... _----... -----....... --
(Thousan~s ot Dollars) 

UTILITY PLANT' 
~----.... -----~ 
Plant BOY $ 2,073'.9 $ 2,160 .. 5-

Utility Add. 75-.. 3 85-.. 1 
Advances. 12' .. 2 12.2' 
contributions· 16 ... 2' 16: .. 2 ' 

Total Additions 103 .. 7 113 .. 5-

Retirement 17 .. 1 6.6-
Plant EOY 2,160 .. 5- 2,267 .. 4 

Wgt .. Plant @ 38·.1% 42 .. 2 52.1 
Wgt.Avg.. l?lant 2,116· .. 1 2,212 .. 0. 

DEPRECIATION RESERVE 

•• ~-----~-~---------~-Reserve BOY 535-.6 567.S 
Contrib .. 3.4 3 .. 7 
Depr Exp .. (1 .. 92%) 40 .. 2 41.6 
Clear .. Chq .. 1 .. 3 1 .. 4 

To.tal Accrual 44 .. 9 46.7 

Retirement 13 .. 0 8.0 
Reserve EOY 5&7'.5- 606· .. 2 . 

Wqt .. Accr .. @ Sot 19' .. 0' 23 .. 1 
Wgt.Avq ... Oeprec .. Reserve 554.6- 590' .. 6-

RATE BASE --.. -... ---~ 
Utility Plant 2,116 .. 1 2,212 .. 6· 
Material & Sup'" 11_9 12 .. 0 V Work.Cash Allow .. 25 .. 6- 27 .. 0 

Depreciation Reserve -554 .. 6, -590 .. 6-
Advances For Constr. -298' .. 3 -299' .. 3 
Contributions-in-Aid -149'.8' -162 .. S 

. Cen .. ottiee Alloe. 16 .. 9' 18:.5-
Unamort.Deter .. Taxes -63 .. 7 -76 .. $ 
t1namort_XTC -l& .. Z -15 .. 8 

" . cnc· FTC 7',,6 10: .. 7 

I Caplt .. Xtems 28, .. 3 29-.. 8" 

Avg RATE BASE 1,123.7 1,166 .. 0 



'. " 

'. 

A.SS-04-07, et al. , APPENDIX C-~ page 4 
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Total Revenues 

Purch. Power 
Payroll 
OM Other 
AG Other 
Gen'-Office Alloc .. 
Payroll Tax 
Ad Valorem. Taxes 
Uncoll .. .0041S 
Loe.Franch •• 00489' , 
.~total 

Interest 
Total,Deductions. 

Stat. Tax Depree. 
State Tax 9.3 

Federal Tax Deprec. 
red Tax' 34% 
Total Federal Taxes 

Net/Gross 

King City District 

Income Tax Calculations 

1989 

(Thousands of Dollars) 

$ 506.S, $ 

46.6 
l02 .. 8 

4S,.2 
12.7' 
56.8 

8'.2 
13 .. 2 

.6 
10 .. 3 

299.5-
57.2 

355-.. 0 

73.4 
7.3 

48 .. 7 
32.6 
~2' .. 6 

1.710523 

(End of APPENDIX C-3) 

1990 

528 .. 8 

47.1 
107.9 

50.7 
12.9 
59.4' 

8-.7' 
13.9 

.7 
10,.8: 

312'.0 
59.9' 
~70.0 

74.4 
7.8" 

47.7 
3,5-.. 1 
35-.:1 
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King City Oistrict 

comparison ot typical Dills tor commercial metered 
customers of various usage level and averaqe usage level at 
present and authorized rates tor the year 1989. 

General Metered Service (5/8 x 3/4) Inch Meters 

: Monthly Osage: At Present .. .. (CUbic Feet): Rates 
:At Authorized. : 
: Rates : 

Percent 
IncreAse .. . 

~~----~-~~~~------~~-----~--~~----~~-~---------~~----~--~~-~~ 

300 $ 7 .. 71 $ 8 .. 46 9 .. 7 % 

5-00 8:.90 9.65 8.4 

1,000 11 ... 86 12 .. 61 6.3 

2,000 17 ... 79 18 .. 54 4 .. 2 

2,860 (Avqr). 22.88 2'3.63' 3.3 

3,000 23· .. 72 24.47 3 .. 2 

5-,000 3·5-.58 36-.. 33 2.1-

10,000 65-.23 65- .. 98- 1 .. 1_ 

(Endot Appendix 0-3) 
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A.88-04-071 et al. APPENDIX A-4-
----~------~-~~-~--~-~~-~-~---------~--------~-------------~-~--~-~-

California Water service Company 
Marysville Oistrict 

SCHEDULE NO. MR-1 

GENERAL METERED SERVICE 

Applicability --.. ----~-----Applicable to all metered water service~ 

Territory ----......... _-
Marysville ancl vieinity,. Yu~a county. 

Rates 

Service Charqe: 

For 5/8 x 3/4-inch meter ........................ $ 
For l-inch meter •••• · ................... . 
For . 1 1/2-inch meter ............................. . 
For Z- inch meter ................... " ...... . 
For 3-inch meter ............................ " .• 
For 4 - inch -meter ........................... . 
For 6·-inch meter ............................. .. 
For 8-inch meter .................... . 
For 10-inch meter ................................ .. 

Quantity Rates: . 
For all water delivered, per 100 cu.ft ...... . 

Per Meter 
Per Month* 
---------

6.60 
12 .. &0 
19.60 
Z4.50 
41 .. 00 
58.00 
85.00-

154.00 
178-.00 

.310 I 

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

* All rates are Subject. to the rei~ursement tee set 
forth on schedule No-.. OF .. 
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A.SS-04-071 et ale * APPENDIX 5-4 
-------~~-~-~~----~-----~~-~-~-~--~---~~-~--~-----~-~-~~----~~~-----Marysville District 

Each ot the following increases in rates may be put into 
eftect on the indicated date by filing a rate schedule which 
adds the appropriate increase to the 'rate whieh would. otherwise 
be in effect on that date ... 

Effective Oates 
1-1-90 1-1-91 

Schedule MR-1 General Metered Service 
-~--~--~-----~--~-~--~~-~----~-~-~---

Service Charge: 

For 5/S 
For 
For 
For 
For 
For 
For 
For 
For 

x 3/4-ineh meter •••••••••• 
1-inch meter •••••••••• 

1 1/2-ineh meter •••••••••• 
2-inch meter •••••••• ~. 
3-inch meter .... , ....... , r. 
4 - inch~ meter ............... ' 
6-inchmeter ......... .. 
S'-inch meter .............. . 

10-inch meter •••••••••• 

Quantity Rates: 

$ 

For all water delivered, per 100 cu .. ft 

Schedule MR-2R Residential Flat Rate Service 
-------~---~-~---~-~---~-~---------~----~---For a single-family residential unit, 

including premises having the following 
areas,: 

6,000 sq., or less •••••••••••• 
6,001 to- 10,000 sq.ft .............. .. 

10',001 to' 16",000 sqp'ft ................. .. 
16,001 to 2'5-,000 sq .. f:t ............. . 

For each additional 'single-family 
residential unit:.,. ............................. .. 

Per Meter Per Month 

.35 

.60 

.90 
1.10 
2.00.-
3.00 
4 .. 00 
7.00 
S'.OO' 

.014 

.63 

.77 

.97' 
1.24 

.42 

$ .. 30 
.Ss. 
.80 

1.10 
2 .. 00 
3.00' 
4.00 
7.00 
8.00 

.. 6S 

.80 

.. 95-
1 .. 20 

"so 



A.88-04-071 et al. APPENDIX C-4, paqe 1 
---~~~------~--~-~~---~-----~-~---~-~---~-----~--~-~----~-~~-~---~-~--•• 
PURCHASED POWER 
.... -----~-.. -----. 

PeE· 5-88, 
Well stations 

Production: KCct 
Kwh per cct 

Wells. Kwh(lOOO') 
Unit CostS/kwh 

Enerqy Cost 

Total Power Cost 

Chemical. Cost 

California Water Service Company 
Marysville District 

Adopted Quantities 
---~-------~----~-

1989 

1,.4:89.8' 
710 .. 95-

1,059' .. 2' 
.·09'484' 

$100,448" .0 

$100,400.0 

$,.4 

1990 

1,.497 .. 2-
710.95 

1,.064.~ 
.. 094'8-4 

$100,94 ,,. 9:, 

$100,900'.0 ' 

$.4 
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A.SS-04-071 et'al. APPENOIX, C-4, pa9'Q 2, 

~~~-~---~-------~~--~--~---~----------~-~~-~---~~~-~---~----~--~--~~~-

California Water Service Company 
Marysville District 

Number of Service ,Meter ,Size 
------------~~~-~---------~---

5/S' x- 3/4 
1 

1 1/2' 
2 
:3 
4 
6 
S· 

10 

total 

Quantity, CCF 

Aeopted 'Quanti ties " 
----~--~--~----~~-

1989·. ------
650 
223 

60· 
103: 
II 

6 
1 
0 
0 ----.. --

1054 

631100 

1990 
......... 

659 
225-

61 
lOS. 

11 
6 
1 
0 
0 

.. ------
1068 

640700 

- • Number of Service NO.ot Service 
1989' 1990 

Usage-1<Cef Avq.UsAqe Cef./Yr. 

Commercial 
Industrial 
Public Auth. 
Other 

subtotal 
Flat'Rate·Serv'. 
Private Fire Prot. 
PUblic' Fire Prot. 

Total 
Water Loss:8.0% 

Total Water Produced 

Flat Rate Serviee 
6000sq .. tt .. less 
6-10000sq~ft .. 

lO-16·000sq ... tt. 
, 16-25000sq .. ft .. 

adcl: ... unit 

... _ ..... 
994 

4 
56 
o 

1054 
2699 

30 
3 

3786 

134.0 
118·3 

l42 
34 
65-

2699 

100S 
4 

56· 
o 

106S 
2689 

30 
3 

3790 

1335 
1178 

142 
34 
65-

268·9' 

1989 199~ 198~ 1990 ----
491 .. 3 

42 .. 1 
97.S 

.2' 
631 •. 1 

. ----
498 .. 3 494 .. 3 
42.1 10525-

100 .. 1-1741.1 
.2 

640.7 

119'.2 119.8 
1,489 .. 8 1,497.2 

--'--
494.3 
10525-

1,741 .. 1 



A.8'S-04-071 et al. APPENDIX C-4" page 3-

----~---~-------------~-------~-------------------------------~~~---~~ 

"'¥ • 
.. ' Marysville District 

utility Plant, Depreciation Reserve, and Rate Base 

1989' 1990 

(Thousands of Dollars) 

UTILITY, PLAN'l" ------_ .. - .... _-
Plant BOY' S 3,381.1 S 3592 .. 9-

Utility Add:., 225-.. 0 158.3 
Advances .. 0 .0 
Contributions 2 .. 8 2 .. 8' 

Total Additions 227.S 161 .. 1 

Retirement 16-.0 16 .. 4 
Plant EOY, 3,592.9 3,737.6-

Wgt .. Plant@- 50.6' 107.2 73, .. 2 
Wqt ~AY9.. Plant 3,48-8'.3 3,666.1 

OEP.RECI~ION RESERVE 

• -~----~----~--~--~--Reserve BOY 1,035-.9 1,100.3 
Contrib·. 3.2 3.3 
Depr Exp, .. (2.4s.t) 72 .. 4 77.1 
Clear.Chq_ 4.8· 5 .. 3 

Total Accrual 80.4 85.7 

Retirement 16.0 16 .. 2' 
Reserve EOY 1,100.:3 1,169 .. 8: 

Wert .. Accr.-@' 52. S% ' 33.8: 36.5-
Wq't.Avg .. Deprec .. Reserve 1,069.7 1,136~S 

RATE BASE 
... _--------
Utility Plant 3,488 .. 3 3666.1 
Material & Sup .. 2'1 .. 1 21 .. 3 
Wor~.Cash Allow .. -16 .. 9 -17 .. 8 

Oepreciation Reserve -1,069.7 -1,136 .. 8-
Ad~ances For Constr. -278:.1 -253.8-
ContriDutions-in-Aid -12'1-5- -121.,1 
Gen.Office Alloc .. 36.3 3'9 .. 6 
Unamort .. Defer.'.raxes -118·.3. -133 .. 0 
Unamort .. I'rC -47 .. 1 -4S:~:9 
CIAe F'l'X .. 2 .. 3 2 .. 8: 

Avg· RATE BASE 1,.396-.4 2,.016.5 
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A.88-04-071 et ~l. APPENDIX C-4, page 4 

-~~---~------------~----~~~----~---~----~----------~---------~-~~~--~-

Total Revenues 

Parch .. Power 
Purch. Chem 
Payroll 
OM Other 
AG Other 
Gen.O~fiee Alloe. 
Payroll Tax 
Ad Val..:'1'axes .9679 
Oncoll •.•. 002377 
Loc.Franch .. 

subtotal 
Interest 
Total 'Deductions 

State Tax Depree. 
State Tax 9 .. 3% 

Faderal Tax Depree .. 
Feel Tax' 34t . 
Total Federal Taxes 

Net/Gr.oss 

Marysville District 

Income Tax Calculations 

1989 1990 -_ ..... _ ..... 
(Thousands ot Dollars) 

$. 874.1 9'16 .. 4 

100.4 100.9 
.4 ..4 

201.7 2'11.8: 
63 .. 1 64.2 
-5-.$ -6.2 

121 .. &. 12'7 _0 
15-.. 9 16 .. 8 
21.8: 22" .. & 
2.1 2.2' 

.3 .:3 
521.8 540' .. 0 
101 .. 5- 10S .. 4 
617'.5 642 .. 1 

138".6 145 .. 1 
11.0 12.0 

86 .. 7 89.9 
54 .. 0 5$..6 
54 .. 0 58: .. 6-

1 .. 6·77539' 

(Encl· of APPENDIX C-4>. 
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A.88-04-071 et oll. APPENDIX 0-4 

-----~-----~--~~---~~~--~-~-----~------------~-----~-~~~---~---~-~~~ 

Marysville District 

Comparison ot typical bills for commercial meterecl 
customers ot various usaqe level and averaqe usaqe level at 
present and au.thorized rates for the year 1989'. 

General Metered .. Service (5/8; x 3/4) Inch Meters 

: Monthly Usaqe:. At Present . . (CUbic Feet):. Rates 
:At Authorizecl : 
: Rates : 

Percent 
Increase 

.. . .. .. 
~----~----~~----~~-~--------~~---------~-~~-~~~-------~~--~~~ 

300 $ 7 .. 38 $ 7.5-3 2.0 % 

SOO 7 .. 99' 8: .. 15- 2.1 

1,000 9.50· 9.70 2.1 

2,.000 12.53 12.80 2.1 

2,25·0 (Avq .. ) 18.95- 19' .. 37 2.2 

3,000 15 .. S6- 15-.90 2.2-

5,000 21.62 22.l0 2.2' 

10,000 36.77' 37 .. 60 2.3 

(End ot Appenclix D-4) 
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A.88-04-071 et al. APPENDIX A-5-
~~---~----~-~-~-~---~---.-----~-~~-~--~-----~-~-~-----~-~--~----~---

Applicability .. -.... _ ........ -_ ........ 

california Water Service company 
Willows District 

SCHEDULE NO .. WL-l 

GENERAL METERED SERVICE· 

Applica~le to all metered water service. 

Territory .... ---..... _-_. 
The city of Willows and. vicinity, Glenn County. 

Rates 

Per Meter 
Per Month'" ----_ ... _--

For SIS. x 3/4-inch meter ..................... . $ 6.19 
For 1-inch meter ............................ .. 12.29 
For 1 1/2-inch :meter ..................... . 16 .. 48 
For 2-inch meter ............................ .. 21.17 
For 3-inch meter ....................... . 41.76 
For 4-inc:h meter ............................ .. 5-6· .. 35-
For 6-inCh. meter ........................... .. 90.52 
For a-inch meter ..................... r ••• 132.70 
For 10-inch meter ...................... . 161.87 

Quantity Rates: 
..4.53 
..583 

For the first 300 cu.tt.,per 100 cu.ft ....... . 
For allover 300 c:u .. ft.,per l?O cu .. tt ...... . 

The Service Charge is a reaci'iness-to-serve charge which is 
applicable to· all metered service' ana to which is .to· De. 
added the mon.thly charge computed at the Quantity Rates .. 

* All rates are. subject to the reimbursement fee set 
forth on schedule' No·~ TJF. 

I 
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A.88-04-071 et al. APPENDIX B-S 

Willows Oistrict 

Each of the followinq increases in rates :may be put into 
effect on the indicated date by filinq a rate schedule Which 
adds the 'appropriate increase to, the rate which would otherwise 
:be' in effect on that date., ' 

Effective Dates 
1-1-90 1-1-91 

Schedule WL-l General Metered Service 
----------------~~-------------~--~~~ 

Service Charqe: 

For 5/8 
For 
For 
For 
For 
For 
For 
For 
For 

x 3/4-inch meter •••••••••• 
l-inch.meter •••••••••• 

1 1/2-inch meter •••••••••• 
2-inch meter .......... . 
3,-inch' meter ••••• ~ ... .. 
4-inch meter ........... ... 
6-inch meter •••••••••• 
8:-inch· meter ........... ' • 

10-inch, meter •• ,. ....... . 

Quantity Rates: 

$ 

For the first 3,00 cu .. ft .. ,per 100 cu .. ft 
For allover 300 cu.ft.,per 100 cu.ft 

Schedule WL-2R Residential Flat Rate Service 
~~------------~~~-~-------~-----------------For a sinqle-familyresidential unit, 

includinq premises havinq the tollowinq 
areas: 

6,000 sq., or'less ............. . 
6,001 t~ 10,000 sq .. ft •••••••••• 

10,001 to 16,000 sq.ft ........... . 
16,'001 to 2-5,000 sq.ft., ......... ' ... .. 

For each ac1c1itional sinqle-family 
resic1ential unit .... , ... , .............. ., .... .. 

Per Meter Per Month 

.26 

.61 

.82 
1.03 
2.24 
2.,65 
4 .. 48 
6 .. 30 
8.13-

.130 

.000 

.64 

.79 

.98, 
1.32 

.. 45-

$ .4$ 
.80 

1.00 
1.30 
3.00 
4.00 
6 .. 00 
a..00 

10 ... 00 

.007 

.007 

.65 

.75-

..95 
1 .. 2S 

.45, 



A.88-04-071 et a1,- APPENDIX C-S, page 1 
~-~~---~~~---~--~--------~-~~----~-~----~---~--~-----~~----~-----~~-----

~. 

Pt7RCHASED POWER 
--------~--... ---PGE 5-88 
Well Stations 

Production: Rccf 
Kwh per Cet 

Wells KWh,(lOOO) 
Unit Cost $/kwh 

Energy Cost 

Total ~ower cost 

Chemical cost 

• 

California Water Service Company 
Willows, District 

Adopted Quantities 
--~----~~------~--

1989 

751 .. 6 
876 .. 70 

653 .. 9 
.. 09427 

$62,117 .. 4. 

$62,.100.0' 

$ .. 1 

1990 

75-4.8 
876 .. 70· 

661.7 
.09427 

$62',381.3 

$62,400 .. 0-

$.1 



A.88-04-071 et al. APPENDIX C-S~ page 2 
------~----~--~--~~---~--~-~~--~---~-~-~-----~-~~~----~-~----~--~-------

California Water Service Company 
Willows District 

Adopted Quantities 
--~------~-~------

Number of Service~Meter Size 1989 1990 

-~-------------~---~---------~ 
5/8 x. 3/4 

1 
1 1/2 

2 
3 
4 
& 
8 

10 
total 

0-3 Ccf 
OVer 3 

total 

'. Number of Service 

Commercial 
Industrial 
Pu))lic Auth. 
other 

subtotal 
Resid.Flat Serv;. 
P:riv.Fire Prot. 
PuDl.Fire Prot. 

Total' 
Water Loss:8.0% 

Total Water Produced 

Flat Rate Service 
6 ~,OOOsq':",ft.less 
6-10,000aq .. ft,. 
10-1~,OOOsq.ft_ 
16-2S:"OOOsq.ft .. 

'add' .. unit 

WL-1, 

No, .. ot Service 
19'89 1990 

9'63 
o 

39 
o 

1002' 
1107' 

30 
3, 

2142 

244 
555 
272 

36 
6 

1107 

992 
o 

39' 
o 

1031 
1088 

30 
3 

2152 

240 
S45-
267 

36 
6 

108S' 

794 8'18 
125- 129 

37' 38 
37' 37 
7' 7 
2 2 
0 0 
0 0 
0, 0 

1002 1031 

32600 33600 
2919'00 ' 300500 
32'4500 334100 

Usage-KCcf Avq .. Usage cct/Y.r. 
1989 1990 1989 1990 

275-.3 28.3.6- 285-.. 9 
.. 0 .0, 1000 

49.0 50.3, 1256 .. 4 
.2 .. 2 

324.S. 334.1 
367.0 360.3 

,60.1 60.4 
7S.1.6 754,.;8· 

28S..9 
1000 

1,25-6.4 
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A.. 88-04-07" et .ll .. APPENDIX C-5, paqe 3 
--~--~---~~~-------~-~---------------------------~~--~-~----------~-~-

Willows District 

Utility Plant, Depreciation Reserve, and Rate Base 

UTILITY PLANT' -------_ ... __ ..... 
Plant BOY $ 

Otility Add. 
ACivances 
Contributions 

Total Add':!. tions 

Retirement 
Plant EOY' 

. Wgt.Plant @ 38.1% 
Wgt .Avq.. Plant 

DEPRECIATION RESERVE 
............. ------.. ---... __ .. ' . ., 

Reserve' BOY 
Contrib~ 
Depr Exp~ .. (2' .. 44 %) 
Clear.Chq. 

Total Accrual 

Retirement 
Reserve EOY 

Wqt.Accr .. @' SO .. 3,t 
Wqt.Avg.DeprecrReserve 

RATE BASE 

------~--Ut.:tlity Plant 
Material & Sup .. 
Work.Cash. Allow., . 

Depreciation Reserve 
Advances. For Constr., 
Contributions-in-Aid 
Gen.Ottice Alloc. 
t1nuort~D.ter • Taxes, 
Unamort .. I'l'C 
CIACF'l'C 
Capit ... Xtems 

Avq RATE: BASE, 

1989 1990 
..... ---.,---

(Thousands ot Dollars) 

2,.509 .. 4 
87 .. 5-
18.7 
11 .. 1 

117.3 

15-... 2 
2·,61l .. 5 

49.3· 
2,558.7 

747.8 
2 .. 7 

52.4 
3 .. 3· 

58.4 

12'.8 
793.4 

23'.0 
770.a 

2,558.7 
15-.3 

1 .. 5-
-770 .. S-
-348'.9 
-ll5.3 

22' .. 6-
-102' .. 0 
-Zl .. l 

4.1 
6 .. 4 

1,250.6 

$ 2611.5-
87.2 
18~7 
11 .. 1 

117.0 

5.0' 
2,723.5-

53.2-
2,664 •. 7 

793.4 
3 .. 2 

54 .. l' 
3.7 

61.0 

7 .. 3 
847.1. 

27.0 
820 .. 5 

2,.664.7 
15.8 

.7 
-820 • .5-
-356-.. 3 
-134.5-

24_5' 
-117·.~ 

-20.S 
6-.,2', 
9.5-



A.88-04-071 et al. APPENDIX C-$, paqe' 4 
~--~---~-~-~------~-~-~--~----~--~---~---~-~~---~~------~-~---~--~-~~-

Willows District 

Ineome Tax Calculations 

1989 1990 

(Thousands ot Dollars) 

Total Revenues 62~.8 $ 648.1 

PUreh It Power 62.1 62.4 
Pureh. Chem l.O 1 .. 0 
Payroll 134.1 140 .. 8: 
OM Other 62.6, 63' .. 7 
AG Other 9 .. 3 9~Q. 
Cen.Ottiee Alloe. 75-:"0 78'.4 
Payroll Tax 10'.6 11.2' 
Ad Valorem Taxes 14.9- 15 ... 6 
'O'neoll. .004752 3.0 3 .. 1 
Loc .. Franeh ... 02 12 .. 5- 13.,0 

subtotal 3850.1 398.7 

.~ 
Interest 66,.9 6S .. 8' 
Total Deductions 448:.1 463.3 

State 'l'ax Depree., 97 .. 0 97.S 
state Tax 9 .. 3 7.5- 8.1 

Federal Tax Depree. 55-.4 50 .. 7 
Fed Taxl4% 39-.. 0 42 .. 9 
Total. Federal Taxes 39.0 42.9 

Net/Gross 1.715860 

(End ot APPENDIX C-$) 

e · 
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A.SS-04-071 et al. APPENDIX 0-5 

~---~~----~---~--~~-------~-----~-~-~~----~--~-----~-----~---------

• 

• 

willows District 

comparison of typical bills for commercial metered 
customers of various usaqe level and averaqe usaqe level at 
present and authorize~ rates for the year 1989. 

General Metered Service (5/8 x 3/4) Inch Meters 

:- Monthly osaqe: At Present 
.. .. 

:AtAuthorized : 
: Rates : 

percent 
Increase-

. .. .. . (CUbic Feet): Rates 
--------~--~----~---~-~--~----~---~-~--------~----~----~~----

300 $- 7.46 $ 7-.. 55- 1 .. 2 % 

500 8.63, 8.72 1.0 

1,000 11.54' 11 .. 63 .8 

2,000' 17.37 17 _46 .. 5 

2,..250 (Avq_) 19.60 19.69 .4 

3,000 23.20 2-3 .. 29 .4 

5,000 34.86 34.95, .2 

10,000 64' •. 01 64.10 .1 
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A.SS-04-071 at alr ALJ/MSW/rm:n. 

'rom a.nd Utilities Engineers Donald Yep, Peter Liu" LArry .irsch, 
ana Antoine Gamarra, all of the Water Utilities Branch CAC~ also, 
called Regulatory Proqram Specialist Phe~e A. Greenw od of the 
Div1sion of ~tepayer Advocates as its cost of~a~.~al witness. 

The matters were concluded at the clos of hearings on 
September 1" 198:8:, subject to the submission 0 late-filed. 
comparison exhibits and the filinq of concur~nt briefs due on 
Septe~r 30, 1988. At subsequent hearinq0nvolv:tnq general rate 
increase requests for the company's Los Al~os-Suburban ana South 
San Franciseo Districts (A.8S-04-070 ancVA.S8-04-075 respectively), 
matters which are currently pending anafwill be considered in a 
separate order, CWS moved for inco~ation of the record of thes~ 
appl.f.catiOns into the consolidated roCeedinq in A .. 8S-04-070 and 
A. 8:8-04-075.. Staff joined in the ;notion, which the ALJ granted" 
and the parties further agreed t~t the record of the later 
proceeclings would be inco:porate"cl into and considereci' in these. 
proceeclinq8. The record.s thuo/conSOlidatecl, the matters stood' 
submitted upon the filing of poncurrent briefs in A.SS-04-070 and 
A.8S'-04-075 on Deee~r 2"188". 
llsues 

During the ,cour~ of these proceed.inqs representatives of 
applicant and. staff reached. agreement on most estimates of test 

I 
year results of operat10(ls. A=eas of agreement includ.e revenue 
estimates and most ope~Ating expense and tax estimates. ~he 

estimated results of ~~u:ations' amounts agreed upon ar& reasona,l)le 
and- will be adopted; ft is not necessary to· d'iseuss them in detail. 

- 'rhe discu81s.i.on which follows focuses on the areas of I, . , 
disagreement between CWS and: staff, which are listed below:, . 

- 11 -

/ 
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A.SS-04-071 et a1. 'ALJ/MSW/rmn 

the company, but is simply A reflectio~ of market requir~ 
The record clearly shows that CWS· does indeed maintain~ood service 
standards and a high degree of customer satisfactio~a~d st4£f 
does not disagree with the company's characterizat~on that it is '" 

/ 
well-managed operation. We fully agree that the~ompany shou14 not 

in any way be penalized.. In detemining the appropriate return for , 
CWS, we recoqnize the quality of the compazy, e company's 
operations. 

Aeordin9'ly, we will adopt a con ant ROE. of 12 .. 25,\. 'rhis 

is consistent with staff's ocr analysis Is well as the recent 
upward trend in interest rates. As 8hotn in the following table, 

• . I . 
the resulting rate of :return on :rate ).;ase, incorporating this ROE, 

, I 
our adopted' costs of long-tem debt "and prefer:red s·tock, and our 
adopted capital strueture r is 11.3~. These returns will result in 

, / 
pre-tax interest coverage of 3.32x in 1989,1990, and" 1991, which 

/ 
should serve adequately to mainTin CWS's favorlll>le bond ratings • 

ll,ai. 

Long-tem Oebt 
Preferred, Stock 
Common Equity 

Long-tem'Oebt 
Preferred' Stock 
Common Equity 

Long-tam Debt 
Preferred Stock 
Common ECJUi ty 

Adopted$ate of RetUrn 
/ 

caPit~ Ratios 

415-.2'5% 
11 .. 75-

153'.00 

45·.25% 
1 .. 75-

5,3.00 

100.00% 

45, .. 25·%· 
1.75, 

S3.00 

- 42- -

Cost 
Factors 

10 .. 54% 
4 .. 19' 

12 .. 25-

10 .. 55% 
4 .. 19 

12.25-

10.55% 
4 .. 19 

12.2S: 

Rate of 
Return, 

4 .. 77% 
0.07 
6.49 

11.33% 

4 .. 77% 
0.07 
6.49' 

11.33% 

4 .. 77\ 
0_07 
6.49 
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A.88-04-071 et al- APPENDIX C-2,/ paqe :3 
-~-----~----------~~--~-----~------~---~~--------~-~--------~-~--~--~-

Utility Plant, 

UTILITY PLANT 
--~-.. --------
Plant BOY 

Utility Add. 
Advances 
Contributions 

'rota 1 Additions 

Retirement 
Plant EOY 

W9't.Plant @ 51.0% 
Wgt.:Avg ... Plant 

DEPRECIATION RESERVE 
---~---~---~-----~--Reserve BOY 

Contrib. 
Oepr Exp'. (2.25%) 
Clear ... Chq. 
Tot~lAccrual 

Retirement 
Reserve EOY 

Wqt.Accr.@ 58_;:' 
Wgt OAvqODepr7Reserve 

RATE BASE _ .. - ... _----
Utility P1/At 

Work. Cash Allow. 
Material I:. sup .. 

Depreciation, Reserve 
Advaneest1:0rconstr. 
Contribu ions-in-Aid 
Gen, .. o:tt~e Alloe. 
Unamort eter.:'l'axes 
tTnamortrI'l'C 
CnC'FTC 
Cap it items 

Avq RA'rE BASE 

He:rmosa-Redondo Di"tri~ / 

Depreciation Reserve~ and Rate Base 

--::~:-- ~ --:::~--

5,-599 .. 0 
29.3 

414.5-
18~.6 

462.4 

12S .. 1 
5,933 .. 3 

194.6 
5'1 793 • 6 

21,633.9 
-47.1 
129 .. 5 

-5,793 .. 6 
-534.9 

-1,212 .. 2 
223 .. 2' 

-62"1.4 
-219'.3 

5-7 .. 0 
31 .. 4 

13,584.5-

:t Dollars) 

$- 22~25:3.8 
1~133.7 

55.8: 
100 .. 9 

1333.1 

102.1 
23,484.8-

627: .. 8' 
22,881.:.6 

5,933.3-
' 31r5 
439.9 
19.4, 

490.8 

123.5-
6,,300.6 

2'13.8 
6,146.5 

22,881.6-
-42.0 
132.8 

-6,146.5 
-569-.2' 

-1,282' .. 9 
242.0: 

-,736-.. 2-
-214.3 

75·.8: 
40·...,., 

14,.3'16 .. 3 
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~~~~-----~~-------~-~~----~~--------~---------~~---~~----------~~~---

Applicability 

California Water Service Company 
King City District 

SCHEDULE NO. KC-l 

GENERAL. METERED SERVICE 

Applicable to all metered water service .. 

Territory. 

King City and vicinity, 

Rates 

Service Charge: 

For S/8 x. 3/4-inch meter .......................... $ 
For l-inch mete~ •••••••••••••••••••• 
For 1 1/2-inchmete~ •••••••••••••••••••• 
For 2--inch meter ............................. .. 
For 3-1nch m&ter ••••••••••••••• ~~ ... . 
For 4-inch meter ... -.............. -........ .. 
For 6~ inch. ;ieter ............................ -.. 
For 8-inch/meter .................. _ .. .. 
For 10-inch meter ....................... . 

Quant1ty Rates: / 

Per Meter 
Per Month-

7.30 I 
12.00 
16.80 
21.40 
40.00 
52 .. 00 
89 .. 00 

132.00' 
132.00 I 

For the first/300 cu.ft .. ,per 100 cu.ft...... ..387 
For all ove~oo cu.ft., per 100 cu .. ft...... .593 

The service Cbarqe i$ a readiness-to-serve charqe Which is 
applicable to/all metered service and to which is to ~e 
added thezo .. ~Ycharqe computed at the Quantity Rates. 

special C d:J.t:J.on 
I 

------~-T;;-~~-the overcollection in the balancinq acc~unt a 
reduct:J.on of $0 .. 010 per Ccf of water usaqe is to-be appl:J.ed 
to· the~quantity rates to amortize the overcollection. 

'* Ad rates are su):):"ect to the reimbursement!ee set 
forth on schedule No·. UF. 
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---~-~--~-~-------------~~-~----~~----~~~--~~-~~-~--~-----~--~-~~-~--

King City Distriot 

Utility Plant, Depreciation Reserve,. and. Rate Base 

UTILITY PLANT -_ .. _--_ ........ .. 
Plant BOY 

Utility Add. 
Advances 
Contri~utions 

Total Additions 

Retirement 
Plant EOY 

Wqt .. Plant @' 38.1% 
Wert .Avq.. Plant 

DEPRECIATION RESERVE 
------------~-~--~--Reserve BO,;( 

Contrib. 
Depr Exp. (1 .. 92%.) 
Clear.,Chq.-

Total Accrual 

Retirement 
Reserve EOY 

Wqt .. Aocr .. @· 50% 
Wgt .. Avq.Deprec .. Reserve' 

RM,'E' BASE -.. -----~~ .. 
Utility Plant 
Material & Sup .. 
Work.Cash Allow. 

Depreoiation Reserve 
Advances For ConStr ... -
Contributions-:Lri-Aid 
k;en~OfficeAllo'c.-.. unamort.Det'7Taxes . , Unamort ",I'l'C 
CIAC' FTC " 
cap'it .. ltems 

Avq RA'1.'E BASE' 

/ 

$ 

1989' 
- ... --.. -.. _-

(Thousands of 

2,073.9 
75·.·3· 
12.2 
16.2 

10'3 .. 7 

17.1 
2,160 .. $ , 

42· ... 2 
2,116;1 

5,3·5.,6-
3.4 

40-.2 
1.3 

44.,9 

13.0 
567.-S. 

19-.. 0 
554.6-

2,116-.. 1 
11.9' 
24 ... 6-

-554.6 
-298 .. 3 
-149.8' 

16.9 
-63.7 
-16.2 

7.,6 
2-8;",3, 

1,12-3.7 

I 

, 1990 
",' _ .. __ J-.... 

2,160.5 
85.1 
12-.. 2 
16,.2'. 

113.5 

6 .. 6-
2,.261 .. 4 

52 .. 1 
'2,212'.6-

567 .. 5 
3.7 

41 .. 6-
1p4 

46-.7 

8'.0 
606 .. 2 

23 .. 1 
590.6 

2,212.6-
12 .. 0 
26-.0-

-590.6 
-299.3' 
-162-.5 

18 .. ~ 
-76 .. 5-
~15 .. S-

10'.7 
29 .. $ 

1,166.0 

.., 
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~-----~---------~--~-~~--~-~---~-~--~~~--~-~~~--~-~~--~~------~~~-~~ 

Marysville District ~ 

Each of the followinq increases in rates may be put~to 
effect on the in~icateci. date ]:)Y' filinq a rat~ schedule ... 'Which, 
adds the appropr.late increase to- the rate wh.lch would therw.ise 
be in'etfect on that date ... 

Schedule MR-l General Metered Service 
--~~~~~~-------~--~-~---~~--------~-~ 

Service charqe: Per Meter Per Month 

For 5/a x 3/4-ineh meter.......... $ 
For 1-inch meter ...... ..1. .... 
For 1 1/2-inch meter •••• .!. •••• 
For Z-inch meter ••• I ..... . 
For 3-inch meter •• I ...... . 
For 4-inch meter. I ....... . 
For 6-inchmeter/ ......... . 
For 8-inch meter •••••••••• 
For 10-inchmeter ........... . 

Quantity Rates: . / 
For all water delivered, per 100 cu.tt.' 

Schedule KR-2R ReSidenti~Flat Rate Service 
-~-~------~----~--~~~---~~--~~--~--~~---~~--

For a sinqle-tami~ residential unit r 
including- premiSia' havinq the following
areas: 

6~000 Sq~l or.les$ •••••••• ~ ••• 
6,.001 t0Y;.O ,,000·, sq·.tt ............. . 

10,001 to l~rOOO sq.ft •••••••••• 
l&rOOl to 2~,000 sq~tt~ ••••••• ~. 

For each ad<1~tional sinqle-family 
residential unit· ••• , ................... .. 

.35, 

.60 

..90 
1 .. 10 
2.00 
3 .. 00 
4.00 
7.00, 
8.00 

.014 

.63 

.77 

.. 97 
1.24 

.4Z 

$ .. 30 
.55· 
.80 

1 .. 10 
2.00 
3.00 . 
4.00 
7 .. 00 
8 .. 00' 

.012 

.45 

.. 55-

.65-

.8'5.' 

.30 


