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QX INION

Susmaxy of Decision

We authorize California Water Service Company (CWS) to
increase rates in its Dixon, Hermosa-Redondo, Xing City,
Marysville, and Willows Districts by amounts which are designed to
increase revenues as shown below:

: 1989 1990 1991
Ristrict Amount Percent  Amount Fexcent - Amount _Percent
Dixon $ 3,400 0.53% $ 18,300 2.83% $ 18,000 2.71%
Hermosa-~Redondo 4,500 0.05 217,600 2.66 . 223,400 2.65
King City 17,800 3.6 16,100 3.12 19,200 3.60
Marysville 5,600 0. 64 39,100 3.90 38,700 4.26
Willows 900 0.14 20,100 2.98% 19,800 3.05
A rate of return on rate base of 11.33% for 1989, 1990,
and 1991 are found to be reascnable. The authorized return on
common equity is 12.25%.

Tables 1 through 5 show, for each district, the- adopted

summary of earnings at present and authorized rates for test years
1989 and 1990. '
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" et ol. /ALI/ TABLE 1

CALIFORNIA WATER SERVICE COMPANY
Dixon District

Adopted Summary of Earnings

- - — - — -

------- ---—~_--1989------—--------- :
Present - Authorized

. S o —— - - - -

_ (Thousands ¢of Dollars)
Total Revenues : 635.5 -2 638.9

Operating Expenses o : -
Oper.& Maint. 211.9 ' 211.9
Adm. & Gen. ‘ 25.4 25.4
Gen.off.Alloec. 81.8 . 81.8
Depreciation $7.6 57.6
Other Taxes ' 27.7 27.7
State Franch.Tax 10.9 11.2
Federal Inc.Tax 45.4 46.5

Total - 460.7 462.0

Net Income | 174.8 176.9

Rate Base , 1,560.7 1,560.7
Rate of Return | 11.20 | ‘ 11.33

1990=- -
Present Authorized

(Thousands of Dellars)

Total Revenues: . 641.5 - 663-1

Operating Expenses
Oper.& Maint. : 218.8 218.8
Adn. & . Gen. 26.1 26.1
" Depreciation 58.7 $8.7
Other Taxes ' 28.4 28.4.
State Franch.Tax 20.3° 12.3
Federal Inc.Tax 43.0 49.6
Total 470.7 479.3

Net Oper. Revenue 170.8 183.7

Rate Base ' 1,619.7 1,619.7
Rate of Return 10.55 ‘ 11.33
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TABLE 2

SOUTHERN CALIFORNIA WATER COMPANY
. Hermosa-Redondo District

Adopted Summary of Earnings

1989==w=
Present Anthorized

(Thousands of Dollars)
Total Revenues _ , 8,148,8

Operating Expenses-
. Oper.& Maint. 4,586.4 , .
Adm.& Gen. 148.5 ' 148.5
Gen.0ff.Alloc. 746.2 746.2
Depreciation 414.5 414.5
Other Taxes 223.1 ' 223.1
State Franch.Tax 84.7 85.1
Federal Inc.Tax 408.9 - 410.3°
Total 6,612.3 . 6,614.1

Net Income | 1,536.5 '1,539.2

Rate Base 13,584.5 13,584.5
Rate of Return 11.31 11.32

- 1990 :
Present Authorized

(Thousands of Dollars)

Total Revenues 8,207.4 $

Operating Expenses

Oper r&' Maint L4 4 ’ 664 -4 r

Adm.& Gen. 154.9 154.9

Depreciation 439.9 _ 439.9

Other Taxes 234.1 234.2.

State Franch.Tax ' 72.1 92.8.

Federal Inc.Tax 371.0. 439.7
Total . 6,716.4 6,806.1

Net'dpér. Revenue 1,491.0 1,623.5
Rate Base | 14,316.3 14,316.3

Rate of Return 10.42 | 11.33
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TABLE 3

CALIFORNIA WATER SERVICE COMPANY
Xing City District

Adopted Summary of Earnings

Total Revenues

Operating Expenses
Oper.& Maint.
Adn.& Gen.
Gen.0ff.Alloc..
Depraciation
Other Taxes:

State Franch.Tax

Federal Inc.Tax
Total

Net Income

Rate Base:
Rate of Return

——mm] GG

A S - T =

Authorized .

{(Thousands of Dollars)
¢

Present .

489.0 506.8

15%.8
9.1
56.8
40.2
31.4

5.7
27.2

191.8
L 19.1 .
56.8
40.2
31.7

7.3
32.6.
116.9 127.3
1,123.7

10.40

1,123.7
11.33

~1990Q .
Authorized

S S i S S -

(Thousands of Dollars)

$

Present

494.9

Total Ravenues 528.8

Operating Expenses
Oper.& Maint.
Adnm.& Gen.
Gen.Off.Alloc.
Depreciation:
Other Taxes.
State Franch.Tax
Federal Inc.Tax

Total..

199.7
19.6
59.4
41.6
33.4

7.8
35.1.
396.6

199.6
19.6
59.4
41.6

4.8
24.8
382.5

112.4

Net QOper. Revenue

132.2

.Rate Base
Rate of Return

1,166.0
9.64

11.33
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TABLE 4

CALIFORNIA WATER SERVICE COMPANY
Marysville District

Adopted Summary of Earnings

-——— e

Total Revenues

Operating Expenses
Oper.& Maint.
Adn.& Gen.
Gen.0Lf.Alloc.
‘Depreciation
Other Taxes
State Franch.Tax
Federal Inc.Tax

Total :

Net Income

Rate Base
Rate of Return

Total Revenues

Operating Expenses
Oper.& Maint.
Adm.& Gen.
Gen.O0ff.Alloc.
Depreciation
Other Taxes
State Franch.Tax

Federal Inc.Tax .

Total

Net_Opér. Revenue

Rate Base
Rate of Return.

1989 o
T Authorized

A — — St G b - ———

(Thousands of Dollars)

868.5 ' $ 874.1

347.7 347.7
4.5 14.5
121. & 121.6
72.4 72.4
38.0 38.0
10.5 11.0
52.3 54.0
656.9 659.2

1,896.4 1,896.4
11.16 11.33

- ~=1990
Present

Authorized

(Thousands of Dollars)

871.6 % | 926.4

358.4 358.5
14.8 14.8
127.0 127.0
77.1 77.1
39.7 | 39.7

7.9 12.0
44.8 58.6
669.6 687.7

202.0 228.7

2,016.5 . ' 2,016.5
10.02 11.33
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TABLE S

oo CALIFORNIA WATER SERVICE COMPANY
: . Willows District

Adopted Summary of Earnings

(Thousands of Doilars)
Total Revenues : 624.9 $

Operating Expenses

Oper.& Maint. : 251.6
Adm.& Gen. 20.5
Gen.Off.Alloc. 75.0
Depreciation T 52.4
Other Taxes . - 38.0
State Franch.Tax . ' . 7.4
Federal Inc.Tax 38.7

Total o 483.6

Net Income n _ 141.3

Rate Base 1,250.6
Rate of Return 11.30

1990 - e e
Present Authorized

(Thousands of Dollars)'
Total Revenues 627.6 $

Operating Expenses

Oper.& Maint.. 259.1
Adm.& Gen. 2.4
Gen.0ff.Alloc. 78.4
Depreciation 54.1
Other Taxes ’ 39.4
State Franch.Tax 6.3
Federal Inc.Tax 36.7

Total ' - 495.3

VREORrLLD

+

N®OWYH OO

L L I |

Net Oper. Revenue- 132.3.

Rate Base = 1,272.2
‘Rate of Return 10.40

N l
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Summary of Applications

CWS. requests rate adjustments for its Dixon (Application
(A.) 88-04~071), Hexrmosa-Redondo (A.88-04-072), King City
(A.88=-04-073), Marysville (A.88-04-074), and Willows (A.88-04-076)
Distxicts. The proposed rates are designed to produce returns on
rate base of 12.26% in 1989, 12.27% in 1990, and 12.28% in 1991,
and a constant return on equity (ROE) of 13.75%. CWS claims that
these rates of return are the minimums necessary f£or 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:

Ristrict 4389 1930 2321

Dixon $ 57,800 .l S 24,200 3.5% § 24,300
Hermosa-Redondo 480,000 : 240,000 2.8 240,100
Xing City 69,500 ~ 19,900 2}8
3.

. 6 20,000
Marysville 56,500 44,900 - 45,000

Willows 45,000 . 21,000 1 22,100
CWS, whose general offices are in San Jose, 6ali£o£nia,
provides water sexrvice in 21 separate operating districts located
throughout the state. As of December 31, 1987 the company had an
investment in utility plant of $367,002,154 (including utility
plant under comstruction), served 337,783 customers, and employed
538 persons. The gross operating revenue for 1987 was
$112,775,722. At the end of 1987 there were approximately 5,976
stockholders. 7
_ For the districts subject to these applications, the
follbw;ngﬂtable shows the terrxitory served, the number of customers
in léajj‘and;operating’revenues for that year:
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1987 Recorded 1987 Recorded
Territory Average No. Operating
—Sexved = of Conmections

—Revenues

City of Dixon and 2,572 S 638,700
adjacent areas
of Solano County

Hormosa-Redondo Cities of Hermosa 23,620 $8,163,200
Beach, Redondo
Beach and adjacent
areas of Torrance
and Los Angeles Co.’

King City . City of King City $ 470,600
, and adjacent areas
of Monterey County

Marysville City-of‘anysville - $ 886,900

Willows City of willows and ‘ $ 619,200
adjacent areas of
Glenn County

Background ,

CWS served copies and provided notice of the applications
in accordance with the Commission’s Rules of Practice and
Procedure. Shorxtly after the applications wexe 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
issues with utility and staff representatives. Meetings were held
in each of the districts in May and June of 1988.

Notice ¢f the informal meetings was included with a
summary of the applications which CWS mailed to each customer. 1In
addition to the staff Project 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 attendance at the Dixon, King City, and Marysville
meetings. The Commission’s formal files include a letter from
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Mayor David E. Roloff of the City of Marysville stating that the
city council had voted to oppese the three-year step increases
proposed by applicant. Also included is a reply letter from staff
explaining the three~year plan of general rate cases for water
utilities. o

, Mayor Etta Simpson and Public Safety Director Steve
wisniewski of the City of Hermosa Beach participated in the staff’s
Hermosa-Redondo Distric¢t meeting, but no other customers were
present. The Hermosa Beach officials raised concerns about the
adequacy of fire flows within the city. Staff reported 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 basis, it found that
CWS renders good service, and goes out ¢f 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, staff 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 which
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 testimony and exhibits |,
introduced by its Executive Vice-President, Donald Houck; its Chief
Financial Officer, Treasurer, and Vice-President Harocld C. Ulrich;
its Director of Water Quality, Raymond Taylor; and the Assistant
Chief Engineer, Michael Rossi. The Commission Advisory and
Compliance Division (CACD) presented its case through the testimony
and exhibits of Senior. Utilities Engineex/Project Manager Richard
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Tom and Utilities Engineers Donald Yep, Peter Liu, Larry Hirsch,
and Antoine Gamarra, all of the Water Utilities Branch. CACD also
called Regulatory Program Specialist Phebe A. Greenwood of the
Division of Ratepayer Advocates as its cost ¢f capital witness..

The matters were concluded at the close of hearings on
September 1, 1988, subject to the submission of late-filed
comparison exhibits and the filing of concurrent briefs due on
September 30, 1988. At subsequent hearings involving general rate
increase requests for the company’s Los Altos=Suburban and South
San Francisco Districts (A.88-04-070 and A.88-04-075 respectively),
matters which are currently pending and will be considered in a
separate order, CWS moved for incorporation ¢f the record of these
applicaﬁions into the consolidated proceeding in A.88-04-070 and
A.88~04-075. Staff joined in the motion, which the ALJ granted,
and the parties furthex agreed that the record of the later
proceedings would be incoxrporated into and considered in these
proceedings. The records thus consolidated, the matters stood
submitted upon the f£filing of concurrent briefs in A.88-04-070 and
A.88-04-075 on December 2, 1988.

The only comments xeceived on the ALJ’s proposed decision
consisted of requests to correct typographical misprints in the
appendixes. All of the rxequested corrections have been
incorporated in this order.

Issues

During the couxrse ¢0f these proceedings reprezentatives of
applicant and staff reached agreement on most estimates 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 are reasonable
and will be adopted; it is not necessary to discuss them in detail.

The discussion which follows focuses on the areas of
disagreément between CWS: and staff, which are listed below:
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| . Disputed Issues
Rate of Return

a. Capiﬁal Structure
b. Return on Equity

Tax on Unbilled Revenue

Ductile Iron Pipe

Working Cash

General Office

a. Outside Sexvices Expenses

b. Pension and Benefit Expenses

¢. Plant Retirements

Dixon District ‘

a. Other Operation Expense

b. Plant Additions: Paving, Main
Replacement, Shed

Hermosa~Redondo District

a. Plant Additions: Office Expansion,

Non-specifics
b. Gain on Sale of Station 12-01

8. King City District-Auxiliary Generator

9. Marysville District-Other Operation Expense
10. Willows District~Auxiliary Generator
11l. Rate Design

Tables 6 through 15 show CWS’s and staff’s final
estimates of the results of operations for each district, at
.présqnt rates, for test years 1989 and 1990.
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‘I" TABLE 6

Comparison of Applicant’s and Staff’s Summary of Earnings
Rix z 1989
(Pollaxs in Thousands)

Item Applicant Rifferepnces — Staff
. Operating Revenues $ 635.5 $ 0.0 $ 635.5

Qperating Expenses

Purchased Power
Purxchased Water
Groundwater Charges
Replenishment Assessment
Purchased Chemicals .
oll - District
Ot er O & M
Other A & G and Misc.
AD Valorem Taxes - District
Business License
Payreoll Taxes - District
Depreciation
Ad valorem Taxes -~ G.O.
oll Taxes = G.O.
Ot er Prorates - G.0.
Balancing Account Adjustment
Subtotal’
Uncollectibles
Business License
Local Franch. Tax & Bus. Lic.
Local Franchise Tax
Income Taxes
Total Operatxng Expenses
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460.9
Net‘Operating Revenues 168.0 -6) 174.6

Rate Base 1,564.5. . 1,547.9°

Rate of Return 10.74% 54% 11.28%
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TABLE 7

Comparison ¢f Applicant’s and Staff’s Sumggry of Earnings

Dixo :

(Pollars in Thousands)

Item
Operating Revenues
Qrexating Expenses

Purchased Power

Purchased Water

Groundwater Charges

Replenishment Assessment

Purchased Chemicals

Payroll = District

Other O & M '

Other A & G and Misc.

AD Valorem Taxes = District

Business License

Payroll Taxes - District

Depreciation

Ad Valorem Taxes - G.0.

Payroll Taxes = G.O.

Other Prorates - G.Q.

Balancing Account Adjustment
_Subtotal

Uncollectibles

Business License

Local Franch. Tax & Bus.

Local Franchise Tax

Income Taxes

Lic.

Total Operating Expenses -

Net Operating Revenues
Rate Base '

Rate of Return

Applicant Riffexences Staff
$ 641.5 $ 0.0 $ 641.5

b
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477.9

163.6
1,627.0

10.06%

7.2
(7.2)
33.9

-0.66%

470.7

170.8
1,593.1

10.72%
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'l" TABLE §

Comparison of Applicant s and Staff’s Summary of Earnings
Hexm 89

(Dollars in Thousands)
Ltem Applicant Dizzsxﬂnsgz Staff
Operating Revenues $ 8,148.8 - $ 0.0 $-87148.8
Operating Expepnses
Purchased Power
Purchased Water
Groundwater Charges
Replenishment Assessment
Purchased Chemicals
Payroll - District
Other O & M
Other A & G and Misc.
AD Valorem Taxes - District
Business License
Payxroll Taxes -~ District
Depreciation
Ad Valorem Taxes - G.0.
oll Taxes - G.O.
Ot exr Prorxates - G.0.
Balancing Account Adjustment
Subtotal
Uncollectibles
Business License
Local Franch. Tax & Bus. Lic.
Local Franchise Tax

Income Taxes 563.3
' Total Operating Expenses 6,683.0

Net Qpexating Revenues ' 1,465.8 ) 1,536.0
gatetaaée ] 13,667.1 .5 13,495.6

« ¥ % % % B 5 ¥ B 3 N B ¥ B N 0N

coooXlobNOOWODO0DOO0O0O00OO0O

OO0OOONONOOOOOO0O0O00000O00O

3.1
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oM
L I ]
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TABLE 9

Compariscn of Applicant’s and Staff’s Summary of Earnings
e g gt : : :

(Dellars in Thousands) . R
lzem applicant Rifferences  Staff
Operating Revenues R S 8,207.4 $ 0.0 $ 8,207.4
Qpexating Expensges

Purchased Power

Purchased Watex

Groundwater Charges

Replenishment Assessment

Purchased Chemicals '

Payroll - District
~Qther O & M

Other A & G and Misc.

AD Valorem Taxes = District

Business License

Payroll Taxes - District

Depreciation

Ad Valorem Taxes -~ G.O.

Payroll Taxes - G.0-

Other Prorates - G.0.

225.0
3,105.8
0.0
147.0
3.4
812.6
454.9
50.9
150.0

W
N
on

Q
[

o B0
puinLn -
S Rw-onn

F
waon
wVnAoCO
LI N * ¥ * 2 & N

LI

N 3 .

Uncollectibles

Business License

Local Franch. Tax & Bus. Lic.

Local Franchise Tax -

Income Taxes o \ 514.9 447.
Total Operating Expenses 6,789.6 74.0 6,715.6

[ S T T R T I R N I N R

L}

CO0ONPWOONOOOODOOOO000

JOOOOMOWOOWOOOOOODOO0OO
R
n
*

NHOONMHOAVOOO

woo

Net 0peratinngévanues ‘ 1,417.8 (74.0) 1,491.8
Rate Base | 14,406.5 271.7. 14,134.8
Rate of Return ' 9.84% -0.71% 10.55%
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Qpexating Expenses
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TABLE 10

Comparison of Applicant’s and Staff’s Summary of Earnings

ear 1989

(Dollars in Thousands.)

item
$ 489.0

3

Purchased Power

Purchased Water
Groundwater Charges
Replenishment Assessment
Purchased Chemicals
Payroll -~ District

Other O & M -

Other A & G and Misc.
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'I' TABLE 11

Comparison of Applicant’s and Staff’s Summary of Earnings
bR 5 ,

(Dollars in Thousands)

Item
Operating Revenues
Qperating Expenses
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Groundwater Charges
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1'I' TABLE 12

Comparison of Applicant's and Staff’s Sum?;ﬁg-af Earnings

(Deollars in Thousands)
lten ' Applicant Rifferences  Staff:
Operating Revenues $ 868.5 $ 0.0 $ 868.5
Qrexating Expenses

Purchased Power
Purchased Water
Groundwater Charges
Replenishment Assessment
Purchnsed Chemicals
oll - District
Ot er O & M ,
Other A & G and Misc.
AD Valorem Taxes - District
Business License
Payroll' Taxes = District
Depreciation
Ad Valorem Taxes - G.O.
011 T&XBS - G-OOr
QOthexr Prorates - G.0.
Balancing Account Adjustment
Subtotal
Uncollectibles
Business License
Local Franch. Tax & Bus. Lic.
Local Franchise Tax

Income Taxes. __65.2 23 62:9
Total Operating’ Expenses 661.9 5.1 656.8
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Rate of Return 10.86% -0.31%  11.17%
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‘l'} TABLE 13

Comparxson of Appl;cant’s and Staff’s Summary of Earnings
Year 1990
(Dollars ;n Thouaands) -

Operating Revenues $ 871.6 - $ 0.0 $ 871.6
Operating Expenses

Purchased Power
Purchased Water
Groundwater Charges
Replenishment Assessment
Purchased Chemicals
oLl --District
Ot er O & M
Othexr A & G and Misc.
AD Valorem Taxes - District
Business License
Payroll Taxes - District
Depreciation
Ad Valorem Taxes - G.O.
'¢ll Taxes - G.O.
Other Prorates ~ G.0.
Balancing Account Adjustment
Subtotal
Uncollectibles
Business License
Local Franch. Tax & Bus. Lic.
Local Franchise Tax
Income Taxes .
Total Operating Expenses 674..7 5.3
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Net Operating Revenues 196.9 (5.3)
Rate Base , 2,024.3 5.2
Rate of Return 9.73% =0.30%
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' ' | TABLE 14

Comparison of Applicant’s and Staff’s Summary of Earnings
W, w ! ] ‘

(Dollars in Thousands)
Operating Revenues : $ 624.9 $ 0.0 $ 624.9
Qpexating Expenses

Purchased Power
Purchased Water
Groundwatexr Charges
Replenishment Assessment
Purchased Chemicals
oll - District
Qther O & ¥
Other A & G and Misc.
AD Valoxem Taxes - District
Business License
Payroll Taxes - District
Depreciation
Ad valorem Taxes = G.O.
oll Taxes - G.Q.’

Ot er Prorates - G.0..
Balancing Account Adjustment Q,Q
' Subtotal 422
Uncollectibles '
Business License
Local Franch. Tax & Bus. Lic.
Local Franchise Tax ‘
Income Taxes - 50.5

- Total Operating Expenses 488.6
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Net‘Opeiatinngevenues 136.3 (5.1) 141.4
. Rate Base . 1,295.3 47.4 1,247.9
Rate of Retuxrn | 10.52% -0.81% 11.33%
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' l'I' TABLE 15

Comparison of Applicent s and Staff’s Summary of Earnings
wi axr 1990
_(Qpllars in Thousands)

Operating Revenues $ 627.6 $ 0.0 $ 627.6
Operating Expenses

Purchased Power
Purchased wWater
Groundwater Charges
Replenishment Assessment
Purchased Chemicals

oll = District
Other O & M '
Other A & G and Misc.
AD Valorem Taxes - District
Business License
Payroll Taxes - District
Depreciation
Ad Valorem Taxes - G.0O.
Payroll Taxes - G.O.
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Unceollectibles

Business License

Local Franch. Tax & Bus. Lic.

Local Franchise Tax

Income Taxes 47.3 I X
Total Operating Expenses 500.2 5.1 495.1
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Net Operating Revenues C127.4 (5.1) 132.5
Rate Base 1,317.6 50.5 1,267.1
Rate of Return 9.67% ~0.79% 10.46%

Rate of Return

The rate of return on a utility’s rate base is a
composite value of the cost of capital incorporating costs of long-
term debt, preferred stock, and common equity. These costs are
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weighted according to the firm’s capital ratios, 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 1589, 12.19% in 1990, and 12.21% in 1991, in oxder to
earn a return on common equity (RCE) of 13.75%. 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. Largely
because its ROE recommendation is two percentage points (200 basis
points) less than CWS’s, and partly because it urges approval of
somewhat lower equity ratios, the rates of return recommended by
staff are lower than CWS’s by 110 basis points for 1989 and by
slightly greater amounts f£oxr 1950 and 1991.

Capital
~Ratiog

1389 .

Long-term Debt 44.40% 45.25%
Preferred Stock 1.70 0.08 1.75

Common Equity — _33.90 ~L-4). _23.00
100.00% 12.17%  100.00%
1230

Long=-term Debt 43.90% 4.63% 45.25%
Preferred Stock 1.700 0.08 1.75

Common quiﬂy 54.40 248 53.00 -
100.00% 12.19% 100.00% 11.08%
1991 |

Long-term Debt 43.40% 4.58% 45.25% 4.78%
Preferred Stock 1,60 0.07 1.75 0.07

Common Equity 55.00 ~Z1.36. .33.00 S22
| 100-.00% 12.21%  100.00% 11.08%
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¢

Applicant’s and staff’s initial estimates of long-term
debt costs were apart by nearly 50 basis points. As a result of
discussions which took place during these proceedings, the parties
have reached agreement on estimates of new long-term debt costs. A
" new 'bond issue of $18 million in 1988 (CWS’s Series BB) will carry
an interest rate of 9.48% and, including issuance costs, an
estimated effective cost of 9.60%. Planned issues of $3 million in
19689, and $4 million each in 1990 and 1991 will have an estimated
effective cost of 10.50%. Combining these costs with the embedded
costs of outstanding debt, CWS estimates the average ¢ost 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 estimates of the effective dividend rates on
preferred stock reflect the 1988 liquidation of all but Series C -
holdings. The effective cost of this series is 4.19%. Staff notes
that CWS’s higher cost estimate ¢f 4.41% for preferred stock was
made prior to the liquidation of Series D, E, F, G, H, and K, which
took place in the second quarter of 1988. Staff’s recommendation
is based on more current information and will the;efore be adopted.

Capital Strycture -

CWS’s projections show that its equity ratio will be
53.90% in 1989, 54.40% in 1990, and 55.00% in 1991. Staff believes
that because of the relatively low financial and business xisk
faced by the company, ratios this high are not required. Because
equity costs more than debt financing, staff claims that excessive
capital costs would be passed on to ratepayers if these xatios are
approved for ratemaking purposes. It recommends that a limit of
53.00% be imposed for each of the three years.

Staff’s analysis shows that the company’s equity ratio
has steadily increased in recent years, growing from 42.47% in 1983
to 55.10% in 1987. 'In each of the past f£ive years, Cwsfh~ratid;




exceeded the group average of eleven comparable water utilities by
a steadily growing margin, as shown in the following table:1
Equ .
Group )
CWS Average = Riffexence

1984 45.18 39.82 S.36
1985 47.73 40.60 7.13
1986 51.79 44.34 7.45

1983~87 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.
Accoxding 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 (additions 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 1983 to 118.48% in 1987.
Also, staff observes, CWS’s payout ratio (the proportion of
earnings available to common stock which is actually paid to
stockholders in dividends) during this period was 60%, compared to

1 For the purpose of this and other financial analyses, staff
selected a group of water utilities which axe listed in C.A.
Turner’s Telephone and Water Utility Reports, earn at least 70% of
total revenues from water operations, and whose stock is regqularly
traded. The eleven companies meeting these criteria are American
Water Works, Connecticut Water Service, Consumers Water, E’/Town
Corporation, The HKdraulic Company, IWC Resources Corporation,
Middlesex Water, Philadelphia Suburban Co., SJIW Corporation,
Southern California Water, and United Water Resources. We discuss
the issue (raised by applicant) whether these companies can be
compared to CWS. in the following section on return on equity.

- 25 -
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an average of 66.72% for the group of eleven comparable water
companies.

Staff’s cost of capital witness testified that in an
optimal capital structure, the costs of different modes of
financing will be appropriately balanced in accoxdance with the
company’s financial xisk:

"Debt financing is cheaper than equity
financing, yet increases in the debt ratioc also
increase financial risk. Debt financing is
cheaper for two reasons: interest payments on
debt are usually cheaper than returns paid to
company stockholders, and debt interest is tax
deductible while returns on common equity are
not. Although debt is less expensive, it has
the disadvantage ¢of increasing financial risk;
furthermore, the mere a company is leveraged,
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 balance 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 acknowledges that with higher equity ratios, debt:
financing becomes cheaper, but goes on to note there are limits to
this benefit. First, lower cost financing affects the cost of new
debt issues only. For example, CWS’s planned bond issue of $3
million in 1989 represents less than 5% of the company’s total
debt. Also, CWS already enjoys a high AA2 bond rating from Moody’s
and a similarly high rating of Ar+ from Standard and Poor’s. Staff
concludes that for CWS’s ratepayers, there is no benefit in raising
the equity ratio in order to improve the company’s bond rating.

Staff also notes that in a regulated industry, tax
savings such as those enjoyed with deductibility of debt costs are
passed through to ratepayers. Utility stockholders lack the same
incentive to maximize the use of debt that ownexrs of firms in
competitivq markets have. Staff believes that while a utility’s

. *

- 26 -
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stockholders would prefer higher equity ratios, ratepayers would
prefer higher debt ratios to take advantage of tax savings and
lower financial costs. .

Admittedly lacking a more conclusive study of the optimal
capital structure for CWS, staff believes that the equity ratios of
eleven comparable companiesz, 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%
oquity ratio is close to the level it expects the company to be at
in 1989 following the $18 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 66.7%, which approximates the
eleven-company group average payout ratio, the model results in a
projected equity ratio for CWS of 53.00% throughout the period fxrom
1989 to 1991. ,

CWS takes issue with staff’s characterization that it
plans to build up its equity ratie in the period covered by these
applications. Its highest projected ratio of 55.00% in 1991 is
less than the December 1987 ratio of 55.30%. Also, the 55.00%
projection rests on the assumption that the requested 13.75% 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.

CWS’s financial witness explained the equity ratio
increase of recent years as follows:

1. The 1981 Tax Act, which required, for
ratemaking purposes, deferral of the
benefits of the investment tax credit and
reduced taxes due to accelerated tax
depreciation. The cash flow resulting f£rom
this act allowed the company to forgo
bgggowing\$14,795,000”through December




..
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2. The company was authorized an ROE of 14.5%
during much of the period 1983 to 1987, and
that rate was actually realized in all of
the operating districts in 1984. CWS
earned its authorized rate of return in the
years 1984 through 1987.

The payout rate of dividends on common
stock has been somewhat lower than the
level targeted by the company. It has
averaged 60%, where 65% would have been
paid out if the company had been better
able to anticipate favorable earnings at
the time that dividend rates were
established. This situation resulted in
part because of higher-than-expected sales
during the period due to dry weather
conditions. It was not possible to
anticipate such sales at the time dividend
rates were set.

According to the company, the increased cash flow which
resulted from these conditions' has resulted in an improvement in
its bond rating, and has provided funds which enabled the calling
of high coupon bonds. Redemption of Series Y and Z bonds, with
interest rates of 13.00% and 16.25%, respectively, and subsequent
issuance of Series BB bonds with an interest rate of 9.48%,
resulted in a net annual interest savings of $§270,954. The
company’s effective cost of debt (upon which applicant and staff
agree) would have been 18 basis points higher without these:
savings.

CWS maintains that it is not the c¢company’s policy to
raise its equity ratio in the test period, and that the ratio will
not in fact continue to increase as it did between 1983 and 1987.
There 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 1991 exceed
anticipated retained earnings of approximately $18.5 million duxing
the same period: (although some of the proceeds from new issues will
offset the‘retiringforlrefunding.of existing £ssuésy,v,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 (TRA-86) has had the effect of reducing cash flow by
eliminating the investment tax credit, requiring longexr lives for
depreciation purposes, and imposing a tax on contridbutions 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 recommendation
of 53.00% by just 0.9 percentage points in 1989, 1.4 pexcentage
points in 1990, and 2.0 percentage points in 1991. Staff presented
a hypothetical "sensitivity analysis” which shows dramatically
different revenue requirements depending on whether equity ratios
are 10%, 30%, 50%, 70%, or 90%, but the differences at issue here
are minor by comparison. For 1991, when the greatest difference of
2 percentage points occurs, based on ouxr adopted ROE of 12.25%, the
" difference in the rate of return on rate base‘using applicant’s and
staff’s recommended capital structures is six basis points (11.39%
-with CWS’s recommendation and 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 capital costs by adding 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, but the recoxrd
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 equity ratio at 53.00% would




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

result in a downgrading ¢f 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
53.00%, and related capital ratios for preferred stock and long~
term debt. While it is clear that CWS is not proposing, as a
matter of company policy, to increase its equity ratio
significantly duxing the ratemaking period covered by these
applications, it is also apparent staff’s somewhat lower
recommendation is a more realistic estimate of the equity ratio
which can be expected to occur. As indicated by CWS’s financial
witness, 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 average of comparable
utilities, is consistent with this expectation of a lower value.

Ret it .

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
return. Unlike debt and preferred stock costs, which are in large
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 case, both applicant and staff utilized the
discounted cash flow (DCF) and the risk premium (RP) medels as part
of their analyses. To measure an investor’s expected xreturn, and
thus a utility’s cost of equity capital, the DCF model incorporates
data on the curxent 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 estimated on the basis of the stock’s
historical performance. The RP model is based on the premise that
investors expect a higher return on common stock than on debt
because greater risk is involved. With this model, an estimate of
the required premium above debt returns 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 DCF analysis which used the company’s
earnings and dividends growth from 1977 teo
1987. This analysis indicates a required
ROE ranging from 13% (based on dividends)
to 15.5% (based on earnings).

A similar DCF analysis which used the
company’s performance from 1982 to 1987.
This analysis indicates an ROE between
14.6% and 21% is required to meet investor
expectations. The company acknowledges
that its performance was particularly
favorable during this shorterxr periocd and,
therefore, that it would be reasonable to
use the longer ten-year DCF analysis.

A risk premium analysis which compared the
authorized ROE’s and embedded debt costs of
five energy and communication utilities and
five water utilities (not including CWS)
which were the subject of Commission.,
decisions on rate of return in 1987.

The average risk.gremium for the energy and

communication utilities was 3.48%. The
average for the watexr companies was 2.89%.

2 The five energy and communication utilities are Pacific Gas
and Electric Company, Southern California Edison Company, San Diegqo
Gas & Electric Company, Southern California Gas Company, and GTE
California Incorporated. The five water companies are California-
American Water Company, Dominguez Water Corxrporation, Park Water
gompany;'Southern'CalfforniavWAte: Company, and Suburban Water -
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By adding these premiums to the embedded
debt cost of 10.65% for 1988 (the company
later revised this projection to 10.55%),
the risk premium analysis indicates the
company is entitled to an ROE of 14.13%,
based on comparisons with energy and
communication utilities, or 13.54%, based
on comparisons with water utilities.

CWS believes that in evaluating & stock’s potential for
future growth and jinvestment return, an investor will place great
reliance on a company’s own performance record. According to the
company’s financial witness, the company’s pexformance is to a
degree an individual matter which reflects the company’s particular
management philosophies. He, therefore, used only CWS’s earnings
performance in his DCF 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 rxeturns of othex California water
utilities, ahq that comparisons should not be made with utilities
in other states because different commissions have different
policies and procedures.

CWS maintains that it faces operational risks which
should also be weighed in establishing its ROE. Included among
these risks is the potential for revenue shortfall which can occur
with sales reductions related to watex shortages and rationing.
Although revenue and sales adjustment mechanisms have been
established for energy utilities to reduce their risk, the
Commission has not established comparable mechanisms for water
utilities. Also, the risk of revenue shortfall is made greater by
the lingering effects of the Commission’s lifeline rate design
policy of the 1970’s and eaxrly 1980’s. This policy was changed
recently (D.86-05-064), but it will take years to fully implement
changes in the rate structure which are designed to stabilize
revehués,by phasing out lifeline rates and-inc:easing‘servicev
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charges. Another operational risk that CWS asserts Qhould be
considered is the poténtial for high capital expenditures which nmay
be required to meet EPA and Department ¢f Health Serxvices water
quality and monitoring regulations.

According to staff, the allowed ROE should be a function
of market-based equity returns and the firm’s financial and
business risk. Staff used the DCF model to estimate the expected
return by analyzing the earnings performance of eleven comparable
water utilities (listed in Footnote 1). The growth rate used £ox
each of the eleven firms was the average ¢f growth in dividends and
earnings over the five-year period 1983-~1987. The stock price used
was. an average of the most recent three months’ high and low
prices. As shown in the following summary table, this analysis
vielded an expected return on equity of 12.18% for the group.

Discounted Cash Flow Model
Ueilicy Expected ROE
American Water Works 17.80%
Connecticut Water Service ' 9.74
Consumers Water 14.63
E’Town Corporation 7.53
The Hydraulic Company 10.94
IWC Resources Corporation 10.79
Middlesex Water 9.50
Philadelphia Suburban Co. 6.55
SJW. Corporation 16.26

Southern California Water 14 .85
United Water Resources 15.44

Average ; 12.18%

Staff made a separate DCF 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 performance, staff als¢ incorporated July 1988
Value Line growth forecasts in the DCF model. A widely known
financial information service, Value Line publishes data on three
water utilities: American Water Works, United Water Service, and
CWS. Incorporation of Value Line’s forecasts of dividend and
earnings growth for these three companies 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 11.51%, based on the group of eleven comparable utilities. When
CWS was included, this analysis resulted in a‘group average ROE of
11.44%.

Staff maintains that its approach to the DCF analysis is

in keep;ng with two landmark cases, Elgg;iglg_ﬂg;g;gg;xg_gng

(1923) 262 US-679 67 L ed 1176, 43 Sw Ct. 675 and Egggxgl_zg_g;

Commission v Hope Natural Gas Company (1944) 320 US 591; 88 L ed.
333, 64 S. Ct. 281. Staff explains that the essence of Bluefield
is that authorized returns should be sufficient to attract
investors. It explains further that Hepe reinforces this decision,
dictating that the return to the equity owner should be
commensurate with returns for comparable investments having
corresponding risks, and should be sufficient to assure confidence
in the financial integrity of the utility so that its credit is
majintained and to attract capital. Staff argues that CWS’s sole
use of its own financial pexformance in its DCF analysis is
contrary to the mandate of Hope to consider comparable investments.
Staff believes that risk premium measurements should be
made over a long period of time, because temporary swings in debt
and equity markets could yield incorrect results if short periods
are used. For its RP analysis, staff computadithe gvezagefreﬁbtded?
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ROE ¢f 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 l0-year and 30-year treasury bonds in each year
during this periodidnd averaging the results, staff measured a
2.05% risk premium over the cost of l0-year bonds and a 2.09%
premium over the cost of 30-year bonds. Adding these premiums to
bond costs forecasted for 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 table:

Risk Premium Model

Blue Chip Data- Historical Forecasted
Debt | Financial Resources Average Return on

2 Premium Equity.

10-year
Treasury

30-year
Treasury :

(1) From the August 1, 1988 Blue Chip publication.
(2) From the June 1988 DRI publication.

In addition to its analyses using the DCF and RP models,
staff considered the following in arriving at its ROE
recommendation:

1. The near doubling ¢f 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 CWS to be a company
with low financial risk.

The econclusion of low financial risk, and
the conclusion that the ccmiany faces very
little. businesa risk, is bo-stexed 1n
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staff’s view by & steady growth in returns,
culminating in a 17.08% return on equity in
1987 compared to the 1978 return of 9.81%,
and a 14.08% return on total capital in
1987 compared to 9.00% in 1978.

From 1983 to 1987, CWS earned an average
ROE of 14.79% and an average retuxrn to
total capital of 12.50%. These returns
exceed the eleven company group averages by
168 basis points and 218 basis points,
respectively. Staff asserts that following
Hope and Bluefield, a lower authorized ROE,
more in line with the market average
indicated by the other water utilities, is
appropriate, and will still assure CWS’s
ability to attract capital and maintain its
credit standing.

Evaluating rates for utility bonds and

short- and long-term govermment securities

since 1981, staff concludes that interest

rates have been declining, while CWS’s ROE

has been increasing. Staff claims that

this trend supports its view that lowering

the ROE is appropriate. ,

Having established 'a recommended ROE range of 11.75% to
12.25%, staff asserts that the lower figure of 11.75% is indicated
by CWS’s above-average equity ratio. According to staff’s cost of
capital witness, there is an inverse relationship between a
utility’s equity ratio and the ROE required by investors, because
of the. reduced financial risk which is associated with higher
equity ratios. For example, according to the staff, an investor
would be indifferxent to a l4% return on a utiliity with a 40% equity
ratio and a 9.33% return on a utility with a 60% equity ratio.
Staff maintains. that its recommendation for the low end of the
range is also supported by the company’s low business and financial
risk, and by the DCF and RP model analysis.
As we have frequently found in other proceedings, there

are enough facts, opinions, and comments in ;his,:ecord to~enablo

us to choose an ROE from a wide range of estimates. There 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
DCF analysis yielded a range of 13% to 15.5% (not considering the
higher range of 14.6% to 21%, which the company acknowledges to be
less representative ¢f 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% based on its
RP analysis, and as high as 12.18%, based on its recommendation
from its DCF analysis. Even when growth and earnings values for
CWS are included in staff’s DCF 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 financial models.

We place little reliance on the RP model analyses in this
case. Staff maintains, and we agree, that CWS’s 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 that affect these other
utilities. CWS acknowledges 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 relied on a relatively small and, therefore,
less reliable sample of f£ive such companies, compared to 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 jurisdiction. Any requlatory
differences that may exist in other states are likely to have much
less of an impact on risk premiums than the differences noted
between water utilities and energy and communications utilities.

Additionally, we note that CWS’s risk premium
measurements are based on the differences between authorized equity
roturns and embedded debt costs. Since the objective of the RP
analysis is to reflect the additional return that equity investors
require due to the higher risk of equity compared to debt
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investments, the comparisons should be related as closely as
possible in time. Embedded debt costs reflect the weighted costs
of all of a firm’s outstanding debt issues, and probably will not
be the same as the cost of new issues at any point in time.
Comparing historical, embedded debt against curxent 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 analysis. Howevexr, 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 at a 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 performance. Because the
estimates are so far apart, a considerable amount of evidence and
argument is addressed to the issue of whether the model should be
limited to the financial perfoxmance 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 utilities in
determining what return investors will require. Following the
‘'principles of the Hope and'Bluefield 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 earnings performance, we would be
giving little consideration to market-based information about such
alternatives. As stated by staff’s cost of capital witness:

*[T1he 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 past

performance or be based solely on [its] own

past performance.”

There may be some investors who have c¢ome to expect
continued high earnings from the company, but the record does not
show that lower retuxns 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 dividends and earnings
growth. Each of three water utilities is shown to have a lower ROE

requirement when current forecast data is substituted for

historical dat@.B | _ |
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
DCF average by including Value Line data for only two of eleven
utilities. Therefore, we do not believe that the DCF estimate
average of 11.51% 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 (including CWS) in the Value Line data showed a
lower ROE requirement when growth forecasts were substitued for
historical earnings in the DCF model. In two of the three cases
the reduction is substantial, from 17.80% to 11.04% (American Watexr
Works), and from 15.49% to 10.72% (CWS). In the third case, the
reduction is from 15.44% to 14.76% (United Water Resources).
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requirement that at least 70% of revenues be earned from watez
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 significant
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
sample reduces the problem of circularity. If ﬁhe‘comparison were
limited as proposed by CWS, we would run a greater risk of setting
ROE’s on the basis of our own decisions, and unnecessarily
establishing a different standard f£or utilities in this state which
is not warranted by equity market conditions.

While it is true that staff did not investigate 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
afféct 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 indicator 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 from CWS than
from other water utilities. On the other hand, a significantly
lower ROE, such as that 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 ecach 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 potential
revenue shortfall or required capital expenditures for water
quality and monitoring, we £ind 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 of such risks. For
example, as shown by staff, Value Line advised its readers in July
1988 that CWS could be affected by below-normal precipitation and
mandatory conservation measuxes. To the extent that investors have
taken such risks intéo 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 1981 to 1986
interest rate declines to support its favoring of lower equity
returns, to the extent that it is clear that much higher returns
such as the 14.50% ROE authorized during much of that time is 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 magnitude seen from 1981 to ‘1985 have not returned, recent
trends tend to support an ROE as high, if not highexr, than that
measured through staff’s DCF analysis.

CWS asserts that staff’s low ROE recommendation
repréﬁentsra penalty for its success. Staff, on the other hand,
states that its racommqndation is in~noxway.an‘attémpt to punish

- 4] -
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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
standaxds and a high degree of customer satisfaction, and staff
does not disagree with the company’s characterization that it is a
well-managed operation. We fully agree that the company should not
in any way be penalized. In determining the appropriate return for
CWS, we recognize the quality of the company’se company’s
operations.

Acordingly, we will adopt a constant ROE of 12.25%. This
is consistent with staff’s DCF analysis as well as the recent
upward trend in interxest rates. As shown in the following table,
the resulting rate of return on rate hase, incorporating3this ROE,
our adopted costs of long-term debt and preferred stock, and our
adopted capital structure, is 11.33%. These returns will result in
pre-tax interest c¢overage of 3.32x in 1989, 1990, and 1991, which
should serve adequately to maintain CWS’s favorable bond ratings..

Adopted Rate of Return
Cost . Rate of
2989 Capital Ratios EFactoxs ~Return

Long-term Debt 45.25% 10.54% 4.77%
Preferred Stock 1.75 4.19 0.07

Common Equity 53.00 12.25% £.49
100.00% ' 11.33%

12230

Long~-term Debt
Preferred Stock
Common: Equity

2993

Long~term Debt
Preferred Stock
Common Equity

1 075
=300

100.00%

1.75%
—=3.00

100.00%

4.77%
0007
542

11.33%

4.77%
0.07
£.49

11.33%
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Tax_on Unbilled Revenue

Staff recommends disallowance of a non~recurring income
tax expense which resulted from a change in accounting methods.
Prior to enactment of the Tax Reform Act of 1986 (TRA-86), CWS used
the unbilled revenue method of accounting by which utilities
recognized revenues as accrued when the customer’s meter was read
and a bill based on the meter reading was issued. Under this
method, the total amount of a bill issued in January of any year
was reported as revenue earned in that year, even if most ¢f the
water had been delivered in December ¢f the previous year. With
the enactment of TRA-86, utilities are required to recognize
revenues at the time that services or commodities arxe delivered.
Accordingly, CWS now estimates the consumption which occurs from
the date the meter is read in December to the end ¢f the month.
For tax purposes, the associated unbilled revenue estimate is
included in that year’s revenues.

Because 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 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 current year.
Beginning in 1987, each year’s revenue reflects an estimate of
actual consumption from January 1l to December 31.

The shift has a negligible impact on revenue estimates
for ratemaking purposes, particularxly since the estimates are made
for December consumption, when water use is at a minimum. Howeverx,
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 estimated revenue for water delivexed in December
1986 after meters were read for the month. Under‘TRAp86y,thejtax
of apéroximately $1.6 million is payable over a period: of four
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years. CWS made the first payment in March 1988 and will make the
remaining payments in each ¢f the next three years.

Staff does not dispute these facts, but argues that CWS
is not entitled £o recovery of the tax paymeht in its rates because
the tax has already been paid by ratepayers. Staff maintains that
the unbilled revenue method has been used by CWS for taxes but mot
for ratemaking. According to staff’s testimony:

"The ratemaking 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 December 31). If the revenue
estimate was based upon an unbilled revenue
method, then the utility received in rates the
FIT on ratemaking taxable income which is
conparable 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 occurrxed 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
periocd. Any inclusion Iin ratemaking tax
expense for unbilled revenues would be :
collecting from the ratepayexs tax dollars tha
the ratepayexrs have already paid."”

To illustrate the contention that ratepayers have already
paid the tax, the staff witness developed a hypothetical situation
in which a utility with $100 million in revenues in one year
receives & 1l0% rate increase effective January 1 ¢f 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 Hermosa-Redonde
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 ratemaking would be based on $110 million in
revenue. However, undex the pre-TRA—SS.method} the income tax
actﬁally paid*for the‘zécondvyear would have been coﬁputed on
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billed revenues of $109,633,100. The difference of $366,900, or
approximately one~third of 1%, is due to the lower amount of
revenues earned in the latter part of December of the first year
compared to the same period in the second yeax.

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 based on an amount
equivalent to less than one third of 1% ¢of the company’s annual
revenue in any year. The 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 December 1986, or 3.45% of the company’s 15986
recorded revenue of $109,523,000.

In Decision (D.) 88-01-061 in our investigation of
ratemaking issues created by TRA=-86 (I.86-11-019), we considered
the quastion 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 TRA-86, it is appropriate
for such utility to request a revenue requirement adjustment with a
complete justification. Staff agrees that the CWS is affected by
the unbilled revenue in that it is required to pay the additional
tax, but notes that the finding was based on the following Division
of Ratepayer Advocates recommendation:

*"[{T]o the extent that the unbilled revenue

method was used for tax and ratemaking, the

affected utilities are entitled to recovery

over four years the difference which will occur

in 1987 due to the mandated convexsion from the

unbilled revenue method to the revenue earned

for service provided method for FIT purposes.”

Thus, staff believes that D.88~01-061 precludes recovery
of the tax because, in its view, the unbilled revenue method has
never been used for ratemaking. CWS takes issue with staff’s
assertion that the unbilled revenues have always been included in
test year revenue estimates for ratemaking purposes. The

statistical data used to develop test year revenue estimates is
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based on actual consumption data from meter readings. According to
the company, the resulting revenue estimates are only assumed to be
on a calendar-year basis; adjustments have never been made toO
reflect estimates of unbilled revenues.

By petition filed jointly with San Jose Water Company on
November 2, 1988, CWS has requested modification of D.88~01-061,
besides other changes, to clarify the conditions that would allow a
utility 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 of Ratepayer Advocates, and the
matter has been set for hearing. Staff urges that our decision in
these proceedings be written to conform with the final ocutcome of
the D.88-01-061 matter.

Although we are not persuaded by the argument that CWS
has already recovered the tax on unbilled revenue recorded as of
January 1, 1987, we concur with staff that D.88-01-061 precludes
CWS, and possibly all other utilities in similar circumstances,
from recovering the tax expense in rates. While it is true that
the raw data used in developing normalized consumption estimates
comes from meter readings and not from end-of-December estimates,
it does not follow that the unbilled revenue method was used for
ratemaking. Staff’s testimony shows that the raw consumption data
thus obtained is used to develop normalized consumption estimates
which are combined with adopted estimates of revenue requirements
for calendar test years in establishing rates.

I.86-11~019 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 disallow the tax expense at
this time based on the position that D.88-01-061 precludes such
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recovery, and defer further consideration of the issue to that
proceeding.
Ductile Ixon Pipe

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

Utility Plant-Ductile Iron Pipe

(Dollars in Thousands)
Ristzict 1989 1990
Dixon $ 1.7 $

1
Hermosa~Redondo 19. 20
sville 3

'j . Willows | 2.8 3

The company’s decision to convert to DI pipe was based on

the following:

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

At the time of the August hearings, CWS was
experiencing delays in the delivery of AC
pipe of four to six weeks. Some diametexs
of pipe, such as 12" pipe, required up to
eight weeks or longer for delivery. One
manufacturer, Johns-Manville, has stopped
manufacturing AC pipe. At the time of the
November hearings CWS was experiencing
average delays of six to eight weeks for
delivery of AC pipe, and in some cases as
much as.: 12 weeks. By contrast, DI pipe is
delivered in less than a week, and commonly
within two days.. ‘ o
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3. Although there are no known dangers
associated with the use of AC pipe for
water delivery, there has been negative
reaction to its use due to a general public
perception that asbestos in any form is
dangerous. Applicant has experienced
problems with news media coverage due to
its use of AC pipe, and the City of Hermosa
Beach has objected to its installation in
that city.

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

DI pipe has 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 DI pipe until July of 1988, only a month before staff exhibits
were due to be mailed. A staff engineer requested detailed
justification for the increased cost, but did not receive the
requested information prior to the August hearings. He stated that
even if the information requested had been made available, there
was not enough time prior to those hearings to make a study of
whether the change is beneficial to ratepayers.

It is clear that company management considered the change
to DI pipe necessary despite cost considerations, not because of
them. Based on the reasons given by the company, we conclude 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 study of
the additional 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
$20,400 in Hermosa-Redondo, both in 1990. Any exror or discrepancy
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which a staff investigation might have uncovered in these estimates '
(and we have no basis to believe there weould be.any) would in all
likelihood be minor in nature. The company’s estimates of ¢osts
associated with this decision will be adoepted. 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.
¥orking 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
xevenues are different. 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 Difference

(Dollars in Thousands)

pistzict 1989

Dixon $ 3

Hermosa-Redondo: 55

King City

Maxysville 6 -9

Willows -3

Staff adjusted revenue lag day estimates from the
utility’s 1980 working cash study by adding one lag day to
compensate the utility for a delay in bank crediting of revenues,
and by subtracting three lag days to reflect a more efficient
billing process. The 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 is read to the date the customez
receives the bill by three days.

Cws disaqrees with staff’s adjustment, largely-because it
expects that customers: will continue to pay their bills on 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 receives a
bill on the 18th, 20th, or 2lst of the month will pay it on the
same date as before, probably a pay day. At best, in the company’s
view, there will be a minor improvement, probably two or three-
tenths of one day. The company also'disag:eeé with staff’s
estimate of a three~day improvement in the billing process,
contending it is only two days.

We will adopt staff’s adjustments to working cash, based
on the reduced number of revenue lag days which it has estimated
will occur. Staff’s analysis of the billing process shows that if
a meter is read on a Monday, the bills will be mailed on Wednesday
and received on Thursday or Friday. This represents an
improvement of three days compared to the 1980 working cash study.
We are not persuaded by the company’s contention that the customer
payment period will be increased by three days. Since meters are
read and bills are mailed throughout the month, we expect the
avorage payment pe:iod to remain the same even though sone
individual customers will pay at longer intervals and others at
shorter intervals.

Genexal Qffice

General office expenses are incurred at the company’s San
Jose headdquarters offices and a meter testing and repair facility
in Stockton. General office functions include accounting, ‘
administration, engineering, and water quality testing and
monitoring. Expenses and rate base items associated with the
general office operations are allocated to each ¢f CWS’s 21
districts based on the pexcentage of total company operations that -
the district represents. The allocation factor for each district
is the average of the district’s percentage of utility plant, _
payxoll, customers, and operations & maintenance expenses. General
office items which are in contention are discuasad below.”
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wutside S . :

This expense category includes the cost of professional
services such as outside legal fees and auditing charges. It is
one of several expénse categories where applicant and staff
disagree on the appropriate methodology to be used in estimating
future test year expenses. Staff used five years of recorded
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 vears 1989 and 1990. The
adjustments were made using inflation data recommended by the
Advisory Branch of CACD. Applicant used the least squares methed,
a standard statistical technique which develops a trend 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 categories, but contends that in other cases it fails to
reflect increasing trends in expenses that inflation alone cannot
explain. We agree, but we also note that using the least square
method without making inflation adjustments could result in
erroneous estimates to 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 pertaining to a particular
account. Where it is clear that there is a trend of increasing
expenses. which cannot be explained by inflation alone, and that
such increases are necessarily incurred in providing utility
service, less weight should be given to the constant dollar
averaging method. On the other hand, where it appears that an
expense category is subject to year-to-year variations, c¢onstant
dollar averaging may be a more appropriate method to smooth out
such variations. . o . '

o - The recoxded ocutside service expenses for the last five
~ years are shown below: ~




.’
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General Office

£ =
(Dollars in Thousands)

1983 $150.1
1984 135.7
1985 144.9
1986 191.0
1987 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 ¢f 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. The
nature of outside legal and auditing services lends suppert 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 basis for concluding that there is an upward trend. We
note further that staff’s method does not disregard the high
expense level in 1987, it merxely 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 factoxrs for this account, claiming that legal and
auditing sexrvices are labor intemsive. However, it does not
necessarily follow that inflationary trends in legal fees and
auditing fees are morxe closely aligned with wage inflation than
with nonlabor inflation. Moreover, any differences that might
result from using 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 using nonlabor factors understates the expenge'estimates, the
record shows that for 1988, 1989, and 1990, the nonlabor 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 furnished to the Watexr Utilities Branc¢h 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 wWater Utilities Branch has determined that the factors are:
appropriate for use in large water utility proceedings as well. We
have no reason to conclude otherwise. Staff’s estimates for this
account of $191,900 in test year 1989 and $201,500 in test year
1990 are adopted.

P . i p fit ®

Applicant and staff do not agree on test year expenses
for the company’s contributions to its retirement savings and
pension plans. The disagreement is due to staff’s use of nonlabor
inflation factors and the company’s use of labor-related inflation
factors which the parties agree upon for the purpose of estimating
payroll expenses.

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

General Office

(Dellars in Thousands)
Retirement Savings Plan:

1989 $ 526.5
1990 $ 557.0

Retirement Plan:

1989 $1,911.0
1990 $2,021.8
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Rlant Retirements

Staff estimated general office plant retirements by using
recorded figqures 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
wag an unusually largé-retirement of $288,900 in 1986 associated
with the replacement of a mainframe computer. The related addition
was & relatively small $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 ogcuxr on occasion,
staff believes that a 32% retirxement factor is reasonable.

CWS contends that the 1986 mainframe retirement is
abnormally large and should therefore be excluded from the
historical average. Using the same five years of data as staff,
and’exéluding both the additions and the retirements associated
with the 1986 mainframe replacement (but including the remaining
1986 data), the company developed a retirement factor of 26.3%.
Based on this factor, and on itemized adjustments known to be
assocliated with the addition of a central processing unit in 1989,
CWS estimates that retirements will be $129,200 in 1988, $248,200
in 1989, and $144,200 in 1990. |

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 be
excluded as recommended by applicant. Staff in effect acknowledged
that it should be at least partiaily excluded by its decision to
use 32% instead of the five year average of 36.4%. The 20 to 30%
range which staff agrees is generally applicable does not include
its own‘:ecommendatiqn; The company’s estimates will be adopted,
with a minor adjustment‘to-incorporate-an agreement reached by the
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parties on the timing of a $16,000 addition for storage of gas
cylinders in 1989.
Rixon Distxict

Qthex Operation Expenses

Other Operation Expenses include such items as oil and
grease for pumps, charts, telephone lesse lines for controlling
pumps, interoffice courier services, janitorial and gardening
services, and miscellaneous tools and supplies. Disagreement on
the estimates of these expenses stems f£rom the same methodological
differences that arose over general office outside service
expenses. We will not repeat our analysis of these differences
here. The recorded numbers for this a¢count axe shown below:

Dixon District

4

(Dellars in Thousands)

1983 $13.3
1984 12.4
1585 12.8
1986 15.6
1987 18.0

At issue is whether the increases in 1986 and 1987
represent an increasing trend which can be expected to continue
throughout the test period. The company contends thexe is &
definite increasing trend. Staff believes the 1987 expense is
abnormally high and is therefore given too much weight when the
least squares method is used. We agree with staff, finding
insufficient basis to conclude that there is an increasing trend as
projected by applicant.

In response to the company’s criticism that it did not
account for growth in the number of customers, which could explain,
at least in part, CWS’s higher projections, staff showed that
growth in the Dixon District has had little or no bearing on the
estimates for this account. Staff also showed there was a
significant amount o{{Variation in the numbers,-which supports its
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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 1989 and S17,000 in 1990.

Rlant Mdditions '

Staff recommends disallowance of two budgeted plant
additions and a reduced allowance for a third budgeted addition in
the Dixon District:

1. Fleld Yaxrd Paving: 54,200 in test year

1989 and 54,200 in test year 1990.

2. + $17,200 in test

year 1989.

3. Tool) Shed: $7,500 in test year 1990.
Staff recommends a reduced allowance of
$1,100.

CWS is in the middle of a three-phase project to to pave
the Dixon field vard. The first phase was completed in 1988.
CWS’s testimony shows that during the rainy season the yard becomes
a muddy méss, and mud is tracked throughout the facility and onto
city streets by pedestrians and service trucks. Truck tires create
problems 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 péving expenditures since the increased convenience
should be translated into reduced costs for cleaning vehicles and
facilities and for repairing ruts. At the same time the danger of
injury will be reduced.

The alley main replacement is proposed to remedy shallow
installation of a main serving eight commercial establishments in
Dixon. The main is only 24" deep, and serxvices which come off the
top ¢of the main are only 12" below the surface. Traffic from
trucks making deliveries in the alley is damaging to the services,
andfthe,compahy has expériencad leak.prbblems-in past years. Staff
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believes the replacement is unnecessary because no new customers
will be added, fire protection is adegquate, it is unrelated to the
utility’s main repiacement program, 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 leaks and the cost of repairing them,
we find staff’s reasons for disallowance unconvincing, and will
allow the replacement. .

The company proposes to build a concrete block wall
building for toel storage in the Dixon yard. Staff believes that a
14’ by 23’ tool shed costing $1,100 (installed) is adequate. The
shed will be used for garden tools, hand tools, gasoline, and
pesticides. The company’s higher cost facility is stated to e
necessary to deter theft and vandalism. We are not convinced that
any additional protection gained from a more permanent building
warrants the additional cost involved, particularly in view of the
type of property which will be stored. We conclude that staff’s
recommended expenditure is adequate.

Rlant Additions

The utility has agreed to staff’s recommendation to
disallow field yard paving in the Hermosa-Redondo District, but
differences remain over a planned expansion of the field office and
the estimated amounts of nonspecific plant additions.

CWS has determined that it requires more storage capacity
for materials and supplies at the Hermosa-Redondo field office.
Expansion of an existing office building to make room for more
storage is proposed. Staff recommends that we disallow the
estimated cost of $70,000 for 1989, asserting that with proper
organization, existing buildings are adequate for storage needs.

In addition to the main office building where most indoor materials
and supplies are stored, staff believes that the utility could make
better use of a pump building and a third storage building.
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We are satisfied with the company’s explanation that the
punp building is unavailable because it is reserved for use by a
traveling meter mechanic, and that the nonreinforced masonry '
storage building, used only for housing a noncritical backup pump
and storing seldom-used materials, is inappropriate for day-to-day
stotagevneeds 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 growth has
contributed to the need for additional storage. Real estate has
become very expensive 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 will therefore adopt the proposed addition.

Nonspecific plant additions represent construction budget
expenditures that are noxmally made each year, but cannot be
specifically identified oxr located at the time budgets axe
established. Examples of the types of items included are services,
meters, mains, and pumps. For the last five years, services and
meters accounted for 80% to 85% of the total expenditures in this
account.

Applicant’s estimates of $514,600 in 1988, $540,000 in
1989, and 567,700 in 1990 exceed staff’s estimates by $41,000,
$41,300, and $42,700, respectively. In developing 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 method, but limited its analysis to recorded figures
for 1985, 1986 and part of 1987. We find in this case that the
company’s explanation £or an increasing trend of expenditures is
convincing. The trend. is a direct result of the growth rosulting
from the conversion to: higher density housing in* the community:. It
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is, therefore, appropriate to base the estimates on more recent.
data. The company’s estimates are adopted.

Gain on Sale of Station 12-0}

Staff believes the Commission has consistently treated
gains from the sale and transfer of utility property as a benefit
to ratepayexs, and therefore recommends that gains from the planned
sale of Station 12«01 in the Hermosa~Redondo District be flowed
through to ratepayers in the next general rate increase. CWS
states that the recommendation is premature, since the treatment of
gains has been deferred in several interim orders authorizing the
sale or transfer of utility property. The company recommends that
we remain silent on the issue at this time. Since the question of
treatment of gains has not been fully resolved, we will adopt that
recommendation for this proceeding, but also provide for recording
of any gains in the appropriate accounts. We place the company on
notice that staff’s recommended treatment of gains may be a proper
issue in future rate cases.

King City Distxict-Auxiliary Genexatoxr

Staff recommends disallowance of CWS’s planned 1990
addition 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 a 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 unnecessary.

The company notes that although there are six wells in
the system, excess nitrates in the water produced by the two wells
at Station 1 require that it be mixed with water from Station 6 in
order to meet water quality standards. Thus, Station 1 cannot
operate if Station 6 is unavailable. A third well with nitrate
contamination canuonly‘be'usédufor emergencies such as a fire. The
remaining two wells at StatioﬁAz 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 6,
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 1,825 GPM. Deficiencies are
substantially greater on a peak summer day, but the company
believes that prudent planning only requires backup capacity for an
average day.

It is apparent that existing backup capacity in the King
City District is inacequate without a generator at Station 6.
Staff acknowledges that the system could lose pressure in as little
as two hours. Its recommendation 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 agree it is appropriate for it teo de so,
and will adopt thia-plant addition for 1990.

Differences on the estimates of Other Operation Expenses
for the Marysville District involve the same issues and arguments
and essentially the same facts discussed in comnection with the
same account in the Dixon District. The recorded numbers are shown
below°

Marysville District
(Dollars in Thousands)

1983 $13.9
1984r 14.9
1985 16.2
1987 18.2
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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 a trend such
as that projected by applicant has not been demonstrated. Staff
showed that growth in the Marysville District has had little or no
bearing on expenditures in this account. Its method fully takes
into account the effect of past and future inflation and is
reasonable for ratemaking purposes. We will adopt staff’s
estimates of $17,500 in 1989 and $18,400 in 1990.

W, igt -

Staff recommends exclusion of a2 1988 plant addition of
$42,000 for an auxiliar&'generator at Station B8-01 in the Willows
District. According to staff, in the event of a power failure,
system backup capacity without the addition is 1,825 GPM. This is
sufficient to handle the highest monthly average production
experienced.between October 1986 and. Septembex 1987, and mozre than
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, consumers would not use washing machines and
dishwashers, and most of them would not take showers and baths in
the dark. Staff believes that backup capacity is adequate without
the addition.

CWS also made an analysis of the Willows District 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 1987, the system bhackup production capability of 1,825
GPM is sufficient to meet the daily average system demand of 1,706
to 1,769 GPM, but insufficient to meet the peak hour demand of
2,275 to 2,505 GPM. Deficiencies are substantially greater on a
peak summer day, but the company believes that prudent planning
only*reqﬁirea backup'capacity?£or‘an_dve:age day. Reviewing the
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company’s analysis, the staff witness calculated that in the eveat
of a power outage, it would take two to three hours to drain the
system tank assuming it is filled to 80% of capacity at the time of
outage, based on the peak hour production on the two average summer
. days.

We conclude that existing backup capacity in the Willows
District is adequaté without a generator at Station 8-01. The
situation in Willows is 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 considerations as in King City. More significantly,
backup capacity in Willows is adequate to meet the daily average
production requirements on average summer days. Although there
could 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 the 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 additional capacity.
Staff’s recommendation to disallow this addition is adopted.
Rate Desiqn

CWS indicates that its rate proposals for the five
districts were prepared in accordance with the water rate design
policy gquidelines we adopted in D.86-05-064. The guidelines
generally provide for a flatter rate design, and include the
followings

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

2. Lifeline rate shall be phased out.

The compgny‘propoﬁes 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 districts,
where the majority of customers receive service under the flat rate
schedules, the.same. overall percentage of increase would be applied
to residential flat rates and general metered service rates.

Staff concurs with 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
concexrn that this limit could pose difficulties Lif 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 absclute
standard for all customers. The adopted rates are in conformance
with applicants’s and staff’s proposals, which we £ind to be
reasonable.
atvxition Allowance

The parties agree that an attrition adjustment to xevenue
should be authorized for 1991. The revenue adjustment is
calculated by multiplying operational attrition times the adopted
rate base in 1990 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: '

ATIRITION RATE
Ristrnict Opexational  Iinapcial  Total — DRellaxs

Dixeon. 6% % . $ 18,000
Hermosa-Redondo . 223,400
King City ' - 19,200

ville ' » 38,700
willows »0 o 19,800
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Eindings of Fact

1. On April 28, 1988 CWS filed applications requesting rate
increases for its Dixon, Hermosa-Redondo, King City, Marysville,
and Willows Districts which were designed to produce returns on
rate base of 12.26% in 1989, 12.27% in 1950, and 12.28% in 1991,
and ., a constant return on‘equity (ROE) of 13.75%.

2. After the applications were filed, CWS zevised its
requested rates of return on rate base of 12.17% in 1989, 12.19% in
1990, and 12.21% in 1991 to reflect revised estimates of long term
debt 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, including issuance costs,
an estimated effective cost of 5.60%.

5. Planned bond issues of $3 million in 1989, and $4 million |
each in 1990 and 1991 will have an estimated effective cost of
10.50%.

6. CWS’s estimated long-term debt costs of 10.54% in 1989
and 10.55% in 1990 and 1991 are reasonable.

7. Staff’s estimates of the effective dividend rates on
preferred stock reflect the 1988 liquidation of all but Series C
holdings. The estimated ¢ost of 4.19% is based on more current
information than CWS’s higher cost estimate of 4.41%.

8. CWS’s equity ratio has steadily increased in recent
years, growing from 42.47% in 1983 to 55.10% in 1987.

9. 1In each of the past five years, CWS’s equity ratio
exceeded the group average of eleven comparable water utilities by
a steadily'growingrmargin; The five-year average equity ratio of
CWS. exceeded that of the group by 6.92%. | '

- 10, Growth in CWS’s.equity ratio has resulted because its
cash flow has exceeded cash requirements.
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11. The ratio of internal cash flow to net construction
outlays, a measure of the ability to fund construction outlays with
internal cash sources, rose from 68.28% in 1983 to 118.48% in 1987.

. 12. CWS’s average dividend payout ratio from 1983 to 1987 was
60%, compared to an average of 66.72% for the group of eleven
comparable water companjes.

13. Cash flow resulting from the 1981 Tax Act allowed the
company to forgo borrowing $14,795,000 through December, 1987.

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

15. The payout rate of dividends on common stock averaged 60%
in recent years, where 65% would have been paid out if the company
had been better able to anticipate higher sales due to dry weather
conditions.

16. The increased cash flow which resulted from these
conditions has resulted in an improvement in its bond rating, and
has provided funds which enabled the calling of high ¢oupon bonds.

17. Redemption of Series ¥ and Z bonds, with interest rates
of 13.00% and 16.25%, respectively, and subsequent issuance of
Series BB bonds with an interest rate of 9.48%, resulted in a net
annual interest savings of $270,954.

18. In an optimal capital structure, the costs of different
modes of financing will be appropriately balanced in accoxdance
with the company’s financial risk.

19. Although debt is generally less expensive than equity
financing because interest payments on debt are usually cheapex
than returns paid to company stockholders, and interest is tax
deductible, it has the disadvantage of increasing financial rizk,
and the more leveraged a company becomes, the more. expensive
mnrginal 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 5% 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. Utility stockholders lack the same incentive to maximize
the use of debt that owners of firms in competitive markets have.

23. Staff’s recommendation of a 53.00% 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 55.00% 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 indicator ¢f the equity ratioc which can be expected to
occur because we are author;zing an ROE of 12.25%, which is 150
basig points less than that upon which CWS based its equity ratio
projections.

26. Planned bond issues of $29 million in the period from
1988 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 equity capital and minimizing the amount
and the cost of debt.

28. 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 further increases in the equity ratio would :esult
in any . further improvement in the ‘bond retinga, ox that maintaining
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the equity ratio at 53.00% would result in a downgrading of the
ratings.

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 1987, indicates that the required ROE
lies within a range from 13% (based on dividends) to 15.5% (based
on earnings).

31. Using the DCF model, staff estimated the required equity
return by analyzing the historical performance of eleven comparable
water utilities. This 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 Watexr Sexvice, and CWS
resulted in ROE estimates of 11.04%, 14.76%, and 10.72%. These
estimates are uniformly more comservative than the estimates of
17.80%, 15.44%, and 15.49%, which are based on historical
performance.

33. Staff’s criteria for selecting comparable water utilities
includes a requirement that at least 70% of revenues be earned from
water operations. This requirement xesults in the exclusion of
companies with predominantly nonutility operations, yet allows 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. 1Inclusion of out-of-state utilitxes in staff’s sample of
comparable utilities reduces the problem of circularity in
determining the returns required by equity investors.
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36. Some investors may have come to expect continued high
earnings from CWS, but lower returns which are more reflective of
market conditions will not endanger 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 five water utilities, indicates the company is entitled teo an
ROE of 14.13%, based on comparisons with energy and communication
utilities, or 13.54%, based on comparisons with water utilities.

38. For its RP analysis, staff computed the average recorded
ROE of the eleven comparable water utilities for each of the years
1978 through 1987 based on each company’s earnings/price ratio, and
arrived at an ROE range of 11.33% %o 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 that
affect these other utilities.

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

41. In its RP analysis, CWS relied on a relatively small and
therefore less reliable sample of five such companies, compared to
staff’s group of eleven companies.

42. Any 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. Embedded debt costs reflect the weighted costs of all of
a firm’s outstanding debt issues, and probably will not be the same
as the cost of new issues at any point in time. Comparing embedded
debt against current equity returns is therefore a less accurate
method of ascertaining the premium demanded by investors than
contemporaneous comparisona. :
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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 1987 is susceptible to such
swings. - ' '

45. The xisk premiums measured by staff are understated to
the extent that stocks were selling above book value.

46. Based on the gquantitative analyses of CWS and staff,
12.18% is the single most 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-normal precipitation and mandatory
conservation measures.

48. Equity returns as high as the 14.50% ROE authorized prioxr
to 1986 are no longer required, but recent indications of a rise in
interest rates support an ROE as high, if not higher, than that
measured through staff’s DCF analysis.

49. On a company-wide basis, CWS renders good 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 district for which rate increases are requested is
satisfactory.

50. An ROE of 12.25% will give recognition to the fact that
'CWS maintains good service standards and a high degree of customer
satisfaction, and is a well-managed operation.

51. The 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 ¢f the three
years subject to these applications.

52. These returns will result in pre-tax interest coverage of
3.32x in 1989, 1990, ‘and 1991, which should sexrve to maintain CWS’s
favorable bond ratings._'
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' 53. Prior to enactment of the Tax Reform Act of 1986, CWS
used the unbilled revenue method of accounting by which utilities
recognized revenues as accrued when the customer’s meter was read
and a bill based on the meter reading was issued.

54. Utilities are now required to recognize revenues at the
time that services or commodities are delivered.

55. For 1986 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 current year.

56. Beginning in 1987, each year’s revenue reflects an
estimate of actual consumption from January 1l t¢ Decembexr 31.

57. TRA-86 requires CWS to pay a one-time tax on $3.775
million in unbilled revenues recorded as of January 1, 1987. 7This
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 zevenue of
$109,523,000.

58. BAny pessible overcollection 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’s revenue in any year.

59. The statistical data used to develop test year revenue
estimates is based on actual consumption data from meter readings;
adjustnents have never been made to reflect estimates of unbilled
revenues.

60. By petition filed jointly with San Jose Watexr Company on
Novembexr 2, 1988, CWS has requested modification of D.88~01-061 to
clarify the conditions that would allow a utility to provide for
recovery of the one-time tax on unbilled revenues in its rates.

61l. I.86~11-019 was established specifically to consider tax
issues such as this one, and the issue is now before u3'inrﬁhut~
investigation as a result of CWS’s joint petition for modification.
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62. CWS has recently decided to stop installing asbestos
cement (AC) pipe for mains and to use ductile iron (DI) pipe
instead.

63. Anticipated environmental and occupational safety
requlations 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 of AC pipe of four to six weeks. Some
diameters of pipe, such as 12" pipe, required up to eight weeks ox
longer for delivery. At the time of the November hearings CWS was
experiencing average delays of six to eight weeks for delivexy of
AC pipe, and in some cases as much as 12 weeks.

~ 65. DI pipe is delivered in less than a week, and commonly
within two days.

66. There are no known dangers associated with the use of AC
pipe for water delivery. '

67. Applicant has experienced problems with news media
coverage due to its use of AC pipe, and the City of Hermosa Beach
has objected to its installation in that c¢ity.

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

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

70. Company management considered the change to DI pipe
necessary despite cost considerations, not because of them.

71. The expenses relating to use of ductile iron pipe are
relatively minor, and it is reasonable to allow the costs for
ratemaking even though there is no indication ¢of a direct and
immediate financial benefit to ratepayers. ‘

72. Staff adjusted revenue lag day estimates from the
utility’s 1980 working cash study by adding one lag day to
compensate the utility for a delay in bank crediting of re&enues,
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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. Meters are read and bills are mailed throughout the
month.

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

76. Use of the the least square method without making
inflation adjustments could result in erxoneous estimates where
inflation rates have changed over time.

77. There is a strong possibility that the increase in
General Office Outside Services Expenses in 1987 does not indicate
an upward trend.

78. The constant dollar averaging method does not disregard
the high expense level in 1987, 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 OQutside
Services Expenses would be insignificant compared to those
resulting from the different methods used by CWS and staff.

80. For 1988, 1989,and 1990, the nonlabor inflation factors
used by staff were greater than the labor factors.

8l. The water Utilities Branch has determined that the
inflation factors furnished by the Advisory Branch are appropriate
for use in large water utility proceedings.

82. Disagreement on General Office pension and benefit
expenses is due to staff’s use of nonlabor inflation factors and
the company’s use of labor-related inflation factors.
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83. The parties agree on the company’s labor-related
inflation facteors for the purpose of estimating payroll expenses.

84. Retirement savings and pension expenses can be expected
to vary directly with payroll expenses

85. From 1983 to 1987, General Qffice retirements averaged
36.4% of plant additions.

86. There was an unusuvally large retirement of $288,900 in
1986 associated with the replacement of a mainframe computex. The
related addition was a relatively small $96,300.

87. With the year 1986 excluded, the resulting four year
average retirement factor was approximately 26%. '

88. Using the same five years of data as staff, and excluding
both the additions and the retirements associated with the 1986
mainframe replacement (but including the remaining 1986 data), the
company developed a retirement factor of 26.3%.

89.. 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.

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

1. Other Operation Expenses include such items as ¢il and
grease for pumps, charts, telephone lease lines for controlling
pumps, interoffice courier services, danitorial and gardening
services, and miscellaneous tools and supplies. 7

92. The 1987 Other Operations expense in the Dixon District
is abnoxrmally high and is therefore given too much weight when the
least squares method is used.

93. Growth in the Dixon District has had little ¢r no bearing
on the Other Operations expenses. _ '

94. There was & significant amount of variation in the
recoxded Other Operations Expenses in the Dixon District.
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95. The constant dollar averaging method fully takes into
account the effect of past and future inflaticn and is reasonable
for ratemaking purposes.

96. During the rainy season the Dixon field yard becomes a
muddy mess, and mud is tracked throughout the facility and on city
streets by pedestrians and service trucks. Truck tires create
problems 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 translated into reduced costs for ¢leaning 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 commexrcial establishments in
Dixon.

99. The Dixon alley main is 24" deep, and services which come
off the top of the main are only 12 below the surface. Traffic
from trucks making deliveries in the alley is damaging to the
services, and the company has experienced leak probiems in past
years. _

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

-101. CWS propeoses to build a concrete block wall building in
the Dixon yard to store garden tools, hand tools, gasoline, and
pesticides.

102. A tool shed costing $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 involved, particularly-in view of
the type of property which will be stored.

103. CWS has determined that it requires moxe, storage capacity
for materials and supplies at the Hermosa-nedondo field office.‘
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104. The pump building at the Hermosa-Redonde £ield office is
unavailable because it is reserved for use by a traveling nmeter
mechanic, and the nonreinforced masonry storage building is
inappropriate for day~-to-day storage needs because of a potential
earthquake hazard. »2lso, the proposed expansion will enable the
storekeeper to maintain better control of inventories by keeping
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 c¢ontributed
to the need for additional storage.

106. For the last five years, services and meters accounted
for 80% to 85% of the total expenditures on nonspecific plant
additions in the Hermosa-Redondo District. The increasing trend of
expenditures 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 ratemaking treatment of gains from the sale
and transfer of utility property has been deferred in several
interim oxrders authorizing the sale or transfer of utility
property, but it is appropriate to require that applicant recoxrd
any gain on the sale and transfer of Hermosa-Redondo Station 12~-01.

108. Excess nitrates in the water produced by 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 quality standards.

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

110. 1In the event of a system power outage in the King City
District on an average summer day, without a generator at Station
6, 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 1,825 GPM. The system
could lose pressure in as little as two hours.
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111. The mobile generator at Station 6 was only temporarily
brought to King City from the Bear Gulch District when the nitrate
problem was discovered.

112. Thexe is little likelihood the nitrate problem will go
away, and CWS 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.

113. Increases in QOther Operations Expenses for the Marysville
District in 1986 and 1987 do not represent an increasing trend
which can be expected to continue throughout the test perxiod.

114. Growth in the Marysville District has had little 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 1987, and more than adequate to handle
the highest average yearly production experienced in the past 13
years.

116. Based on the demand experienced on two average summexr
days in Auqust of 1987, the system backup production capability of
1,825 GPM is sufficient to meet the daily average system demand of
1,706 to 1,769 GPM, but insufficient to meet the peak hour demand
of 2,275 to 2,505 GPM.

117. In the event of a power outage, it would take two to
three hours to drain the system tank assuming it is filled to 80%
of capacity at the time of outage, based on the peak hour
production on two average summer days.

118. Although there could 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.

119. Existing backup capacity in the Willows District is
adequate to meet the daily'average production requirements on
average/summe: days without a generator at Station 8-01.
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120. The rate préposals foxr the five districts were prepared
in accordance with the water rate design policy guidelines we
adopted in D.86=-05~064.

121. (WS propeoses phasing out lifeline rates over a period of
two years..

122, staff proposes a guideline that bills 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 return
from 1989 to 1990 assuming no change in rates in 1990.

124. The amounts of operating revenues, operating expenses,
and rate base, as well as each element thexeof, shown 'on Tables 1
through 5, “At Authorized Rates,” represent a fair and reasonable
determination of the revenue requirement for test years 1989 and
1990.

125. CWS requires additional 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:

1989 1930 1991
Ristxict ameunt Pexcept  Ameunt Pexcent - Ameunt Pexcent

Dixon $ 3,400 .53% $ 18,300 2.83% $ 18,000 2.71%
Hermosa~Redondo 4,500 .05 217,600 2.66 223,400 2.65
King Cit{ 17,800 3.65 16,100 3.12 15,200 3.60
Marysville 5,600 0.64 39,100 3.90 38,700 4.26
Willows 900 0.l4 20,100 2.98 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 present rates and .
charges, insofar as they are different from those prescribed in

this decision, are for the future unjust and unreasonable.
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Conclusions of Law

1. An equity ratio of 53.00% is reasonable and should be
adopted.

2. An ROE of 12.25% is reasonable and should be adopted.

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 D.88-~01-061 in I.86-11-019.

4. Applicant’s estimates of plant additions associated with
the conversion to ductile iron pipe should be adopted.

5. The working cash allowance should be adjusted to reflect
a three day reduction in revenue lag days due to implementation of
2 new billing system.

6. The estimates of General Office Outside Service expenses
of $191,900 in 1989 and $201,500 in 1990 are reasonable and should
be adopted. -

7. The estimates of General Office Pension and Benefit
expenses of $526,500 in 1989 and $557,000 in 1990 for the
retirement savings plan and $1,911,000 in 1989 and $2,021,800 in
1990 for the retirement plan are reasonable and should be adopted.

8. General Office plant retirements should be computed using
a retirement factor of 26.3%.

9. The Other Operation Expenses estimates of $16,200 in 1989
and $17,000 4in 1990 in the Dixon District, and $17,500 in 1989 and
$18,400 in 1990 in the Marysville District are reascnable and
should be 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 Redondo
District, and an auxiliary generator in the King City District
should be adopted. \

- 11. Staff’s estimates of plant additions for a tool shed in
the Dixon District should be adopted..
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12. CWS should be directed to record any gain from the
planned sale of Station 12-01 in an appropriate account.

13. CWS should be authorized to file the rates set forth in
Appendixes A=-1l through A-5 and the step rate increases set forth in
Appendixes B-~1 through B-5, as specified in the following orxder.

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

15. Because there is an immediate need for rate relief and
the revenue projections were made for rates to be in effect for the
beginning of January 1989, the order should be effective today.

QRDER

IT IS ORDERED that:

1. California Water Service Company (CWS) is authorized to
file the revised schedules attached as Appendixes A~l through A-5,
respectively, for its Dixon, Hermosa-Redondo, XKing City,
Marysville, and Willows Districts. These filings shall c¢omply with
General Order Series 96 (GO 96). .The effective date ¢of the revised
schedules shall be 5 days after the date of filing. The revised
schedules shall apply only to service rendered on and after their
effective date.

2. On or after November 5, 1989, 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 through B-5, or to file 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 ratemaking adjustments for the 12 months ending
September 30, 1989, exceeds the later of (a) the rate of returm
found reasonable by the Commission for applicant for the
correqunding:period1Inxthe then most recent rate decision, or
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(b) 11.33%. This £iling 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 accorxd with this
decision, and the Commission may then modify the increase. The
effective date of the revised schedules shall be no earlier 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 S, 1990, 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 1991 included in
Appendixes B=l through B-5, or to £file 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 ratemaking adjustments for the 12 months ending
September 30, 1990, exceeds the later of (a) the rate of return
found reasconable by the Commission for applicant for the
corresponding period in the then most recent rate decision, or
(b) 11.33%. This £iling shall comply with GO 96. The requested
rates shall be reviewed by the staff to determine their conformity
with this order and shall go into effect upon the staff’s
determination of conformity. Staff shall inform the Commission if
it finds that the proposed rates are not in accord with this
decision, and the Commission may then modify the increase. The
effective date of the revised schedules shall be no earlier than
January 1, 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 days of an actual transfer, CWS shall recodrd
any' gain net of taxes from the sale and transfer of Hermosa-Redondo
Station 12-01 in Account No. 242 - “Qther Deferxed Credits“. The
amount shall be subject to possible further order providing foz
txansfer Lo Acgount No. 614 - "Qther Water Revenues® and flow
thrxough to CWS’s zatepayers in the next general rate procecding.

This orxdexr is effective today.

Dated ___APRI.Z 1989

, at San Franecisco, California.

G. MITCHELL WILK
President
STANLEY W. HULETT
JOHN .B. QHANIAN -
PATRICIA M. ECKERT
Commissioners

Commi.ssionex Frederick R. Duda
being necessaxily absent, did
not participate.

1 CCPT'FY T T "'HIS DEC IS!ON :
\h/ 'n‘ I'«\ PPOV«.D By THE ABOVE

A TRV &Auwnw Dtrocfof
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California Water Service Company
Dixon District

SCHEDULE NO. DX-~1

GENERAL METERED SERVICE

Applicability

Applicable to all metered water service.

Territorf

Dixon and vicinity, Solano County.

Rates

Per Meter
Service Charge: - Per Monthw

iy G G Gu S S "

For 5/8 X 3/4=~inch meter..cvccececvcvrcencss o 5.90
For l~inch meter....ccecevvvovonscens 13.40
For 1 1/2=-inch meter........ cmescsevorns 20.90
For 2=inch meter......... 27.50
For J=inch meter...ccecscocccrrronee 44.00
For 4=inch meter.cevcecevorersrronsns 61.00
For 6=inch meter...c..oovecvccescnone 102.00
For 8-inch meter ceerecscres 150.00
For 10~inch meter..cceerocrrevracnnss 184.00

Quantity Rates:
For the first 300 cu.ft.,per 100 cu.ft...... .435
For all over 300 cu.ft., per 100 cu.ft...... .573

The Service Charge is a readiness~to~serve charge 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 relmbursament fee set
- forth on schedule No.: UF.
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Dixon District

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

Effective Dates
1=1-90 1-1~91

Schedule DX-1 General Metered Service

Service Charge: Per Meter Per Month
For 5/8 x 3/4~inch meter....ecee.. S .45 $ .50
FO!.‘ l-inCh meter..-.-----. 1-00 -85
For 1 l/2=inch meter. .70 .95
For 2=inch meter..... . .40 1.10
FOJ’.‘ 3“inCh ,meter...-.o-... 3»00 2;00
For 4=inch meter.......... 5.00 2.00
FOI’ ’ Gﬁ'inCh metero.-.--oono 9-00 3«00
For 8=inch meter...ccccv.-. 13.00 4.00
FOZ 10-inCh meter-n--o- re e 16‘-00 4.00

Quantity Rates: _
For the first 300 cu.ft.,per 100 cu.ft -.001
For all over 300 cu.ft.,per 100 cu.ft 000
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APPENDIX C-1, page 1

PURCHASED POWER

PGE 5-88
Well Stations
Production: KcCef
-Kwh per Ccf
Wells Kwh(1000)
Unit Cost $/kwh.
Energy Cost

Total Power Cost

California Water Service Company
Dixon District .

Adopted Quantities

1989

752.3
950.0 -
714.7
-09647
$68,942.1

$68,900.0

759.5
950.9¢
721.6 .
-09647 -
$69,605.1

$69,600.0
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oy -

California Water Service Company
‘ Dixon District

Adopted Quant:.tles

ox-1
5/8 X 3/4

b
l1l/2

2628

92900-
633400
726300

. Number of Service No.of Service Usage-KCcf  Avg.Usage Cef/Yr.

1989 1990 1989 1990 1989 1990

Commercial 2576 2600 €99.6 706.2 271.6 271.6
Industrial 4 4 .4 .4 100.0 100.0
Public Authority 24 24 18.8 19.2 783.3 783.3
Other: ' 0 0 .5 .5

subtotal 2604 2628 719.3 726.3

- Private Fire Prot. ' 14 14
Total 2618 2642
Water Loss:4.38% 33.0 33.3

Total Water Produced ‘ 752.3 759.5
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- - . Anp A

. ' ' Dixon District

Utility Plant, Depreciation Reserye,'and Rate Base

1990

S S Sy o —

(Thousands of Dollars)

UTILITY PLANT

Plant BOY ' . 2,644.2
Utility Add. 71.4
Advances o]
Contributions .0

Total Additions 92.8

Retirement 14.2
Plant EOY’ 2,722.8

Wgt.Plant @ 53.0% 41.7

DEPRECIAIION RESERVE

Reserve BOY.
Contrib.
Depr Exp. (2. 43%)
Clear.Chg.
Total Accrual

Retirement
Reserve EOY

Wgt.Accr.@ 45.9%
Wgt.Avg.Deprec.Reserve

RATE  BASE
Utility Plant
Material &Sup.
Work.Cash Allow.
Deprec Res.
Adv.Const.
Contrib..
G -O'-MIOC v
Unanmort.Defer.Taxes

: Unamort.ITC
. . Avg RATE' BASE
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7  ‘ ‘ : o Dixon District

Income Tax Calculations

- 1989

(Thousands of Dollars)

Total Revenues | 638.9

Purch. Power 68.9
Payroll . 120.0
OM Other : 36.0
AG Other ' 11.3
Gen.0ffice Alloc. . 81.8
Payroll Tax 9.5
Ad Valorem Taxes 18.1
Uncoll. .001719 1.1
- Loc.Franch. . -1
subtotal 346.8
~Interest 79.1
Total Deducticns 421.0

State Tax Deprec. 97.6
~ State Tax 9.3 : 11.2
Federal Tax Deprec. . . 70.0

Fed Tax 34% \ 46.5
Total Federal Taxes ' 46.5

Net/Gross | 1.676433

(End of APPENDIX C-1)
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Dixon Distriect
Comparison of typical bills for commercial metered
customers of various usage level and average usage level at
prasent and authorized rates for the year 1589.

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

~ Monthly Usage: At Present :At Authorized Percent
(Cubic Feet) = Rates : Rates ‘ Increase

300 $  7.09 $ 7.2 1.6 %

500 8.24 8.35 1.3
1,000 11.11 11.22 1.0
2,000 16.84 16.95 7
2,250 (Avg.) 18.34 . 18.45 .6
3,000 22.57 22.68 - .5
5,000 34.03 34.14 .3

10,000 62.68 62.79 .2
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California Water Service Company
Hermosa~Redondo District

SCHEDULE NO. HR-1
GENERAL METERED SERVICE

Applicability

Applicable to all metered water service.

Hermosa Beach, Redondo Beach, Torrance, and vicinity,
Los. Angelgs County. :

Per Meter
Service Charge: Per Monthw*

For 5/8 % 3/4-inch meter...ccccvevcovnsences $ 4.25
FOI l-inCh meter-----..---oo.----o-- 10060
For 1 l/2-inch meter..ccceenccvcecranenn 14.90
For 2=incCh Meter.cecescosncsversnnecs 21.00
For 3—inch meter.‘.l.'.-.Q.D.-.....l.. 34.»00
For 4~inch meter..cccccvoovcnscennes 52.00
For 6=inch meter..cvcvvceccvcocarses 81.00
For 8=inch Mmeter..ceeecccosccccocrne 120.00
For 1o-inCh meter......l..'.bi....... 149—00

Quantity Rates:
For the first 300 cu.ft.,per 100 cu.ft...... .809
For all OVEI' 300 Cu.ft-, per 100 Cu.ft-..... -979

The Service Charge is a readiness-~to-serve charge 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 reimbursement fee set
: . ~ £orth on schedule No. UF. _

N




A.88~- 04-071 et al. APPENDIX B=2

Hermosa-Redondo Distriet

Each of the following increases in rates may be put into
effect on the indicated date by filing 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 HR-1 General Metered Sexvice

Service Charge: Per Meter Per Month

For 5/8 x 3/4-inch meter...cecovss $ s .15
For l-inch meter...cevvees 1.30 .60
For 1 1/2=inch meter...vovccess 1.80 -80
For 2=inch meter.cvcvevcee 3.00 1.00
For 3-inch meter.......... 4.00 2.00
For 4=inch meter...cceve-e. 7.00 3.00
For 6-inch meter.......... 10.00 . 5.00
FOI S-inCh meter- s P e s nes 150 00 7000
For 10~inch meter...vcevess 19.00 © 8,00

» . Quantity Rates: ‘ '
L For the first 300 cu.ft.per 100 cu. rt. .002 -168
For all over 300 cu.ft. per 100 cu.ft. 000 -000
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. California Water Service Company
Hermosa-Redondo District

Adopted Quantities

PURCHASED POWER

SCE. 6~-88
Well Stations .
Production: KCcf
Kwh per Cecf
Wells Kwn(1000)
Unit Cost $/kwh
Energy Cost ($1000)

Purchased Water
Purch.Water:KCc?t
Interrup.Watex 6 AF
NonInterp.Water AF
NonInt.Cost $/AF
Inter.Cost $/AF
P.V. 999AF
Standby FixChrg.
WBMWD credit,2000

Total Purchased Water Cost ($1000)

Replén-hssm, ($1000)

Chemical Cost ($1000)

231.00
187.00 .
85.00

80.00

71.00

1989

7,017.2
368.39
2,585.0
. 08646

$223.5

6,115.4
14,039.1

2,000.0

12,039.1
$2,781.0

$3‘7 4\ - 0
'584.9
$1.2
$160.0

$3,081.1

$147.0

- $3.4

7,063.7
368.39
2,602.2

.08646

$225.0"

6,162.0
14 Fa 14 6‘?0 o
2,000.0.

12.146.0

$2,808.7
$84.9

$160.0"

53,105;35
5147.0 '~
$3.4
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. California Water Service Company
. Hermosa-Redondo District

Adopted Quantities

Numbexr of Service,Meter Size : 1989 1990.

| : HR-1 -
5/8 x 3/4 2 18275 18415
1 | 3579 3605
11/2 | 1053 1062

: 785

84

28

10

6

0

23995

824500 830800
5683200 5720100
6507700 6550900

. Number of Service No.of Service Usage~KCcf Avg.Usage Ccf/Yx.
1989 1990 1989 1990 1989 1990

- —— - - - — - - i

Commercial 23413 23594 5,588.7 5,631.9 238.7 238.7
Industrial 43 43 523.5 523.5 12174 12174
Public Authority 354 355 391.0 391.0 1,104.5 1,104.5
Other 3 3 4.5 4.5 o
subtotal . 23813 23995 6,507.7 6,550.9
Private Fire Prot. . 68 73 ' :
Total : . 23881 24068

Water Loss:7.26% 509.4  512.8

Total Water Produced | 7,017.1 7,063.7
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°

UTILITY PLANT
Plant BOY -
Utility Add.
Advances
Contributions
Total Additions -

Retirement
Plant EOY

Wgt.Plant € 51.0%
Wgt.Avg. Plant

DEPRECIATION RESERVE

Reserve BOY
Contrib.
Depr Exp.(2.25%)
Clear.Chyg.
Total Accrual

Retirement
Reserve EQOY

Wgt.Accr.€ 58.2%
Wgt.Avg.Deprec.Reserve

RATE BASE
Utility Plant
Work.Cash Allow.
Material & Sup..
Depreciation Reserve
Advances For Constr.
Contributions~in-aAid
. Gen.Qffice Alloc.
Unamort.Defer.Taxes
Unamort.ITC :
CIAC FTC .

"
. Capit.Itenms
Amortiz.Intang.

Avg RATE BASE

s

Hermosa-Redondo District

Utility Plant, Depreciation Reserve, and Rate Base

1990

(Thousands of Dollars)

20,979.3
1,115.6
55.8
100.9
1,383.6

209.2
22,253.8

654 .l 6
21,633.9

5,599.0
29.3
414.5
18.6
462.4

128.1
5,933.3

194.6
5,793.6

21,633.9
-33.9
129.5

-5,793.6

-534.9

-1,212.2

223.2
-621.4
~-219.8&

57.0
31.4
-74.7

13,584.5

22,253.8
1,133.7
55.8
100.9
1333.2

102.1
23,484.8

627.8
22,881.6

5,933.3
31.5
439.9
19.4
490.8

123.5
6,300.6

213.8
6,146.5

22,881.6
-28.8
132.8

~6,146.5

-569.2.

-1,282.9

242.0
-736.2
=214.3

75.8
40.3
-78.3

14,316.3
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Hermosa-Redondo District

Income Tax Calculations

1990

-.. (Thousands of Dollars)

Total Revenues : 8,153.3 8,429.5

Purch. Power 223.5 225.0
Purch. Water 3,081.1 - 3,105.8
Punp Tax 147.0 147.0
Purch. Chenm 3.4 3.4
Payroll- 782.5 821.6
OM Qther 437.2 454.9
AG Other 49.5 50.9
Gen.0ffice Alloec. 746.2 780.0
Payroll Tax , . 61.3 65
Ad Valorem Taxes 142.7 150.0
Uncoll. .001305 ' 10.6 - 11.0
Loc.Franch..00041 19.1 19.2
Interast ' 703.9 745.8
Total Deduction 6,383.8 6,554.1

State Tax Deprec. 854.2 877.9
State Tax 9.3 | 85.1 92.8

Federal Tax Deprec. 477.5 489.8
Pre.StkDver. 4.3 4.3
Fed Tax 34% 410.3 439.7
Total Federal Taxes 410.3 439.7

Net/Gross . 1.676426

(End of APPENDIX C-2)
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Hermosa~Redondo District
' Comparison of typical bills for commercial metered
customers of various usage level and average usage level at
present and authorized rates for the year 1985.

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

Monthly Usage: At Present :At Authorized : Percent
(Cubic Feet): Rates : Rates : Increase

300 s 6.66 S 6.68 3%

500 . 8.62 8.64 | .2
1,000 13.51 - 13.53 .1
2,000 23.20 . 23.21 .1
2,250 23.30 23.32 .1
3,000 33.09 33.11 1
5,000 52.67 52.69 .0

16, 000 101.6 101.6 .0
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California Water Service Company
King City District

SCHEDULE NO. KC-l
GENERAL METERED SERVICE

Applicability

Applicable to all metered water service.

Territory

Pexr Meter
Service Charge: Per Monthw

For 5/8 % 3/4=inch meter...ceocercrcescncsss $ 7.30
Fox 1-inch Meter.c.cceceecorovcccres 12.00
For 1 1/2=inch Meter.cesvvccrerrconssnses 16.80
For 2=-inch meter..... : 21.40
Forx 3=iNch Metereeseeceeeconmrcooonn 40.00
For 4=inch Mmetereceececcesrnsscercesn 52.00
_ For 6=inch meter....ccecevceneccace. 89.00
For 8~inch meter....evcvevevcecnccces 132.00
For 10-inch meteX.eceecvercccrccrncces 158.00

[ Bl I ININININIE =

Quantity Rates:
For the first 300 cu.ft.,per 100 cu.ft...... -387
For all over 300 cu.ft., per 100 cu.ft...... .593

The Service Charge is a readiness-to~serve charge which is

applicable to all metered service and to which is to be:
added the monthly charge computed at the Quantity Rates.

Special Condition

Due to the overcollection in the balancing account a
reduction of $0.010 per Ccf of water usage is to be applied
to the quantity rates to amortize the overcollection.

had All rates are subject to the reimbursement fee set
forth on schedule No. UF.
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King City District

Each of the following increases in rates may be put into
effect on the indicated date by filing 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 KC-1 General Metered Service

Service Charge: Per Meter Per Month

For 5/8 x 3/4=-inch meter.....v.... .65 S .80
For l=-inch meter.cceeccces 1.0 1.20
For 1l 1/2=inch meter...coecea- 1.50 1.80
For 2=ineh meter : 1.90 2.40
For 3=inch meter..cceerevr- 4.00 5.00
For 4=inch meter....ceeer-- 5.00 6.00
For 6-inch meter..cceevr--- 8.00 10.00
For 8=inch meter...ceec-.. 12.00 14.00
For 10=inch meter....cee--- 14.00 17.00

o Quantity Rates:
. , For the first 300 cu.ft.,per 100 cu.ft

For ‘all over. 300 cu.ft.,per 100 cu.ft
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PURCHASED POWER

PGE 5-88
Well Stations.
Production: KCecf
Kwh- per Ccf
Wells Xwh(1000)
Unit Cost $/kwh
Energy Cost

Total Power Cost

California Water Service Company
King City District

Adopted Quantities

1989

646.0
745.4
481.6
. 09680
$46,613.8

653.4
745.4
487.1
- 09680

$47,145.7

1$47,145.7
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California Water Service Company
King City District

Adopted Quantities

Number of Service,Meter Size ' 1989

o KC=-1

5/8 x 3/4 1080
1 282
11/2 40

: - 64

10
7

1

1

0

1486

51000
524900
575900

. Number of Service No.of Service Usage-KCcf  Avg.Usage Ccf/Yr.
. : ‘ : _ 1989 © 1990 1989 1990 . 1989 - 1990

Commercial 1446 1464 495.8 502.0 342.9 342.9
Industrial 6 6 53.9 53.9 8986 8986
PubliC‘Authority - 33 33 25.5 25.9 772.7 772.7
. Other 1 b ' My -7

subtotal 1486 1504 575.9 582.5
Private Fire Prot.. 68 73

Total . 1554 1577 :

Water Loss:10.85% 70.1° 70.9

Total Water Produced | 646.0 653.4
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King city District

Utility Plant, Depreciation Reserve, and Rate Base

UTILITY PLANT

Plant BOY
Utility Add.
Advances
Contributions
Total Additions

Retirement
Plant EOY

Wgt.Plant @ 38.1%
Wgt.Avg. Plant

DEPRECIATION RESERVE

Reserve BOY
Contrib. ,
Depr Exp.(1.92%)
Clear.Chq.

Total Accrual

. Retirement
Resexve EQOY

Wgt.Acer.@ 50%

Wgt.Avg.Deprec.Reserve

RATE BASE

Utility Plant
Material & Sup.
Work.Cash Allow.

Depreciation Reserve

Advances For Constr.

Contributions~in-aid
. Gen.Office Alloc.
Unamort.Defer.Taxes
Unamort.ITC
CIAC FTC
Capit.Items

Avg RATE BASE

(Thousands of Dollars)

2,073.9
75.3
12.2
16.2

103.7

17.3
2,160.5

42.2
2,116.1

535.6
3.4
40.
1.3
44.9

13.0
5‘6’7"‘- 5'

19.0
554.6

2,160.5
85.1
12.2°
16.2 ‘

113.5

6'-6 '
2,267.4

52.1
2,212.6
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. King City District

Income Tax Calculations

(Thousands of Dollars)

Total Revenues

Purch. Power

Payroll

OM Other

AG Other

Gen.O0ffice Alloc.

Payroll Tax

Ad Valorem Taxes

Loc.Franch..00489
: subtotal

Interest :

Total Deductions.

State Tax Deprec. 73.4
State Tax 9.3 ' 7.3

Federal Tax Deprec. 48.7
Fed Tax 34% . 32.6
Total Federal Taxes 32.6

Net/Gross 1.710523

(End of APPENDIX C=-3)
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King City District
Comparison of typical bills for commercial metered
customers of various usage level and average usage level at
present and authorized rates for the year 1989.

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

Monthly Usage: At Present :At Authorized . Percent
(Cubic Feet): = Rates : - Rates Increase

300 s 7.71 S  8.46 9.7 %
500 . 8.50 9.65 8.4
1,000 11.86 12.61 6.3
2,000 17.79 . 18.54 4.2
2,860 (Avg.). ~22.88 23.63 3.3
3,000 : 23.72 24.47 3.2

5,000 35.58 36.33 2.1
10,000 . 65.23 65.98 1.1

(End of Appendix D=3)
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ot California Water Service Company
Marysville District

SCHEDULE NO. MR-1
CENERAL METERED SERVICE

Applicability

Applicable to all metered water service..

Territory

Marysville and vicinity, Yuba County.

Rates

_ Per Meter
Service Charge: Per Monthw»

FOI’ 5/8 X 3/4-inCh metero- sesm s sassnsae 5 6060
For 1-inch Mmeter..cco'evescsossovevecs 12.60
For "l 1/2=inch mMeterececsevcocrcrevonnns 19.60
For 2=inch meter...ccccceconrvonnses 24.50
For 3=inch nmeter....... crvencne 41.00
For 4=inch MeteY.vsveevceoercscrovrones 58.00
For 6=inch Mmeter.csccecrerevesvoomans . 86.00
For 8~-inch meter..ccevcvscorenscnnce 154.00
FOI’ lo-inCh meter'&vnu-.voo-o--------n 178000

Quantity Rates: .
For all water delivered, per 100 cu.ft...... .310 I

The Service Charge is a readiness~to-serve charge 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 reimbursement fee set
.‘ forth on schedule No. UF. - ‘
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Marysville District

Each of the following increases in rates may be put into
effect on the indicated date by filing 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

Sc¢hedule MR-l General Metered Service

- — - - — S S " S S S e S Y W A

Service Charge: | Pexr Meter Per Month

For 5/8 x 3/4=inch meter.....e.ve. .35 $ .30
FOI’ l"'iDCh metero cs s s ePerw -60 .55’
For 1 1/2~inch meter.......... -90 .80
For 2~inch meter..ccceevers 1.10 1.10
For 3~-inch meter...ccecavs 2.00 2.00
For 4=inch meter.ccesver.n 3.00 3.00
For 6=-inch meter.... 4.00 4.00
Fox 8-inch meter.cecevereos 7.00 7.00
For 10-inch meter..evuvcess 8.00 8.00

‘ 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 s5g., Or leSs ..cevvemeccnn
6,001 to 10,000 5¢.fLeeecrvrene
10,001 to 16,000 sqrtt..........
16,001 to 25,ooo =108 4 SR

For each addxtzonal ‘single~family
resxdent;al unzt.....,.-..........
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PURCHASED . POWER

PGE- 5-88
Well Stations
Production: KCcf
Kwh per Ccf
Wells Kwh(1000)
Unit Cost $/kwh
Energy Cost

\'.- Total Power Cost

‘Chemical Cost

. APPENDIX C=4, page 1

California Water Service Company
Marysville District

Adopted Quantities

1989

1,489.8
710.95
1,059.2
.09484
$100,448.0

$100,400.0

1,497.2
710.95.
1,064.5
09484
$100,947.9.

$100,900.0
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' California Water Service Company
' Marysville District

Adopted Quantities .

Number of Sexrvice,Meter Size ' 1989

| MR-1 |

5/8 x 3/4 . - 650

| . 223

60

103
11

6

1

0

0

1054
Quantity, CCF | 631100 640700

. Number of Service No.of Service Usage-KCecf Avg.Usage Ccf/Yr.

1989 1950 1989 1990 1989 1990

Commercial 994 1008 491.3 498.3 494.3 494.3
Industrial 4 4 42.1 42.1 10525 10525
Public Auth. 56 56 97.5 100.21.1741.1 1,741.1
Other 0 0 N4 .2

subtotal 1054 1068 631.1 640.7
Flat Rate. Serv. 2699 2689
Private Fire Prot. 30 30
Public Fire Prot. 3 3

Total _ ' 3790

Water Loss:8.0% 119.2 119.8
Total Water Produced 1,489.8 1,497.2

Flat Rate Service
6000sg.ft.less
6~100008q.Lt.

10~16000sq.£%.

- 16=-250008q.2%.
add.unit

v
N .
~
'
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- I ' Marysville District

Utility Plant, Deprediation Reserve, and Rate Base

1989 1990

(Thousands of Dellars)

UTILITY PLANT

Plant BOY
Utility Add.
Advances
Contributions
Total Additions

Ratirement
Plant EQOY.

Wgt.Avg. Plant

DEPRECIATION RESERVE:

Reserve BOY
Contrib. ‘
Depr. Exp.(2.45%)
Clear.Chyg.

Total Accrual

Retirement
Resexrve EOY

Wgt.Avg.Deprec.Reserve

Utility Plant
Material & Sup.
"Work.Cash Allow.
Depreciation Reserve
Advances For Constr.
Contributions-in-aid
Gen.0ffice Alloc.
Unanort.Defer.Taxes:
Unamort.ITC

CIAC FTX-

- . Avg RATE BASE
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. Marysville District

Income Tax Calculations

1989 1990

(Thousands of Dollars)

Total Revenues : 874.1 S

Purch. Power : 100.4
Purch. Chenm -4
Payroll 201.7
OM Other 63.1
AG Other. -5.5
Gen.Office Alloc. 121.6.
Payroll Tax - 15.9
Ad Val.Taxes .9679 2.8
Uncoll. -.002377 2.1
Loc.Franch. .3
subtotal 521.8
Interest 101.5
Total Deductions 617.5

State Tax Deprec. 138.6
State Tax 9.3% 11.0
Federal Tax Deprec. 86.7

Fad Tax 34% " 54.0
Total Federal Taxes 54.0

Net/Gross 1.677539

(End of APPENDIX C-4)
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Marysville District
Comparison of typical bills for commercial meterxed
customers of various usage level and average usage level at
present and authorized rates for the year 1989.

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

Monthly Usage: At Present :At Authorized. Percent
(Cubic Feet):  Rates : Rates Increase

300 $ 7.38 $ 7.53 2.0 %
500 7.99 8.15 2.1
1,000 9.50 5.70 2.1
2,000 12.53 12.80 2.1
2,250 18.95 19.37 2.2
3,000 15.56 15.90 A 2.2
5,000 21.62 22.10 2.2
10,000 ' 36-57' 37.60 2.3

(End of Appgndix D~4)
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California Water Sexrvice Company
' Willews District

SCHEDULE NO. WL-1
GENERAL METERED SERVICE

" Applicability

Applicable to all metered water service.

Territory

The City of Willows and vicinity, Glenn County.

Rates

Per Meter
Service Charge: Per Monthw

For 5/8 X 3/4-inch meter..cvecvveeccrveorenes $ 6.19
For l-inCh meter-.....-....----o---‘. 12.29
For 1 1l/2=inch meter..covveeescescecnnes 16.48
FOJ.' 2-inCh meter....-............-..- 21.17
FO:' 3-in¢h meteror-'roonvoo-v-nnc.-- 41-76‘
FOI’ 4-inCh meter................v.---.. 5’6-35’
For 6=inch meter.....cveevvvrcvocens 90.52
For 8~inch meter....ccveoverrcvvanss 132.70
FOZ’ lo-inCh meter--o.o---o-otvnooaoopr 161-87

Quantity Rates:
For the first 300 cu.ft.,per 100 cu.ft...... «453
For all over 300 cu.ft.,per 100 cu.ft...... -583

The Service Charge is a rea&iness-to—serve charge which is
applicable to all metered service and to which is to be
added the monthly charge computed at the Quantity Rates.

o * All rates are subject to the reimbursement fee set
. forth on schedule No. UF.
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wWillows District

o Each of the following increases in rates may be put into

' effect on the indicated date by filing a rate schedule which
adds the appropriate increase to the rate which would otherwise
be-in crtect on that date.

Effective Dates -
1=-1=-90 1=-1~91

Schedule WL-1 General Metered Service

Sexrvice Charge: Per Meter Per Month

For 5/8 x 3/4-inch meter...cccees. .26
For l-inch meter....ccc... .61
For 1l 1/2-inch meter.......... -82
For 2~inch meter...cceveee 1.03
For 3=inch meter.. 2.24
For 4-inch meter...-...-.- 2.65
For 6-inch meter.....cc... 4.48
For 8=inch meter.....vcve. 6.30
For 10=inch meter.........-. 8.13

E Quantity Rates: :
. For the first 300 cu.ft.,per 100 cu.ft

For all over 300 cu.ft.,per 100 cu.ft

Schedule WL-2R Residential Flat Rate Service

For a single-family residential unit,
including premises having the following
areas:
6,000 8g., Or lesSs ..ceceecocens
6,001 to 10,000 sq-ftececceoe..
10,001 to 16,000 sg.fteccecnn..-
16,001 to 25, OOO 8.-ftececrnecee

For - each addxtional single~family
residential unit-.................
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PURCHASED POWER

PGE 5-88
Well Stations
Production:s KCecf
Kwh per Ccf
Wells Xwh(1000)
Unit Cost $/kwh
Energy Cost '

Total Power Cost

Chenical Cost

California Water Service Company

Willows District

Adopted Quantities

1989

751.6
876.70
658.9
-09427
$62,117.4

$62,100.0

754.8
876.70
661.7
.09427
$62,381.3
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N California Water Service Company
, Willows District

Adopted Quantities

Number. of Service,Meter Size 1989

WL=-1-
: 794
125
37
a7
-
2
0
(o]
0 :
1002 1031

32600 33600
291900 . 300500
324500 334100

. Number of Service No.of Service Usage-KCef  Avg.Usage Ccf/Yr.
1989 1990 log9 1990 1989 1990

L - - i ——

Commercial 963 992 275.3 283.6 285.9 285.9
Industrial ‘ o} 0 .0 .00 1000 1000
Public Auth. 39 39 49.0 50.3 1256.4 1,256.4
Other. 0 0 -l -2
subtotal 1002 1031 324.5 334.1
Resid.Flat Serv. 1107 .088 367.0 360.3
Priv.Fire Prot. 30 . 30 :
Publ.Fire Prot. 3 3
Total 2142 2152 '
Water Loss:8.0% . 60.1 60.4.
Total Water Produced 751.6 754.8

Flat Rate Service ‘
6,0008q.ft.less 244
6-10,0008q.Lt.. 555

. 10-16,0008q.ft. 272

16-25,0008q.2¢. 36

© 7 addounit 6

1107
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Willows District
Utility Plant, Depreciation Reserve, and Rate Base
1989 1590

- (Thousands of Dollars)

UTILITY PLANT

Plant BOY
vtility Add.
Advances
Contributions
Total Additions

Retirement
Plant EQY

- Wgt.Plant @ 38.1%
Wgt.Avg. Plant

DEPRECIATION RESERVE

Reserve BOY
Contrib. :
Depr Exp.(2.44%)
Clear.Chy.

Total Accrual

Retirement
Reserve EQY

Wgt.Accr.@ 50.3%
Wgt.Avg.Deprec.Reserve

RATE BASE

Utility Plant
Material & Sup.
Work.Cash Allow.
Depreciation Reserve
Advances For Constr..

Contributions=in=-Aid

Gen.0ffice Alloc. ‘
Unanort.Defer.Taxes
Unamort.ITC

CIAC FIC
Capit.Items

Avg' RATE BASE

2,509.4
87.5
18.7
11.1

117.

15.2
2,611.5

49.3
2,558.7

2,558.7
1.5
-770.8
~348.9
-115.3
22.6
=102.0
-21.1

4.1 .

6.4
1,250.6

2611.5
87.2
18.7
11.2

117.0

. 5.0
2,723.%

© 83,2
2,664.7




-

AN
L . Willows District

Income Tax Calculations

1989 1990

(Thousands of Dollars)
Total Revenues 625.8 S 648.1

Purch. Power 62.1 62.4
Purch. Chenm 1.0 1.0
Payroll 134.1 140.8
OM: Other 62.6 63 .7
AG Other 9.3 9.6
Gen.O0ffice Alloc. 75.0 78.4
Payroll Tax ' 10.6 11.2
Ad Valorem Taxes 14.9 15.6
Uncoll. .004752 ‘3.0 3.1
Loc.Franch..02 2.5 13.0
subtotal 385.1 398.7
Interest ' : 66.9. - . 68.8
Total Deductions 448.1 ‘ 463.3

State Tax Depreé. 97.0 $7.5
State Tax 9.3 7.5 8.1

Federal Tax Deprec. 55.4 $0.7
Fed Tax 34% : 39.0 42.9
Total Federal Taxes 39.0 42.9

Net/Gross . 1.715860

(End of APPENDIX C-5)
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willows District

-

comparison of typical bills for commercial metered
customers of various usage level and average usage level at
present and autheorized rates for the year 1589.

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

-~ Monthly Usage: At Present At Authorized :  Percent :
(Cubic Feet): Rates : Rates . Increase :

300 $  7.46 $ 7.55 1.2 %

500 8.63 8.72 1.0
2,000 11.54 11.63 .8
2,000 17.37 17.46 .5
2,250 19.60 ' 19.69 .4
3,000 23.20 23.29 .4
5,000 34}36 34.95 .2
10,000 64.01 64.20 .1
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Tom and Utilities Engineers Donald Yep, Peter Liu, Larry Hirsch,
and Antoine Gamarra, all of the Water Utilities Branch,/ CACD also
called Regulateory Program Specialist Phebe A. Greenwood of the
Division of Ratepayer Advocates as its cost of cap“éal witness.

The matters were concluded at the cl;gg/zf hearings on
September 1, 1988, subject to the submission 3{ late-£filed
comparison exhibits and the filing of concurzent briefs due on
September 30, 1988. At subsegquent hearings/involving general rate
increase requests for the company’s Los Altos~-Suburban and South
San Francisco Districts (A.88-04-070 and/$.88-04-075 respectively).,
mattexrs which are currxently pending and(will be considered in a
separate order, CWS moved for incorporation of the recoxd ¢f these
applications into the consolidated proceeding in A.86-04-070 and
 A.88-04-075. sStaff joined in the motion, which the ALJ granted,
and the parties further agreed'thé: the record of the later

proceedings would be incorporated into and considered- in these
proceedings. The records thus congolidated, the matters stood
submitted upon the £iling oflponcur:enx briefs in A.§8~04-070 and

A.88=-04-075 on December 2, 88.
Xssues
During the course of these proceedings representatives of
applicant and staff reacged agreement on most estimates of test
vear results of operations. Areas ¢f agreement include revenue
estimates and most opersting expense and tax estimates. The
estimated results of operations’ amounts agreed upon are reascnable
and will be adopted; At is not necessary to discuss them in detail.
The discussion which follows focuses on the areas of
disagreement betweeﬁ}cws-and‘staff,'which are listed belows:




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

the company, but is simply a reflection of market requirements.

The record clearly shows that CWS does indeed maintain/Qood service
standards and a high degree of customer satisfaction/ and staff
does not disagree with the company’s characterizas;bn that it 4is a
well-managed operation. We fully agree that the company should not
in any way be penalized. In determining the app:opricte return for

CWS, we recognize the quality of the company’se company’s
operations. sé//s

Acordingly, we will adopt a cons ant ROE of 12.25%. This
is consistent with staff’s DCF analysis as well as the recent
upward trend in interest rates. As sh in the following table,

the resulting rate of return on rate base, incorporating this ROE,
our adopted costs of long-term debt and preferred stock, and ouxr
adopted capital structure, is 11.%, . These returns will result in
pre~tax interest coverage of 3,3%; in 1989, 1990, and 1991, which
should serve adequately tovmnij7nin CWS’s favorable bond ratings.

adopted Rate of Return

2283

Long-texrm Debt
Preferred Stock
Common Equity

2230

Long-texrm Debt
Preferred Stock
Common Equity

1391

Long-tarmtnebt
Preferred Stock
Common. Equity

/ Cost Rate of

”502'5%
1.75
L53.00

/100.00%

. 53-QQ

100.00%

45.25%
1.75
~3:00_

Lactors

10.54%
4.19

- 12.25

~Retuzrn

4.77%
0.07

£.49 -
11.33%

4.77%
0.07

- 49
11.33%
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Hermosa~Redondo District

-

-

Utility Plant, Depreciation Reserve, and Rate Base

UTILITY PLANT

Plant BOY :
Utility Add.
Advances
Contributions

Total Additions

Retireﬁent
Plant EOY

Wgt.Plant @ 51.0%
Wgt.Avg. Plant

DEPRECIATION RESERVE

Reserve BOY
Contrib. _
Depr Exp. (2.25%)
Clear.Chg-

Total Accrual

Retirement
Reserve EQY

Wgt.Accr.e’sayz%
Wgt.Avg.Deprec.Reserve

RATE BASE

Utility Plant
Work.Cash /Allow.
Haterial/ﬁ Sup.
Depreciation Reserve
Advances For Constr.
Contributions-in~-Aid
Gen.0ffice Alloc.
Unamort.Defer.Taxes .
Unamort.ITC

CIAC FIC .
Cap£t7;tems

Avg RATE BASE

1990

(Thousands of Dollars)

20,979.3

1,115.6

55.8
100.

1,383

109.2"
22,253.8

654.6
1,633.9

5,599.0
29 .’3
414.5
ig.6
462.4

128.1
5,933.3

194.6
5,793.6

21,633.9
-47.1
129.5

=5,793.6

~534.9

-1,212.2

=621.4
=219.8
57.0
31.4

13,584.5

22,253.8
1,133.7
55.8
1333.1
102.1
23,484.8
627.8
22,88l.6

. 5,933.3

31.5

439.9
19.4.

490.8

123.5
6‘,;300 .-6

213.8
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‘0 87"

40.3.

14,316.3
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California Water Service Company
King City District

SCHEDULE NO. KC-1
' GENERAL METERED SERVICE

- -

Applicability

Applicable to- all metered water service.

Terrmtory

King City and vicinity, Monterey County.

Per Meter
Service Charge: Per Monthw

For 5/8 x 3/4=inch Meter./ceeecececrercncacnes O 7.30
FOI’ l'inCh meterfoo&-.v-- ------- s 12-00
For 1l 1/2=inch MeteXcvcecovrecrrcrersnens 16.80
For 2=inch meter...ceecccccccvcvoens 21.40
For 3-inch meter....ccvvveccccccnces 40.00
For 4-inch Mmeter....ccecevcceverenes 52.00
FOI’ 5-inCh» Gter- csrorsrrrrraveanas - - 89.00
FOI‘ a-inCh meter.---....,.......--.-. 132.00'
For 10-inch Meter..cccecccoccrcrncrers 132.00

Quantity Rates:
For the first /300 cu.ft.,per 100 cu.ft...... .387
For all over /300 cu.ft., per 100 cu.ft...... -593

The Service Charge is a readiness-to-serve charge which is

applicable.tq/all'metered?service and to which is to be
addedthe°27pthlycharge computed at the Quantity Rates.

Special Condition

Due to the overcollection in the balancing account a
reductzon of $0.010 per Ccf of water usage is to be applied
to the /quantity rates to amortize the overcollection.

* All rates are subject to the reimbursement fee set
/xorthfonscheduIeNou UF. ,
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King City District
Utility Plant, Depreciation Reserve, and Rate Base
1989 |

(Thousands of Dollars)

UTILITY PLANT

Plant BOY ', .9 2,160.5
Advances . 12.2
Contributions . v : 16.2

Total Additions 3. 113.5

Retirement -1 6.6
Plant EOY , ,160.5 © - 2,267.4

_Wgt.Plant @ 38.1% 2. 52.1
Wgt.Awg. Plant : +116. 2,212.6

DEPRECIATION RESERVE

Reserve BOY
Contrib.
Depr Exp.(1.92%)
Clear.Chg.
Total Accrual

Retirement
Reserve EQY

Wgt.Accr.@ 50%
Wgt.Avg.Deprec.Reserve

RAQE BASE
Utility Plant
Material & Sup.
Work.Cash Allow.
Depreciation Reserve
Advances For Constr. -
Contributions~in-Aid
Gen.0ffice Alloc..
'Unamort.Defer.Taxes
" Unamort.ITC
CIAC FIC '
Capit.Itens

Avg RATE BASE
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Marysville District /{///
Each of the following increases in rates may be put Anto
effect on the indicated date by filing a rate schedule which

adds the appropriate increase to the rate which would therwzse
be in effect on that date.

Schedule MR~1l General Metered Service

Service Charge: Per Meter Per Month

For 5/8 x 3/4=~inch meter.......-.. .35 $ .30
For l=-inch meter..... /v... .60 .55
For 1 1/2=inch meter..../ree.. .90 .80
For 2-inch meter.../cocee. 1.10 1.10
For ' 3~inch meter../. 2.00 2.00
For 4=~inch meter./........ 3.00 3.00
For 6~inch meter/......... 4.00 4.00
For g~inch meteri......... 7.00 7.00
For 10=inch metar...cvccevre.- 8.00 8.00

For all water delivered, per 100 cu. tt

7 ' Quantity Rates:

Schedule Mnrzn'Resident%pl Flat Rate Service

For a single-ramiyy residential unit,
including premises having the following
areas:
6,000 sq.472r,less............
6'001 tO 0,»000 Sq'—vft--..--.-...
10'001 tO' 16',-000 Sq--ft---—- R K
16‘,001 tO 25‘,000 sqrttr. sesemnre

For aach,add;tional singlc-family
residential unit..........,.....;.




