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o P ! N ! a N - - - ............ -
Summary of Decision 

!ti1s or-aer ~il1 author-ize Del Este Water Co:npany 
,J~~pl~_~_;;_;;.l._~o."i%l~r.ease its rates !"o'C pr-oviding water oy 8.62% 

(S187,100), 4.'4~ (S106,000), and 3.83% (S95,600), in 1982, 1983, and 
198~, respectively. These new revenue~ will allow applicant 
o~portunity to earn an overall 'rate of r-eturn on rate oase.of 12.52$,' 
ane 1t~ shareholders a return on co:nmon equity of 14.00~. 

Sever-al issues r-emained in dispute at the time the 
.~ 

pr-oceeding was ~ub:nitted upon the filing Of concurrent briefs in 
June. ~ftO are note~orthy because this'~s apparently the fir-st ti:ne 
they have been considered oy this Commis~ion. 

Firs:, applicant had awar-ded wage increases Of 10% and 12%, 
respectively, to its e:nployees and officers on January 1, 1982. 
Applicant also anticipates increased payroll ex?ense~ of 8% in ~983. 
We will recog!'lize an across-the-board increase in-, 1982 of lOt for roltc-

! 
! 

e :::.'l}:i:'l.g, !"ut • .... i11 .J.l10w only .:\ further C.4~ in 19Z3. The Commission staff 

~a~ recommended t~at acro~~ the bo~rd increa~~~ or' 5% in bo:h 1982 
and 1983 te allowed for- ratemaking purposes., 

Second, ap,11cant chose not to employ the accele~ated cost 
~ecovery dep~eci3tion provisions available unde~ the Econo~ic 
Recovery :ax Act (ERrA) in calculating its federal income tax 
liability for the'purposes of this p~oceeding. ~e a~e imputing those 
provisio~s in our adopted results of operations oecause they'~esult 
i~ a prese~t benefit to ratepayers. 

at applicant's app~oxi~te 16,000 total water- se~vices, 

a~out 13,500 are ~lat rate connections. Pe~cen~age inc~easez gr~nteG 

by this decision will oe applied evenly to m~tered, flat rate, ond 
private fire protection rates. 
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By this ap~lication applicant requests authority to 
increase revenues by $450,700 (21.2%) in 1982, $147,900 (6.6%) in 
1983, and $156,000 (5.8%) in 1984. Applicant's request is designee 
to produce a return on equity of 17.5% and rates of return of 14.78% 
in 1982, and 14.86% in 1983~ 

Applicant's last general rate increase ~as authorized by 
DeCision CD.' 91120 dated December 18, 1979 in Application CA.) 
58184. In that proceeding we authorized a rate of return of 13.0% on 
equity, resulting in a rate of return of 11.40$ on rate base. 
Present rates oecame effective April 21, 1981 by Resolution w-2824. 

Staff- and applicant-estimated rates of return at present 
and proposed rates for test years 1982 and 1983 are as follows: 

Rates of Return 
Staff AEplicant 

1982 ll§1 1982 ill1 -At Present Rates 10.84% 9.32% 7.93% 6.45% 
At Proposed Rates 18.88% 19.98% 16.15% 16.79% 

Evident1ary hearings 
Ad:inistrative Law Judge CALJ) 
an<! 12, i 982 • 

in thi~ proeeed1ng were held before 
John Lemke in San Francisco on May l' 

Previously staff and applicant conducted an infor~l public 
meeting in the City of Modesto on February 17. !he purpose of the 
meeting was to intorm customers of the circumstances underlying 
applicant'S request. Seven customers attended the ~eeting. 
Comm1s~ion procedures an<! applicant's operations were eX?lained. No 
service complaints were received. Customer complaints received 
during the year 1981 fall into the following categories: 
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Water Quality 
Pressure 
Leak~ 

Misc. 
Total 

95 
132 
196 
-.l 
426 

A statt witnes~ testified that these complaints were 
i~vestigated and resolved by applicant within a rea~onaole period. 

The public meeting and the evidentiary hearing~ were 
no~iced by applicant ~o each customer in its district in accordance 
·..rith the Coc:lission's Rules of Practice and. Proced.ure. 
General !nfor~tion 

Applicant was organized and. incorporated. in 1938. 
Currently applicant serves over 16,000 customers in the ~uourban 
Modesto area and. in the communities of Waterford, Empire, Salida, 
Turlock, Hillcrest, Hickman, and. Grayson. Most of the area~ in this 
service territory are isolated areas served by separate syste~, tt except those located in the immediate suburbs of the City of Modesto. 

Applicant is a wholly owned subsidiary of ~he Beard Land. 
and :nvestment Company. Customer growth for two d.ecades is 
illustrated. in the following Table 1 which shows the number of 
services for each class of customer d.uring the period 1960 through 
1980. 
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TABLE 1 

Metered Private Total Public: 
'Flat Rate Public Fire Wolter Fire 

Ye4= Commereial Commercial Industrial . Authori t:( Services. Serviees Hydrants 
1960 9,191 811 24 36 13 10,075 342 
1961 9,498 S65 23 38 15 10,439 369 
1962 10,069 923 24 36 16 ll,068 412 
1963 10,239 948 26 34 16 II ,263 446 
1964 II ,565 1,001 23 39 20 12,648 498 
1965 ll,784 1,049 22 41 24 12,920 523 
1966 11,947 1,086 29 43 28 13,133 537 
1967 12,107 1,202 27 41 34 13,411 552 
1968 12,227 1,255 32 49 39 13,602 584 
1969 12,273 1,:nO 34 50 41 13,708 597 
1970 12,433 1,339 38 47 52 13,909 603 
1971 12,586 1,382 34 53 54 14,109 629' 

_1972 12,744 1,459 38 S2 5S 14,:348 677 
1973 12,844 1,547 46 56 63 14,556 722 
1974 12,947 1,643 42 59 66 14,757 741 
1975 13,101 1,667 44 62 69 14,943 750 
1976 13,309 1,705 43 59 76 15,192 773 
1977 13,370 1,815 44 '62 82 15,373 788 
1978 13,425 1,899 49 62 87 15,522 826 
19i9 13,763 1,961 51 71 94 15,940 858 
1980 13,557 2,349 51 77 101 16,135 860 
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Applicant has a staff of 29 involved in management, 
operating, maintenance, and clerical positions.. It employs outs,ide 
se~vices for ensinee~ing, auditing, tax accounting, and legal 
counsel. All gene~al accounting is per-formed. with company personnel, 
and const~uct!.on is pe~for=ed oy company crews whenever pr-actical. 
Applicant's ac.:ninistrative office, oper-ating heac.quarters, warehouse, 
~intenance garage, meter repair and testing, and pipe storage 
facility are all located in Modesto. Applicant provides water for 
r-esidential, commerCial, industrial, and fire suppression purpo~es. 
Areas served are comprised of reSidential, commerCial, and industrial 
developm,ents in the suouros in the City of Modesto and outlying 
co:munities near the city. Most of the systems comprising 
applicant's present service territory were installed oy developers to 
provide water for industrial and residential use, and some of these 
syste:s date oack to the early 1900s .. 

Applicant supplies its customers from 61 wells located 
throughout the service ter~itory.. Each of the separate areas e comprising the total system is served oy at least two wells, except 
for three area~ which maintain interconnections with adjoining 
:tun1cipal systems. Eleven major pumping units are operated with 
natural gas engines and the~efore a~e not subject to electrical power 
outages. 

Well wate~ generally =eets the stanoards set by the United 
States Public Health Service for drinking water .. 

Co~pany main5 are gener-ally steel pipe ranging in size from 
2-inch to i6-inch diameter. About 90% of the mains are 4-inch or 
larger- • 
Water Conservation 

Water conservation kits have been distributed to aoout 
~,500 customers--nearly 1/3 of applicant's total services. lits are 
available at company offices and are mailed On re~uest to customers .. 
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. tt !~ addition, bill stuffers have been distributed to all customers on 
an ongoing basis since 1977, stressing the need for and encouraging 
water and energy conservation. Applicant's ~ield personnel are 
watchful ~or water waste. Applicant takes advantage of a city-fun:ed 
youth employ=e~t program involving door-to-door contact in area~ of 
high water waste. 

Operating pressures range between US and 65 pounds per 
square inch, thus complying with Commission's order to limit maximum 
operating pressures to 80 pounds per square inch where ~easible. 
Applicant is able to accomplish this due to the level terrain within 
its service territory, and to the separation of the territory into a 
number of sel~-conta!ned local distribution systems. Additionally, 
applicant has urged the enactment of certain ordinances by the City 
o~ ~odesto, Stanislaus County, and the City of Waterford prohibiting 
landscape irrigation during peak hours. 

!~ response to our D.88466, dated February 7, 1978, in Case tt 1011U, applicant has conducted pump efficiency tests for the 61 wells 
in its system. This has been done in an effort to minimize energy 
consumption. Funds have been budgeted to provide for repair of pumps 
identified as inefficient during the testing program. 
Results o~ O~erations 

The areas of controversy between staff and applicant fall 
under the ~ollowing eight categories: large industrial water use; 
payroll ex,ense; purchased power; regulatory commission expense; 
working cash; income tax; graduated tax adjustment, and return on 
common equity. 
Large Indust~ial ~ate~ Use 

Differences in wate~ sales between staff and applicant a~e 
set forth in Exhibit 6 and are due to estiMated use ~y two large 
custooers--Callo Winery (Callo) and :illie Lewis Foods (!illie 
. ") l..eW ... 3 • Applicant esti:ates that Callo will use about 50,000 hund~ed 
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cubic ~eet (Cc~) during test yea~s 1982 and 1983; sta~f estimates 
117,128 Cct in each ot those years. Applicant estimates that Tilli~ 
Le~is will use 73,,13 Cct and 84,540 Cct, respectively, during test 
years 1982 ane 1983; sta~! estimates 93,,83 Cc! during each o~ thos~ 
years. 

The sta!! witness, Mohzen Kazemzadeh, based his estimat~ on 
a letter received from Gallo addressed to a~plicant dated April 16, 
~9S1 projecting water consumption ~or 1982 and 1983 ot 100,000 Cci 
eac~ year. Since receiving the letter, data were furnished by 
applicant showing consumption by GallO during 1981 of 117,128 Ccf. 
~urin6 March 1982 Kazemzadeh contacted Gallo's chief engineer, who 
informed the witness that his projections ~or 1982 and 1983 would 
still be correct. =he witness therefore concluded that the 1982 and 
1983 figures would be about the same as that recorded for 1981. 

Kennan Beard is applicant's vice president and manager. 
stated that he is in charge of the overall operation of applicant. 

~:'iS projection o! ,0,000 Cct for Gallo during each test year is basee 
upon ~is understanding (sinc~ he did not personally make t~e 
co~putat:on) that the estimate was predicated on actual consumption 
June throu~~ September. 1981. January throu&~ May. 1982. ar.d 
estimated consumption October throu&~ Decembe~, 1982. Eea~c state~ 

~ha~ ni~e years ago Gallo began to buy virtually all o~ its water 
!ro= applicant. Then about five years ago Gallo bou~~t a cannery 
facility in Modesto which has a large on-site well. G~llo decided ~o 
activate that well and connect it into its own system to provide as 
much of its own water as possible. Applicant maintains a boo$t~r 
pump in its system having automatic controls. The purpose o~ this 
booster p~=p was to p~ovide Gallo with water when ~he prezsu~e fro= 
Gallo's o~n wells was no~ adequate to supply its needs. Gallo 
determined that applicant's booster was ope~ating erratically, often 
!urnishing GallO with water it did not need to purchase. Applicant 
is now in the process of working out a sys~em which will give Gallo 

~=anual control of the booster. ~eard believes 
~Si&~i!ieantly reeuee the amount o! consumption 

purchasing f~om applicant in the ~uture. 

- 8 -
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~e believe that applicant's estimate tor Gallo of 50,000 
Cc~ is somewhat low. But neither are we convinced, based on the 
evidence, that the 1981 actual use figure of 117,128 Ccf is a proper 
esti~te for Gallo ror the 1982-1983 test period. While applicant is 
in the process or "working out" a control sy~tem which will give 
Gallo manua! control of the ~aulty booster, such is not a the case 
at this ~oint. On the other hand, Gallo's original projection 
conveyed to the staff witnes~ ~or both test years was 100,000 Cc~. 
!he witness testified that the chief engineer indicated to him that 
his projection of 1982 and 1983 would still be correct. The witne3s 
then concluded that the 1982 and 1983 figures would be the same as 
the recorded 1981 figure. We do not necessarily draw that conclusion 
from the infor~tion conveyed to the witness. In light or the 
conflicting testimony and speculation on both sides, an estimated 
figure or 100,000 ccr is appropriate for predicting water sales to 
Gallo for each test year, and this ~igure will be used in computing 

ttour adopted results of operations. 
. ~ith respect to the other large industrial user, Tillie 

Lewis, the staff witness contacted the Manager of Environmental 
Service and Research of Tri-Valley Packing, the parent company owning 
Tillie Lewis. The witness was informed that projected 1982 ane 1983 
consumption will be about 70,000,000 gallons ~or each test year, 
whicb converts to 93,583 Ccf. Applicant'S witness te3ti~ied, on the 
other hand, merely that he had spoken with a "plant person" at Tillie 
Lewis, who estimated use of 55,000,000 gallons in 1982 and about 10-
15% :ore than that during 1983. No further information was ~urnished 
by applicant concerning the qualitications or position of the person 
contacted at Tillie Lewis. Little or no weight should be given to 
the esticate obtained from that anonymou~ indiviaual. Staff's 
recommended ~igure of 93,583 Ccf is clearly the better estimate for 
use in p~edicting wate~ sales to Tillie Lewis for test years 1982 and 
1983 and will be used in our adoptee results of operations. 
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?ay~oll Expenses 
Applicant's work force is made up o~ nonunion employees. 

Effective January 1, 1982 applicant increased e~ployee salaries by 
10~ and officer salarie~ by 12~. In support of the request that we 
recognize the 1982 increase, Beare testl!ied essentially as ~ollowz: 

Each year applicant secures a copy of a 
union labor contract !ro~ a large 
California investor-owned water co~~any. 
Beard also contacts other water utilities 
within the State. Be exacines data from 
other utilities in Modesto and other 
prevailing wage rates in Modesto. He 
measured 1982 wage increases over 198~ 
levels for five California water companies. 
This calculation revealed an 11% wage 
increase paid by California Water Service 
Co:pany: 10~ tor San Jose Water Works; 7% in 
Septe:ber i981 and 3~ in January 1982 for 
So~thern California Water Company; 
anticipation of a 9% increase for Do=ing~e: 
Water Company in 1982: and increases ranging 
fro: 8~ to i6~, for Southwest Su~urban Water 
Company. Eeard obtained this in!or=~tion 
fro: officers of each of the companies. 
Concerning salary raises granted company 
e~ployees since 1976, the witness testified 
that increases were paid as follows: 8% in 
1976: 7~ in 1977; 6% in 1978; 7% in 1979; 
10% in 1980; and 10% in 198i. 
Officers' salaries were increased based upon 
the reco=:endation o! a eo:cittee consisti~g 
of three nonemployee di~ecto~s who mee~ a~d 
review whatever data are available anc make 
thei~ recommendation to the board. 
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A ~econa witness fo~ a'~licant on this issue testified that 
1983 pay~oll in¢~eases ove~ 1982 shoula total about 8% based upon 
economic incicato~s, p~ocucer and consume~ p~ice indexes, anc the 
expectation of a ~eeuction in the ~ate of inflation. 

Staff recommends that ~e ~ecogn!ze acros~-the-boara 5% 
increases ~o~ each of test years 1982 ana 1983. In a~~iving at this 
~ecocmendation the sta~f witness considerea such factors as recent 
auto ~o~ke~s', steel wo~ke~s', ai~line employees', and tea~ters' 
~age concessions, as ~ell as othe~ cu~~ent economic conditions. He 
mentioned a ~ro~osal ~hich woule include f~eezing of wages ~o~ some 
reae~al employees. He considered ~ecent California unemployment 
rates. A ~jor facto~ in his consideration of this issue is the 
unem?:oy~ent ~ate in the Modesto a~ea, cu~rently exceeding 20%. He 
also mentioned the March 1982 decline in the consumers price index of 
3/10ths of 1%, and the fact that certain commodity future p~ices have 
declined in the last two years, e.g., sugar selling at 40 cents ~e~ 

ttPOUnd in late 1980, currently selling for 8 cents per pound. 
!n its b~ief a~plicant ex?~esses its belief that there is 

no prOVision of law authorizing us to make a reduction in an actual 
existing expense item based on the ~ecord before us, and considers 
such an eventuality an unwarranted intrusion into management 
?re~ogatives. It asse~ts that if we were to use as a basis for 
reducing wage levels the high unemployment rate in a~plicant's 
se~vice a~ea, ~e might just as ~easonably reeuce other expenses which 
~e~e actually incurree, such as pu~chased power, tele~hone, gasoline, 
:ate~ials, taxes, etc. 

We do not believe this area of administrative e~enses may 
be reasonably co~pa~ed with operating expenses over which ap~licant 
has no cont~ol, and we do not hole with the view that we should 
~ecognize wage increases simply because they a~e a fait accompli or 
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e because certain other regulated water companies have Z1w~rded 
similar increases to their employees, which have been, in turn, 
recognized by us. Tor continue this trend without justific~tion 

" in the f~cts underlying a p~rticular application would perpetuate 
a method o~ expense allowance over which the Commission would 
have no control. 

With respect to applicant's question concerning our authority 
to refuse to recognize an exis~ing expense item, we will simply 
stat~that merely to rubber stamp any increased expense over 
which a ,~tility has control would be to abdicate our role as 
regulator. It is ou~ duty not mer~ly to examine actual incurred 
expenses, but to ratify or reject expenses on the basis of 
reasonableness in light of all relevant circ~~stanccs. This 
is especially true in connection with controllable expenses. 

In the circumstances, we will recognize as reasonable an 
across-the-board payroll increase of 10% in 1982, but will recognize 
for ratemaking purposes only a further increase of 6.4~ for 1983. 

4It We believe it was reasonable for applicant to grant a lO~ salary 
increase to its employees for 1982 based on expectations as to 
:elevant economic ineicators as of the January 1, 1982, effective 
date 0: that incre~se. We are not persuaded, however, that it 

_x.a.s-X.C_~.ona!;)~e ... __ ill. view of all relevant economic ci:rCt]m~'trlnc~s. 

for applicant to have granted a salary incre~sc exceeding 10% 
to its officers for 1982. On the. other hand, neither does staff's 

" 
reference to evidence of econ,o~ic o.ownturn i.n 1982, subsequent to 
applicant's havin9 ,granted the instant s~lary;increase, persuade 
us that a substantial portion of that salary cxpense should be 
disallowed. The reasonableness of utility oper~ting expenses must 
be judged on thc basis of information available to the utility 
at the time such expenses are inc~rred. 

We will not, however, recognize the 8% payroll incrc~se 
projected by ~pplic~nt for 1983. This expense increase has yet 
to occur; it is therefore appropriate that we take into 
consideration the most recent assessment of relevant economic 
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~factors in eetermining a reasona~le increase for the eoming 
year's payroll expense. The relevant faetors must incluoe not 
only such indieators as producer and eonsumer price indexes, 
but also the local and regional trends in wages, salaries, and 
unemployment. The staff recommendation, based on such considerations, 
0: 5% ceilings on allowable payroll increases for both 1982 
and 1983, informs our judgment that a 6.4% increase is reasona~le 
for 1983. We take note of staff's testimony in another water 
u~ility rate proceeding, A.82-01-22 of San Ga~riel Valley Water 
Company, also decided today, estimating wage inflation for 1983 at 
6.4%. As we have aaopted that ealculation for purposes of 
estimating the reasonable 1983 payroll expense inerease in 
A.82-0l-22, so we will aeopt the s~~e estimate in this proceeding. 

Our reeognition of an across-the-board increase of 10% in 
1982 and 6.4% during 1983 will place this and other utilities 
on notice tha~ we intend to carefully scrutinize controllable 
expense items of this type--including labor tt expenses--and make appropriate adjustments where we ~elieve it 
necessary_ It will be noted that these allowances are within 
the range of payroll increases paid applicant's employees 
between 1976 and 1981, which averaged 8%. 
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Purcha.sed Power 
Staff and applicant diffc~ in thiz n~0a. The total dollar • 

difference b~twecn sta.ff's and applicant'~ recomme~d~tion for 1982 is 
$49,200. Sta~!' s figures arc ba30c upon th .. :o llze of ,'1. pump-effie iency 
taetor of 1:083079 ~veraee Cef per kilow~tt-hour (kWh) ~nd 5.174370 
Cet/therm. ':hese fieurec arc baeee upon recor-dod 1976 do.til., !).nd are 
the highest recorded during the. period 1976 throuGh i 981. Staff 
based its decision to use the 1976 figure o~ information presented in 
applicant • s last general rate inc reaze proc~0d ing (D. 91 1,20. 
A.58184),~"'!n that decision we found that ~1.pplic:J.nt'z p'ump-cffici~ncy 

progra~ was o.de~uate but ordered it- (Ordering P~r~eraph 3) to 
continue the program. Staff is in effect ~o.yine that since we 
ordered a.pplicant to improve pump efficiency in 1979. it "ft'ol.l1d be 
u~reasonable to use a purchased power fieur0 oo.3ed on lese efficiency 
than that found reasonable in D.91120. 

Applicant takec exception to ztatf'z pooition that the 
amount of wa~er producee depends solely upon pu~p efficiency or 
i~efficiency. Applicant avers that it has continucc ite pump-
efficiency progro.m as m~nd~ted in D.91i20. Bea~d testifiod that it 
took applicant between two and three y~~rs to Got ~ll of tho power 
agencies eupplyine ito power to run annual efficiency toste, and 1980 
and 1981 were the first years in which complct0 0fficiency tests 
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. e we:-e :lace. Du~ing 1978 and 1979 he ~tated it had partial te~t~. He 
testified fu~the:- that use of the 1976 !igu~e oy staff does not take 
into consiee:-ation fluctuations in wate~ levels, which have direct 
i~pact on pumping efficiency; that wate~ levels vary conside~a~ly 
f~~ well to well--some fluctuating only two or three feet, othe~s, 
as much as 20 feet during a season. Be pointed out that there has 
~een a continual decrease in pumping levels over the long te:-~, and 
ove:- the ~ast 20 years wate:- level~ have d:-opped 20 feet in some 
wells. He testified the~e was a recent United States Ceological 
Su:-vey (U.S.C.S.) ground wate~ su~vey in Modesto, primarily sponsored 
by the City of Modesto. This survey indicated an overall average 
eecline in g~ound water of nine inches per year in the Modesto area. 
Bea:-d stated that each drop of one foot in pumping level re~uires an 
aec.itional 13 kWh per Cc!. He noted that 1S or 20 years ago 
applicant could e~ect about 20 gallons per ~inute per horsepower 
(gpm/hp) from aa average pump; ~ut that tOday, about 15 gpm/hp is a 

~ ~easonaole p:-oc.uction ~ecause of the crop in wate:- levels. 
.. Anothe:- factor Bea~d mentioned is that about 1976 minimum 

service p~essure under Gene:-al Orcer (G.O.) 103 was increased to 40 
pounc.s pe~ s~uare inch, and this change :-equires more energy to 
=a1ntain heac pressure than had previou~ly been required. 

It appears to us that applicant'S showing pr-ovic:.es the 
bette~ evidence in this issue. Its testi~ony concerning ~luctuating 
water level~ and pump levels is un~eruted. The statf position 
cO~$ieers neither the evidence presented ~y applicant through witness 
Beard conce~n!ng wate~ ta~le and pumping levels, nor that relating to 
pump tests performed during 1980 and 1981. 
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Beard's testi~ony concerning the U.S.C.S. study and our 
0.0. 103 requi~ecent for ~intenance o! 40 ~ound~ ,er square inch ~s 
persuasive in that use of the most ~ecent ~ecordee data, ~et forth in 
Ex~ibit 11 and late-filed Exhibit 18, provide the most reasonable 
basis for estimating purchased po~er during test years 1982 and 
1983. These figures are 0.984673 Ccr/kwh and 4.384002 Ccf/therm for 
puop efficiency, and 1.146515 Cct/kWh for ~ooster pumps. ~hey w~ll 

be used in our adopted results of operations. 
~egulatorr Commission Expense 

Applicant's estimate for this expense is $74,517 plus a 
reasonable briefing expense, spread over the three-year period 1982 
through 1984, whereas staff's estimate is $48,000 plus a reasonable 
briefing expense spread over the same three-year ?e~iod. Applicant 
had not anticipated the briefing expense. The cost for it is set 
forth in late-filed Exhi~it 11. Staff concurs with the total cost of 
$8,635 shown in that exhibit. Included in the oriefing expeose$ are tt activities performed by the project manager, such as reviewing 
transcript with respect to disputed issues, managing engineer 
analysis of the data from Data Resources, Inc. (DRI), and work 

the 

by a 
consulting engineer on disputed issues. 

Bill Ferry, an engineer ~ith B~own and Caldwell, Consulting 
Engineers, testified for applicant on this suoject. He sponsored 
EXhioit 1 and showed the expenses for applicant's 1974 general rate 
case ($40,353)7 its 1977/1978 general rate case ($61,359), and the 
cu~rent general rate case ($14,517). Total hours spent on these 
three cases were 984, 1,098, and 1,075, respeetively. The decrease 
in hour~, Ferry explained, is cue to an increased and continuing 
~a=iliar1ty with applieant's operations. He pointed out that the 
above expenses for the two previous ~ate cases were allo~ed oy the 
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. tit Commission in tho~e years. He noted that the number of hours spent 
on thi~ case is less than in the last general ~ate proceeding, ~ven 
~hough the Commission has i~plemented its regulato~y lag plan in 
connection with these ~ypes of general r-ate inc~eases. This new 
factor has r-esulted in gr-eatly inc~eased workloads caused by the 
prepar-ation o~ wo~kpapers in the ~o~mat requi~ed by the Commission. 
Fer-!'"Y believe3 the inc~emental effo~t r-equi~ed by lag plan wo~k 
requires abou~ 150 hours. He pointed out the difference between 
s~aff and applicant in the ar-ea of cost fo~ advice letter filings 
over the next th~ee years. Fe~~y note= that staff has allowed about 
$1,600 for each advice letter, but he believes the cost is closer to 
$3,000 and feels staff has omitted certain nonconsultant fees, such 
as notices, :nail:!.ngs, and printing costs. 

The amount set forth in Exhibit 7 ($74,577) plus the 
briefing expense of $8,635 are r-easonable. We note from Exhibit 7 
that the money spent for the basic study is ~easonably in excess of 

4t that spent in the 1977-1978 rate case ($74 ,577 versus $61,359). The 
trend in inc~eased costs from the 1'974 and succeeding two gener-al 
rate cases appears reasonable. Applicant has itemized each area of 
cost. Staff has not asserted that app11cant's consultants or 
attorney have expended their efforts 1nefficiently or imprudently. 
Applicant'S total regulatory expenses, including briefing expen~es, 
are ~easonable and will oe adopted. 

Applicant has also requested unamortized regulatory expense 
~n wor-k~ng cash (rate case) as part of the operational cash balance, 
wh~le staff has disallowed such treatment. Fe~ry believes that the 
total amount of ~egulatory Commission expense, inclu4ing the time 
value of money, is a legitimate expense recoverable in the rates. He 
stated that if the unamortized balance is not allowed in working 
cash, then the tize value of :oney aSSOCiated with this 4efe~red 
ex,ense would not be recovered. He offered an alternate proposal for 
resolving this issue of deferred re~~latory expense. He $uggests 
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.4It that correct economies would recognize multi~lying the second and 
third year expenses by a factor which takes into account the time 
value of money--a factor of one plus the cost of money. For example, 
if the cost of money rate is 17-1/2% (coincidentally the requested 
return on common equity allowance), then in the second year, 
regulato~ Com~ission expense should be 1.175 times the fir~t year 
expense, and in the third year, '.115 times the second year expense. 

Staff states that the ratepayer is already reimbursing 
applicant for the amount of unamortized :'"egulatory cost as an exp~nse 
item, and that any money cost should be borne by the stockholders. 
Staf! witness pointed out that in general rate proceedings deferred 
maintenance expenses are spread over the test year period without the 
unamortized portion being carried by the ratepayers in rate base. Be 
re!er:'"ed us to D.92497 dated December 5, 1980 in A.5931S. In that 
application Southern California Gas Company attempted to receive rate 
base treatment on unamortized costs. On page 80 of the decision we e stated: 

"Its sole rationale is that the carrying cost 
of money is a real cost to its investors. We 
agree that it is a cost, but ·""e do not agree 
that it is a cost that should be recovered 
from the ratepayer." 
Staff also disagrees with applicant's alternate approach--

applying a facto:'" of one plus the rate of return found reasonable for 
common equity--to calculate the second and third year costs. Staff 
disagrees with this app~oach for the same reazon expressec in 
D.92497. Sta~t believes, in short, that ratepayers are responsible 
on~y to:'" adopted :'"easonable costs of the ~ate case. 
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:he ~act o~ this entire prooeeding working to the bene~it of 
applicant a~gues for the traditional approach of recognizing only the 
actual rate case cost in the rate level without inclusion in rate 
base. :~ allow the assessment o~ charges ~or money based upon the 
cost of ~oney would be to authorize an even greater return to 
applicant, and therefore a greater cost to the ratepayer, than to 
inc:ude that oost in rate base. 

Staff's recommendation is reasonable and oon3istent with 
prior Commission policies and will be adopted. 
!nco:e Tax 

Under the provisions of PubliC Law 97-34, the Economic 
Reoovery Tax Act of 1981 (ERTA), utilities must use the nor:al1zation 
~ethod of accounting if they wish to take advantage of provision3 in 
~he :nternal Revenue Co~e which permit accelerated depreciation (ACRS) 
for tax purposes and whioh provide an investment tax oredit. 

The normalization ~ethod of acoounting permits a utility to 
tt ~etain taxes normally paid to the federal government. These deferred 

taxes a~e subtracted from the rate base and a benefit thereby acorues 
to ratepayers. 

Applicant, rather than using normalization, has employed the 
straight-line depreciation method of oaloulating federal income 
taxes. !t apparently prefers to leave the othe~~1se deferred amount 
o~ :axes in ra:e base, ~reserving the o~portunity to earn money at our 
authorized rate of return on rate base (an amount earned after taxes) 
rather than risking it in some other investment venture. A?p11oan~ 

insists this is a :anagement deCision which should not be tampered 
~ith. 
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Staf~ believes application of the straight-line method of 
depreciation, rather than ACRS, is inappropriate. Staff observes that 
federal tax laws have changee regularly throughout the past; that to 
assume that current tax laws will remain static is to disregard those 
changes ~h1ch have occurred over the years. It believes that it is 
i:portant that tax benefits currently available be taken now in order 
to prevent the possible loss of those benefits. 

Statf points out that the nor~alization method of accounting 
per~its applicant to retain taxes normally paid to the federal 
govern:ent as interest-free capital whieh it can invest in plant 
i=proveme~ts. It believes these deferred taxes proviee a partial 
solution to applicant's contentions else~here that it is unable to 
obtain neces~ary funas for plant improvement because of hi~~ interest 
rates and the unavailability of financing. (See our discuzsion unaer 
Rate of Retur~, infra.) 

Staff alleges essentially as follows in further 
justification ot its use ot nor~lization: 

!n Oreer Instituting Investigation (0::) 24 (D.93848) the 
Commission stated that in ~esponse to ERTA it ~ould adopt conventional 
r.o~malization accounting in deter~ining the ~ev~nues required by 
utilities ~or tede~al tax expenses. This method o~ accounting allows 
utilities to take accelerated depreciation on new plant ana equipm~nt 
invest~ents, but for ratemaking purposes they need to report income 
tax e~enses On the oasis of lower straight-line depr~ciation 
deductions. For ratemaking purposes, this results in: 

1. Allowance of higher income tax expense; 
2. The collection of moneys from 

ratepayers ~here taxes are not 
actually paid; and 
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3. Establishment of a deferred income tax 
reserve designed to of!er the 
ratepayers $o~e measure of ~rotection 
oy deducting this cumulative deferment 
from rate base. 

Sta!f further states that use of the straight-line method 
does not take into consideration changes which may occur as a result 
of unantici~ated growth or large increases in growth additions. 

Staff maintains that it has been Commission policy to pass 
on to the ratepaye~ those tax ~enefits availa~le under cur~ent tax 
law. It believes that its proposal accomplishes this end by 
deducting from rate base the deferred taxes generated under the 
normalization method. Staff avers that applicant also benefits from 
this method by increased cash flow through lower actual federal 
income tax expense due to higher cost recovery deductions. 

In summary, applicant used straight-line depreciation in 
computing federal income taxes. Staff used straight-line for plant 
additions placed in service prior to January 1, 1981 and conventional e normalization for plant additions placed in service after December 
31, 1980. Staff then deducted from rate base the deferred amount of 
taxes resulting from the use of ACRS. !able L~1 of Staff Exhibit 13 
shows a reserve for deferred federal income taxes of $8,600. 
Applicant did not deduct this amount t~m rate base because it used 
the straight-line method. !hi~ amount (albeit a mino~ one in this 
1nstance) being deducted from rate base has the eftect of reducing 
the cost o~ service to ~atepayers while at the same time im~roving 
a~~licant's cash flow. 

!n recognition of our duty to utility customers we have 
traditionally endeavored to autho~ize rate increa~es based u~on 
methods of cost development and accounting procedures which produce 
the lowest immediate costs ~or ratepayers. This is essentially a 
"bird in tbe hand" approach; however, it is also a common sense 
outlook, particularly in the dynamic area of federal income 
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taxation. It is impo~tant to pOint out that the p~opo$al offered oy 
t~e ~tility i2 the l~ast acv~~tag00us to the ~atepayer. While it may 
~pp~a~ ano~nJ.ou~ for us to ~cquire no:malization, we do zo only 
because t'h~ flo· ..... th:-oueh of boncfi ts under accele:ated deprecia.tion 
is no long0r avaij.abl~ unGer ERTA_ ~ho evidence is uncontroverted 
.~~~ ~~~ll·C~r.··~ ~~ ... ~~~v~~~ ~r'11 ~~~pI4. ~.OL' "nd ' ... ·n th~ im~e~ia·,,~ V.J.v..\I '~"'~~ 1_.t."'.:J • • J.,1j -"j.l.:"" .. .:.. ..... .:J r .. J. '.,J~" .. ~ •• v •• ft .....- \;,.i w \.ir w 

:-utu:~ moro ti-,::"OUE;h us') of normalization than they would if stra.ight 
line d~p:0ciation~ with ~o tax benefits. were utilized. The stat! 
position has e:eutc: ~erit and will be adopted. 
G:aduat~d T~x Adi~Gtment 

Applic~nt i~ ~ suosidia:y of Beard Land and Investoent 
Co~p~ny, w~icr. filoz n co~colid{;tted tax return for thr¢c oper~ting 
co:np.'lnir:!z--o.ppl icn.nt. r10d0:::to & E:npi ~e Tract ion Company, and Be3.!'d 
Land ~nd I~p~oV0~~nt Compar.y. 

I~ c~lculatine ~h0 consolid~ted f~dcral income tax 
liability, th0 first $100.000 of t~xable income is taxed at a lower 

~rat0 th~n eracuat0c amounts over $100,000. ~hcre is a caleul~ted tax 
savinc::: of $19.750 accruing to the three companies under both 
applic~nt's and staff's calculations, which amount must be allocated 
back to the three companies. 
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e 
Applicant believes it should be allocated only 5~ oi the 

savings; eta!! believes 21.3% is the correct figure to apply. 
Applicant's witness Perry argues that the allocating 

technique employed by staff. the so-called "three factor" method, 
does not produce a percentage which recognizes a valid relationship 
between the relative profitability of the three companies. He 
testified that applicant's contribution to total profit of the parent 
company had been only 2-1/2% over the past two or three years. Ee 
arbitrarily doubled that figure and applied the resultant 5% to the 
grad~ated tax savings of $19,750 to arrive at his recom:ended fie~re 
of a 2ittle under ~1 ,000. 

Staff wit~ess Mark Pocta testified basically as follows in 
su~port of his use of the "three factor" method. 

Applicant files its income taxes on a consolidated basis 
except for this graduated tax adjust~ent. Pocta's factor o! 21.3% 
was determined from applicant's workpapers showing that its gross 

~lant is 24.2~ of all gross plant dollars; its accrued expenses are 
;7.i~ of all expenses; and its nu~ber of employees amounts to 22.4r, 
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.tt ot all worke~s employed by the three eompanies. Averaging the~e 
thr~e pereen~ages produoes a !igu~e of 21.3%. Pocta applied this 
figu~e to the calculated tax saving to a~~ive at his ~ecommended 
acount o~ $4,200. 

Pocta stated that most utilities use a four-factor method, 
basically the same as the three factor, in allocating common 
expenses, and do not ohange method~ tor a spec1t1c item such az the 
g~aduated ~ax adjustment. 

~e see no compelling reason to depa~t from a method o! 
assigning expenses ~hich has been applied generally by utilities 
~nce~ our jurisdiction. To do so ~oulc create unnecessary 
confusion. The staff-developed figure of $4,200 is reasonable and 
will be adopted. 
Rate of Return 

Applicant re~uests a constant rate of return on common 
equity of jl.5% tor test years 1982 and 1983, resulting in returns on 

4t rate base of 14.18% in 1982 and 14.86% in 1983. 
Staff recommends that a rate of ~eturn in the ~ange of 

12.18% to 12.52% for test yea~s 1982, 1983, and 1984 is fai~ and 
~easonable to both applicant and its customers. These returns on 
rate base e~uate to earnings of between 13.50% and 14.0$ on common 
equity. 

e 

Staff evidence on this topic will be discussed first 
because several tables are ~eproduced from staff's Ex~ibit 12. 

Sta~! ~itness Christo~her B:u~t test1~1ed that in 
developing his recommendation ~o~ this proceeding, he considered 
~ecorded information as of December 31, 1981, as well as change~ 
esti~ated to occur in applicant'S capital structure during the test 
yea~s. 

The following table, ~et torth in starr Exhibit 12, 
eocpares applicant'S and start's esti~ated capital structu~es and 
requested rates or ~etu~n and de=onst~ates the ~esulting difference 
in 1982 g~oss ~evenues. 
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Co:::!'oonent 
o 

Long-'!'e:-m De'ot 
COc:lon Equity 

Total 

Long-!er-:n Debt 
Common Equity 

'1'0 tal 

:te::l -

TABLE 2 
Test Yea.r- 1982 

Del E~te's Requested Rate o~ Retur-n 
Capitalization 

Ratios 
34.0% 
66.0%' 

100.0% 

Cost -9.52% 
17.50% 

Staff-Recom:nended Rate of Return 
32.0% 9.38% 
68.0% 13.75%* 

100.0% 

• Midpoint of staff recommendation. 
Effect on Revenue Reouir-eoents 

Rate or Return Project ream ~et-to-Gro~3 
Ditte!'"ence Rate Base Multi?lier 

.2~% x = 

Weighted 
Cost 
3.2~% 

11.55% 
1~.79% 

3.00% 
9.35% 

12.35% 

Revenue 
Reoui!"ements 

$ 6,581 Long-'!er-::l Debt $2,7 42,100 e CO'Omon Equity 2.20$ x $2,7 42,100 x 2.0674 = 124:781 
'!'ot.al 2.44% $131,362 

Blunt believes that an average test period capital 
structure consisting of about 32% long-term debt and 68% common 
equity is appropriate for uee in determining a r-easonable rate o~ 
r-eturn. He assumed that applicant would not issue any additional 
long-term debt during the test period and that the only changes in 
capital structure througb 1984 will result from iocr-eases in retained 
ea:-nings. Be further testi!ied that the u~e o! a constant ave!"age 
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capital 5tructure eliminates the need for financial attrition in 1983 
and '98~ test years. Blunt'~ estimate of applicant's ~mbedded co~t 
of debt for the test years used as a starting point the total long-
term debt balance outstanding as of December 31, 1981. 

With respect to return on common equity, Blunt stated that 
his recommendation resulted from the consideration or :any factors 
and is by necessity a matter of informed judgment. !n arriving at 
his recommendation he was guided by standards set forth in United 
States Supreme Court decisions as well as decisions of this 
Commission. He concedes that his recommended return ror common 
e~uity is lower than the then current long-term deot rates but 
believes, nev~rtheless, that it is appropriate for use during the 
test period. He states that the return on common stock should 
exceed the rate of return an investor could obtain upon a risk-free 
investment. Blunt believes that returns demanded by investors in 
high-equity ratio companies, as in this case, are generally lower 

4t than in low-e~uity situa~ions. 
Blunt believes that water utilities should be cons1cer~d 

less ~isky when cozpared with other utilities and therefore re~u1re a 
smaller risk pr~mium. He lists the rollowing factors which he 
believes result i~ less risk ror water utilitie~~ 

1. Water utilities are not a~ capital 
intensive. Construction ~rograms are 
much smaller, and are financed to a 
large degree by advances for 
construction and contributions in aid to 
construction. 



. e 

.. 

2. Wate~ com~anies CO not capitalize 
i~terezt on eonstruetion projeotz -
allowance fo~ ~uncs used curing 
construction (APUnC). Construction work 
in ~rogress (CW!?) is included in rate 
base which ~esult~ in a oetter quality 
o~ earnings and improved cash ~low. 

3. Nearly all external financing underta~en 
oy water utilities is accoc~lished 
through ~rivate ~lace~ent with insurance 
com~anie~, resulting in relatively lower 
interest rates. 

4. Water utilities' service areas are well 
defined and are not suoject to the same 
degree of risks as other utilities, sueh 
as fuel costs, source of supply, nuclear 
generation, and competition. 

S. Water utilities can of~set increases in 
the cost of purchased water and power by 
advice letter ~ilings concurrently with 
such increases, whereas energy utilities 
experience a lag oetween the time their 
costs increase and offsetting rates are 
authorized. 

Blunt believes that ap~licant's current debt-to-equity 
~atio o~ 36:64 is extremely low. He states that such a structure . 
penalizes ratepayers oy raising revenue requirements to accommodate 
the effects of income taxation While providing few, i~ any, benefits 
to the rate~ayer. He demonstrates this revenue requirement effect in 
sta~r's Exhibit 12 with the following illust~ation. 

Utility A has a debt-equity ratio of 50:50 and Utility E, a 
~atio of 35:65. The hypothetical situation assumes returns on equity 
of 17%, e~bedde~ costs o~ debt or 10%, and tax rates o~ 50%. Pre-tax 
costs o~ equity and debt are exp~essed as follows: 
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TABLE 3 

(Debt x Co~t or DebtJf(E~uity 
or 

For Utility A, 
(.50 x .10Jf(.50 x .17 ( .5J = 

and. 
For Utility 3, 

(.35 x .10Jf(.65 x .17 ( .5J = 

x ROE tax rateJ, 

.220, or 22.0%; 

.. 256, or 25.6%. 
the example shown above demonstrates that Utility B has a 

i6.U% greater revenue requirement than Utility A, and Blunt oelieves 
the ai!!erence should. oe reflected oy adjusting Utility S's return on 
co:mon equity to reflect the lower fi~ancial risk inherent with a 
higher equity ratio. 

Infor~tion in the next taole depicts reporte~ earnings 
rates on average total capital and on average common equity, ti~es 
interest earned an~ capital structures for eight Class A water 
utilities, inclu~1ng applicant, during the perio~ 1976 to 1980. 
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Rc[):)rtoo EaDlings Rates 00 lwenxJC 'Ibtal Capital' I 

Arrl on Average ConlOl Equity 
0 r 

Class A ca1iforllia ~3ter Utilities t-) 
0\ 

5-Year Averages, 1916-1980 

Eamil¥]s Rate Earnings Rate TiIrf3s Avcra.'je AveriXjC Average ~ 
on Average 00 Average Interest I£lIlg-'l'enn Preferred O:ll1l'OIl stock ~ 

C.(]IlDny 'Ibta 1 CaJ2ita 1 Couron Equity Earned Debt Ratio stock Ratio _~lity. Ratio ......... 
(a) (b) (c) (d) (e) (f) L.t. 

" 
Azusa Va 11ey Water CaTpaIlY 9.06% 12.06% 4.34 29.88~ 16.71t. 53.35% 

Cllif0l11ia-hrerican \-later 0>. 4.84 1.20 1.18 41.12 52.88 

IXiningucz water (bq:oratioo 1.99 8.83 2.01 52.48 6.92 40.60 

San Gabriel Valley \'later 0:>. 13.83 22.66 4.84 49.33 4.11 46.50 

San Jose Water \'brks 8.49 10.84 2.63 48.68 8.43 42.89 

Soutll\,~st &tl'-lrh..1Jl Nater (bTpany 8.42 7.68 1.10 53.55 4.11 41.68 

Park \'later CoT\-:ony 2.88 .41 1.00 33.06 66.94 
N 

" Range - Averaqe 1.93 9.10 2.53 44.81 8.21 49.26 

l1igh 13,83 22.66 4.84 53.55 16.71 66.94 

Low 2.A8 .41 1.00 29.88 4.11 40.60 

r-Wian 8.42 8.83 2.01 48.68 6.92 46.50 

J}}l Este water Cbllpany 8.67 8.95 2.33 44.61 55.33 

Sources; Annual Rep:>rts to stockhllders. 
hlnual RepJrts to Ollifornia Public Utilities QXllnission. 
5-Year studies, Rate of Return Unit. 
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:aole 5 shows rate~ of return we have author1zed for 
Cla~s A water ut1lit1es during the past three year~* 
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~lIl (:'tltdel Vill1ey \ .. hh~l" th. - fJ)s AnKelcs ('.o\1I1ty Ofstdct 
!~o. r.allf. Ulter (n. - O.1al IHstdcl 
1\ ~ 1 "'s Ie \·I<\h'l" Cunpilny 

~ilill II (:1 itrlta Uller eUIII',UIY 
'~,ll forn'" HII t'r :lclvice (n. - Vadous IIlsldcls 
Oll-ALI)('ril'CUl \-kIll"" r.o. - Various nlslricls 
!~o. ('iiUf. Uellt"" Co, - Nl'Iropolitiltl Districts 
I'(!antl .. : - '1\loh.lue UtLc." Systlln 

(i.) i funllil 'hll"- Sl"-Vic(' ('0. - Various Illst dClS 
Su. ('..:111 f. \lall'." Co. - 1\)l1U1\3 Valley Ohitrlct 
~}ullr..,!~t !lu'~"rhtln n,h'" - :-lim Jose-\ .. ,luler Ilistrlet 
1\ ,nl "t.lll'l. \Jell t'.- ())fI'l .. -at It .. , 
!-'!tlll ,Jost' UII ("" U HI- s 
f~i)-Nued"(lIl Ullel- C.o. - Cnt"0I1'1tlo UlSldct 
:-~n. Cell If. U,lt·," C.n. - Onl\l~l! C.nunly [lisldct 
::oulll\ .... ,~>t ~\lh" .. han U'lt~r - I A HI ("(ula 
IN~'"la 1I111s nllel" (A.lIp,my 
,l,nl< \ hll')' 
till I fornl" H,lt'." ~Nvkc - Various UlstrictH 

(~lt h,(1lS III U. fir Call r. - !{aCl'tvn{11to f.ollill y '~tcr tllstrlct 
:~n. (,<,llf. "'dll'r Co. - Va.-iuus nJslricts 
So. caUf •. Water CO. - DIg Bear 

Rate uf' 
lliiclslon I (tetlllll 
.....l tk). Aut hod l.L'(1 

IJ 
90590 9.80 
9(}650 9.50 
9«1659 9.28 
9Q6W 9.29 
907BO 10.25 
9Q925 10.06 
9Q?79 9.57 
9102/, .9,23 
9{120 11.1,0 

9t372 10.10 
91537 ct: ill 10,28 
9~237 ct al 10,19 
9 2/", 9.85 
92'.90 9.00 

9~6Ol. ct lJ 1 10.89 
92605 9.83 
9~666 11,/t8 
9700 10.97 
9J719 10.02 
9' 263 10.% 
931,27 10,',1 • . ; 
93539 11.73'-
9)5fUl 12.02 
~3681 12.09 let.S et all 11.58 

, 
82-02 -059 12. tv, 
82-°1-011 ct al 10.97 82-0 ~071 11,15 . . 

Ctlllf)(~l 
I-Jllilty 
1~1llo 

31,,13 
38,89 
311.01 
3'1.01 
53.J{) . 
52,50 
'I'} ,1.0 
Ti.36 
51 •• 17 

1,2.02 
52.90 
37.00 
39.08 

',1.W 
37.00 
'.8.50 
'.3.00 
I.S.OO 
S2.00 
36.00 
'.').50 
60.80 
63.00 
1,3.00 

68.00 
31.00 
31.00 

• e r 
00 
t-l 
I <> r 
~ 

. ~ 
R<l'CC Pcr ~ 
(l ... lIuon -.. 

('Alul t y ~ 

12.68 
12.21 
13.00 
13.00 
12.Y, 
11.25 
13.25 
13.00 
13.00 

H.OS 
13.20 
11. SO' 
13.'tO 
11 .'.9 
13.10 
13.40 
13.50 
I~.OO n.30 
13.00 
1',.35 
1',.00 
12.85 
13. SO 
11..50 

13.20 
1~:d8 

, 
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Blunt states ~hat the i~formation in Table 5 show~ that 
a~~licant's earnings rate on average total capital is above the 
average or water utilities over the last rive years, that its 
in~erest coverage is slightly below the average shown ~or other 
utilities, and that its long-term debt ratio is below 
average,reflecting lower financial risk. He stated that applicant is 
currently not rated by either MOOdy's or Standara and Poor's, but 
that the midpoint of his recommended rate or return provides an arter-
tax interest coverage of 4.12 and is an improvement over applicant's 
already higher-than-average interest coverage. Additional factors 
considered by Blunt in arriving at his recommendation are as follows: 

1. Applicant is a regulated public utility 
engaged in a business which affects 
thepublic interest and must provide its 
service at reasonable rates. 

2. Applica~t's capital structure, capital 
costs, and rinancial history. 

3. Economic conditions--the effects of 
continued inflation. 

4. Applicant'S capital requirement~. 
5. Lack or competition. 
6. Water utilitie~ are less risky than 

other utilities. 
BlUnt states he is recommending a return on equity lower 

than the Commission has authorized for some other Cla~s A water 
utilities because of a :ower level of rinancial risk to applicant's 
equity holders than for those in typical Class A utilities. He notes 
that as or December 31, 1980, Class A water utilities had average 
debt to equ1ty ~atio of SO:SO which ~e!lect~ mo~e financial ~isk to 
e~uity holders than applicant's low debt ratio of 38:62 for the same 
period. 
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Concerning risk, Blunt's testimony included information 
f~m Valu Line, a trade publication employing a risk measurement 
tec:nique known as Beta measure. He states Beta determines the 
sensitivity of a particular investment considered against the New 
York Stock Exchange Index and Standard and Poor's 500 Index. It Beta 
is greater than one, the particular stock is considered riskier than 
average; if less than one, it is less risky. Blunt testified that as 
of June 30, i981, accord~ng to Valu Line, water company Betas were 
.57. 

Blunt also relied upon information published in Data 
Resource, Inc. (DR!) for his estimate that the prime rate, AA utility 
bonds and long-term government bonds would decrease during the test 
years 1982-1984. This DRI information is set forth in Exhibit 14, 
and projects that the then current average prime interest rate will 
decrease to 14.04%; AA utility bonds will decrease from 15.00% to 
12.57%; and long-term government bonds will reduce from 13.45% to 

~ 11.57%. 
Applicant's evidence concerning the cost of capital was 

offered through two witnesses, Richard Bratz, its assistant 
treasurer, and Marv Winer, a consultant with Brown and Caldwell. 

Bratz testified that applicant's long-term debt needs have 
been met by Pacific Mutual Life Insurance Company (Pacific) since 
1951; that bank borrowings are its source of short-term debt, 
although it has no short-term debt outstanding at the present time. 
Pacific ~ad indicated to Bratz quite recently that it had no long-
term funds to commit to a utility such as applicant. He sponsored 
Exhibit 1, a letter dated May 4, 1982 from Pacific indicating that 
there were now limited funds available at rates of about 17% or 
higher. These are cons1de~ed "~ullet loans", which mature in !ive 
years and not considered long-term financing. He believes that there 
is no long-te~m deot financi~g availaole to appl~cant at the pre5eot 
time due to unfavorable money market conditions. 
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Bra:z referred to a char: in Exhibit 10 showing a~~licant's 
!o~g-term deb: issues outstandng with Pacific and ~turing a~ various 
dates bet~een ~986 and 1991. Intere~t rates range between 5-1/2% for 
those issues ~hich are due in 1986 and 1988 to a high of 10% for 
those due i= 1991. He testified that Pacific, without expressly 
stating it, has nevertheless hinted that at such time as ~oney 
becomes available it ~y be necessary to refinance all of a~~licant's 
existing long-term debt at current rates of interest. 

Bratz referred to a number of ~rovisions in the origi~al 
?acific indenture and subsequent amendments which he believes 
effectively ~revent a~plicant from obtaining long-term financing from 
a=y ~arty other than ?ac1fic. He testified that the original 
indenture and subsequent amendments have been a~~roved by this 
Commission and are a matter of record in past ~roceedings. 

Bratz stated applicant would prefer not to seek additional 
equity financing at this time and thereby induce a further increase 

tt in its already high-equity ratio. He believes that since applicant 
has forgone dividend payouts to a large extent over recent year~ in 
order to oaintain plant integrity, an investor might very well look 
elsewhere for a better return on his investment. Bratz views the 
gene~al unavailability of debt as well as its reliance on internal 
financing as major reasons ~or applicant's relatively low-debt ratio 
pOSition. 

Bratz states that an ability to attract long-term debt 
financing is es~ential if applicant is to maintain its ability to 
se~vice i~s existing debt and ?rovide essential capital improvements 
in plant maintenance programs. He assert~ that applicant must be in 
a position ~o reflect adequate financial stability and believes that 
reasonable rate relief is essential if applicant is to be able to 
demonstrate c~edibility in the finanCial community. 
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On cross-exa~ination Bratz conceded that· the information in 
applicant's Exhibit 10 indicates that no new financing is nece~sary 
until 1986, at which time certain balloon pay=ents will fall due on 
existing deot. However, he states that these taoles 40 not take into 
consideration low dividend ~ayouts and operational expenses involved 
in applicant's plant maintenance ~rograms. 

Marv Winer testified concerning applicant'S request that it 
be allowed a 17-1/2% return on common equity. He stated e~~ent1ally 
as follows: 

1. He oases his recommendation upon U.S. 
Supreme Court decisions which require 
that a rate of return be fair and 
equitable and commensurate with risks of 
similar businesses. 

2. In determining applicant's riSK, he 
employed a measure called semi-variance, 
rather than standard variance, or 
standard deviation. Applicant's risk 
preeiu= was examined over the last two 
decades. During the periOd 1960 to 1968 
its return on equity was fairly 
constant. Its return on equity during 
this period averaged about 2.4 
percentage points higher than the 
Standard and Poor's public utility bond 
index. Then, during the period 1969 
through 1980, applicant'S return on 
equity began to falloff and average 
less than Standard and Poor's pu~lic 
utility ~ond index by 1.5 percentage 
points. 

3. Applicant's ~isk was compared with the 
Dow Jones Incust~ial Ave~age. It was 
round through use of the semi-va~ianee 
:ethod or compa~isons that the Dow Jones 
Ave~age was less risky than 
applicant's. Its return on common 
e~uity was coo.pa~ed to earnings or nine 
other nonwater utilities throughout the 
nation. The average eost of capital for 
these nine companies was 17%, 
considerably higher than applieant's. 
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4. Recent debt offerings of seven nonwater 
non-California utilitie~ were examinea. 
Yields were found in excess of 17% on 
average. ~h~ee AAA, one AA, one A, ana 
two BAA bond rating~ we~e applicable in 
connection with the seven utilities. 
Applicant's current return on equity 
(11.10~ in 1981) is considerably less 
than the individual as well as the 
average debt costs of these nonwate~ 
utilities. 

Winer determined that allowance of a rate of return on 
common ec;,uity of 17-1/2%, combined · .... ith embedded cost of debt, would 
p~oduce ~evenue enabling applicant to pay dividends of about 25% f~om 
its projected net operating income. Winer sponsored Exhibit 2 which 
shows return on equity for three California and four non-California 
water utilltie~. ~he average return during 1981 shown in this 
e~ibit is 18.9%; for 1980 it is 17.9%. Winer testified that he has 
determined that the average dividend yields of those seven companies 
was 12%. Thus, he ob~erves that not only would an investor on e average receive a ~eturnon his investment of 18.9% in these 
companies, but would receive a dividend return of 12~; while 
applicant's request, if granted, would produce only 17.5% return on 
equity. He concludes therefore that an authorized rate of return 1n 
excess of 17% would be fair and equitable for the purpose~ of this 
proceeding. 

Winer sponsored Exhibit 3, a tabular showing of sources and 
applications of funds based upon the midpoint of staff's. recommended 
range for return on equity. Winer concludes that the staff midpOint 
~ecommendation does not allow for reasonable dividend payouts or 
capital additions in 1983. 
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He turtner obzerved that the staff proposal could not fund 
applicant's recom~ended capital prograc even with an asserted low 
payout dividend of about 25~ to 30%, amounting to $100,000 in each of 
the test years shown. He stated that under the above scenario, 
applicant ~ould either cover the deficit by paying no dividend or cut 
back its capital improvement program. He notes that applicant'S 
dividend ratio over the last decade has been an already comparatively 
low 25%. 

Winer stated that for a nucber of years, since applicant 
has been unable to borrow ~on~y to finance capital improvements, it 
has had to either fund capital improvements from retained earnings or 
allow service to deteriorate to a substandard level. He believes 
that if and when debt money does become available at a reasonable 
cost, applicant should borrow money in order to fund projected 
capital improvement programs, thereby decreasing its equity position; 
but it has been unable to do so, requiring it to invest earnings bac~ tt into the business and at the same tice e~eriencing a rate of return 
below the commonly accepted no-risk rate of return. This perpetuates 
and exaceroates a CatCh-22 ~ituat10n wnereby, because of its hita 
e~uity ratiO, applicant is viewed by the staf~ as le~s risky than the 
average company. 

Wi~er also sponsored E~~ibit 4, a rebuttal to the testimony 
o~ sta~~ witness Blunt, concerning re~uire~ents when debt-equity 
~atios are changed. He agrees that a~pl:cant is essentially a two-
thirds equity eapitalized corporation, and that in order to get a 
eebt ratio of 50% they would need to borrow $1 million to give them 
$2 million :n debt and $2 million in e~uity. He states that if they 
were to do this, and could in fact get a million dollars in debt at 
18%, and then the Commission dec:ded that under a 50:50 ratio they 
were riskier and allowed a return on equity of about 18%, the ensuing 
numbers would certainly change but would result in only 2.7% revenue 
requirement than the amount set forth in Blunt's example. 
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~iner's portrayal of this hypothetical situation is set 
~orth in the ~ollowing table: 

TABLE 6 
Be~ore Cha~ge in Capital Structure 

[0.35 x.10] [0.65 x .17 .5] = 25.6% 
After Change in Caoital Structure 

[0.50 x .1386*] [0.50 x .18 .5J = 24.9% 
• 51.1% @ 10%. 

48.3% @ 18%. 
~iner presented this exhi~it to demonstrate that i~ higher 

risk could be i~puted simply by changing the debt-equity ratio, 
nonetheless virtually the same revenue re~ulrements ~ould ensue. !t 
~ill be noted that he has arbitrarily imputed debt costs of 18% on 
48% of applicant's embedded cost of debt in order to depict his ffreal 
world" model. 

In summary, Winer characterized applicant's financial 
4t problems as (,) its inability to obtain any long-term financing and 

(2) failure to receive a high enough return on its rate ba~e and 
comcon e~uity to allow the payment of dividends and at the same time 
perform its capital improvement program. 

The record is replete with expert testimony expressing 
arguments in support or both staff and applicant'z recocmendations. 
On balance, it seems to us that the high end of staff's recommended 
range of 13.50%-14.00% on common equity is reasonable; applicant's 
request of 17.50% is unrealistically high for tbe purposes of this 
proceeding. 

Several factors lead us to this conclusion. 
First, we concur with stafr that applicant's h1gh equity 

ratiO position presents a lower level of financial risk to 
applicant's e~uity holders than a company ~ith a low equity ratio 
position. We have previously reflectec a utility's reduced financial 
risk by authorizing a return on equity which is slightly lower than 

~ that of a ~ore risky utility. 
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Second, while we are concerned with ap~licant's ability ~o 
secure long-term loans at reasona~le cost, we observe that applicant 
~ill not have to reenter the debt market during test years 1982-
1984. We also note that a 14% return on equity provides an after-tax 
ti:es interest coverage of 4.17 which is a healthy indicator o~ 
ap~licant's general ability to finance and its finanCial stability. 

Third, we ooserve that staff and DR! projections or various 
interest rates ~ore closely reflect current economic trends than the 
projections or applicant. 

Lastly, we conclude that the authorized return to applicant 
is commensurate with the returns authorized for other'water utilities 
having Similar riSKS. 

Applicant's comparison of dividend payout ratios among 
utilities deserves comment. Applicant claims that since its dividend 
payou~ ratio averages less than other water utilities, applicant 
requires a substantial increase in its return on equity to bring its 
payout ratio up to the level of other utilities. 

Obviously, any utility must have sufficient earnings it it 
is to pay a suitable dividend to its stockholders. However, what 
constitutes the optimum dividend payout ratio is a management 
decision to be made by each individual company. A high payout 'ratio 
could very well indicate that a company experienced poor earning~ 
while maintaining a constant dividend per share. Conversely, a low 
payout ratio oould indicate gOOd earnings coupled with a conservative 
dividenc policy. 

The proper analytical reviews should be to the earnings 
level which suppo~ts the dividend payou~ ~atio. The return we are 
authoriZing for Del Este will provide sufficient earnings for its 
~anage=ent to exercise its discretion as to what oonstitutes a 
reasonable dividend payout ratio for the applicant. 

- 37 -



A.82-01~26 ALJ/rr/km/jn * 

For debt cost and c~pitalization structure, we will adopt 
~he staf~ reco~mend~tion set fo~th in Exhibi~ 12 since it iz based -
upon year-end 1981 data and iz the ~ore recent infor~ation. 

The tabulation below shows our adopted debt, equity, and 
capitalization factors, as well as interest coverag~z and rates of 
return during the period 1982-1984. 

Long-Term Debt 
Common Equity 

Total 

Capital 
Ratios 

;2.00% 
68.00~ 

1 OO.OO~ 

Cost 
Fo.ctors 

9.;8~ 
14.00~ 

Weighted 
Cozts 

3.00 
9·52 

12.52% 

After Tax. 
Interest 
Covera,c;:es 

4.17 

The :,clatively hieh inte:-est cover~ge zhown will be 
necessary to allow applicant to borrow long-term d~bt at reasonable 
p:'ices when the needs and oppo:'tunities are present. 
Sum~ary of Earnings 

.. The in~ormation shown in Tables 

.. and staff's adjusted estimates, effect of 
disputed issues, and adopted revenuec and 
1 982 and 1 983 • 
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.- 'tABtE 7 

Del Este ''';ater Company 
Comoarison of Aoolicant and Staff Esti~tes 

Test Year 1982 Test Year 1983 
A?olicant St.)!f Aoolicant Staff . 

At Present Rates 
Operating RevenQes S2153 .• -5 S2174.1 S21S7.4 $2205.4 

Operatin~ Expen~s 

O&M Payroll 470.0 423.2 507.5 444.3 
purchased Power 423.0 377.3 427.6 380.6 
Other 0&:1 255.0 255.0 271 .. S 271.8 
MG Salaries 130.4 109.9 141.7 115.7 
Reg. Comm. Ex? 24.9 16.4 29 .. 2 16.4 
Other A.&~ 286.3 286.3 309.2 309.2 
Depreciation EXp. 165.2 165.2 175.5 175.5 
Ad Valorem Tax 37.0 37 .. 0 39.2 39.2 
Payroll Tax 42.8 45.4 46.1 47.5 

Subtotal 1834.6 1715.7 1947.S lSOO.2 

Oneolleetible 7.1 7.2 7.2 7.3 
Local Frane~ise Tax 12.7 12.7 12.9 12.9 
State Corp. Tax 15.4 26.9 5.S 21 .. 7 
Federal Income T,)x 65.7 114.5 25.3 93.9 

TotJ.l Oper. EXp. 19:35.5 1 77.0 1999 ... 0 1936.0 
~et Operating RevenQes 21S.0 297.1 lS8.4 269.4 
Rate Base 2750.3 2741 .. 7 2921.5 2S89.1 
~te of RetQrn 7 .. 93\ lO.S41s 6.4S~ 9.32% 

At ?rOOOSee Rates 
O?erating Revenues 2604.8 2630.1 2S1S.8 2841.7 

Operatins Ex?ens!! 
Subtotal 1834.6 1715.7 1947.8 lS00.2 

Oneo11ectib1e 8.6 8.7 9.3 9.4 
Local Franchize Tax 15.3 15.4 16.6 16 .. 7 
State Corp. TOlX 56.4 70 .. 3 65.9 82 .. 3 
Federal Income Tax 245 .. S 302.4 288.5 356 .. 0 

Total Oper. EXp. 2160 .. 7 2112.5 2328.1 2264.6 
Net Operating Revenues 444 .. 1 517.6 490.7 577.1 
R.3.te Sase 2750.3 274l .. 7 292l.8 2889.l 
Rate of Return 16.15% 18.8S% 16.79\ 19.9S% 
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" 

Oel Eete W~ter Com?~ny 
Aao?tca Summ~ryof E~rning~ 

Teet Ye~r 1982' Teet Ye~r 1983 
'OOll~rz in Thouc~ndz) 

At Present Rates 
Oper~tin9 Revcnues $2170.1 $2201.4 
Op¢r~tins Expensec ..... 

O&M'payro11 443.9 471.6 
'purcll"'$e~ Power ' 427 .. 0 430 .. 9 
Other O&M 255.0 271 .. 8 
A&G ~l.,ries 115.1 122.7 
RC9u1~tory Commicsion Exp .. 27 .. 7 27.7 
Other A&G 286.3 309.2 
Oeprec:i,."tion 165 .. 2 175 .. 5 
A~ V",lorem t~x 37.0 39.2 
?ayroll Tv.x 45.0 48.2 

Sul:>to~al, 1802.2 1896.8 
Uncollectibles 7 .. 2 7.3 
Loe."l Fr~nchise T.,.x 12.8 12.9 
Sta te Corp. Tax 18.2 12.1 
Fe~er~l Income Tax 76 .. 9 52.1 

Tot."l Operating ExpenCeC 1917.3 1981..2 
Net Operating'Revenues 252.8 220.2 
Rate B.l~ 2741.7 2889.1 
~te of Return 9.22% 7.62% 

At A~opte~ Rates 
Operating Revenues 2357.2 2494.1 
~ratin~ ~~n~ee 

Subtot.ll 1802.2 1896.8 
Uncollectible:: 7.8 8.2 
LOcal Fr~nchisc ~ax 13.8 14.6 
S~te Corp. Tax 36.0 39.9 
Federal Income Tax 154.0 172.8 

Tot.l1 Operating EXpenses 2013.8 2132.3 
Net ~erating RevenueS 343.4 361.8 
&lte Baze 2741.7 2889 .. 1 
Roltc of Return 12.52% 12.52% 
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!he constant 12.52% return on rate base ~e are authorizing 
will result in revenue increases of 8.62% or $187,100 in 1982, 4.44% ~ r 
0: $106,000 ~n 1983, ~nd 3.83% or $95,600 in 1984. Since we ~re J 

uu~horizin9 a constant rate of return for all three years, there ~111 
~e no ~inan~ial attrition during 1984. 
~et-to-G~~ss Multiylier 

Starf's net-to-gross.~ultiplie~ of 2.0675 is based on the 
~ollowing percentage~: , 

California Corporation Franchise Tax Rate 
Federal~:neo~e Tax Ra~e 
Uncollectible Rate . 
tocal Franchise Rate 

9.6% 
46.0 
0·330 
0.588 

The net-to-gro5s ~ultiplier represents the change in gross ~evenue 
required to prOduce a unit change in net revenue~; e.g., a ohange in 
net revenues of $1 requires a change in g~oss revenues or $2.0675. 
Operational Attrition In Rate of Return 

e i984. 
Applicant has requested step rate increases for 1983 and 

Stat! has eocputed rat~s of return ror 1982·and 1983 based on 
present ~ates. This calculation indicates there ~ill be operational 
attrition of 1.60% in the rate of ~eturn_ 

To cOr:l~ensate' for l.60~ a ttri tioo, an app:-oxi::a ':e inc:-ease 
in gross revenue between 1983 and 1984 of $9~,600 based upon adopted 
j983 rate ba$e, is requi~ed. 
Rate Design 

Cu~ulative increase~ in :-evenue sin~e January', 1976 have 
exceeded 25%. Increases re~ulting from this proce~ding should 
the!'"efore be applied to lifeline rates_ 

A~plicantfs present metered, flat rate, private fire 
protection, and public hydrant ser~ice rates are shown in Table 14. 
Applicant proposes to cancel its public fire-protection tariff, 
having entered into an agreement with local fire dist~ict5. Staff 
concurs with the proposed cancellation of this s~rvice. 
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RATES 

TABLE 9 

Schec.ule No. 1 

METERED SERVICE 

Quantity Rates: 
First 500 cu.ft. or les~ 
Next 9,500 cu.ft. per 100 
Over 10,000 cu.ft. ~er 100 

. . . . . . . . . . . . . . . . -. . . . 
cu.ft. . . . . . . . . . . . . . . 
cu.ft .............. . 

Minimu::. Charge: 
For 5/8 x 3/4-inch meter · . . . . . . . . . . . . . . . . . . . . . . 
For 3/4-inch meter · . . . . . . . . . . . . . . . . . . . . . . 
For 1-inch meter · . . . . . . . . . . . . . . . . . . . . . . 
For 1-1/2-inch meter · . . . . . . . . . . . . . . . . . . . . . . 
For 2-inch meter · . . . . . . ~ . . . . . . . . . . . . . . . 
For 3-inch meter · . . . . . . . . . . . . . . . . . . . . . . 
For 4-ineh meter · -. . . . . . . . . . . . . . . . . . . . . 
For 6-inch meter · . . . . . . . . . . . . . . . -. . . . . . 
For 8-inch meter · . . . . . . . . . . . . . . . . . . . . . . 
For 10-inch meter · . . . . . . . . . . . . . . . . . . . . . . 
For 12-inch meter · . . . . . . . . . . . . . . . . . . . . . . 

Per Meter 
Per Month 

$ 

3.90 
5.40 
6.80 

14.00 
22.00 
41.00 
70.00 

128.00 
199.00 
299.00 
401.00 

!he Minimum Charge ~ill entitle the customer to the quantity 
of water which that minimum charge will purchase at the 
Quantity Rates. 

Schedule No. 2 

FLAT RATE SERVICE 
Per Service Connection 

Per- Month 
RATES 

For a ~remise served by an unmetered 
water connection having the following 
areas: 

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

10,001 to 16,000 s~.ft ••••••••••• 
16,001 to 25,000 sq.ft ••••.•••••• 
Over 25,000 sq.ft ••••••.••••••••• 
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RATE 

TABLE 9 - Cont. 

Schedule No. 4 

PRIVATE FIRE PRO~ECTION SERVICE 

For each inch o~ diameter of service 
connection •••••••••••••••••••••••••••••••••••• 

Schedule No. 5 

PUBLIC FIRE HYDRANT SERVICE 

RATES 
Hydrants owned by the fire protection agency: 

Wharf !'ype ................................ - ••• 
Stacearc !ype .....................•......... 

Hydrant~ owned by the utility: 

Pel"" Month 

$2.40 

Per Hydrant 
Per Month 

$1.61 
3.33 

Wharf Type .••....•.••.••.•••.•••.•..•..•••.• 2.36 
StanGa~d Type •••••.••••••••••••••••••••••••• 4.02 

In accordance with our order in D.91120, applicant prQPo~es 
to replace its present minimu~ charge-type rate SChedule with a 
service char-ge-type schedule. Staff concurs with this proposed 
conversion. 

In the cir-cumstances, percentage increases authorized by 
this decisio~ will be applied evenly to metered, flat rate, and 
private fir-e protection rates. 
Pump Efficiency 

Stafr recommends that applicant be ordered to continue its 
progr-am tor improving its pumping erficiency in accordance with our 
previous order in D.91120. 
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. _FindingS or Fact 
1. Applicant's ~ervice is of goo4 quality. Its conservation 

prog~am i~ acequate. 
2. Applicant has de~onstrated a need for increase4 revenues 

du~ing the years 1982-1984. 
3. A factor of 100,000 ccr per year is appropriate tor 

predicting water sales to Gallo during 1982 and 1983. A factor of 
93,583 Ccf is the ~est estimate of water sales in 1982 and 1983 to 
~illie Lewis Foo4s. 

4. Recognition of annual across-the-board payroll ±ncreas~~ .-
in 1982 and 1983 of l~% and 6.4%,respectively, is reasonable for the 
pu~poses of this proceeding. 

5. Use of purchased power factors of 0.984673 Cc! per kWh and 
4.384002 Ccf/therm, and a booster pump factor of 1.146515 Cc! per kWh 
will provide applicant with adequate revenues tor the~e ex~ense~ 
during 1982 anc 1983. 

6. Allowance of a total regulatory commis~ion ex~ense of 
41$83,212 to ~e amortize4 over the three-year perio4 1982-198~ is 

reasona~le. However, it wou14 be unreasona~le to allow any carryi~g 
charges or to recognize a cost for the time value of money in our-
adopte4 results of oper-ations for this expense. The total regulatory 
commission expense inclu4es $74,577 in initial costs and $8,635 for-
briefing costs. 

7. Use of the normalization method of accounting for 
calculating applicant's federal income tax liability for the purposes 
of this proceeding will provide a present benefit for applicant'S 
ratepayers and i~ therefore more reasonable an4 will ~e adopte4. 

8. The staff's application of the "three factor" method in 
calculating applicant's portion of the gr-aduatec income tax 
adjustment is more reasonable than the relative profitability 
approach recommenced ~y applicant. 
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9. Authorization of a constant rate of return o~ 1~.OO% on 
co::on equity for 1982-198~ ~ill result in a constant rate or return~ 
of i2.52% and is reasonable. S~aff's projected deot co~t of 9.38% 
during this ~eriod is reasonable. 

10 • . Applicant ~ill suffer operational attrition or 1.60~ 
bet~een 1983 and i984. 

/ 
11. Revenue percentage increases granted by this decision~hould .. 

, , 

oe ~pread evenly throughout applicant's rate schedules, including , 
lifeline rates, since cumulative increa~es have exceeded 25% since 
1976. '. 

12. Applicant ~hould be ordered to continue the pump efficiency 
program =andated in D.91i20. 
Conclusions of Law 

1. Revenue 1ncrea~es of $187,100 or 8.S2~ in 1982 ~nd Sl06~OOO 
or 4.44% in 1983 are reasonable based upori adopted results of 
operations. A further increase in 198~ of $95,600 or 3.83% iz 

~ reasonable based upon operational attrition of l.60%. 
2. Applicant should be authorized to file the rate schedules 

at~ached a~ Appendixes A and B, subject to the cond1~ion set forth in 
Conclusion of Law 4. 

3. The adopted rates are just, reasonable, and 
nondi5cri~1natory. 

4. !he further increases authorized in A~pendix B should be 
a~?~op~iately ~odiried in the event the ~atcs of return on rate oase, 
adjusted to ~eflect .. the ~ates then in ef~ect ~nd nor:al rateQa~ing 
adjust=ents for the 12 conthz ending Septe:ber 30, 1982 anc/or 
September 30, 1983, exceed 12.52%. 

5. Because of the present need for ad~itional revenue, the 
following order should be effective the cate' of signature. 
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o R D E R - - - --
!T IS ORDERED that: 

1. Del Este Water Company (applicant) i~ authorized to file, 
effective today, the revised rate schedules in Appendix A. The 
filing shall comply with General Order (C.O.) 96-A. The revi~ed 
rates shall aply only to service rendered on and after their ,.. 
effective aate. 

2. On or after Novem~er 15, 1982, applicant is authorized to 
file an advice letter, ~ith appropriate workpapers, requesting the 
step rate increases attached to this order as Appendix B, or to file 
a lesser increase which includes a uniform cents per 100 cuoic feet 
of water adjustment from Appendix B in the event that the rate of 
return on rate base, adjusted to reflect the rate~ then in effect and 
noroal ratemaking adjustments for the 12 months ending Septem~er 30, 
1982, exceeds 12.52%. This filing shall comply with C.O. 96-A. T~e 

requested step rates shall be reViewed by the staff to determine 
~ their conformity ~ith this order and shall go into effect upon the 

staff's ceter::1nation of conformity. But the staff shall inform the 
Commission if it findS that the proposed step rates are not in accord 
'''[i th this decision, and the Commission :nay then mOdify the increase. 
The effective date of the revised schedule shall oe no earlier than 
January 1, 1983, or 30 days after the filing of the step rate, 
whichever is later. 

3. On or after November 15, 1983, applicant is authorized to 
file an advice letter, ~ith appropriate workpapers, requesting the 
step rate increases attached to this ord~r as Appendix B, or ·to file 
a lesser increase which includes a uniform cents per 100 cubic feet 
of water adjustment from Appendix E in the event that the rate of 
return on ~ate base, adjusted to reflect the rates then in effect and 
normal ratemaking aCjustments for the 12 months ending September 30, 
1983, exceed~ 12.52%. Such filing shall comply with G.O. 96-A. The 
requestec step rates shall be reviewed by the 
their conformity with this order and shall go 
staff's determination of conformity. But the 
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.e c omcission i~ it find= that the proposed =tep ~ates are not in acco~d 
~ith this decision, and the Com~ission ~ay then modify the increase. 
7he effec:ive date of the ~evised schedule shall be ~o ea~lier than 
January', '98U, or 30 days after the filing of the step rate, 
~hichever is later. 

4. Applicant shall continue its pump efficiency improvement 
prog:-am. 

5. By November 1, 1982, applicant =hall ~il to all its 
custo~ers in this district a bill insert notice as shown in Appendix D. 

This O~de~ is effective today. 
SEP 221982 Dated _____________________ , at San Francisco, California. 
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A.'D?LICABILITY 

Appendix A 
P~9~ 1 

Sshcdul" No.1 
DEL ES'l'E WA'r'ER COMPAr."f 
Gli:N!mA!.. ~RED S!'~!ICE 

Applicable to all metered water ~ervice. 

TERRITORY 
I" 

Portions of Modesto and Turlock And. Empire, Salida, WOltOrf"ord., Hickman, 
Gra:roon,3:ld Hi llcros t an:! vicinity, Stanis 10lUS County. 

Soxvice Cha.rge: 

For 5/8 x 3/4-inch meter -., -. ,.. ................................... .. 
For 3/4-inch meter III ..... #I ........................... #I .. .... .. 

For l-inch motor ................................. fI ......... .. 

For It-ir~h meter 
For 2-inch meter 

• ,. #I ... #I ...... ,. .. .; ............ ., ~."" .... .. 

., ....................... ., .................... .. 
For 3-inch motor 
For 4-inch meter 
For 6-inch meter 
For 8-inch motor .•••.••..•....•.•.. ~ ..... 
For 10-inch motor 
For 12-inch metor ......................... 

Quantity Rates: 

For the fi~t 300 cu. ft., per 100 cu. ft ••..•••• 
For the next 9,700 cu. ft., per 100 cu. ft •.••.•. 
For allover 10,000 cu. ft., per 10.0 cu.ft •••.•.• 

The SCrvi6e Charge i:. a rea.ci1Dess-to-serv~ charge 
which is applicable to a.ll metered sOrvice and to 
which is to 'be added tho monthly cMrgo cocputed 
at tho Quantity R.:ltes. . 

Per Meter 
POt Month 

$ 3.00 
4.50 
5.50 
7.60 
9.60 

13.50 
18.00 
28.00 
40.00 
55.00 
75.00 

0.200 
0.30,9 
0.268 

.. 
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Appendix A 
P.:lg~ 2 

Seht;du).c No. 2 

'FLAT RATE SERVICE 

Applicable to ~ll ~ter furnished on ~ fl~t rate basis • . 
TERRITORY 

Portions of lo'oOdesto and Turlock, and Empire .. S~l:l~ .. Wa.terfo:rd, 
Hickman. Crayson, and Hillcrest and. vicinity, Stanislaus CoImty. . 

Per Sorv:lce Connection 
Por Month 

For a premise served by an ~~eterod 
~ter connection having the !ollowing 
oU'eas: 

6,000 sq. ft. or loss •••.••••••• ~ •.• ~ •..•..• 
6,00l to 10,000 sq. ft •••••••••••••••••••••• 

10,001 to 16,000 sq. ft ....................... . 
16,001 to 25,000 sq. ft •••••••••••••••••••••• 
Ovor 25,000 sq. ft ................ _ ......... . 

SPECIAL CONDITIONS 

S 7.00 
8.05 
9.50 

11.50 
14.20 

l. Metors may be installed at the option of the utility or the customer, 
in ~ch event' service will be turni~hed only under Schedule No. l, 
Metered Service. A customer's request for metered service must be ~o in 
·...nt1ng. 

I 

2. Customers requesting service of tm following types 'Will not be sorved 
unc1er this schedule. 'out will '00 serv'ed und(>r Schedule No.1. Meterea Service. 

4. Res1dcntiZ1.1 ser.ticc connections larger thlm 3/4" dia=etcr 
or any 3/4" residenti~l service tha.t, in the utility's 
judgmont, may consume excessive water because of lot siZe, 
spoci.3.1 equipment.. or unusuZ1.l USe. . 

b. Semce connections to c~rci~l or business esto.blish:nents. 

c. Sorvico connections for agriculturZ1.l purposes. 

d. Service connections to premises contolining multiple dwellings 
or dwellings 3nd occupied trZl.iler houses. 



APPLICABIUTY 

Ap~A . 
?age 3 

PRIVATE FIEE PRO'I'EC1IOS SERVICE 

Applicable to all vater service fur.c:f.shed. to privately owned fire 
protection systems. 

'I'EAAITORY 

Portions of Xod.esto .am Turlock. and. Empire, S6lida. Water!ord., Hiclc:an,. 
Crayson,and. Hillcrest a:xt v:l.c1m, ty, Stanislaus County. 

~ 

For each inch of diameter of se:vice 
connection 

S'?ECIAt CONDITIONS 

Per Month 

S2.60 

1. "Ihe f:Lre pro'tecUon se:rv:J.ce co=ection shall 'be ~talled by 'the 
utility ani the cost paid 'by the applicant. Such payment shall not be subject 
to re£w:Jd.. 

2. The:ainimmrl di.:z.=eter for fire protection serJices shall be four 
inches, a:cd the :=a."Ci.mcm. di.a:%loeter shall be not =ore t..'lan the diamete= of the 
main to ..mich the ser.lice is cO'Cne<:teci. 

3. I! a distribution =a.in of a.ciequate s1:e to serve a. private fire 
protection system. in add.it1on to all other normal serv:Lce does not ex:t.st :Ln the 
street or alley a.dj aeent to the premises to be s.erveci, then 4 service main 
from. the nearest cxist1~ :nain of adequate capacity sball be inst:J.lled. by the 
utility and. the cost p.aid by the applicant. Such ,ayment shall not be subject 
to refund.. 

(Enci of Appemix A) 



APPENDIX B . 

&.en of the follOWing increasos in. ro.tes may be put in.to effect on the 
1nd.1c4tod dAte 'by filing a rate schedulo which adds the appropr1at~ increase 
to the rato which \oIOuld otherwise be in ef£ee:c on thAt da.te. 

1-6-83 1-1-84 

SeMe2 C'no:;ze 

PeI Me~~~ Per Month 
For S/8 x 3/4-1nch motor •••••••••••••••••• $0.20 
"For 3/4-:!.n.c:h motor •••••••••••••••••• 0.20 
For l-inch =eter •••••••••••••••••• 0.25 
For 1-1/2-inch meter •••••• ; ••••••••••• 0.30 
For 2-:!.nch metor •••••••••••••••••• 0.40 
For 3-in.c:h meter •••••••••••••••••• 0.60 
For 4-inch meter •••••••••••••••••• 1.00 
For 6-inch metor •••••••••••••••••• 2.00 
For 8-inch meter •••••••••••••••••• 2.00 
For 10-:!.nchmetor •••••••••••••••••• 3.00 
For l2-:!.nch meter ••••..••••..••.•.. 3.00 

For the first 300 cu. ft.,. per 100 ~~. ft ••• 0.010 
I For the next 9,700 cu. ft., PCI' 100 cu. ft ••. 0.013 

For all ovor 10,000 cu. :t., ~r 100 cu. f't~. 0.012 

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

10,001 to 16,000 sq. ft. 
16,001 to 25,000 sq. ft. 
Over 25,000 sq~ ft. 

FlAT 'RATES 

PRIVATE FIRE PRO'I'ECTrON 

$0.'30 
O~35 

0.45 
0.50 

; 0.60 

For e.:l.Cn of di.amoter of' service. cormcction' $O.lO 

(End of Appendix B) 

$0.10 
0.20 
0.25 
0.30 
0.50 
0.60. 
1.00 
1.00 
2.00 
2.00 
3.00 

0 .. 003 
0.012 
0.010 

$0.20 
0.35 
0:35 
0.50 
0.60 

SO.lO 

./ 



St.iL~e T4X &a.~e: 9 .. 6~ 

Unc:ollecti":>les Ra.'te: 0 .33~ 

1. PuIeWed ~'t: 
Total Proc!uC:U01l - CC 
Acre-Feet 

Zle~..:ic:: 
.(&) ~esto- I't"rlgan9n n1.st'!"ie~ 

Toal Cos~ 
iOih. 
Eff Sch Da.~e 
S/'Dh U~ 

(0) Pacific ea.., & Eleet;;.e Coarp.a.m: 
Total Cost: 
KWh 
E!f.. Sch. Date 
Sj;~Wh Use<1 

(c:) ;UIlod~ !;rlgadon ?is1;nct 
Total. Cost 

Ca.s 

K'M'b. 
Zf!. S<:1'1. Da.te 
S /kWh Usee! 

Cd) Pacific Gas & Elec:trlc ~""!V 
Total Cos't 
IMr.:s 
'£i:. S~1'1.. ~'te 
SITe==- Used 

8.,088,706 
18,569.1 A.F. 

S 178,700 
5,689.294 

l/1/2'; 
S .O:;l.U 

S 3,900 
46,094 
5/4/82 

$ .Oe521 

S 43,600 
930,347 
4/15/82 

S .046e8: 

S 200,800 
395.473 
5/4./82 

S .5077:.. 

80.600 Ccf 
:"85.1 AS. 

8.161,428 
18,736.1 A.F .. 

S l8O,300 
5,739 998 

S 
1I1{.S2 .. 03 41 

$ 4,000 
46.5l2 
5/4/82 

$ .08521 

$ 44,000 
938:,82:3 
4/15/82 

$ .04688' 

S 202,600 
395,065 
5/4./82 

s .scm 

80.600 Cc:! 
18S.l A.F. 
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APPENDIX C 

P.:I9" 2 

ADOPTED QUA~'TrTIES 

Name of Company: Del Esto Water Cocnpany 

Pump Tax - %:,lcnishmcnt Tax.: ~one 

Opcrati~ and Maintenance 
Administrative & General 

To'tal 

P.:ly.t'oll TAXes 

A4 Valorem Taxes -
Tax Rate -

R.'ln7~ - Cef 

Block 1 0-3 

Block 2 4-100 

Block 3 100 

Total Y~toree Usage 

1'e~t Yeor:o; 
1982 

$443.900 
115.100 

559.000 

45.000 

37.000 
0.8621. 

198) 

$471.600 
122.700 

594.300 

48.200 

U~ilq{'wCC£ 

191:l2 ~ 

86,420 91,961 

797.841 845,463 
. 

1,977,460 1,977,218 

2,861,721 2,914,642 
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Appendix C 

I".lgc 3 

ADOPTED QUANTIT!ES 

Name of CCcpa.ny: Del Es:c Wa.ter Cocpany 

Custome~~ & Usage 

Commercial . 
Y..etercd. 2,544 2,714 :',089.3 

Flit' Rate 13,400 13,438 4,418.1 

IndustrlCll 46 48 332.4 
InQustria1-1arge 

Users 8 8 1,085.5 
Pub lie 

Authority 72 74 187.1 
Public Autborl ty 
largo Users 3 1 167.4 

Subtotal 16,073 16,283 7,279.8 

Private Firo 
Protection 112 119 

Total 16,185 16,402 

Wolter Lo:;s olt 
" 'lO"."OI').% ROS.$! 

Total Water 
Produecd 8,OSS.7 

Avg. UM<1(O-Ccf /svc./~r. 
1982 198'3' 

1,162,1 428'.2 428.2 
4,430.6 329.7 329.7 

346.9 7,226.0 7,226.0 

1,163.4 135.687.5 145,425.0 

198.4 2,599.0 2.681.0 

43.9 55,800.0 43,900.0 

7,345.3 

816.1 

8,161.4 



DEL ESIE W"Al'ER CCMPA..'rr 

ADOPn'!) S~YlCE BY ~R SIZE 
(all classes) 

5/S" x 3/4" 
3/4" 

1" 
1-1/2" 

2" 
3" 
4" 
6" 
S" 

10" 

Total 

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

10,00l to 16,000 sq. ft. 
16,001 to 25,000 sq. ft. 
Over 25,000 sq. ft. 

Total. 

590 service:5 
1267 
425 
148 
160 

42 
19 
12 

9 
1 

2673 

1m. 
1p566 
9,183 
l,501 

519 
631 

13,,400 

629 :5ervice:5 
1352 
452 
158 
169 

43 
19 
12 
10 

1 

2845 

1m 
l,571 
9,209 
l,505 

520 
633 

13,438 



1. 
2,. 
3. 
4. 
5. 

6. 

7. 
8. 
9. 
10. 

11. 
12 .. 
13. 

14. 
15. 
16. 
17. 
18. 
19 .. 

Itom 

APPENDIX C 
Ptl9C 5 

DEL ES'I'E W'ATER COXPANY 

ADOPTED TAX CALCULATIONS 

. 19§2 
CCFT 

lW.. 
FIT CCFT m (Do1l..l.rs in l'hO\Zsands) 

Operating Revenues $2357.2 $2357.2 $2494.1 $2494.1 'I o & M - A & G Expensos 1576.6 1576.6 1656.7 1656 .. 7 Taxes Other ThAn Inco:nc 82.0 82.0. 87.4 87.4 . ... em 01 0 1('.0 O.Q 1<\.~ Subtotal 1658.6 1694.6 1744.1 1784.0 
Doductions from l'axable 

Income 

Tax DepreCiation 199.4 194.4 2l2.4 203.7 CapitaliZod Overhead 25.8 25.8 27.0 27.0 Interest 2§·4 2~·4 94.7 24.7 Subtotal Deductions 323 .. 6 3l8.6 334.1 325.4 
Not T.lxa.blo Income to Celt 375.0' 415.9' CCF'I' 36.0 -l~ Total CCFI 36.0 ,29 .. 9 

NOt T~lc Income for FIT 244.0 3'84.7 Fe<ieral Income Tax 158.2 .. 177 .. 0 Cr~UAtcd'l'~ Adjustment -4.2 -4 .. 2 
F~.. IncO:1c Tax Boforc Mj. 154.0 172 .. 8 Investment Tax Credit 0.0 0.0 Total FIT . 154.0 172.8 

(End of Appo:ldix C ) 
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APPENDIX D 

NOT ! C E --- .... --~ 
$2,500 of the '('ecent '('ate incr'ease g'('anted to Del 
Este Water' Company was ~de necessary by change~ 
in tax laws ~r'oposed by the President and passed 
by Congr'ess last year'. This was the Economic 
Recovery Tax Act of 1981. Among its provisions 
was a '('equir'ement that utility r'atepayers be 
Charged ~or cer'tain cOr'~o'('ate taxes even though 
the utility does not have to pay them. This 
~esults fr'om the way utilities may treat tax 
savings ~rom depreciation on their' plant and 
equipment. The savings can no longer be cr'edited 
to the r'atepayer', but must be left with the 
cocpany and its shar'eholder's. 

For' a mOr'e detailed explanation of this tax 
change, send a stamped sel~-add'('essed envelope 
to: 

Consumer' A!~airs Eranch 
Public Utilities Commission 
350 McAllister' Street 
San Fr'ancisco, CA 941021 

(End Of Appendix D) 
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·e o P ! N ! 0 N ............. _ ........ -
Summary of Decision 

!nis order will authorize Del Este Water Company 
(applicant) to increase its rates ror providing water by 9.15% 
(Sl98,500) , 3.90% ($93,400), a.nd 4.l7% ($104,500) in 1982, 1983, and 
198~, respec~ively. These new revenues will allow applicant 
o~po~tunity to earn an overall rate or return on rate base of 12.52%, 
and it~ shareholders a return on common e~uity of '4.00~. 

Several issues remained in dispute at the time the 
proceeding was sucmitted upon the filing of concurrent briefs 1n 
June. ~NO are noteworthy because this 'is apparently the first time 
they have been considered by this Commission. 

First, applicant had awarded wage increases of 10% and 12S, 
re~pectively, to its employees and officers on January 1, 1982. 
Applicant also anticipates increased payroll expenses of 8S in 1983. 
We will recognize an across-the-board increase in 19B2 of 10~ for rate-e :::a~:ing, z,ut v:ill allow only a further 6.4% in 1St:). 'the Commission staff 

had recommende~ that across the bn~rd increases or 5S in both 1982 
and 1983 be allowed for ratemaking purposes. 

Second, applicant chose not to employ the accelerated cost 
recovery depreciation provisions available under the Economic 
Recovery ~ax Act (ERTA) in calculating its federal inco~e tax 
liabili~y for the purpo5es of thi5 proceeding. We are !~puting those 
provisions in our adopted results of operations because they result 
in a present benefit to ra~epayers. 

Of applicant's approximate 16,000 total water services, 
about 13,500 a~e flat rate connections. Percentage increases granted 
by this decision will be applied evenly to metered, flat rate, and 
private fi~e p~otection rates. 
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~ because certain other regulated water companies have awarded 
similar increases to their employees, which have been, in turn, 
recognized by us. To' continue this trend without justification 
in the facts underlying a particular applicatio~ would perpetuate 
a method of expense allowance over which the Commission would 
h~ve no control. 

With respect to applicant's question concerning our authoriy 
to refuse to recognize an existing expense item, we will simply 
state that merely to rubber stamp any increased expense over 
w~ich a utility has control would be to abdicate our role as 
regulator. It is our duty not merely to ex~ine actual incurred 
expenses, but to ratify or reject expenses on the basis of 
reasonableness in light of all relevant circumstances. ~his 

is especially true in connection with controllable expenses. 
In the circumstances, we will recognize as reasonable an 

across-the-board payroll increase of 10% in 1982, but will reeognize 
for ratemaking purposes only a further increase of 6.4% for 1983. 
We believe it was reasonable for applicant to grant a 10~ salary 
inerease to its employees for 1982 based on expectations as to 
relevant economie indieators as of the January 1, 1982, effeetive 
date of that increase. We are not persuaded, however, that it 
was reasonable, in view of all relevant economic eircum~tAnces; 
for applicant to have granted a salary increase exceeding 10% 
to its officers for 1982. On the other hand, neither does staff's 
reference to evidence of economic downturn ~n 1982, subsequent to 
applicant's having granted the instant salary increase, persuade 
us that a substantial portion of that salary expense should be 
disallowed. The reasonableness of utility operating expenses must 
be judged on the basis of information available to the utility 
at the time such expenses are incurred. 

We will not, however, recognize the 8% payroll increase 
projected by applicant for 1983. This expense increase has yet 
to occur; it is therefore appropriate that we take into 
consideration the most recent assessment of relevant economie 
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?'.:.:-chased ?o ..... e:-
Sta~f and applicant diffe:- in this area. The total dollar 

di~~erence between staff's and applicant's recommendation for 1982 is 
$49,200. Staff's figu:-es are based upon the use of a pump-efficiency 
factor o~ 1.083079 average Ccf per kilowatt-hour (k°i.h) and 5.174370 
Cc!/therm. =hese !igure a:-e based upon recorded 1976 data, and are 
the highest recorded during the period 1976 through 1981. Staff 
base: its decision to use the 1976 figure on in!ormation presented in 
applicant's last general rate increase proceeding (D.91120, 
A.58i84). !n that decision we found that applicant'S pump-efficiency 
program was adequate but ordered it (Ordering Paragraph ;) to 
continue the progra~. S~aff is in effect saying that since we 
ordered applicant to improve pump efficiency in 1979, it would be 
unreasonable to use a purchased power figure based on less efficier.cy 
than that foun: reasonable in D.91120. 

A~~'~ca~· ·a~e~ eYce~·~on ·0 ~-~~~'o ~o~~-~on -~a- -~p :' Z'.. ... .. • .., ItJ r~.., ~. J!' 1tJ... ." ~ v~... .... l' 'wi fill, '- - w". ¥ ttI';J. WI 

4Ihmount of water produced depends solely upon pump efficiency or 

efficiency prog:-am as mandate: in D.91120. Eeard testified that it 
took applicant between two and three years to Get all of the power 
agen~ies supp:ying its power to run annual efficiency tests, and 1920 

- 13 -
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For ~ebt co~~ and capitalization structure, ~e ~ill adopt 
the sta~f reco~menQation set forth in EXhibit 12 since it is cased 
u~~ yea~-ene 1981 data and is the more roecent information. 

:he tabulation below sho~s o~r adopted ~ect, equity, and 
capitalization facto~s, as well as interest coverages and rates of 
roeturon during the period 1982-1984. 

!..ong-Te~::l Deot 
Common Equity 

Total 

Capital 
Ratios 

32.00% 
68.00~ 

100.00% 

Cost 
Factors 

9.38% 
14.00% 

Weighted 
Costs 

3.00 
9·52 

12.52% 

After "tax 
Interest 
Coverages 

4.17 

The relatively high interest coverage shown will be 
necessary to allow applicant to borrow :ong-term dect at reasona~le 
prices when the needs and opportunities are present. 
Summary o~ Earnings 

The information shown in :ables '2 and 13- reflect e applicant'S and staff's adjusted estimates, ef~ect of our adopted 
results of disputed issues, and adopted revenues and eX?enses for 
test years 1982 and 1983. 
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TABLE 8 
Del Este Water Company 

Adooted SummarX of Earnings 

Test Year 1982 Test Year 1983 
(DOllars in Thousan4s) 

At Pr~sent Rates 
Operating Revenues S2170.1 S2201.4 
Ooeratins ~ns~s 

O&M ?ayrol1 435.3 470.1 
Purc2sed Power 427.0 430.9 
Other 0&:.1 255.0 271_8 
MG Salaries 113.0 122 .. 1 
Regu14tory Commission Exp. 27.7 27 .. 7 
Other MG 286 .. 3 309.2 
Depreciation 165 .. 2 175.5 
Ad Valorem TtlX 37 .. 0 39.2 
Payroll '1':u< 45.0 48.2 

Sl.1btot.:L1. 1791 .. 5 1894.7 
O'neol1eetibles 7.2 7.3 
toe~l Franchise Tax 12.8 12.9 
State COr? .. Tax 19.2 12.3 
~eeeral Income Tax 81 .. 4 53.0 

Total Operating EX?enses 1912.1 1980.2 
Net Operating Revenues 258.0 221.2 
Rate Base 2741.7 2889.1 
Rate of Return 9.41% 7 .. 66% 

At Adopted ~tes 
Operat~n9 Revenues 2346.4 2492.1 
Ooeratinc Exoenses . 

Su.btotal 1791.5 1894.7 
Uncollectibles 7.7 8.3 
Local Franchise Tax 13 .. 8 14.6 
State COQ. Tax 36 .. 0 39 .. 9 
Federal :ncome T~ 154.0 172.8 

Total Operating Expenses 2003.1 2130.3 
Net Operating Revenues 343.3 361 .. 8 
Rate Base 2741.7 2889.1 
R3te of Return 12.52% 12 .. 52';; 
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• . e The constant 12.52% return on rate base we are authorizing 
will re~ult in revenue increases or 9.15% or $198,500 in 1982, 3.90% 
or $93,400 in 1983, and 4.17% or $104,500 in 1984. Since we are 
authorizing a constant rate o~ return for all three years, there will 
be no rinanoial attrition during 1984. 
Ne:-:o-Grns~ Multiplier 

Staff"s net-to-gross multiplier o~ 2.0675 is based on the 
following ~ercentages: 

Cali~ornia Corporation Franohise Tax Rate 9.6% 
Federal !ncome Tax Rate 46.0 
Uncollectible Rate 0.330 
Local Franchise Rate 0.588 

The net-to-gross multiplier represents the ohange in gross revenue 
r~~uired to produce a unit change in net revenues; e.g., a change in 
net revenues or $1 requires a change in gross revenues or $2.0675. 
Operational Attrition In Rate or Return 

4t Applicant has reque~ted step rate increases for 1983 and 
1984. Sta~r has computed rates o~ return for 1982 and 1983 based on 
present rates. This calculation indicates there will be operational 
attrition o~ 1.75% in the rate of return. 

:0 compensate for 1.75% attrition, an approximate increase 
in gross revenue between 1983 and 1984 of $104,500 based upon adopted 
1983 rate base, is required. 
Rate Design 

Cumulative increase~ in revenue ~ince January 1, 1976 have 
exceeded 25%. Increases resulting from this proceeding should 
therefore be applied to lifeline rates. 

Applicant'S present metered, flat rate, private fire 
pro:ection, and public hydrant service rates are shown in Table 9. 
Applicant proposes to cancel its public fire protection tariff, 
having entered into an agreement with local fire districts. Staff 
concurs with the proposed cancellation or this service. 
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. e 9. Authorization or a constant rate of return or 14.00% on 
eommon equity for 1982-1984 will result in a eonstant rate of return 
of 12.52S and. is reasonable. Staff's projectec1 c1e'ot cost of 9.38% 
c1uring this period is reasonable. 

10. Applicant will suffer operational attrition o! 1.15% 
bet~een 1983 and. '984. 

". Revenue percentage increases granted by this deei~ionshould. 
be spreac1 evenly throughout applicant's rate schedules, incluc1ing 
lifeline rates, since cumulative increases have exeeeded. 25% since 
1976. 

12. Applicant should. be ordered to continue the pump efficiency 
prograc mandated in D.9"20. 
Conclusions o! La~ 

1. Revenue increases of $198,500 or 9.15% in '982 and. $93,400 
or 3.90% in 1983 are reasonable based upon adopted results of 
operations. A further increase in 1984 of $104,500 or 4.17% is 
reasonable based upon operational attrition of '.75%. e 2. Applicant should. be authorized to file the rate schedules 
attachec1 as Appendixes A and B, subject to the condition set forth in 
Conclusion o! Law 4. 

3. The adopted rates are just, reasonable, and 
nonc1iscriminatory. 

4. The further increases authorized in Appendix B should. be 
appropriately modified in the event the rates or return on rate base, 
ac1justed to reflect the rates then in e!fect and normal ratemaking 
adjustments for the 12 months enc1ing September 30, 1982 ana/or 
September 30, 1983, exceed. 12.52%. 

5. Because of the present need for adc1itional revenue, the 
following order sboulc1 be effective the c1ate of signature. 
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.e Schedule No. 1 

DE:. ES'l'!!; WA.~ COM?AN'! 

~CABn.ITY 

Applieable t.o all =etered water ~rviee. 

POrUocs of }fo(ies'to aXld. Turlock and. Empire, Sal1da, Waterl'ord." H:1.cicman" 
Crayson,3nd Hillcrest and. .vicini~~ Sta:lislau:s County. 

RATES 

Service Charge: 

For 5/8 x 3/4-1nch meter ••••••••••••••••••••••••• 
For 3/~i~h me~er _ •• _ ••••••••••••••••••••• 
For 1-1cCa me~er ••••••••••••••••••••••••• 
For 11-~h meter .•••••.•••••••••••••••••• 
For 2~i~ =eter ••••••••••••••••••••••••• 
For ~1%lCh meter • _ ........................ e. e .• 

For 4-inch meter ••••••••••••••••••••••••• 
For 6-inch ~ter .••••••••• ~ ••••••.••••••. 
For S-i~h me~er ••••••••••••••••••••••••• 
For 10-inca meter ••••••••••••••••••••••••• 
For 12-1nch meter ••••••••••••••••••••••••• 

Quanti ty Rates: 

For the first 300 cu. ft., ~r 100 cu. ft •••.•... 
For the next 9~700 cu. ft., per 100 cu. ft •••••.• 
For allover 10,000 cu. ft., per 100 cu.ft ••••••• 

!he Se%Vice Charge :f.s a read.1ness-to-servo charge 
\t'h:f.ch :f.s appUcable to all metered. service and to 
~ch. is to be ~ the monthly charge computed 
at the Qaanti ty Rates. 

Per Meter 
Per Month 

S 3.00 
4.50 
5.50. 
7.50 
9.60 

13.50 
18 .. 00 
28 .. 00 
40.00 
55 .. 00 
75 .. 00 

0.200 
0.300 
0.268 



.e Sehe4u 1, No. 2 

FLAT RATE SE'RV!CE 

APPI..IC:q!ILITX 

Applicable to all wter £ur.'lished on a flat rate basis. 

"!'E:lt~ITORY 

Port1ons of :-sodes'to aI:Id Turlock, 3Di Empire, Salida, Yater.f'ord., 
Hickman, Grayson, and. Hillcrest a.Zld. vicin:f.::y, Stanl.sl,aus Coun'ty. 

RATES 

Per Service Connection 
Per Month 

For a ~se served by an w:zmetered 
'Water connection having the foll~ng 
areas: 

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

lO,ool to l6,OOO :sq. ft • ........................ 
16,001 to 25,000 sq. ft ......................... . 
Ove-r 2S ,000 sq. ft. . .. , ........................ . 

S 7.00 
8.00 
9.25 

11.50 
14.20 

SPECIAL CONDITIONS 

1. ~ters may be lllsulled. at the option of the utility or t..i.e customer, 
in which. event service ".dll be t'tl.r.:l:1.3hed. only uncier ScheQ:.le No. l, 
Metered Service.. ). customer's request for :lIetered service must be made in 
w.d.ung .. 

2. Custo:loe%'S requesting service of tb: following types -will not be ser.red. 
under this schedule, but v.f.ll be served. und.er Schedule :b. 1, Metered Ser.r.f.ee. 

a. ?esi~n'l:ial .ser.r.ice connections larger than 3/4" diameter 
oX' ar.y 3/4" :residential service tMt, 1n the util1~ts 
judpn'l:, =a.y cO'OSume excessive w.l.ter because of lot s:i.Ze, 
special eqw.pcaent t or mmsual use. 

b. Service Coml.ections to comclercial or 'business establish::le:lts. 

c. Service cOMeCtions for agrieult:u.ra.l pu2:JX>ses. 

d. Service conr.ect1ons to premises containing oultiple dwelliDgS 
or dwellings a.:x1 occupied trailer houses. 



· tit Each of the follQ\litlg increases in rates ::lay be put into ef!ec't on 'eM 
i.nd.i.cated <ia.te 'by filing a rate scr.e<:bJ.le ~ch add.s t.i.e approp:r1a'te inc::rease 
to ~ie rate which ~ld otherwise be in effect on that 4a'te. 

For 5/8 x 3/4-inch meter •••••••••••••••••• 
For 3/4-ioCn meter •••••••••••••••••• 
Far l-inCa =eter .•••••••.•••••••.• 
For 1-1/2-inch meter •••••••••••••••••• 
For 2-inch meter •••••••••••••••••• 
For 3-inCn meter .••••••.••••••..•. 
For 4-1neh meter •••••••••••••••••• 
For 6-inch meter •••••••••••••••••• 
For 8-inCh meter •••••••••••••••••• 
For lo-i.~h~ter •••••••••••••••••• 
For l2-inea=eter •••••••••••••••••• 

~:mt1:iY 'Rates: 

Effective Dates 
1-1-83 1-1-84 

Per 'Meter Per Month 
SO.20 SO.10 

0.20 0.20 
0.25 
0.40 
0.40 
0.60 
1.00 
2 •. 00 
2.00 
3.00 
3.00 

0.25 
0.30 
O.SO 
0.6a 
1.00 
1.00 
2.00 
2 .. 00 
3.00 

For the fi.rst 300 cu. ft •• per 100 cu. ft ... 0.010 0.010 
0.014 
0.010 

For the ne~ 9,700 cu. ft •• per 100 cu. ft .... 0.016 
For allover 10,000 cu .. f't •• per 100 cu. ft ... 0.012 

6,000 s~. ft., or less 
6,001 to 10,000 ~. f't. 

10,001 to 16.000 sq. f't .. 
16,001 to 25.000 sq. ft. 
Over 25.000 ~. ft. 

FLAT 'RA'l'FS 

PRIVATE FIRE PRorEC!ION 

$0.30 
0.40 
0.45 
0.50 
0.60 

For each of diameter of service connection $0.::'0 

SO.20 
0.40 
0.40 
O.SO 
0 .. 60 

SO.lO 



ADOP'L'EO QUANTITIES 

Name of Coazpany: Del Este water Canpany 

Pgmp Tax - ~plenishmei'1t Tax: None 

Operation a:lI.i ~ntenance 
Admimstrauve & General 

Total 

Payroll l'axes 

Ad. Valon; Tp;es: 

Ad Valorem Taxes -
'!ax Ra:te -

1982 

$435,300 
113,000 

548,300 

44,700 

37,000 
O.86~ 

Met'red ~ater Sales U~ed to De51;n Rate,: 

1983 

$470,100 
122~OO 

592,200 

48,lOO 

39,200 
O .. 862S 

Os.ac:e-Ce£ 
Range - Cef 1982 ~ 

Bloek 1 0-3 86,420 91,96l 

Block 2 4-.loo 797,841 845,463 

Block 3 lOO l,977,460 1,977,218 

Tctal. Metered Usage 2,86l,721 2,914,642 



Appendix' C 
PAge 3 

ADOPI'ED QUANTITIES 

~ of Comp.a.ny: Del Es'te ~&ter Cocnpany 

Coazmercial 

Y.e'te:red 2~544 2~714 1~O89.3 
Flat Rate 13,400 13,438 4~418.1 

!nd.usttiaJ. 46 48 332.4 
Industrial-large 

Users 8 8 l,085.5 
Public 

AQthorlty 72 74 187 .. l 
Public Authority 
Large Users 3 1 167.4 

Subtotal 16?O73 16,283 7,279.8 

Pri va.'te Fire 
Proteetion 112 119 

'I'ou1 15,185 16,402 

Water Loss 
. 10 .• ,01')\ SOS.9 

'l'otal Water 
!>roel.lce<! 8,OSS.7 

1,162,1 428.2 428.2 
4,430.6 329.7 329 .. 7 

346.9 7,226.0 7,226.0 

1,l63.4 135,687.5 145,425.0 

198.4 2,599.0 2.68l.0 

43.9 55~800.0 43~900.0 

7,345.3 

816.1 

S,161.4 



DEt ES'I'E T..TATrn COMPANY 

AOOP'!'ED tIV.. CALCUlATIONS 

1. 
2. 
3. 
4. 
5. 

Item -
Operata,g Revenues 
o & M - A & C; Expenses 
Taxes Other 1'han IDcome 
car 
St.1btot-al 

6.. Ded.t.1ctions fX'QIZl Taxable 
Income 

7.. Tax Deprecia.tion 
8. Capitalizod Overhead 
9. Interes't 
10. Subtotal Deductions 

11.. Ne1: Iaxable Income 1:0 CCft 
12.. CCFt 
13. Total con 
14. Net T~le Incane for FIT 
15", Federal Income Tax 
l6. Crat:1u&te4 'tax AdjUS'Cllent 
17.. Fed. Income Tax Before Adj. 
18. Investment Tax Cre<i1t 
19. l'otal FIT 

$2346.4 .. 
1565.8 

82 .. 0 
9 r O 

1647 .. 8 

199 .. 4 
25 .. 8 
98.4 

323.6 

275 .. 0 
37.8 
36.0' 

(End. of Appendix C ) 

$2346 .. 4 
lS65~8 

82.0 
36.Q 

1683.8 

194 .. 4 
25.8 
98.4 

318.6 

344.0' 
158.2 
-4 .. 2 

154 .. 0 
0.0 

154.0 

$2492.1 
1654.7 

87.4 
0.0 

1742.1 

212.4 
27 .. 0 
94.7 

334.1' 

$2492 .. 1 
1654.7 

87 .. 4 

1i82.0 

203 .. 7 
27.0 
94.1 

325.4 

~4.7 
• 177.0 

-4.2 
172..8 

0.0 
172.8 


