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In the Matter of the Application )

of CALIFORNIA=-AMERICAN WATER )

COMPANY for an order authorizing g ~ , Application 82-02-47
)

it to increase its rates for water

gervice in its MONTEREY PENINSULA
DISTRICT.

(Filed February 22, 1982)

(See Decision (D.) 82-09-020 for appearances. )

PINAL OPINION

I. Introduction

By Application (A.) 82-02-47 £iled February 22, 1082,
Califoraia~American Water Company (CalAm) requested authority to
increase its rates in its Monterey district by $2,808,100 in 1982,
with additional increases of approximately $922,000 in 198% and
$573,600 in 1984. This matter was originally to be submitted based
on 1982 and 1983 test years, with rates effective on October 1,
1982. EHowever, after four days of public hearing CalAm proposed that
the schedule be changed to allow rates effective January 1, 1983,
baged on 1983 and 1984 test years, with an interim order addressing
that portion of its request relating to CalAm's invegtment in its
Lower Carmel Valley project. (CalAm's motion wvas granted and is
discussed further in the interim decision in this matter, D.82-09-020

(September 8, 1982). By D.82-09-020 CalAm was authorized to increase
its rates by $4%6,200 annually. L
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One further day of hearing was held and the matter then
subnitted on concurrent driefs. CalAm offered the testimony of Roger
Ward, 1ts quality superintendent: Albert Bennett, its chief engineer:
Larry D. Foy, its vice president of Operations; Richard Sullivan,
zanager of its Monterey district; John Barber, its assistant director
of Rates and Revenues; Robert Bruce, its treasurer; and Donald R.
Howard, a consultant from Stetzon Engineers. fThe Commission Staf?f
(staff) offered the testinony of Senior Engineer Mehdi Radpour,
Asgsociate Engineers Norman Low and Gregory A. Wilson, Research
Analysts Linda Gori and Robert Mark Pocta, all of the Revenue
Requirements Division. The Cozlition of Califoraia Utility Workers
(Uzion) offered the testimony of William Dixon, £ifth region national
representative for the Utility Workers Union of America. Briefs were
filed by CalAm, staff, and the Union.

Prior to the pudlic hearings, an ianformel public meeting
was held in Monterey on April 22, 1982 to receive customer conments
regarding water service. Notice of the meeting was mailed %o
ratepayers prior to the meeting. The meeting started at 7:00 P-m.
About 30 customers attended the meeting including a city councilman
(Mr. Mason) from City of Seaside.

Councilman Mason requested the Commission to consider the
economy of the area and the effect of an incresse on working people
before approving any rate increase. EHe also requested that company
dooks be available for inspection by the public. The councilman was
informed that copies of workpapers sudbmitted to the staff ia this

proceeding would be availadle to the pudlic for irspection at the
utility's district office.
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A Dr. Vessel talked of water maine in Carmel Woods area
being o0ld and undersized and that he had been informed by the utility
That the work on main replacement would commence in the month of
May. In a letter of May 5, 1982 the utility informed the staff thaet
the work had started on that date.

One customer (F. L. Martin) complained of bad taste in the
water. The utility was requested to analyze s szmple of the water at
his residence and report the result to the staff. There were no
other service complaints. .

Tew customers objected to the amount of increase. One

customer stated that the utility is an efficiently run organization
and merits the rate increase because of inflation.

1I. Summary

By this decigion CalAm is suthorized to increase its rates
by about $1,487,000 (18%) in 1983, by $387,100 (3.98%) in 1984, and
$222,500 (2.18%) in 1985. Table 1 shows & comparison of CalAm and

staflf estimates at present rates and ot proposed rates.
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Table 1

California Americen Water Company
Monterey Peninsule District
Comparison of Applicant and Staf? Estinates

Test Year 198% Teat Year 1984
N ta : Y ta
At Present Rates

Uperating Revenues $7,039.2 $7,9%31.9 87,09%.0 $8,060.9

Operating Expense
Purchesed %ower 906.3 808.6 915.2 805.2

Purchased Chemicals 66.6 45.2 T3.6 49.9
Payroll -~ District 1,521.0 1,405.2 1,673. 1,51%.4
Customer Billings 215.3 192.7 2%5.7 194 .2
Other 0&M 659.9 625.7 720.1. 668.4
Other ARG 916.2 724.0 ©1,022.7 814.4
Ad Valorem Taxes 264.4 248.4 © 275.5

Payroll Taxes 117.9 . 102.2 128.8

Depreciation 878.5 801.5 928.9.
General Office Allocation 417.0 294.1 - 457.9

Subtotal $5,963.1 $5,%47.6 $6,4%1.4
Uncollectidles 21.1 20.6 21.3

Local Pranchise Tax 15.8 23.0 16.9
State Corporation Tax (69.83 85.7 g133.2§
Pederal Income Tax (%80.6)  %58.8 657.8

Total Operating Expenses  $5,549.6 $5,835.7 $5,678.6 $5,898.8
Net Operating Revenues $1,489.6 $2,096.2 $1,414.4 $2,162.1
Rate Basge 25,400.5 23,151.8 26,635.5 24,059.7

Rate of Returzn 5.86% 9.05% 5.31% 8.99%
At Proposed Rates

Operating Revenues $10,769.4 $11,%14.8 $11,%396.8 $12,081.4

Operating Expenses :
guBtotaI 5,963.1 5,547.6 6,4%1.4 5,689.8

Uncollectidbles 32.% 29.4 P4.3 1.4
Local FPranchise Tax 27.1 32.8 %30.2 35.1
State Corporation Tax 22611 #Oia? 278.gv , g12.$
Federal Income Tax 1,161. 1,757.8 1,124.9 y g .
Total Operating Expenses §7,ZE§.§ $7,576.3 I7,5%9.1 ,967 .4
Net Operating Revenues $3,299.5 $3,738.5 $3,497.7 $4,114.0
Rate Base 25,400.5 2%,151.8 26,635.5 24,059.7 |
Rate of Return 12.99%  16.15% 1%.13% 17.10%

(Red FPigure)
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Table 2 shows the adopted sunnary of earnirgs at present

rates and at adopted rates.

Table 2

California American Water Company
Monterey Peninsula District
Adopted Summary of Earnings

Test Year 1083 Test Year 1984
(Dollars in Thousands)

At Present Rates

Operating Revenues
Operating Expenses
Pﬁrcﬁase§ Power
Purchased Chemicals
Payroll - District
Customer Billings
Other 0&M
Other A&G
Ad Valorem Taxes
Payroll Taxes
Depreciation

General 0ffice Allocation

Sudbtotal
Tncollectidles
Local Pranchise Tax

State Corporation Tax

Pederal Income Tax

Total Operating Expense

Net Operating Revenues
Rate Base

Rate of Retura

At Adopted Rates
Uperatizng Revenues

Ogerating E%Renses
WVoTOoTA,

Uncollectibles
Local Pranchise Tax

State Corporation Tax

Federal Income Tax

% 8,260.2

960.5
44.4
1,545.6
192.7
625.7
78%.7
248.8
11%.0
805.1
403.5
5,723.0
21.5
24.0
74.6
3%9.0

6,182.1
2,078.1
2%,410.5

&.88%

§ 9,747.2

® 5,72%.0
25.%

28.4
216.6

95%.9

Total Operating Expenses 6,947.2

Net Operating Revenues
Rate Base
Rate of Return

2,800.0
23,410-5

11.98%

$ 8,320.4

949.4
48.%
1,709.1
194.2
668.4
860‘.8..
265.8
123.8
859.4
440.6
6,119.8
21.6
24.2
7.9
63.6
6,237.1
1,083.3
24,550.6
8.49%

$10,203.7

$ 6,119.8
26.5
29.7

187.7
842.4
7,206.1
2 1997 -6‘
24,550.6
12.21%




A.82-02-47 ALJ/rr/vdl

A rate of return on rate base of 11.96% for 1983 and 12.21%
for 1984 is found reasonadle. The amuthorized return on equity is
14'5%.

For test year 1983, $297,200 of the revenue requirement
increase is due to the Econmomie Recovery Tax Act (ERTA). The effect
¢ould increase in the future. We will direct applicant to notify its
customers of the ERTA effect on rates (Appendix D).

The effect of the rate change on a typical residential
customer (using 10 Cef per month) is as follows:

Present ' Adopted
Rates Rates

Gravity Zone $13.06 $15.4%

18t Elevation Zone 14.3%1 16.91

2nd Elevation Zone 15.16 17.89
III. Backeground

CalAn, a California corporation, is a wholly owaed
subsidiary of the American Water Works Service Company, Inc. of
Wilmingtoz, Delaware, operating pudlic utility water systems in
portions of the counties of San Diego, Los Angeles, Veatura, and
Monterey.

CalAn's Monterey District provides public utility water
service to approximately 31,000 customers in the Cities of Monterey,
Pacific Grove, Carpel-by-the-Sea, Del Rey Osks, and Sand City:
portions of the City of Seaside and unincorporated areas of Monterey
County known as Carmel Valley, Carmel Highlands, Pebble Beach, and
Rodles Del Rio. ZElevations very from approximately sea level to
1,200 feet above sea level with topography that requires several 1if+
zones in widely separated territories within the gervice area. Water

supply is from the surface and subsurface flow of the Carmel River
and wells in doth the Carmel Valley and Seaside areas.




A.82-02-47 ALJ/rr/vdl

IV. Isaues
A. Introduction

Although there is agreement between CalAm snd staff on many
issues, several major issues have been vigorously contested. These
contested issues include average water consumption per customer for
several customer classes, number of services per customer class,
allocation of water supply, requesis for two new employees, and
various items of utility plant in rate dase. Contested issues which
involve significant policy issues include the wvage escalation rate

for the test years, the treatment of deferred debits, and rate of
retura.

B. YNumber of Customer Services

Disagreements exist betweern staff and CalAm concerning
forecasts of the number of services in three classes of customers:
residential, large business, and normal public authorities. Staff

and CalAm are in agreement regarding forecasts for all the other
clagses.

Regarding the disputed categories, the positions of the
parties are as follows:

Calim Staff
1987 1984 iggz 1§§4
Residential 26,189 26,338 26,370 26,610
Large Businesses 66 66 74 79

Normal Publiec
Authorities 381 z81 397 405

These differences result from significantly different
methodologlies. CalAm's estimates were made by its Monterey district
manager and are based on his perception of economic and political
conditions in the service territory. Specifically he cites the

following factors as reasons why growth in the test years will be low:
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1.

The anticipated enactment of a revised
Carmel Valley Master Plan which will
linit growth in Carmel Valley to a
maxigum of 200 new homes per year for
each of the next 20 years. Since 1980 a
building moratorium pending passage of
the new Master Plan has prevented
creation of any new lots of record in
Carmel Valley.

Voters in the City of Monterey recently
defeated the Monterey II Plan which would
have promoted significant new growth in
ax area adjoining CalAm's present service
area. That "no growth” success has led
to the placement on the countywide ballot
of a growth managemeat plan to be voted
upon this November. The result of that
initiative would be further governmental

limitations on development withia Calinm's
service territory.

Dxigting governmental growth management
tools now irn place include the Coastal
Commission, this Commission's limitation
upon expansion of CalAm's service
territory and the new connection
surcharge, and the water allocation
ordinances enacted and enforced by the

Monterey Peaniasula Water Managenent
District.

The recent election of a growth-
managenment /antigrowth aligned majority to
the Monterey City Council.

The slow buildout of subdivisions started
in 1979 and 1980 and the lack of progress
on projected developments such as the
replacenent of the now abandoned San
Carlos Eotel (450 rooms) in downtown
Monterey.
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6. The loss of significant customers like
the San Carlos Hotel and three recent
elementary school closings. XNone have
been replaced. Similarly, there is the
pernarent loss of some 21 customers due
to a street-widening project.

Significant golf course customers will
eventually be lost (for all except

domestic-type consumption) to a reclaimed
water project.

The recent bankruptey of the large
Heritage Eardbor Project near the Monterey
Pisherman's Wharf (e complex of business
shops directed at tourists) which now
stands almost totally empty.

CalAn characterizes its showiag as "overwhelming,” while the staff's
estinates are done without reference to or benefit of local knowledge
or factual investigation.

Staff's estimates are based on its analysis of trends in
recorded growth, using the period 1969-81 for residential services and
1977-81 for large business and zormel Pudblic authority services.

Staff states that it is not persuaded that the rate of growth actually
recorded during the last four years will decline substantially.

Staff points out that CalAm defines the large business class
iz a manner different from other utilities. Por CalAm, any business
customer becomes a "large business" customer during any year when it
consumes more than 4,800 Cef of water. Thus, staff claims its
forecasted increase in large dusiness customers does not depend on the
introduction of five new large businesses to the service territory;
rather, staff anticipates that five businesses will expand their
operations to cross the threshold iato the "large business" category.
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We are persuaded that CalAm has showz s sufficient basis for
departing from the more typical statistical approach offered by
staff. The economic and political conditions prevailing in CalAm's
Monterey District provide a compelling jJustification for adopting a
conservative posture regarding growth in numbers of customers.

Staff's point regarding the large business class is not
conclusive. Staff has adopted CalAm's estimate for the normal
business class. Thus, staff's estimate depends on an increase in the
nunber of dusiness customers and on five bdusinesses expanding their

operations and continued operations of the existing large dusiness
cugtomers.

C. Use Per Customer

Regarding use per customer, CalAm and staff disagree
regarding the Residential, Normal Business, Large Public Authority,
and Normal Pudlic Authority classes. The parties agree oz staff's
estimates for the Large Business, Industrial, and Golf custoner
classes. Their contested estimates are as follows, for 1983:

Average Cef per Service

Classz Staff CalAm Reviged
Residential 114.0 105.0

Normel Business ‘ 353 .1 %28.0
Large Public Authority 30,647 28,184
Normal Public Authority 435.8 289
Consumption by certain classes of customers is generally
highly sensitive in a predictable manner 10 annual variations in
temperature and rainfall. Accordingly, rather than relying simply on
actual historical usage, the Commission has adopted a technique wheredby
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historical consumption can be normalized with respect to the variables
of temperature and rainfall. By use of this techaique, actual trends
in per customer consumption can be detected and reflected in revenue
forecasts for the test years.

The Commission's standardized normalization practices are set
forth in the "Guide to the Use of Computer Programs for Estinating
Water Consumption and Revenues, Supplement to Standard Practices No. TU-
25" dated April 1, 1977. In the testimony it is generally referred %o
as "the Committee Method". 1In dbrief, this document preserides gpecific
analyses and treatment of data as the "basic procedure* that will be
used in rate cases gsuch as this. The document also provides that the
user may use "other procedures” if the basic procedure "does not appear
satisfactory.” The Committee Method 13 the standardized method used %o
forecast future average water consumption not only by the staff, dut

also by such Class A water companies as SoCal Water and California
Water Service.

Both parties employed the Committee Method multiple regression

analysis for the Residential and Normal Business customer ¢classes.
Staff also used it for the Large Public Authority class. For the
balance of all classes staff applied a simple averaging technique using
a different number of years to average for each class; in contrast
CalAm used a "best £it" treading analysis. CalAm also used the "best
Tit" analysis to supplement and check its multiple regression analysis
for the Residential and Normal Business customer classes.

The first difference between CalAm and the staff analysis
concerns the years chosen to be in the sample for an2lysis. Specific
Jears were excluded because of highly anomalous characteristics due to
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the drought which would bias the sample in an unrealistic manner. Both
staff and the company excluded the drought years 1977 and 1978. Staff
also excluded data for 1979 as anomalous whereas the company 4id not.

The second general difference between the company and
staff concerns the length of historical span chosen for the sample.

The third general difference concerns forecasts for the test
years. Staff followed the explicit direction of the Committee Method
to take as the forecast for the two test years the value of normalized
consumption for the last recorded year (1981) derived from the
regression equation. In 1ts application, CalAm alse followed this
Procedure. However, at the hearings CalAm modified its nethodology and
now proposes as 1ts forecasts the extrapolated continuation of trends
derived from its analysis.

Staff contends that the trending zethodologies used by CalAm
rest on questionable assumptions, in particular that per customer
demand foé water is highly elastic over the range of consunption at
issue. Staff claims that demand gets less and less elastic as

consuxption decreases below various thresholds of convenience, as shown
during the drought. Staff argues that CalAm provided no adequate
reason why an exception should be made from the Committee Method to
allow trending of test year coasumption Per customer. Staff asserts
that the Commission should conclude that whatever estimate of
normalized consumption for the last recorded Year is adopted, that
value should apply for test years 1983 and 1984.
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Regarding its use of average historic consumption data for
four customer ¢lasses, staff contends that this method is appropriate
because average consumption per customer in those ¢lasses has remained
fairly steady in recent years at a plateau, rather than continuing to
decrease as a linear regression such as the Committee Method would
predict.

CalAn contends that there is a long-term and continuing
downtrend in consumer water use which can and should be projected in a
three-year rate case. CalAm's witness Howard used a trending approach
both as a2 check on the regression analysis and for those classes where
the Committee Method would not work. CalAm states that the principal
virtue of this type of analysis is that it more accurately reflects the
downtrend that is actually occurring than can a simple averaging
technique. CalAm states that the goal is to seek a truly
representative consumption projection and not simply a formulaic
estimate to be used in all events, simply decause it is efficient to do
80.

CalAm argues that its evidence regarding the reduced growth
projections for the conservation legislation and efforts by both the
utility and the Monterey Peninsula Water Management District amply
support the per capita consumption downtrend projected by Eoward.

CalAm claims that its consumption recommendations are the more
"refined" estimates and urges that they be adopted.

We find staff's critique of CalAm's methods quite useful. VWe
agree that CalAm's approach rests on questionadle assumptions regarding
elasticity. We find staff's approach more reliable. Therefore we
adopt staff estimates.

We are especially concerned that CalAm's use of 1979 data
introduces a bias into its results. We agree with staff that 1979 was

anomalous, supporting staff's judgment to exclude such data from
staff’'s normalized consumption calculations.
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D. Allocation of Water Supply

The forecasted allocation of water supply between surface
supplies and wells has a major impact on forecasts of purchased pover
and purchased chemical expenses. CalAm allocated 53 of total water
production to surface supply; staff allocated 5T%.

CalAm claims that it reached its figure in two independent
ways: first, in connection with its original filing, by an analysis of
CalAn's actual rainfall and production records performed by its
operations manager, and second, by & "purely statistical" approach
based on a 12-year average (excluding 1977 and 1978).

Staff's allocation is based on the average percentage of total
water delivered derived from surface supplies during the four-year
period 1978-81. Staff points out that its forecast is based on its
forecasts of both number of services and average use per customer.

Thus staff contends that if the lower numbers supported by CalAm are
adopted in either of these categories, then it is even more likely <that
the percent of total water supply derived from surface sources will be
at least 57% as forecasted by staff.

CalAm points out that the actual quantities of surface
production estimated by staff have never been attained dy the utility,
even though it has an obvious profit incentive to maximize its use of
the much cheaper surface water, consistent with its obligation to hold
back adequate storage to serve upper Carmel Valley customers above its
well fields and as a hedge against drought.

We agree with CalAm that staff's estimate of availabdle surface
water production is not supported by evidence, since there is no
indication that CalAm has not maximized its surface water production in
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the past. Thus there 18 no basis for concluding that CalAm can
significantly exceed its historical maximum. However, this eriticism
is mitigated by the adoption of CelAm's forecast of the number of
services. Thus we do not simply adopt CalAn's estimate.

Rather, we find thaet 55% is a reasonabdle figure to adopt for
this purpose, because it is more representative of recent dgta.
Further, we consider this area to be ome of the most important in terms
of 2 meaningful incentive for Calim to minimize its costs, leading us
to adopt an allocation factor that reflects the incentive.

Subsequent to the submission of this matter CalAm discovered
and staff verified that CalAm has historically miscaleculated its
purchased power expease dby omitting the amount of energy required to
boost water to higher elevatiorns. Using staff's estimates, the
purchased power expenses are increased by $158,400 in 1983 and $161,500

in 1984. The corrected estimates are reflected in the adopted results
of operations.

E. Wage Escalation Pactor

One of the most controversial issues in this proceeding is the
wage escalation factor to apply in the calculation of test year labor
costs. CalAm proposes a wage escalation rate from 1981 levels for its
district employees of 15.8% in 1682, 12.5% 4in 1983, and about 11% in
1984. Tor its headquarters employees CalAm proposes a rate of 10% each
year above 1981 levels. Staff Proposes a wage escalation rate of &%
Per year above 1981 levels for all employees. The Union objects %o the
adoption of any escalation factors less than the factors embodied in
its contract with CalAnm.

The entire history of CalAn's contractual relationship with
the Ttility Workers Union of Americe (UWUA) is contained in the




A.82-02-47 ALJ/rr/val

. record. The particular provisions that are presently at issue were
negotviated in late 1981, with the contract signed on January 12, 1982.

CalAm's proposed escalation factors for its union emplcyees are
contained in the contract.

Staff's proposed wage escalation factors are based on
inflation forecasts, wage increases or decreases recently negotiated
for union and nonunion employees in the TUnited States, and economic
conditions prevailing at the time of its forecasts. Stafs estimates

that inflation will be between 4 and 6% in 1982 and detween 6 and 8%
during both 1983 and 1984.

The Union argues that the Commission lacks jurisdiction to set
rates dased on any factors other than those contained in the collective
bargaining agreement.

CalAn complains that staff's analysis is a dlind appiication
of a single statistical guidepost, without any reference to the unique
facts of this particular application. CalAm states that the staff

method ignores the following undisputed facts established in the record:

1. Since December 16, 1981 there has been
an existing collective bargaining
agreement in place and operating.
Staff concedes that contract was

bargained for stringeatly and in good
faith.

wages for nonunion employees, based
upon & long-standing formula directly
tied to the previously negotiated union
contract, went into effect and have
been operating since July 1, 1982.

The parties negotiated new union wages
under the contract wage reopener clause
in Noverber and December, 1981 and
could only have used cost of living and
inflation data and forecasts availadle
to them at that time.
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4.

This factual situation is unique.
CalAn's employees have historically
received wages substantially dbelow
comparable utility employees in the
game geographical area. The negative
impact such low wages have historically
had on morale, turnover, and
productivity are facts unchallenged by
gtaff. The company and the union have
been attempting to ¢close that
subgtantial gap in incremental steps
over the past series of contracts.
Inflation has made that goal
unachievable. Before this latest
contract was negotiated CalAm employees
suffered an hourly wage differential
ranging from $1.19 to $1.91 when
compared to comparable jobs in
comparable utilities. The existing
contract still leaves CalAm's employees
between $0.69 to $1.17 per hour behind
their counterparts.

Recent wage increases by investor-owned
water utilities in the same
geographical area will increase or at
least maintain the disparity which has
existed in CalAm's wages. The gap
remalins dbetween $0.69 ger hour to $1.17
per hour below comparable wages at
other utilities.

A wide range of statistical information
available from a variety of sources
including the United States Department
of Lador, the Merchants and
Manufacturers Association, an
internally prepared survey of
comparable utilities by Mr. Foy and
similar materials not previously
considered by the staff witness
confirmed that CalAm's employees were
in focet earning sudstandard wages
whether measured on a loecal, regional,
or suatewide basis. That is the same
type of information CalAm uses to
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prepare for its union negotiations.
Staff relied exclusively on national
atatistics and ignored wages at
comparable companies in the same

geographical ares. Staff conceded that
the statistics relied upon by CalAm in
its Exhibit 11 were relevent and
accurate.

The Pederal Council on Wage and Price
Stability (CWPS) specifically found
that "wage rates in this unit have not
kept pace with the pattern of wage
increases for employees in similar
categories in the surrounding

geographic areas and that this has
resulted in high turnover rates..." As
a result, in order "to prevent a gross
inequity,"” the December 15, 1979-

December 14, 1982 Monterey Distriet
collective bargaining agreement was
approved by CWPS.

Because of its historical lag in cost
of living increases, CalAm has never
been able to consider merit or

longevity increases for outstanding
employees.

CalAm argues that for the Commission now 4o undercut the
carefully crafted catch-up program agreed to by the company and the
UWUA would wresk havoc on CelAm's rate of return, on its expense
budget, o2 its employee relationships and morale, and ultimately on
its record of customer service.

Staff argues that CalAm has not made a convincing case that
the Commission should adopt a higher wage escalation factor. Staff
states that most of the turnover has been among entry-level employees,
many of whom have left for reasons other than wages. Staff claims
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that this turnover will presumably not be affected by the Commission's
decision in this case, and that to the extent that turnover of other
employees is reduced by the union contract, the saviags in recruitment
and training expenses ¢an de used to supplement the 8% wage escalation
factor recommended by staff.

Staff further contends that CalAm never tested its
assumption that 1t would have to pay wages equal t0 those paid by
firms {n Los Angeles or San Jose to attract employees. Staff
complains that CalAm never checked to see whether workers would be
willing to accept lower salaries to work Iin such an attractive ares.
Staff argues that CalAm was highly selective in its analysis of wages
peld by other utilities. TFor example, although CalAm relies on the
negotiated contract between Del Este Water Company and its employees
as justifying the reasconablenesgs of the percentage increase, CalAn
ignored Del Este in its comparison of wages for specific positions,
even though staff claims that Del Este (in Modesto) is close to
Monterey.

Pinally, staff notes that wage escalation rates recently
adopted by the Commission for other water utilities are substantially
lower than earlier cases ¢ited dy CalAm. Staff points out that
although Del Eate agreed to a 10¥ increase for employees and 12% for
officers, the Commission did not allow Del Este to recoup managenent
salary increases in excess of 10% in 1982 and authorized for
ratemaking purposes a wage escalation for all Del Este employees of
only 6.4% for 1983. (Del Este Water Company D.82-09-061,

Septenber 22, 1982.)

The Union argues that the doctrine of federal preemption in
the area of labor law prohibits state interference with collective
bargeining and the terms of a collective bargaining agreenment. Tznion
states that the terms of a collective bargaining agreement between




A.82-02-47 ALJI/rr/val

parties subject to the jurisdiction of the Natiomal Labor Relations
Board are historically and uniformly sheltered from goverament
intervention by the application of the doctrine of federal preemption
to the area of labdor relations. Neither the National Tabdor Relations
Board, nor the courts, nor the states, may dictate the terms of a
collective bargaining agreement without violating the fundamental
premise of the National Labor Relations Act--that the role of the
governmeat 1s to supervise the bargaining process without interveaing
iz the substance of the agreement. Once agreement on a subject is
freely arrived at by lebor and management, that agreement 1s protected
against even contrary state substantive regulations or legislation.
Applying that principle to this case, Union states that to
say, as the staff argues, that allowing for a wage escalation factor
less than that necessary to conform to a rrenegotiated wage increase
would not result in sudstantial interference with the collective
bargaining process is in this case more a result of naivete and laek
of fazmiliarity with lador-management relations then it is s result of
disingenuity. Though indirect, the effect of disallowing any wage
increase over 8% for ratemeking purposes would be the same as o direct
action by the Commission forbidding any increase over 8% whatsoever.
Purther, Union argues that the specific contract is neither
uaresgsonable nor an abuse of managerial discretion. Union cites a
nupber of this Commission's decisions which 4%t claims all conform to
the standard that a contract must not de unreasonable and the
determination of what is reasonable in conducting the business of the
utility is the primery responsibility of management. Union argues
that only if a contract is patently unreasonable, represents an abuse

of discretion, or was not made in good faith, will it be disallowed
for ratemaking purposes.
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Union contends that the reasonableness of the vage
escalation factors was demonstrated convineingly at the hearing.
Union states that the parties have attempted to correct longstanding
wage inequities for several years, a process which has been
complicated by a spiraling rate of inflation which has compounded
existing inequities. Union concludes that it would be hard %o imagine
a more vivid illustration of the wisdom in the Commission’'s deferring
t0 the judgment and expertise of labor and management than that

provided by the issue of the wage escalation factor in this case.

We reject Union's contention that federal labor law preempis
our consideration of a reasonable test year wage escalation factor.
As we have stated with regard to collective bargaining agreements
generally:

"The Commission will not view as sacrosanct
in its rate-making process every element
of a collective bargaining agreement when
guch affects rates and service to the
detriment of ratepayers, who, we note, are
ot represented at the collective
bargaining table and have only this
Commission to protect them. The
Commission will not shy away from
exapining the deleterious effect on
gervice and rates of inefficient utility
management. We reserve the right to order
such changes = or disallow such costs -
a8 we find necessary." (Pacific Gas and

Electric Company, D.92489, p. 282,
Tecenber 2, 5985.)

With regard to wage escalation factors specifically, we
recently stated as follows:

"With respect to applicant's gquestion
conceraing our authority to refuse to
recognize an existing expense item, we will
simply state that merely to rubber stamp
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any increased expense over which = utility
has control would be to abdicate our role
as regulator. It is our duty not merely to
exarine actual incurred expenses, but to

ratify or reject expenses on the basis of
reasonableness in light of all relevant
circumstances. This <s especially true ia
connection with controllable expenses."”

(Del Este Water Compan » D.82-09-061,

P 1%, Septesber 27 1h2.)

Nor are we persuaded that this result necessarily interferes
with the collective bargaining process. Rather, we believe that our
approach reiaforces collective bargaining by providing a neaningful
inceative for the utility to bargain.

However, we do find that CalAm has established the
reasonableness of the wage escalation factors contained in the
contract. Therefore we adopt CelAm's factors for purposes of test
Jear calculations.

The reasonabdleness of the contract is appropriately
evaluated in terms of the informatioen availadble to the utility at the
time the contract was made. Whatever the reliability of staff’s
estirzates, those estimates reflect mid~-year 1982 and beyond. These
data are not dispositive of the reagsonableness of a coatract
negotiated months earlier.

Staff's method also fails to address the unrebutted evidence
that a "catech up" factor was reagsonably reflected in the contract.
Industry guidelines may be ugeful, dut only where the matters are
showa to be directly comparadle.

The treatment of wage costs iz this proceeding must de
understood in terms of the differences between the status of district
and headquarters employees and the length of the union contract. The
amount of the attrition allowance for 1985 does not imply = Judgment
of the reasonadle ladbor cost to be negotiated at that time.
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F. Meter Reader

CalAm currently employs four persons in the position of
meter reader in its Monterey District. It has proposed to hire a

Tifth person in this category in 1983. Staff believes that CalAm has
ot demonstrated a need to hire an additional person.

CalAnm justified the new position in terms of the
implementation of its new computerized Itron billing system, which is
designed to reduce billing errors and customer costs. CalAm's witness
explained that a total rerouting of meter readers will be required, as
the meter readers will hand-deliver the bills, there will de
materislly increased customer contacts, and readings will be done
daily with no "zero cycle." 3Benefits include elimination ot
substantial meiling expenses, eahanced bill accuracy and fewer high

bill complaints, and an excellent five-year contract price for the
system.

‘Stafs compared the productivity of meter readers in CalAm's
Monterey District with the productivity of meter readers in four

California Water Service districts and the total gervice area of San
Jose Water Works. TFrom this study staff concludes that if CalAn
operated at the same efficiency as Californis Water Service, CalAn
would need only three meter readers rather than the five it seeks.
CelAm offered o comparison of the job description and work
conditions of its meter readers and meter readers from San Jose Water
Works. CalAm argues that when comparing utilities' meter reading or
customer service operations one must take into account pany variablez

including the terrain, turnover of customers, and duties assigned to
personnel.
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We find that CalAm has proven that an additional meter
reader position i3 required. Its Itron billing system represents a
significant investment that must be allowed to function effectively in
order to generate the expected savings. The additional meter reader
is necessary for the Itron systen.

Staff has failed to show sufficient comparability between
CalAn and other utilities regarding duties and other circumstances of
employment to validate its statistical comparison, even if the Itron
system was not being implemented. Any adjustment offered on the basis
of statistical comparisons must be supported by a threshold showiag
that the matters are actually comparadle.

G. Ied Technician

In its Monterey Distriet CalAm currently employs three
rersons competent to do laboratory work--one water quality
superintendent, one water quality operator, and one laboratory
techniciad. CalAm proposes to hire another laboratory technician.
Staff argues that CalAm has not proven the need for an additional
Technician.

Staff's position is based on a comparison of the
productivity of personnel at CalAm's laboratory and at California
Water Service's laboratory. Based on its study of necessary tests,
including newly mandated water quality tests, staff concludes that
another technician is not required.

CalAm contends that there are obvious differnces between <he
two utilities’ lab operations that render the comparisons misleading.
In particular, CalAm states that California Water Service operates a
"high production lab™ in which its lab people 4o not leave the
laboratory to do any field testing and do not do any of the other
nontesting tasks done by CalAnm's laboratory staff such as responding
to customer complaints.

- 24 -




A.82-02-47 ALS/rr/vdl

CalAm further explained that one of its current labd people
is a Grade 5 water treatment operator who is badly needed to return to
the field and be replaced by the lad techniecian. The operator is
needed in the field because CalAm's sudstantial new production and
treatment plant additions require materislly increased field sampling
and testing, and because he i3 responsidle for backflow prevention and
cross—-control supervision of all treatment plants, as well as other
duties.

In this instance we find that CalAm has shown the need for
an additional laboratory technician, based on the need'to return the
vater treatment operator to the field. Since the result is to
maintain the sume number of people in the lad we do not mean to imply
that staff's method was faulty in this instance. Perhaps this issue
could have been avoided at the outset if CalAm had made clear that it
really needed another field person, instead of another lab person.

2. Mt. Debon Tank

The Mt. Devon tank is an 0ld redwood tank in the Carmel
highlands that has seriously deteriorated. CalAm initially proposed
spending $250,000 to purchase 2 new site and duild an entirely new
vank. At the hearings, Beanett of CalAm testified that it currently
Proposes not to construct another tank, dut instead to lay new pipe
from another existing tank in the Carmel highlands to an
interconnection point previously served by the Mt. Devon tank. The
co3t of the new pipe installed is estimated at $200,000. CalAm
asserts that construction of this new pipe will not only allow CalAm
to continue serving those custonmers previously served by the Mt. Devon
tank, dut that it will also remove the alleged risks to life and
property downslope from the Mt. Devon tank, and improve a preexisting
problem with undersized piping in that part of the Carmel highlands.
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) Staff agrees that the Mt. Devon tank needs to be repaired or
taken out of service. EHowever, staff believes the tank can be
repaired to adequate safety standards at far less cost than proposed
by CalAm. Specifically, Wilson of the staf? proposed that Calim
install = fiberglass liner inside the exigting tank. Staff believes
that this alternative is workadle, will render the tank almost as good
28 new, and will cost only about $27,000, less than oze~sixth the
amount estimated for the new pipeline. Staff also pointed out that
CalAn had no immediate plans to upgrade the pipeline in the Carmel
highlands area until this decame a justification for the propoged
retirement of the Mt. Devon tank.

CalAn claims that basically this issue boils down to a
dispute over whether the existing tank and site can be safely repaired
or should be eliminated and replaced. Bennett, together with Foy,
presented the engineer's and operator's point of view that the 20~-year
0ld redwood tank ig irreparable and the steep hillside site
increasingly dangerous to approximately 12 home sites below it and

that the tank at that site should therefore be eliminated. An
alternative solution was proposed by Beanett involving running a new
Pipeline to this area from a neardy existing large company tank. That
solution would eliminate 211 need for use of the dangerous Mit. Devon
site while providing adequate fire flow where it is now lacking and
also eliminate earthquake concerns over the existing small pipeline.

CalAm argues that staff witness' recommendation is based
exclugively upon one visit to the site in April, 1982 defore the exnd
of this past rainy seacon. CalAm contends that staf? conducted no
other tests and has no other basis upon whieh 4o disagree with the
Judgment of CalAm's operating personnel except to cite the fact that
this leaky tank has survived 25 years.
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CalAn c¢laims that steff witnese ie simply in no position to
disagree with the technical expertise of CalAm's witnesses on this
issue. The risk is obvious and real, and doth staff and CalAnm are
risking serious criticism if CalAm's concerns materialize in real
injury to life and property delow the Mt. Devon tank.

Staff responds that CalAn's testimony is not persuasive
regarding the need to spend $200,000 on this problem. Staff points
out that according to Bennett's own testimony, the rains last winater
were especially heavy. Staff argues that the relatively light damage
the tank suffered despite the heavy rains in fact vindicates the
tank's durability rather than renders it questionable. Staff notes
that CalAm had bdeen willing to use this tank for about 30 years
notwithstanding periodic mudslides and that CalAm had not yet even
obtained & formal report from o soils engineer regarding the stability
of the site.

Staff contends that CalAm's argument that staff's cost
estimate is low is unsupported by the record, since staff witness

Wilson testified in detail that the estimated price was obiained with

the coatractor being aware of all the relevant information about the
site.

Purther, staff argues that CalAm's appeal to the
Commission's concern about safety is unwarranted in this instance, as
staff witness Wilson testified that the resulting risk to downslope
property after the tank had been lined with fidverglass would be
acceptably small and less than the risk CalAm has assumed during the
last 25 years the tank was in place without being lined.

While we are convinced that some repair action is necessary
regarding the Mt. Devon tank, we are not persuaded that CalAm's

propogsed solution is the most reasonable. Therefore we adopt staflf's
recommendation.
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We note that CalAm has already changed its mind once during
the proceeding. This indicates that CalAm did not fully consider all
alternatives before it made its proposal. Given the difference in
cost we cannot reject staff's proposal without a more thorough
analysis by CalAm.

We agree that CalAm's appeal to safety concerns is no
substitute for an adequate showing. Staf? appears equally concerned
about safety. The ratepayers are entitled to expect that economic
considerations are also factored in.

In these difficult economic times there is constant pressure
o this Commission and the utilities to keep rates down. The
ratepayers' ability to pay places real constraints on the improvenents
that can be made in the system. We cannot authorize iavestments on a
marginal showing by the utility.

I. San Clemente Dam Gates

‘Tn 1980 CalAn commenced a multiyear project to replace the
manually installed gates at San Clemente Danm (which date from 1927)
with new, hydraulically operated gates. The project was designed by
CalAm's own engineers and approved by the California Division of
Safety of Dams. The project is half completed, and CalAm budgeted
$120,000 for the installation of the remaining 12 gates in 1983.
CalAm explained in detail the manipulation of the existing system of
railroad timbers which it contends ig Potentially dangerous.

Staff opposes this investment on the basis that there is a high risk
that it would not be cost-effective, since the Monterey Peninsuls
Water Management District is seriously considering duilding a new,
larger dam just downst:eam from the existing dam sometime in
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the near future. The reservoir backed up by, the new dam would de
likely to inundate the existing San Clemente dam, rendering the £lood
control gates on the existing dam useless. The mew dam might be
completed as early as 1986.

Staff points out that CalAm estimates the annual cost of
Placing and removing the 12-wooden gates at the dam would be
approximately $4,800 in 1983, $5,200 in 1984, and 35,700 in 1985,
while operating costs for the new gates would be substantially less,
resulting in a net gain of about $4,500 per year in operating costs.
Thus, staff calculates that if the new dam %3 in operation in 1986,
then CalAm will have spent $120,000 in order to save $1%,500. Staf?
argues that this is clearly imprudent.

CalAm argues that the investment is reasonsble now for
operational reasons, evea if the San Clemente dam is eveatually
inundated.. The need for the dam is now being reconsidered and even it
it is completed, CalAm points out that the utility must continue to
operate the existing facility.

We agree with staff that these circumstances present a high
risk situation that should be avoided on behal? of the ratepayers.
The wooden gates have apparently worked for years. We see no reason
why their use should not continue until the dam uncertainties are
resolved. Agein, CalAm raises a pafety issue, but there is no

indication that placement of the gates is now less safe than before.
J. 0ld Capital Tract

CalAn proposes to speand $100,000 to oversize the main t0 be
extended to the 0ld Capital Tract, a proposed subdivision inm downtown
Monterey. This main would be located in the center of CalAn’s
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distridution system in the City of Monterey, which is described as the
weakest point hydraulically in the transmission systen in the downtown
area. CalAm proposes to oversize the main to accommodate continuing
growth in that part of its service area.

Staff recommends disallowing this expense as speculative,
pointing out that the earliest time construction could start on the
project is late 1983. No detailed architectural drawings have been
prepared, funding may not have been acquired, and no coantract schedule
has been developed.

We agree with staff that a matter that is so uncertain
should not be included in the test year. We are also unable to
reconcile CalAm's position with its sudbstantial showing regarding
growth constraints iz i{ts service territory.

K. 198% Main Replacement

CalAm proposes to increase its 198% main replacement budget
by $354,0db. CalAm has had an accelerated main replacenent program
underway since 1979, following a comprehensive survey in 1977 and 1978
of the approximately 100 miles of aged two-inch mains throughout
CalAm's system that are leaky and provide inadequate fire flows.
CalAn's witness explained that the utility dudgeted $578,000 for main
replacemeats in 1982, bdut that amount was reduced to $210,000 by the
Board of Directors. The reduction was the result of the cash flow
impact of not having earnings on the entire lower Carmel Valley
project in early 1982. The unexpended balance from the 1982 dudget
vas deferred and added to the 198% vudget. :

Staff stated that it recommends against including this
amount in rate base because it doudts that CalAm will be able to
accelerate its main replacement construction enough to accomplish this
project iz addition to the other construction planned for 1983%.
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CalAm responds that it uses outside contractors for this
project, 8o that it will have no difficulty expending the $874,900
budgeted for 1983. CalAm points out that in prior years its main
replacement expenditures very ¢losely approximated its budget.

We are satisfied that CalAm is reasonably allowed to proceed
with its 1983 main replacement schedule. Staff's concern about
CalAm’s adbility to undertake the project is apparently unfounded.

This kind of maintenance is important in providing dasic serviece and
should not be unnecessarily delayed.
L. Advances for Construction

CalAn proposes a figure of $200,000 Per year for the test
years. Staff estimates $220,000 for both years. The difference is
the result of different estimating techniques.

Staff used a S-year average of advances received by CalAn.
The 5-year period was chosen because dramatic fluctuations in advances
in recent years made trending the date inappropriate. Staff states
that its forecast of advances is consistent with its forecast of new

services.

CalAn argues that staff's method is flawed because it
includes 1979, which was an aderration. CalAm points out that none of

the other 4 years even approaches CalAm's estimate. CalAm further
contends that there is no factual basis to support staff's

recommendation in the face of CalAm's knowledge of anticipated growth.

Ve adopt CalAm's estimate. We agree that the 1979 data skew
the averaging result. Also, each party connects its estimate to its
owa estimate of new services. Since we adopted CalAm's estimate of
new services, we also adopt 1ts estimate for advances.
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M. Plant Retirements
CalAn proposes retirements of $1%6,800 in 1983 and $105,500
for 1984. Staff estimates retirements of $170,000 for each year.

Again, staff used a S-year average, while CalAm claims its estimates
are based on a very detailed iten-by-iten analysis.

Staff contends that fluctuations in the dats moke a trending
analysis inappropriate. The staff witness noted that CalAm appears to
be using the same method of projecting retirements that it used in
past cases, resulting in estimates less than 40% of sctual
retirements. During the last 4 years plant retirements have never
dropped as low as CalAm's estimates for ths test year.

We think that in this instance staff makes a telling point.
CalAm has filed to explain why such a low level of retirements is
anticipated, or why the Commission should rely on 2 method that has

apparently missed so dadly in the past. Therefore we adopt the staf?
estinmate.

N. Contingeney Punds

There is some confusion in the record regarding an allowance
of $31,000 as a general contingency fund. Apparently CalAm revised
its capital comstruction budget during the proceeding, and the revised
version did not include a line item ladeled general contingency as had
previous dudgets. Staff understood this omissien to indicate that
Calim had included contingency funds elsewhere in its budget so that
to include 1t again would allow doudle counting of the funds.

CalAn explained that the omission was inadvertent, occurring
because of a change in the form. CalAm claims that the contingency
has historically existed and is still required to cover unexpected
emergencies that are not covered by the invesiment budget, such as a
pump or well that must be replaced unexpectedly. Without the
contingency fund some scheduled project would have to be deferred to
make funds availadle to cover such an unscheduled replacenent.

- 32 -
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We agree that a contingency fund is reasonadle. We are
satisfied that CalAm has explained the budget item omission and adopt
its method of caleculation.

0. Deferred Debits

CalAn end staff disagree over the appropriate treatment of
three items of unamortized expenses: rate case expenses, deferred
maintenance on tanks, and start-up costs associated with the new
computerized billing systenm. CalAnm seeks to include the unamortized
balance of each of these projects in rate base as part of the working
cash allowance. The amount that staff proposes to disallow is
$211,100.

The parties agree that this is a policy question for tae
Commission. CalAm argues that its position follows the‘policy applied
in CalAn's last general rate case (D.9326%, July 7, 1981, in its
Coronado District). Using computerized billing as an example, CalAm
argues that staff's approach creates a disincentive that can only work
to the detriment of utility ratepayers by not allowing the utility to
recoup the start-up costs associated with money-saving iznovations.
CalAm claims that all of the decisions relied on by staff involve
expenses In connection with abandonment projects. CalAm points out
that if staff's position prevails, CalAm's working cash allowances in
the test years will be less than allowed in 1981.

Staff cites the cases of Southern California Gas Company
(1980) 4 CPUC 24 725 and Del Este Water Company, D.82-09-061
(September 22, 1982) in support of its position. In the former case
the Commission did not allow the utility to put into rate base the
unamortized portion of the expenses associated with an abandoned coal

-3%3 -




A.82-02-47 ALJ/rr/vdl

gasification project for which the Commission did allow the recovery
of experses. In the latter case the utility sought to have the
unamortized portion of its regulatery commission expenses in rate
base. In denying this request we stated:

"The fact of this entire proceeding working
to the denefit of applicant argues for the
traditional approach of recognizing only
the actual rate case cost in the rate
level without inclusion in rate base."
(D.82-09-061 at 18 (Mimeo).)

Staff argues that CalAm has made no showing on why the facts regarding
regulatory commission expenses in its case differ from Del Este.

Staff admits that the treatment of these costs in the Coronado
decision does support CalAm's claim. However, ataff explains that
decision as the result of an oversight on the part of staff, not a change
in poliey by the Commission.

Staff also discounts CalAm's clainm regarding the disincentive
related to the implementation of computerized billing. Staff argues that
& utility always has an incentive 4o reduce costs to improve relations
with its customers. Staff further contends that CalAm will receive s
direct financial reward for instituting the new billing system for
quicker bill payments, only a portion of which is reflected 4in working
capital.

Staff rejects as misleading CalAm's claim that {t will receive
less working cash in 1983 under staff's proposal than it did in 1981 4in
the last general rate case. Staff points out that this comparison
completely ignores the agreed upon reduction in needed working cash
resulting from the reduced revenue lag associsted with the computerized

billing system, even though this deficiency was pointed out by the
presiding administrative law judge.

- 34 -
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We are persuaded that staff has aptly applied appropriate
precedents and has correctly stated Commission policy. The point of this

policy is that it leaves the utility some incentive to control these
costs. .

P. Rate of Return

CalAm proposes a rate of return on rate base of 12.99% for 1987
and 13.15% for 1984, based on a 16% return on common equity. Staff
recommends that CalAm de authorized a return on rate base in the range of
12.08 to 12.3%3% for 198%, increased by 25 basis points in 1984 and by 5
basis points in 1985 to offset the impact of financiallattrition- The
staff range is based on & range of returas on equity of 14.75 to 15.25%.
The decision in this proceeding will directly affect 4 other pending
CalAm applications.

CalAm states that it believes that its 16% recommended return
on equity is low; 1f it were today filing this application it would seek
2 higher return that would be fully Justified in today's economy.
However, CalAm states that it is aware of recent Commission decisions on
This sudbject and limited its argument in its brief to urge that the
Commission adopt a return no lower than the high end of the staff's
proposed range. CalAm offers the following reasons for such a result:

1. CalAm's Exhibit 27 demonstrates that
there is more than one very rational way
to analyze this complex subject.

2. Staff's own Exhibit 29 demonstrates
beyond peradventure that CalAnm's earnings
and returns, while improving, remain at
the bottom of the heap when contrasted
with comparable utilities. For example,
CalAn'searnings rates on both average
total capital and on average
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common equity, as well as its times
interest coverage, are all well delow
even the low average of other California
Class A water utilities and of regional
water utilities. Similarly, CalAnm's
return on its net average plant
investment is materially below the

average for other Califoraia Class A
water utilities.

CalAm's dismal earnings record is a2 long-
standing one. All agree that CalAm's
recent enormous iavestments in new plant
are appropriate and that 1ts overall
operations are excellent. While this
Commission will not allow CalAm to make
up for poor returns in the past, it can
to some degree rectify CalAm's history of
low allowed returns and equally poor
historical earnings by now adopting the
high side of staff's rate of return
recommendations.

Finally, and related to the last point,
i3the undeniable fact CalAm has forever
lost the significant income to which i<t

was plainly entitled on the $2,680,000
investment in new wells and treatment
plant in the lower Carmel Valley. That
plant has been in service since March 31,
1982 but that $2,680,000 did not earn one
cent of revenue until September 8, 1982
with the issuance of D.82-09-020 (9/8/82)
in this proceeding. The Commission's
refusal to allow the entire $5,0%7,285
into rate base by advice letter, as it
had originally ordered (D.922413, has
directly and significantly depressed
CalAm's 1982 earnings.

The steff witness testified that her recommendation was
based on an analysis of forecasted market conditions and a
consideration of business and financial risks associated with CalAm
relative to other Californis and regional water utilities. She noted
the high average equity ratio of the company compared to other water
utilities which represents reduced risk associated with stock in the
company compared with other water utilities.
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The staff witness further testified regarding relative
risk. She stated that there is far lese risk to the shareholder of a
water utility than an eleetric utility and therefore the risk premium
should be substantially less. The lesser risk with a vater utility

8tock is the result of several ¢haracteristics of waoter utilities,
gpecifically:

1. Water utilities are not as capital
intensive as electric utilities.
Construction programs are much smaller
and are financed to a greater degree
by advances for construction and
contridutions in aid of comstruction
rather than by new dedt issuances.

Water utilities do not have to
capitalize iaterest on construction
projects (AFUDC). Although CalAnm
chooses to capitalize such interest,
it need not do so dut could include
gsuch interest in rate base resulting
in a better quality of earnings and
better cash flow than is the case in a
typical electric utility.

Water utilities can receive offset
increases in rates for changes in
costs associated with purchased power
at the time new electric rates come
into effect. Electric utilities in
contrast face a lag between the time
fuel cost increases are experienced
and offsetting rates authorized.

Water companies are not faced to the
samedegree with risks such as changes
in fuel costs, changes in source of
supply, unreliability of nuclear
generation, or competition as are
other utilities. Accordingly, staff
concludes that an appropriate risk
preniun for CalAm for its common
equity is 100 basis points over the
company ‘s long-term dedt or 300 basis
points over the average yield of long-
term government bonds.
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Staff also offered its own recommendations regarding the
cost of new dedt and the capital structure. Staff's analysis
indicates that according to its latest capital budget, CalAm plaas to
obtain $1.3 million of interim financing in 1982, $4.6 million of
interip financing in 1983, $6.8 million of long-term financing in
1984, and $1.1 million of interim Tinancing in 1985. CalAm is adle <o
obtain its short-tern financing at the prime lending rate plus 0.50%.
Staff estimates the company's cost in obtaining new interim financing
a8 14.00% in 1982, 15.75% in 1983, and 14.00% in 1985. Staff
forecasts that the company will be abdble to issue bonds in 1984 at
14%. CalAm assumes that all its new debt financing will cost 15%.

Staff's forecasts of CalAm's new debt costs are based on a
review of recent trends in interest rates and forecasts of interest
rates pudblished by Data Resources, Inc. During the period detween the
first hearings in July when Exhidit 29 was presented and the second
hearing in September, the staff witness revised her estimates of
financing costs during the test years based upon more recent trends
and forecasts of interest rates. CalAm's forecasts appear to be dasged
on financial information that is at least ten months older.

While we recognize the analytical content of the showings dy the
parties, there are several considerations that lead us to conclude
that even the staff range is inappropriately high in this instance.
Instead we find that o return on equity of 14.5% is reasonable.

Our decision is based largely on a comparison of returns
suthorized other water utilities receatly. These recent decisions
include the following:

1. Santa Clarita Water Company wes

granted 13.50% return on equity in
August (D.82-08-019).




CP? National Corporation was granted

15.00% on equity in September for
its Susanville District

(D.82-09-022).

San Gabriel Valley Water Company was
granted 14.75% on equity in
September for its Fontena division
(D.82-09-069).

Del Este Water Company was granted

14.00% on equity in September
(D.82-09-061).

Azusa Valley Water Company was
ranted 14.2?% on equity in November
D.82-11=018).

California Water Service was granted
14.5% on equity in November for its
East Los Angeles district

We find these directly comparadle results compelling, since we f£ind
useful the concept that rates of return should be consistent, all
other things being equal.

In this case we have discounted the risk analysis and
recorded earnings testimony because of the error admitted by CalAm
regarding its failure to accurately account for purchased power
costs. An error of that magnitude odbviously impacted recorded
earnings and contridbuted to past attrition. Since the error was not
discovered until after subnission, the rate of return evidence
proceeds from a false premise to the extent it relies on those data.

Staff's cost of dedt evidence is much more current then

CalAm's. Given the passage of time and changes in the cost of dedt,
we find staff's showing more reliabdle.
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Based on the foregoing, the adopted rate of return is

derived as follows:

. - Capital

1983 Ratios
Long-Term Debt 51.50%
Common Equity 48.50
100.00%

1984
Long-Tern Debdt 51.50%
Common Equity 48.50
100.00%
1985

Tong-Term Debt 51.50%
Common Equity 48.50
100.00%

Q. Rate Design

Cost

Factors

9.58
14.50

10.05
14.50

10.15
14.50

Weighted .
Costs .

4.9%

103,
11.96% Rate of Return

5.18

7-0 .5-
12.21% Rate of Retura

5.23

7.05
12.26% Rate of Return

CalAn proposes that the rate design be based on the
principle that revenues from service charges should cover two-thirds
of the fixed costs of operation, with the remainder of the &ross,

revenues being collected through commodity rates.

That method is

.degcribed as consistent with a presentation made to the Commission by

the California Water Association.
Staf? recommends that the rate increase should be allocated

‘between gervice charges and commodity rates in a manner such that the

gross revenues derived from each category are increased in equal

ﬁroportiona. The staff recommendation is based on the policy of

. Creating Iincentives for water conservation.

- 40 -

- i
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CalAm states that it disagrees that the staff method acts as
an incentive for conservation.

We do consider conservation to be a major rate design
consideration and we agree with staff that a greater proportion of the
increase on the commodity rates provides a meaningful reward for
conserving. The staff's method is the same method adopted in the
interim decision. We see no reason to change, and adopt the staff
method again.

V. Pindings and Conclusions

FPindings of Facts

1. CalAn's service is good; its conservation progrenm ig
adequate.

2. CalAm's estimates of numbers of customer services better

reflect conditions in Calim's service territory.

7. Staff's estimates of use per customer are based on more

reliable data.

4. Vater supply costs are reagonably calculated besed on an
allocation of 55% surface supply based on recent data and the
incentive to CalAm to maximize surface water production.

5. The wage escalation factors contained in the contract

between CalAm and UWUA were reasonsble at the time the contract was
signed.

6. CalAn's formuls for nonunion employees is reasonadle.

T. CalAm needs an additional meter reader in order to inplement
its Itron billing systenm.

8. CalAm needs an additional lad technicisn in order to allow a
vater treatment operator to retura to the field.
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S. CalAm has not shown that the Mt. Devon tank can be repaired.

10. The remaining wooden gates at the San Clemente dem should
not be replaced until the status of a proposed new dam is clarified.

11. The status of the 0ld Capital Tract is uncertain.

12. CalAn is able to undertake its dudgeted main replacement
progran.

13. CalAn's estimate of advances is dased on reliadle data and
is resonably related to its estimates of growth in customer services.

14. Staff's estimate of retirements is reasonable.

15. A contingency fund is reasonably included in test year
results of operations.

16. Staf?'s treatment of deferred debits reflects Commission
policy.

17. An adopted rate of return of 11.96% for 1983 and 12.21% for
1984, based on an authorized retura on equity of 14.50%, is reasonadle.

18. Staff's estinates of cost of debt and capital structure are
reasonable.

19. The rate design proposed by staff is more likely to promote
conservation.

20. Based on adopted rates, operational attrition is 0.52% and
financial attrition is 0.02% for 1985.

21. The adopted estimates of operating revenues, operating
expenges, rate base, and rate of return for test years 1983 and 1934
are reasonable.

22. The increases in rates and charges authorized for the year
1987 in Appendix A are just and reasonable; and the present rates and
charges insofar as they differ from those prescrided are for the
future unjust and unreasonable.
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23. Increases in rates authorized Lfor 1984 and 1985 in

Appendixes B and C are required to offset attrition in earnings and
are reasonable.

Conclusions of Law

1. Revenue increases of $1,487,000 (18.00%) in 198% and
$387,100 (3.94%) are reamsonable based upon adopted results of
operations. A further increase of $222,500 (2.18%) in 1985 is
reasorable based on operational attrition of 0.44%.

2. The application should de granted to the extent provided by
the following order. '

5. Because of the need for additional revenue and in order to
allow the rate change to coincide with the start of the test year, the
order should be effective today.

PINAL ORDER

II IS ORDERED that:

1. California-American Water Company (CalAm) is authorized to
file the revised schedules attached to this order as Appendix A and to

concurrently cancel its present schedules for such service. This
filing shall comply with General Order (GO) Series 96. The effective
date of the revised schedules shall be the date of £iling or

January 1, 1983, whichever is later. The revised schedules shall
apply only <o service rendered on and after their effective date.

2. On or after November 15, 1983, CalAm is authorized to file
an advice letter, with appropriate workpapers, requesting the step
raete increases attached to this order as Appendix B or to file a
lesser increase which includes a uniform cents per hundred cudic feet
of water adjustment from Appendix B in the event that the Monterey
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District rate of return on rate bage, adjusted to reflect the rates
then in effect and normal ratemaking adjustments for the 12 monthse
eading September 30, 1983, exceeds the lower of (a) the rate of return
found ressonadle by the Commission for CalAnm during the corresponding
period in the then most recent rate decision, or (b) 11.96%. Such
filing shall comply with GO 96-A. The requested step rates shall de

reviewed by staff and shall go into effect upon staff's determination
that they conform with this order. But staff shall inform the

Commission if it finds that the proposed step rates are not in accord
with this decision, and the Commission nmay then modify the increase.
The effective date of the revised schedule shall be zo earlier than
January 1, 1984, or 30 days after the £iling of the step rates,
whichever 1s later.

5. On or after Novemder 15, 1984, CalAm is authorized to file
an advice letter, with 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 hundred cubic feet
of water adjustment from Appendix B in the event that the Monterey
Digtrict rate of return on rate base, adjusted to reflect the rates
then in effect and formel ratemaking adjustments for the 12 months
ending September 30, 1984, exceeds the lower of (a) the rate of return
found ressonable by the Commission for CalAm during the corresponding
reriod in the then most recent rate decision, or (b) 12.21%. Such
Tiling shall comply with GO 96-A. The requested step rates shall bYe
reviewed by staff and shall go into effect upon stalf's determination
that they conform with this order. But siaff shall inform the
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Commisgsion 4£ it finds thav the proposed step rates are not in accord
with this decision, and the Commission may then modify the increase
The effective date of the revised schedule shall be no earlier than
January 1, 1985, or %0 days after the filing of the step rates,
whichever is later.

4. Before January 31, 198%, CalAm shall send
Appendix D to its Monterey Dis ¢t customers.

Thiz order ic offoctlvc today.
Dated DEC 50 1982 , at San Pranecisco,

California.

RICHARD D. GRAVELLE

LEONARD M, GRIMES, IR,
VICTOR CALvOo
Comrissioners
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‘ APPINDIL A
rage 1

SCHEDULY No. MO=L

HAONTEREY, PeNINSULS TARLER ARLA

CUNERAL ¥EVERED SERVICE

APPLICARTILITY
Applicable 1o all water furnizhed on a metered basis.

TERXITORY

tonterny, Pacilic Jrove, Carmel=by-the~Seca, Del Rey Oaks, Sand City, and a
rtion of Seaside, and vicinity, Monterey County.

RATES
Per Mcter Per Month
lst 204,
Cravity Slevation Elevation
_done _ . Zone Zone
Service Charse:
For 5/8 x 3/L-inch ME4Cr seee.. & 4.80 ¢ 5.10 § 5.35
For 3/L=inch mELer seese.  6.80 7.40 7.90
For l-inch me4er seee.. 9.90 11.10 1.70
For 1-1/2~inch meter +vsew.  16.80 17.90 18.50
For R=5inch Mmeter ev.... 28.50 . 30.50 23.00
For 3-inch meter s..... 5L.00 55.00 SO0
For L=inCh Meter sneess  76.00 £3.00 9000
For b=inch meter ...... 119.00 137.00 155.00
Tor g-ineh metor v..... 189.00 212.C0 236-90:jﬂ9

§
)
¥

.
Quontity Zates:

For thc first 200 cu. f4., per

100 cue £t vevvesvecnsenenas & 0.8L9 S 0.967
For all over 200 cu. £%., por
JOO €Ue £he weererinnnsnnenas L.154 1.272

The Service Charpe is a readincss=to-serve charge which is apPli°3b
a1l metered service and 40 which is 4o be added the menthly chargc
computed at the Quantity Rates.

SPECIAL CONDITION

The boundardes of the threc zones in which the above rates apply are’ as
set forth in the Preliminary Statement and delineated on the Taxiff Se“vice
Area Maps filed as part of these tariff schedules. i

IR T T T .
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SCHEULLE Ne. MOl
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frm e amm g SRCXT AN P TE LY VATYN T LA
ey Duv ISV A TABIEN_ABDS

PAIVATE PIRZ PROTECTION SZRVICT

APPLICABILITY

applicable to all water service furniched for privately owned fire
proteciion sysuems.
TER2ITORY
The incorporated ¢itics ‘ 'y Pacific Crove, Carmel~by~the=Sea,
L Rey Oaks, and 2 portion of Scasi and certain unincorporated arcas in
the Jounty of Fomterey, all as h on Service Area Maps on file with
the Califormia Public Utilitices iosd

RATIS PER MONTL
Tor ecach L-=inch connceiion c1l.ee
For cach H=inch conncction £23.50
Jor cach &~inch comncetlion $35.L0

The rates for orivate fire scrvice are baced upon the size of the zervice
and no additionsl charges will be made for fire hydrants, sprinklers, hose
comnections or standpipe commected to and supplied by such private fire service.

SPECIAL CONDITIONS

1. The fire protection service and conncetion shall be installed by the
utility or under the utility's dircction. Cost of the entire fire protectien
installation exeluding +he connection at the main shall be paid for by the
applicant. OSuch payment chall not be zubject o refunc.

2. "he installation housing the detcetor type check valve and meter and
appurtenonces thereto shall be in 2 location mutually agreeable €0 the appldcant
and +he utility. Normally such installation shall be located -on the premises
of applicant, adjaceat to the property linc. The expenze of maintaining the Lire
protection faeilities on the applicaat’'s premises (including the vault, meter,
detechor tyve check valves, backflow devise and appuricnances)shall be pald
for by the applicant.




A.82-02-47 /ALI/St

) -
N 3
‘
~ -~
v E

CAMorprere 1 e ’ or
-JULL::- ‘uul'-l :n G ;"AO—L'.H

NN OB y
MOL PEININSULA TARIFS ART
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PRIVATE FIRT HYDRANT SIRVICE

APPLICARILITY

Applicable to all water service furnished for private firc hydrant service.
TERRITORY

The incorporated cities of lontercy, Pacific Crove, Carmel-by-the-Sca,
Del Rey O2ks, and a portion of Seaside; and certain unincorporated areas in
+he county of Monaterey, all as set forth on Scrvice Arca Mapz on file with tho
California Public Utildties Commission.

PER VONTE
Private Firc Hydrant Zervice Installec at Cost of Applicant:
For cach Fire lydrant Installed

SPZCIAL CCNDITIONS

1. The firc protechtion servicc and conneetion shall be installed by the
utility or under the utility's cdirection. Cost of the entire fire protection
installation excluding the comnection 2% the main shall be paid for by the
applicant. Such payment shall not be sudbjeet 2o zpefund.

2. The installation housing the detector type checik valve and meter and
appurtenances theretd shall be in a location mutually agrecable 4o the applicant
and the utilivty. Normally such installation shall be locsted on the premises
of applicant, adjacent to the property line. The expense of maintaininmg the
Lire protection facilities on the applicant's promises (including the vault,
meter, deteetor type check valves, backllow devise and appurtsnances) shall be
paid for by the applicant.

3. ALl facilities paid for by the applicant shall be the sole property
of the applicant. The utility and its duly authorized agents shall have the
right to ingress to and cgress from the premises for all purposes relating to
sald facilivies.

L. The minimum diameter will be 6 inches, and the maxdmum diameter will
Be the diameter of the main to which the service ic connected.

-
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APPINDIL A
rore 4

SCIiZDULE o, MO=7

I"l u&u‘w- ?L::IN’S J LA TA. Ik‘ p"'.b 4

STRIIT SPRINKLING SERVICE

APPLICASILITY

appliceble 1o water service furnished to mundcipalities on & metered
vasis for sircet sprinkling.

TERRITORY
The incorporated citics of Monterey, Pacific Crove, Carmel-by=-the-Sea,
Del 2ev Qaks, and a portion of Seaside, and vicinity, Monterey County.

aAm
?u\.u

Per Month
all 'N:‘btlcr uscd’ pcr lOO c.bll :tl ® 8" 800 b9 ¢SSP SsBPEBETESIEE Sllo97

{Znd of Appendix A)
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Page L

Jarmary L, 1984 by filing rate schedules which add the appropriate increaze to

- ’ Ioeh ol the following inercases in rates moy be put into effect on or after
- the rate effective on that date.

SCEEDULE No. MOl

Per Meter Per Month
- lst <nd
Cravity Elevation
Zone Zone

Service Charge:

Por 5/8 x 3/L~inch MeteT ......
for 3/L=inch meter ......
For l=inch meter cevae.
For 1~1/2=inch MmELCT veenen
for 2-inch MELEr eceeeee
For J~inch metor veees.
Tor L=inch meter .one..
For Gminch meter .e.ve.
For Smineh meter ceere.

£
v .

L

a)\h\ONt“OOOO
888883688

Quantivy Rates:

for the first 300 cu. £t., per
200 cte {0 eeevnencnteinnenes $0.033 5 v 0.044
for all over 300 cu. ft., per
100 v Tte ceeiveccnnninnenns 0.045 0.056

SCHEDULE No. MO~L

PER MONTH
for ecach 4—=inch connection $0.50

Tor cach b=inch connection $0.90
Tor sach S~inch conmneetion 3140

SCHEDULE No. MO=LH

T2 A AN

RATES PER MONTH

Private Fire Hydrant Service Installed at Cozt of Applicant:
Jor cach fre Hydrant Installed 30.20

SCIEDULE No. ¥O-7

ATE PER MONTH

FO:‘ O:Ll Watcr uSCd, per lm Cu. ft. (A A AR NEENNEENERERNNE XY EEWEE N ,so.ohs
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Zach of the following incrcases in rates may be put into effect on or after
caavary 1, 1985 by {iling rate schedules which add the appropriate increase
20 the rate cffcctive on that date.

SCHEDULE No. ¥O-1

Per Meter Per Month

m .
Elevation

Zone

Service Charge:

Tor 5/8 x 3/L=inch DCLOr eesres..
For 3/L=inch MCLET wunmeees
Tor L=inich Meter sevecees
Sor 1~)/2=3nCh DELer vrennaes
For 2~inch meter canas
Tor Jeinch MCter cevenacn
For ~inch Meter tevevees
Sox H=inch meter .eveeaes

-y »
Tor E~inth Meer vevevnen

8

FunHooo0d8
8883835885
VENFHOOO

83888538k

¥ »
nantity Jates:

Yor the first 300 cu. £t., per

lw C‘.l- ft- PP PLPLENOIROCITIRIPIPESTRES 50.020 3 500025
Ffor all over 300 cu. ft., per

200 e Lo veecvernncsncannens 0.027 0.032

SCHEDULE No, HCe=l

2ATIS PIR MONTH
ror cach L~inch comncetion 0.30
Per cach S=ineh conmection " S 050
For ecachk E«inch connection 0.80

-

SCHISULE No.

PEPR, MONTH

Privave Fire Hydrant Service Installed at Cost of Applicant:
For ecachk Fire Hydwant Installed S Q.10

PER _MONTH

For all water used, Per 100 Cle e vevevecrcrocvnronccnsnas S 0.025

(End of Appendix B)




A.82-02-47 /ALJ/3t ATPENDIY C

Poage 1

ADOPTED CUANTITIES

Name of Company: California Americen Water Company
Jistrict: Montercy
l. lNet~to-(ross Multiplier: 2.0598
Federal Tax Rate: LG
State Tax Rate: 9.6%
local Franchise Tax Rate: 0.292%
Uneollectibles Rate: 0;260;3

Cifset Items Test Years
1982

furchased Power
A. HUn/KCef - Boosters 649.1
Viells 1285.5
Surface 283.0

2. Authorized Productions (XCef)
Eoosters Z-] 10,075.9

Hells 2,105.6

. Surface 3,795.7

Ratlo of “otal booster water
total produced (recorded £/31/81) 1.6
(3126.0 + 3820.7) x 1.46 = 1984

Hilhws

ZSoosters 6,583,302
hella 59894,073

Surface 1,081,22
Total Xwh 3y 2023

Present S;/K::h -tpcea (9/82) 30.075%53
005%ers . )
Wells 0.07321% Kk
Surface 0.071519/fwh

Expense w/o adjustment for savings
Boosters 492,436 S L95,677
Wells L28,695 431,51

Surface 76,821 —ee 02330
Total 599 y955 '17001*75%

Purchased Power w/o 2dj. for savings
Total $997,955 31,004,518

Power Savings due 40 repair of
wells + boocters . (37,500) (55,100)

Total Purch. Power Authorized $960,500 949,400




,
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Qffset Items (Cont'd)

I. Xwh (Totel)
J. Average Cost/Kwh

7. Ad Valorem Taxes
Iffective Tox Rate

<«

« umber of Services:

Page 2

Test Years
1987 198L
13,470,059 13,552,633
$0.071306 $0.070022
$ 248,800 $ 265,800
1.03e28% 1.03828%

:No. of Services

sUsage-XCef H Avg.Usage—Ccf(Yr. H

1983 : 19€.

: 1983 : 1984 : 1983 : 1984 :

Residential=Netered 26,189

dusiness-Normal, 4,580
Susiness~large 66
501L Courses L
Iodustrdial g
Public Auth.=Normal 381
Public Auth.-lLarge .5

Subtotal 31,253

Private Fire Protection 288
Total 317 51-1
water Loss at 7.92%

Total Yater
mroduced

Surface Suppl&'@ 55%
Pamped Water C A5k

26,338 2985.5

Ly650
66
L

g

38l
15
21,472
313

31,785

716.8
365.5
hk.0
166.0
L59.7
625L.7

54646

6901.2

3795.7
3205.6

2002.5  114.0 114.0
1641.9 353.1 35342
716.8 10,860.0  10,860.0
365.5 26,207.1  26,107.1

.0 5,500.0  5,500.0
166.0  135.8 L35.8
L59.7 30,647.0  30,647.0
6396.4

550.3

69467

3820.7
3126.0
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Page
ADOPTED SERVICE BY METER SITS

Aconted Service by Meter Size

1983 1984 .
L3t ad L Alst 2d  :
Metes Size Gran. Ly Slevation Elevation : Cravity Llevation Elevotion:

5/8" % 3/4 17531 U2, 123 17655 TLTL 8L,
3/L" 1 - - 1 -
1 1966 1984 967
11/2" L73 476 177
2" 308
3 30
L 22
b 18
g 12
plell - -
Total 20361 8674

W
w
»

gl' »wow FR

1C. Metercd Water Sales Used +o Desimm Ra*os

Usage = Cef

1983 1984
lst m . lst Zld. H
Jange=Cel Grav:.ty Elevation ZHlevation - Cravity Rlevation E...evation-

Block ;. o-g ) 6712., gsz’g N igg 2.1‘21’; 2:;2 y776 679,&22 309,280 73,178
Loex -> 3,%27,9 1,1@,228 276 276,774
.ota. Usage 4,57 3,532 L,429,8L) 3 ,BAS Ty354 1,439,208 349,954




.82-02-47 /ALJ/jt APPENDIY, C

Page 4
ADCRTED TAX CALCULATIONS
19e3 1o2L

CCET FIT CCET FIT
(Dollars in Thousands)

. -
A .
’ 8
~

A
AN

Cperations Revenucs S9TLT.2  $9TL7.2  $10203.7  $1.0203.7
Gi Lxpenses L609.7 Lk09.T L927.0 L927.0
Taxes Other than Income 261.8 36L.8 289.6 389.6

3 .0 216.6 .0 187.7
Subtotal LIS TBIsg.L 5316.8 5504:3

Ceductions from Taxable Income

Tex Depreciation . 1042.6 922.6 2.23.3 973.%
AFUDC 04.1 104.2 g5.5 85.5
Capitelized Overheads 48.0 LE.0 S5L.6 5L.6
Interest Sxpense 1320.7 1320.7 1654L.1 " L6541

2 2
- -

Jebt Expense L L.3 L.3 A
Subtotal Deductions 2509.7 T2399.7 2931.8 27"’71.2

$4

. ) ’ ]
ESon O VAL D

Net Taxable Inmcome for COFT 2256.0 1955.3
CCRT 216.6 187.7
Total CCAT 288 87T

Jdet Taxable Imcome for FIT
Federal Income Tax
Investment Tax Credit

Fed Income Tax Before Adj.
Craduated Tex Adjustment
Total FIT

(EZnd of Appendix C)
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APPEZNDIX D

$297,200 of the recent rate increase granted 1o
Caldfornla-American Water Company in its Montcrey
District was made necessary by changes in tax laws
proposed by the President and passed by Congross
in 1981. This was the Iconomic Recovery Tox Act
of 196L. Among its provisions was a recuirement
that utility ratepaycrs be charged for certain
corporate taxes even though the utdility does not
have to pay them. This results from the way
utilities moy treat tax sovings from depreciation
on their plant and equipment. The savings can no
longer be credited o the ratepayer, but must be
left with the company and its sharcholders.

For a more detadled explanation of this tox
change, sead o stamped self-adressed envelope +o:

Consumer Affairs Branch
Public Utilitdes Commission
350 McAllister Streect
San Pranciseo, CA SL102

(Ind of Appendix D)




