
.,' 

A!..'!-COM-VC 

'APR 2 0 19°~ Decision 53 04 GoS Oil 

In the Matter of the Applieation ) 
of the SOUTEE~ CALIFORNIA WA'::::R ) 
COHPJal..'"Y for an order authorizing) 
it to inerease water rates for ) 
wa ter service in its Los Osos ) 
Distriet. ) 
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Applieation 32-08-22 
(Filed August 10, 1982) 

O'Melveny & Myers, ~ Guido R. P.e~ry. J~., 
Attorney at Law, for applic~~t. 

Javier Plasencia, Attorney at Law, and. ;.,to," 

Mehdi Rac~ur, for the Co~ission staff. 

OP!~!O~ 
~--- .... ~-

Applicant Southern Cali=o~ia Water Cocpany seeks 
aut~ority to increase rates for water service in its Los Osos 
District. The rate increases propose<! ~ applicant are in 
steps designed to increase annual revenues i~ test year 1983 
by $308,000, or 94.68%, over the revenues produced ~ rates 

in effect on ~e l, 1982; ~ test yea: 1984 by $82,500, or 
12.96%, over revenues £roe rates proposed for 1983; ~~d i~ 
test year l~SS by $49,800, or 6.92%, over revenues :=0: rates 
proposed 'for 1984. 

The hearing in this mat-:er was preeec1ee by an in!'o=a.! 
p'.1blic t:eetinq held during ~e eve:li:lg' on Sept~r 2:', 1982 
in Los Osos. ~e meeting' was sponsored :oy applica.."'1": a.~d ~~e 

Commission staff to provide eustocers ~~ opportunity to express 
their views an~ to ~ive applicant an o~rtunity to ~lai~ 
or respond i:>. an i:lfor:al setti.~q. Twe:'ve e~tome:s attendee 
t.,'le ::neeti:'lC;. 
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After due notice, public hearinq was held in this 
matter before Administrative Law Judge Main on a consolidated 
record with Application (A.) 82-08-26 (Simi Valley District) 
in Los Angeles on December 13., 14., and lS. 1982. A.82-0S-26 
will be decidec1 in a separate order. This proceeding was 
sUbmittea upon the filing 0: concurrent briefs due on or before 
January 18, 1983. 
Gene:al Information 

Applicant owns ~~d operates water systems in 18 districts 
and an electric syst~ in Big Bear Lake, Ca1ifor:ia. Each dis
trict is a separate unit for operational, accounting., and 
ratemakinq p~ses. The districts are grouped into five' 
divisions. The heaequarters and qe~eral o::ice are located. 1."l 
Los Angeles. Customers' bills for all eistricts are prepared 
at the Los Angeles general office. OVerall functions such as 
accountinc;, . enqineerinq, data processi~g, and purchasing are 

als~ centralized there. • 

As of December 31, 1981., statewide app1ica:lt was se=vinc; 
236.,137 customers and had 375 employees and an investment in 
utility plant 0: $156,416,000. Gross operating revenue for the 
12-month period ended December 3l, 1981 was $42,804,600. Appli
cant's approximately 2,000,000 shares of common s~oc~ a:e o~ed 
by more than 5.,000 individual and institutional sha:eholeers. 
Its preferred stock (l98,000 sha:es i~ four se:ies) is ~ele by 

institutional investors. 

....z-
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Los Osos Dis~riet 
The los 050S District. which is located in the unincor

porated territory of San luis Obispo County. is comprised of 
three water systems: the Los Osos system. the Rolling Hills 
system, and the Country Club sys~e~. !he area is mostly 
residential. Of the 2.289 customers served as of December 31. 
1981. 99.5% were in the commercial classification which con
sists of residential and business customers. !he water supply 
is ob~ained from 10 wells. As of December 31. 1981, there 
were 147,825 feet of distribution mains ranging in size up to 
14 inches in diame~er and eight s~eel tanks wi~h a total 
storage capacity of 964,000 gallons. The historical cost of 
utility pl~~t in service in the Los Osos District at December 31. 
1981 was $1,786,200. and the depreciation reserve was $343.500, 
yielding a net depreciated cost of $1.442,700. 
Present and Pro~osed Ra~es . 

Applic~~t provides water service in the Los Osos 
District under Schedule lO-l. General Metered Se~ice. In 
addition. service is rendered under compan~ce Schedules AA-4. 
Private Fire Protection Service; AA~5, Public Fire ?rotection 
Service; AA-9, Const=uction ane Tempora=r Service; and AA-10, 
Service to CQmpany Employees. 

A~?licant proposes to increase the rates for general 
metered service. A tabular co~arison of ?resen~ and authorized 
rates for general metered service is included in Ap?endix B to 
this decision. 

-3·· 
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Need For Ra~e Relief 
In its application, applicant s~a~ed ~ha~ i~s depressed 

earnings for ~his district are "mainly caused by increases in ~he 
costs of purchased power, labor, postage, pay=oll ~axes, income 
taxes, liabili~y insurance, depreciation. increased rate base and 
increased cost-of-capital since these costs were last considered 
by the Commission in setting rates." 
Rate of Return 

Applicant and staff agree on the types and amounts of 
senior securities to be issued in years 1983, 1984, and 1985, on 
the coupon rate or dividend level of those issues, and on the 
percentages of long-term debt and preferred stock in the capital 
structure. !bey also agree on the projected costs of total long
term deb~ and of ~otal preferred s~ock wi~h one exception. 
Applicant contends the cost projection on new issues sho~ld include 
an allowance of 25 to 50 basis points to cover the COSt of issuance, 
which is a cost that has not been allowed for by staff. 

While the cost of issuance is included in the computation 
of the embedded COSt 0: debt. we ~St keep in mind that the estimated 
interest COSts associated with new issues are at best only esti~tes. 
We would be re~iss to add a fur~her estimate to a cost that in itself 
is an estimate and therefore. we v.'"il1 adopt th.e estimated interest 
rates and dividend rates projec~ed by staff. 

Applicant and staff disagree on the rate of re~urn on 
comoon equity ~~th applicant advocating 17% and staff a 14.50-15.00% 
range. Applicant ane staff also disagree on tbe co~on equity ratio 
with applicant stressing that the ratio should not be allowec to 
fall below 37%. which was tbe level used by the Co~ission in 
setting rates in the ~ost recent proceeding invol~~ng applicant, anc 
staff deriving 36% based in part upon its esti:-.atc-s of additions :0 
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retained earnings. Applicant contends that it finds itself in a 
downward cycle: In one proceeding rates are set on an estimated 
equity ratio; earnings resulting from these rates, however, are 
insufficient to maintain that ratio so in the next proceeding 
staff assu=es a lower ratio. 

The pivotal issue, which is the return on common equity, 
will now be addressed. 

Applicant's Witness 
William V. Caveney, president and chief executive officer 

of applicant, appeared as its expert on the cost of money to 
applicant. He presented a study prepared under his direction 
entitled "Financial Statistics Years 1972 through 1981 Recorded and 
Cost of Money Years 1982 through 1985 Estimated ff (Exhibit 6) which 
reflects in its Table 9 a 17% rate of return on common equity at a 
common equity ratio 0: 37%. 

In reviewing the data co~piled in Exhibit 6, Caveney 
emphasized that sale of cocmon stock accounted for about half of 
the approxi~tely $10 million increase in applicant's cOmQon stock 
equity from 1979 to 1~8l. The ~jor sale of CO:Qon stock occurred 
in 1980 and was necessary because the restrictive covenants in 
applicant's first mortgage bond indenture prohibited the issuance 
of additional debt. The sale of co~on stock in 1980 could only 
be made at a discount :ro~ book value ~hich ~es~lted in a si~n~=ican: 
book value ~ilution to existing sharehole~rs and made necessary that 
almost 90% of applicant's earnings be paici out in order to maintain 
a reasonable dividend per share on the increased nucber of shares 
outstanding. 
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Throughou~ his testimony Caveney stressed that 
applicant must'receive a higher autho:ixed rate of return 
on its common equity than that proposed by sta~f so that 
applicant will be able to sc!l co~~on sh~res in the fut~re 
at prices that do not significantly dilute ~ook value and 
require an excessively high dividend pa~ent ratio. It is 
his opinion that in the futcre rather than sell co~~on stock 
at a siqnificant discount, applicant should reduce its co~
struction program. Should that occur, it could jeopardize 
service. 

Caveney also presented Exhibi~ 9 se~~ing for~h 
a Discounted Cash Flow (DCF) analysis. He testifiee that there 
are two schools 0: thought abou~ how growth expcct~tions are 
estim~tee for use in a DCF £o~u1a. One approach uses dividend 
growth; the other uses ~arnings growth. If dividend growth iz 
used~ his calculations indic~tee a cost of co~~on stock of 

16.4 to 16.9%. Ift'\.. ... ,.. '10.. '10..' ., ... 
..... lC 0 ..... ~er appro~c... • .. ~ngcs ~n .a:;e par .. on 

assumed gro~~h rate which itself res~s on ass~~ptions az to 
the ratio of ea.~ings retained and the rate of return to be 
earned on the ea=nings ret~ined. Cavency did no~ ealeul~te 
a DCF return usin9 earnings growth rate because he ~elicved 
~~at recent retention rates and historic returns on co~~on 

e~ity wer~ so low as to disto=~ c~lculatee averaqes ~o the 
point that ~ DCF calculation basee on earninqs growth ~as 
unfair. However, he est~~ated t~~t a DCF calculation based 
on earnings growth would yield a cost o! co~on stock ca~i~~! 
of 17 to 19% i~ the earnings qro~h ~actor were based on a 
reasonable retention rate and on a return on e~ity e~~a1 to 
the one included in its ~ost r~cent wate= rate decision of 
the Co~ission. . 

-6-
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It is Caveney'S view that prior to 1977 the authorized 
return on common equity for applicant was above or close to those 
authorized for the ~ajor enerqy utilities and that si=ce 1977, 
~~e Commission has authorized returns for applic~~t that have 
been well ~elow those for energy utilities. It is his position 
~~at an assess~ent of sooe of ~~e risk elements o! water ~tilities 
and energy utilities has been ~ro~qht ~efore the Co~ission ~!ore 
~ applie~nt and more recently by California i1~ter Service COQ?~~y, 
~u~ little specific response from eit~er the Co=:ission sta!£ in 
~~i~its or testi=ony or oy the Co==i~sion in its :ecision has 
oeen ~ade. He re~ests that the Co~ission treat the co~?a:ative 
risks of energy utilities and water utilities as a ~aterial issue 
in this proceeding. 

As part of his test~ony, Caveney presented a Report 
on Risk (~~ibit 7) in which the ris~ faced ~ enerqy utilities 
were co~pa:ee ~,d con~astee with ~~e risks faced by water 
utilities, especially applicant. Applicant's Report on Risk 
~,d Caveney's pertinent testi:ony may be s~==a-ized as :ollows: 

1. Reculato~J ?roeed~res A::ee~i~e Ris%. 
~a~er ~~i:ities a:e on a ~1:ee-yea: 
rate eycle while ener;y uti1ities a:e 
o~ a two-yea: eycle. ~s ~e~~s tha~ 
~~e errors i~~erent in the projec~io~ 
p:ocess 0: ra'te~i:'l; tl~st :oe lived • .... it~ 
£0: a 50% longer ~=iod ~ wa~c= ~til~~ies. 
This extenee~ rate perioe risk ~es ~ulti
district utilities especially vulnerable 
to chanqes in rates of retu-~ in t~e 
ea~ital markets anc ot:er u::oresee~ 
factors. 11oreover, 'the speci:ic :l".:lti
district rate-setting ?ractiees increase 
applicant's risk as.~otlpar~e to :ajor 
e-nerr:;y uti1:i:i:i",s ~ 'Ond~;: .these ?r::tctices 
only a portior.. of a~l:..e,a=.t r S ~ot~l 
~tility i~v~s~~nt is .i~ a general rate 
oroceeeint'! in ";r~-.;' one vear. In ~le:te:'l::i:'lC; .. ~ ..... ... Z' 

7· 
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st~ rates the Commission does not 
allow averaginq of the rates o~ retu.-n 
of several districts or per.:i~ the full 
step if the rate of return for the 
in~ividual district is above that au~~or
ized. Aecordinqly, the weighted a.verage 
rate of return realized 1: all step rate 
districts will be below that authorizeC 
by the Commission. 
For the supply cost offsets of balanei:~ 
accounts the proeedares used tend to 
reduce the risks for enerqy utilities 
more than ~or water utilities. ~erqy 
utilities are allowed to charge L~terest 
and recover undercollections over a fou:
:nonth period. ·"'ate: utilities are a.llowed 
to recover undercolleetions over a one-year 
period and not allowed to Cbarge ~te=est. 
Applicant had in excess of $1,000,000 out
standing in amounts undercollect~ from 
customers in each of the last tllree yeazs. 

2. Sales VolatilitV and Rate DesiO'll. 

Variations in temperature and rainfall 
in applicant's service areas produce 
greater usage fluc~uations than ex?erienced 
:oy an electric utility .servi:lg some of the 
same areas. Even thouqh applicant's sales 
are more volatile, the electric utility has 
availa:ole to it balancing account tee=iqaes 
to protect again3t sales'fluc~tions w~le 
t!lose teclmiqaes are not availa.'ble to appli
cant as a water utility. I:l. addi'tio:c., the 
Commission has mandated water rate designs 
that :ail to minjmize ~e :lue~tio:c.s.in 
return on equity as a function o~ fluc
tuations in sales. 

3. Increasina system Standards. 

:&.;_,;:~~~~'Y.eu..s t.1:.e Com::': '?'i~n, l::.as.. &ncoo.a;r;:agee 
ene~qy I"ltilities tQ..-r~dJJ.c:.e.. ~ ~ .0: g"",¥~ 
of system demand while requiring water I"ltil
ities to increase S¥S~gn demand ca~~*i~$ 
to provloe increased fire-flow and system 
pressure. 
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4. ?:oduc~ Ouali~v RiskS. 

Water is the only co~~oeit1 distri~uted by 
a public utility ~hich is ingested oy the 
h~~an oOdy. :his eX?oses water utilities to 
unpredictable changes in q~ality standards 
re~ating to changes in heal~h standards. 
The changes in health standards typically 
:ela~e to expansion of ~edical and health 
knowledge which occurs un?redicta~ly. In 
recent years such changes in standards 
have resulted in ~ate:ial expendit~res 
at unexpec~ed ti=es. :bese eX?enses are 
not always fully r~eove:able from ratepayers. 

5. Tax Risks. 

The U.S. Internal Reven~e Ser7iee is 
challenging applicant's trea~en~ for ~ax 
purposes of ~ain extensions and other 
advances in aid of construction. This 
appears to oe part of a oroade= tax 
Challenge to all California water utilities 
gi7ing their fu~ure tax trea~ent a signi
ficantly riskier framework than that faced 
oy energy utilities. 

6. Financial Risks. 

Applicant's business is ~ore capital
intensive than energy utilities in :bat 
applicant ~ust invest ~ore capital dollars 
in order to ?roduce a dollar of revenue. 
The relatively higher eep:eciation rates 
of energy utilities ~ean that inves~ed 
capital is at risk for a shorter period of 
ti~e and the significantly large: size of 
energy utilities makes ~~e~ generally less 
risky. 

7. COSt Volatility and Suoolv Availabilitv. 
rt 

Applicant has faced in the past ana expects 
to face in the future risi~g costs of pur
chased water and volatile costs of ?OWer 
for p~~?ing. Applicant also faces risks 
of availability of supply. 

-9-
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s. Stock and Bor.c 'R.\l"=i!'les. 

''llle S-~C & ?cors' ran.id.rtgs of the CC%l':l'lOn 
stocks of =epresentati ve Cali£ornia energy utili ties 
is higher ~~ ~ ranki~~ :0: applicant 
ane t.."e Moody" s :OOnd. ra~qs !o: t:lese 
energy utilities are also hi;he= ~ the 
rating that woule ~ expectee t~ ~ 
o~tai:lable ~or a'O'Olicant' s deat. !'!lese 
rankings and ratings ineieate t..~t the 
inve3~ent community views applicant's 
stocks and bonds as More risky for invest
ment p~ses than those of the Cali:or--ia 
energy utilities reviewed. 

9. ~eee and Abilitv to Raise Ca:oital • 
. ~ .... 
... :1 t .. e ten years 1973 t~:ough 1982, applica~" 
raised 63% ($48.4 million) of its requir~ -
capital.th:ouqh external f~ancinq ane 
'generated 31% ($28.3 million) interna~y. 
0: ~~e external financinq, $30 million was 
lonq-term deb~, S9 million was preferred 
stock, and $6.7 million cgmmon stock. 
Because 0: the relatively s:all sizes of 
applicant's debt of!eri~s, it was pre
cluded from the p~lie debt ~ket ane 
had to rely on the private placement 
~arket where interest rates are generally 
higher. Applicant provided a cocpi!ation 
of the ratios of ~a:ket value to ~k value 
of t..i.e common stock for certai: major 
energy utilities and for applicant. !t 
·..ras believed that the UPt~ in the ratio 
for ~e energy utilities represented a 
market reaction to the hi;her rates o! 
return authorized for them in recent 
years. Unlike the energy utilities, 
applicant is limited in its ability to 
sell common stock or securities con
vertible i~to common stock ~ its low 
market-to-book ratio and in 1980, when 
re~ired to- raise a significant amount 
of additional common stock eqai t::y,. "lIaS 
forced to sell common stock at a price 
which was 21% below its book value per 
.share. 

-10-
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Staff Witness 
Christopher'J. Blunt, a financial examiner with the 

Revenue Requirements Division of the Commission, appeared as an 
expert witness on behalf of staff. Blunt based his return on 
equity recommendations on an analysis of many factors both tangible 
and intangible which he claims affect the cost of equity capital to 
applicant. Blunt testified that one cannot base estimates solely 
on definitive formulas or precise mathematical calculations, that, 
of necessity. detercination of return on equity capital is a judgment 
determination. In arriving at his reco~endation he was guided by 
the standards set forth by the U.S. Supreme Court decisions and prior 
decisions of this Commission. They are as follows: 

1. !he return to the equity holder should be 
commensurate ~th the returns on investments 
in enterprises having similar risks. 

2. The return should be sufficient to enable 
the utility to attract capital of reasonable 
r~tes and to assure confidence in the utility's 
financial integrity. 

3. ~.e return should bal~~ce the interests of 
both the investors and the customers of the 
utility. 

Blunt believes that his recocmended return on cocmon equity 
of 14.51. to 15.0% will provide an adequate risk ?remium over long-term 
debt during the period the water rates ~ll be in effect. As a 
con£i~tion.o£ his judgment reco~endation, Blunt cocpared the 
results he. obtained upon ?e=£o~ing a DCF analysis of applicant. 
He listed the following f~ctors which he contends make a water 
utility less risky than an energy u~ility: 

-11-
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1. Water utilities are not as capital
intensive. Construction pr~ra.ms are 
much smaller and are financed to a 
larqe deqree by advances for const.-uc
tion and contributions in aid of 
construction. 

Z. Water utilities do not capitalize interest 
on construction projects. Construction 
work in proqress is included in rate base 
which results in a ~tter ~lity of ea-~ngs 
and ~tter cash flow. 

3. Water utilities are allowed offset increases 
i~ costs such as purchased water and power 
by advice letter fi1in;s concurrently with 
su~~ increases. Energy co~panies, however, 
face a 1aq between the time fuel cost increases 
are experienced ~~d offsetting rates are 
authorizee. 

4. Water utilities are not faced wi~ risks 
such as fuel costs, source of supply, nuclear 
qeneration, tech.~oloqieal chan;es, com?etition, 
etc. 

5. Water utilities do not have to raise large 
amounts of equity capital in order to ~in
tain bal~~ced capital strUctures beeause of 
better cash flow~ ~~d lesser capital re~i=e
~ents for constr~ction. For ex~?le, during 
the six-year perioe 1976-1981, there were 

, .t: • ...,.... • on.y _~ve au __ or~zat~ons to ~ssue co~on 
stock ~ water utilities for a total 0: 
$8.8 ~illion, whereas e~=i~~ t~e four-yea: 

. perioc 1978-19Sl, for t~e e~e=;y co~p~ies 
alone, there were 33 authoriza~ions to iss~e 
co~o~ stock for a to~l 0: S2.2 ·~i!lio=. 

So~e 0: the acdi~ional factors which Sl~~t eonsidered 
i~ arriving at ~is reco~enea~ion were: 

1. A??lic~~t i~ a requlatee p~~lic uti!i~y 
d · b· ,........ J:J: ... ... .... engage ::.n 3. uS::'!less w ... ::.c .. a_ .. ec ... s ...... e 

p~lic i~,,:eres,:·. 
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2. This commission ~st, by law, try ~o assure 
utility. customers of adequate, reliable 
service at the lowest reasonable rates. 

3. Fair and reasonable rates must balance the 
interest of both the ratepayers as well as 
~he investors. 

4. Interest coverage requirements. 
5. capital requirements. 
6. Applicant's capital structure, capi~al costs, 

and financial history. 
7. Economic conditions - the effects of 

inflation and increases in embedded costs 
of capital. 

Blunt believes that his recommendation will provide 
applicant an opportunity to pay suitable dividends as well as ~ke 
moderate additions to retained earnings. 

Discussion 
In arriving at a capital structure which includes 36% 

common equity. Blunt reviewed a??lic~~tts financing scheduled for 
years 1983 through 1985 and projected retained earnings for those 
years. However. his actual computations yielded results closer 
to 35% (i.e .• average common equity ratios of 35.35% for 1983. 
35.27% for 1984, and 35.41% for 1985). It is applicant's position 
that the co~on equity portion of its capital structure should not 
fall below 37%. which in itself is on the thin side. We see 
substantial .merit in that position . . 

. Blun~'s Dcr analysis was used to test the reasonableness 
of his 14.5 to 15.0% return on com=on equity recoaoendation. As 
structured by Blunt. the DCF calculation arrives at a future return 
based on the perceived investor expectation whi:h in turn is based 
in large part on historic returns. 

-13-
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Over the past decade, applicant has internally ge:ocratcd 

only 37% of its capital require~ents while being required to rely 
on the capital markets for 63%. In raising capital externally, 
it has had to compete for the investor dollar against larger 
and more highly rated utilities, both based within and witbout 
California. Applicant co~tends that the return on equity 
actually earned by it puts it at a cocpetitive disadvantage in 
raising funds. Because of the low market price of its co~on 
stock, applicant's manaqe~en~ relied on debt financings and 
deferred sales 0: comcon ~toek until applican~'s ~ond tr~st 
indenture restrictions prohibited further debt !ina~cinqs. 

By May 1990, ~anagernent had no choice but to issue 
a substantial amount of cocmon stock at the then prevailing 

market price which was s~bstantially belo~ the book value per 
share of the outst~~dinq co~on s~ock. In order to pro:ec~ the 
a~~ual dividend per co~~on share, applicant increased the 
proportion of earnings paid out in divide~es. This higher 
perce~tage payout resultee in a lower rate 0: internal genera
tion 0: funds which will i~evita=ly add to the aependence on 

the capital ~ar~ets :0= :~t~=e capital. 
Apart from the retention 0: tax benefits by applie~~t 

as a result 0: the Eeor.o~ic Reeove=1" Tax Ae~ of 1981 C~R~) 
which p=es~~ly has ~e~ reflected in Blunt's projection of 
equity ratios, the only apparent ways of inc=ea~in~ the amount 
of internally generated !unds are to decrease the diVidend payout 

or obtain an increase in the authorized return on co~on equity. 

-14~ 



A different alternative would be for applicant to reduce its 
requirement for funds by curtaili~g its c~nstruction program. 
If the construction budget of applicant were to be significantly 
cut, it would jeopardize applicant's ability to continue to 
provide an acceptably high standard of service. 

The arguments for a higher return on equity center upon 
the fact that SoCal's percentage of internally generated funds has 
been only 37% as compared to higher levels realized by other water 
utilities. Applicant alleges that this situation has resulted in 
a dependence on the capita~ markets for future capital and 
necessitated a common stock offering in 1980 which caused a 
significant book value dilution to existing shareholders. 

We agree that a low level of internal generation does 
impact the financial flexibility of SoCal and a market-to-book 
ratio below one is a reasonable concern. In setting ou: return on 
common equity, we must not only consider SoCal's current financial 
condition, but also review its historical financing activity along 
with the projected financing through the 1983 through 1985 test 
period. SoCa1's 1980 comoon stock financing. however, was the first 
of such financing over the 1972 through 1981 period and it does not 
plan to issue common stock through 1985. We cannot set a return on 
equity that will guarantee a certain level of internal generation 
and furthermore. it is not possible to develop a return that will 
guarantee a market-to-book ratio of one. We believe our order 
today will provide SoCal with sufficient financial flexibility to 
meet its ongoing capital requirements and provide an opportunity 
to attain a market-to-book ratio of one. 

-15-
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SoCal's concern regarding ~he regulatory procedures for 
multidistrict water utilities does deserve consideration. In SoCal's 
view multidistrict utilities are especially vulnerable to changes in 
rates of return in the capital ~rkets in that only a PQrtion of its 
total utility investment is in a general rate proceeding in anyone 
year. Accordingly, the weighted average ra~e of return for all 
districts will be below that authorized by the Co~ssion in the 
most recent decision in which the rate of return was set. Under
lying SoCal's argument is the assumption that over time the rates 
of return in the capital markets will increase. Equally likely, 
however, is that rates of return may decline so that the weighted 
average rate of return will be higher than authorized by the 
Co~ission in its most recent decision. In fact. we ~~ve seen 
recent declines in interest ~~d inflation ra~es from levels achieved 
last su==er which would be reflected by lower rates of return than 
those authorized last summer. We therefore are not persuaded that 

SoCal is disadv~~taged under current procedures. 
SoCal next argues that water utilities a=e riskier than 

energy utilities for several reasons. It asserts that the ~jor 
rating agencies have ranked the stocks and bonds of energy utilities 
higher than those of SoCal Water. Henee. ~he i~vestment co:munity 
regards SoCal as riskier than energy utilities. 

We have difficulty comparing risk differe~tials between 
water and energy utilities measured by s~ock rankings ane bond 
ratings .. Wi~h regare to bonds. we point out that neitnc= Standare & 
Poor's nor Moody's, the major rating agencies, rates the bonds 0: 
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SoCal. The reason is that the volumes of debt issued by ~jor 
water utilities are s'o insignificant compared to debt issued by 
~jor energy utilities. Moreover, debt issued by water utilities 
is done through private placement rather than through the public 
market and we find no evidence to support SoCal's claim that private 
placement of debt financing is more expensive than financing in the 
public market. We therefore do not find SoCal's comparisons to be 
relevant. 

We have further difficulty comparing the risk differentials 
between water and energy utilities on the basis of stock r~~ings. 
Again, the aQount of stock issued by water utilities is very small 
and is issued very infrequently when compared to energy utilities. 
We also have no evidence before us to indicate how the ranking of 
utility stocks by agencies reflects the specific risks of a 
particular utility. 

SoCal next contends that its business is more capital
intensive than energy utilities. Because energy utilities have 
relatively higher depreciation rates. their invested capital is 
at risk for a shorter period of time. SoCal also asserts that the 
significantly larger size of energy utilities makes them less risky. 

We are no: persuaded by these arguments. As our staff 
points out, water u:i1i:y construction programs are much smaller 
than those of energy utilities, and are financed largely by advances 

d "b'" " ·d.(: ...." an contr~ u~~ons .n a~ o. cons~ruc~~on. In addition, ~nlike energy 
utilities~ water u:ilities are allowed to include const=uc:ion ~ork 
in progress in rate base which results in a better cash flow and 
quality of ea--nings. 

SoCal m.aintains that water utilities are exposed to 
unpredictable changes in water quality and health standards that 
result in m~te~ial ~xpendi:ures at unexpected ti:es which arc not 
ah,,.ays ±\!J.J.y reco",'e',:able from ratepayers. 

-17-
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Aga::n r we are no'e persuaded tM'e 'ellis cireums'eance 
justifies higher ra'ees of rerum for ~ater utili'eies than for 
energy utili'eies. Any extraordtn~ expense which is reasonably 
incur=ed is gene:-ally recoverable from :a:cepayers. We further 
note that water utilities do no'e face the considerable costs 
associated with nuclear generatton which the ~jor California 
energy utilities face. 

Lastly r unlike energy utilities r water util:;,ties can 
offset increased purchased power and ·~ter cOSts by filing 
advice letters either in antict?ation of such costs or 
~ediately after Commission approval of such costs. Ene:gy 
utilities, however, experience a lag between the time fuel costs 
increase and offsetting rates are authorized. 

After weighing all of the evidence in th!s'proceeding 
and taking. cognizance of the i:lprovement ::n current and projected 
market conditions, we are of the op~ion that a 14.51. retu--n on 
equity is reasonable for applicant and strikes a balance beeween 
the consumers' short-te~ concern of obta~ing the lowest possible 
rates while maintaining good water service over the long run. 
The resultant overall rates of return for the test years are 
developed as follows: 

-18-
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TEST PERIOD .. 1983, 1984, and 1985 

Capi'ta1iza'tion Weighted Component: Ratios ~ Cos't 
1983 -
Long-Term Debt 49.00% 9. 53j~ 4.67% Bank Loans 1.00 13.50 .14 Preferred Stock 13,00 8.55 1.11 Co:nmon Stock 37.00 14.50 5.37 

100.00% 11.29 
1984 -
Long-Term Debt 49.00% 9.96 4.88 Bank Loans 1.00 13.00 .13 Preferred Stock 13.00 9.06 1.18 Com:non Stock 37.00 14.50 5.37 e· 100.001.. 11.56 
1985 -
long-rem Debt 49.00% 10.34 5.07 Bank Loans 1.00 13.00 .13 Preferred Stock 13.00 9.30 1.21 Common Stock 37.00 14.50 5.37 

100.00% 11.78 

'. 
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Results of Ooerations 

To eval~ate ~~e neee for a rate increase, wi~esses 
for applicant ~~d the Co~ission staff have analyzed. ~~d esticated 
fo= test years 1983 and 198~ ap?lic~~t's operatinq revenues, 
operating expenses, and. rate ~ase :or this district. Staff's 
stucy of ope=ati..~q res't!lts (Exhibit leA.) was :base<!, in pa=-:, 
on later in:o~ation ~~an that avai1a~le in :une 1982 when 

1 . & • 1 . .:.' ...:1, ( ........ '10. • '"" '.. 'I , ) .,..". ... &&, ... • .. app ~cant .~na ~ze_ ~ts s~u_y ~~~_~ ___ • .ue s.a __ s es_~awes, 

supplecented as shown in Zxhibit 21 to reflect the Janua:y 1, 1983 
rate increase authorized by Resolution ~-30S9, in confo~ity wi~ 
~RTA, ~ere accepted by app1ic~t. We adopt the staff est~ates as 
st:pple::tented. 

~~le 1, .... r=-ieh follows, sets forth the aeopted operating 
results for test years 1983 and 1984 at rates effective January 1, 
1983 ~e at the rates authorized by this decision. 

'. 
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· · · · 

'l'aJ:>le 1 

SO'O'l'H.E:~ CALIFO~IA WA'!'ER COMPA:.."Y 
Los OS05 District 

Adoeted Su~~arv 0: Ea~incs 
Test Yea: 1963 

Page 1 

. Ra-:es ~ffeetive : Autbo:-izec. . 
Iter:t : Jan\:a.rv 1. 1983 : Rates 

CDollars in ':housa."lds) 
Operating Revenues $ 487.0 $ 54Q.9 
Operatin~ Expenses 

Ope:-. & Y..ain t. 202.7 202.9 
Ad::I.in. & Gen. 29.9 29.9 
Ge!l. Office Allocation 17.4 17.4 

SUbtotal 250.0 250.2 
Depreciation Expense 43.8 43.$ 
Zaxes Other Than Inc. 21.1 21.1 
Incoce Taxes 46.6 Z4,l 

Total Exj;>enses 361.$ 389.2 
Net Revenues 125.S 151.7 
Rate Base 1,343.8 l,343.S 
Rate of Rett::::' - 9.34'% 11~29% 

-21-
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· · · · 

Table 1 

SOU:HER..~ CALIFOR...~IA WA'!'ER COMPA!.."Y 
Los 0505 District 

Ado'Otee Su.~-na:v of 'Za:nin,=,s 
Test Year 19S4 

Page 2 

: Rates Effeet:'ve : Aut."'or~zed. 
!te!:l : J'anuarv 11 1983 : Rates 

(Dolla:s,in Thous~~ds) 
Opera.ting Revenues S 501.8 S 590.5 
Operating Expenses 

Oper. & Maint. 2l2.7 213.1 
>..Q:lin. & Gen. 31.9 31.9 
Gen. O:fice ~llocation l8.6 18.6 

SuJ::)tota.l 263.2 263.6 
Depreeiation Ex?ense 4i.4 47.4 
Taxes Other Than Inc. 22 .. ~ 22.4 
::ncoI:1e l'axes 32.1 77.3 

Total Expenses 365 .. 1 410.7 
Net Revenues 136.7 179.8 
Rate 'Sase l-,SS5.2 1,555.2 
Rate of Retu=n 8.79% ll.561, 

-22-

.. .. .. . 



A.82-08~22 ALJ/EA/Y~ Al.l'-COM-VC 

Authorized Revenue Increases 
By comparing the entries for operating revenues in 

Table 1, it can be seen that the rates to be authorized for 
test year 1983 yield additional gross revenues of $53,900 which 
represent a 11.1% increase over revenues at present rates. !he 
rates to be authorized for test year 1984 yield additional gross 
revenues of $33,200 which represent a 6.0% increase over revenues 
at 1983 increased rates. In addition, a third set of rates ~ll 
be authorized to allow for attrition in rate of return after 
test year 1984. This is in keeping with our intention that the 
districts of Class A water utilities will not file a general rate 
increase application more often th~~ once in three years. 

The attrition to be allowed for after 1984 has an 
operational component and a financial component. Its operational 
component is 0.77% as indicated by the 1983 rate of return of 
11.29% declining eo 10.52% for 1984 at the rates authorized for 
the re~inder of 1983. !ts financial co=?onen: is the adopted 

. • ~. . 1 ... ~ b est~~te o •• ~nanc~a attr~:~on ~n rate o. return e~een years 
1984 and 1985 of 0.22% (i.e •• the difference between the rateS 
of return of 11.78% and 11.56% for years 1985 ~~d 1984, 
respectively). 

To offset the 0.99% co~ined financial-operational 
attrition ~ate, we ~y authorize a step increase for 1985 of up 
to $31;700: Ap?lic~~t will be required to file ~~ advice letter 
with supporting work ~apers on or a£~e: ~ove=ber 15. 1984 to 
jus~ify such ~~ increase. Fixing ~ates in this way results in 
a be~ter matching 0: the consumers' interests than setting a 
high initial rate which would yield the adopted rate 0: return 
for a three-year average. The required supple=ental filings 
will per=it re~rie~ 0: achieved rates of return before the final 
step increase is granted. 

~23-
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Rate Design 

In Exhibit 18 staff made the following observations 
and recommendations on ra~e design: 

"13.3 The authorized increase should be 
allocated to service charges, quantity 
rates and flat rates and be proportional 
to the gross revenues derived fro~ each 
category. and based on rates in effect 
when the decision in this proceeding is 
signed. 

"13.4 The staff reco::I:llendation of an equal 
percentage increase in service and co:oodity 
charges is based on CO=mission policy to 
create an incentive for conse=vation. 

"13.5 The utility proposes to increase 
rates for General Metered Service (Schedule 
LO-l). Staff agrees and also recommends 
that rate for Private Fire Protection Se=vice 
(Schedule AA-4) be increased fro~ $3.00 to 
$4.00 per month for each inch of diaceter 
of service connection and Schedule AA-4 be 
revised to accoCllodate the rate." 

Applicant did not oppose the above staff 
recoClendations. 

We ado?: staff's reco~enda:ions on rate design. 
In additio~. the rate increases au~horized by this decision 
will incorporate the present public fire protection surcharge 
which was authorized by Resolu~ion L-213 referenced above. 
No refunds from the surcharge %evenues are warranted. 

-24-
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Conservation and Pump E!ficiency 

Applicant has an established proqram to promote 
water conservation. Currently, its e~~orts are eirected primarily 
toward providing conservation reminders thro~qh i~erts ~ilee 
with eusto~ers' bills. 

Applicant also has ~~ established pro;=ac to maintain 
pU::lp e~ficiencies.. Our staff reports that "the :tajority 0: 
p~~ps and boosters in ~~e Los Osos Dist:ict are withi~ ~~d 
above ~~e average-fair range .. " The ~tility has L~dicatee that 
it will rep.il.ir the one pu::p and t,V'o ~oste=s, w~ich are ~low 
average-:air r~~qe, in 1933 and 1984. 
Service 

In Ex.~i~it 13 staff co~~ented O~ se~~ice as :ollows: 
"12 .. 2 ~~sto~e=s se~ice co~pla~~ts for the year 

1981 and the nine ::::lontlls 0: t~e ;t/C!at' 1962 are 
su::arized as :ollows: 

Year 19C1 9-~·!o:'l.th 1982 
i'late= Quality 44 23 
P:'esS'.::e 30 25 
Lea."<s 9 17 
:1isc. ., 7 .; -

':ota.l 85 73 

"12.3 Zhe record indicates that t~e co:~laintz 
we:.e investiqatec ~c resolved ~; the ~~ility 
• .... i thin a reaso::.a::,le period o~ ti:e after 
noti~ication. . 

"12.4 A.n inspection 0: the utilit".l's facilities 
revealed t~t their ~=oced~es :0= h~~li:lg 
custo~er se:vice i~ this district was satis:acto~! .. 

"12.5 ~~ i::o==al p~lic ~eet~q was held i~ 
the City of ~s Oscs O~ S~te~= 23, 1982. 
~':elve c~~to=e=s a:~~enc.ed -:.he =eet:'~;. ~e 
c'Us·o-e-- ~~ ~~'".~A._. ~e~~~-~ ~-ea co~-~a~~e~ ...... _WI _.- ..., ... ~ Ii'_~"" •• "":7*.-~ ....... _~ • ..... IlIA 

O~ ~ ac'''' 0& ··.,.,.. .. e- "'-e*'" .. ··-e '-:~""""eve'" Alec--~ c _.. •• - .... ~ ... ~ ... ~.., .. - , .... w~_ _ ~ w_~ 

""""'w ......... .:~ .. · ... --.. .:o~ o~c· .. ,_-s." ~.rv r.-_ ..... w"::_ .. -;t...,.. ,_ 

-25-
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. 
The Bayview, Heiqhts area re:erree to in the staff 

cotml.ents is served ~ the Los 05Q::; .syste:t... Water is boostee 
to approximately 430 customers in the upper Bayview gradient 
by four electric boosters at t!':.e Bayview Reservoi:. 'l'his zone 
is subjected to water outa~es whenever electricity supplyin~ 
t.""'e boosters is in terruptec.. 1':.ere have been four power outa;es 
since 1980; the longest was five hours. Dur~ng these outa~es, 
a p¢rtable gasoline enqine-driven booster at the site ?rovic.es 
service to this upper zone. 

Applic~~t s~ittee to staff a detailed study'of the 
need for a new reservo~r for ~~e Bayview ~eiqhts area. It would 
not only provide water in t.~e event of power outages ~ut will 
provide required storage needed in this syste: since ~e cu:re~t 
storage will only ::eet the syste:'1 deI:ta:lc.s u:ltil 1984... Approxi
mately 90% of the custo~er ;=owth is occu:rin; in this area w~ch, 
according to staff estizates, is ~out ~O c~sto=e:s ~e: test yea:. 
Tbe reservoir will also provide needed fire-flow protection in 
the area. 

Applicant has selectee. three possible sites at the 
470-:oot elevation level. Befo:e pu:c~asinq the l~~e a??lic~~t 
plar.s to o~tain the approval re~i=ee =ro:'1 the s~ ~uis Obispo 
Cou.~ty ?l~~i~; CO::'1issio~ ~e ~~e california Coasta! Co::issio~ 
in order to construct the rese:voi=... Sta:! 2S esti:l.a:tee ~at 
t.""le lane. will ~ pure..i.asee. in ea:ly 1934 a:lci construction 0: ee 
rese=voi: will sta:~ in ~?ril 1ge4 • 
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Findings of Fact 
1.a. Applicant's service, conservation program, and pump 

efficiency program overall are sa~isfactory. 
b. Service to ~he upper Bayview Heights area will become 

less vulnerable to power outages upon the installation of the 
new reservoir in 1984. 

2. The adopted esti~tes of operating revenues, opera~ing 
expenses, and rate base for the test years 1983 ·and 1984. together 
with an additional revenue requirement 0: $31.700 for 1985 due to 
attrition, reasonably indicate the results of applicant's future 
operations. 

3. The compilation of the adopted quantities and the adopted 
tax calculation are contained in Appendix C to this decision. 

4. The risk differentials between water and energy utilities 
as measured by stock rankings and bond ratings are not co~arable 
and therefore should not be used in evaluating whether water 
utilities are more or less risky than energy utilities. 

5. A reasonable comcon stock equity ratio to use for 
applicant in this proceeding is 37%. 

6. Rates of return of 11.29%, 11.56%. and 11.78%. respectively. 
on applicant's rate base for 1983. 1984, and 1985 are reasonable. 
The related return on common equity is a constant 14.50%. !his 
will require ~ increase of $53.900. or 11.1%. in a~tua1 revenues 
for 1983; ~ further increase of $33,200 or 6.0'., for 1984; and 
a further increase of $31,700 or 5.4%, for 1985. 

7. The revenues authorized, under the provisions of 
Commission Resolution L-2l3. incorporate the presen~ public fire 
protection surCharges offsetting loss of fire hydrant revenues. 
No refund is necessarJ. 
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8. !he adop~ed, ra~e design is reasonable. 
9. !he increases in ra~es ~~d charges au~horized by this 

decision are jus~ified, ana are jus~ and reasonable. 
10. !he fur~her increases authorized in Appendix A should' 

be appropriately modifiee in ~he event ~he ra~e of return on rate 
base, aajusted to reflect the rates ~hen in effect and normal 
ratemaking adjust~ents for the 12 months ended Se?tember 30, 1983 
and/or September 30, 1984, exceeds the lower of (a) the ra~e of 
return found reasonable by the Commission for ap?lican~ during 
the corresponding period in the ~ost recent rate decision, or 
(b) 11.29'% fo:: 1983 and 11.56'% fo:: 1984. 
Conclusions of Law 

1. The adopted rates are jus:. ::easonable. and 
nondiscri~inatory. 

2. The application should be g::~~ted to the extent 
p::ovided by the following o::de::. 

3. Because of the i:oediate need fo:: additional revenue. 
the following orde:: should'be effective today. 

ORDER - - - --
II IS ORDERED that: 

1. A??lica.~t Southern California ",,;rater CO:l?any is autho::-ized 
to file for its Los 0505 District. effective today. the revised 
rate schedules for 1983 in Appendix A. The filing shall co:?ly 
with General'~der Se::ies 96. The effective date of the =e\·isee 
s~bedules shall be the ea:e of filing. !he ::evised schedules shall 
a~p1y only to service rendered on and after their effective date. 
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2. On or after November 15, 1983 applicant is authorized 
to file an advice letter, with appropria~e work p3pers, requesting 
the step rate increases for 1984 shown in Appendix A, or to file 
a lesser increase which includes a uniforc cen~s per 100 cubic 
feet of water adjustment from Appendix A in the event that the 
los Os os District rate of return on rate base, adjusted to 
reflect the rates then in effect and normal ratemaking adjustments 
for the 12 months ending September 30, 1983, exceeds the lower 
of (a) the rate of return found reasonable by the Commission 
for applicant during the corresponding period in the then most 
recent rate decision~ or (b) 11.29%. This filing shall comply 
~~th General Order Series 96. The requested step rates shall be 
reviewed by staff to determine their conforoity with this order 
and shall go into effect upon staffts dete~nation of confo=mity. 
S ~~ h 11 . ~ he" .~.~. d h h d ta.. s a ~n.orm t e o~ss~on~. ~t .~n stat t e propose 
step rates are not in accord with ~his decision, and ~he Commission 
may then mOdify the increase. !he effective date of the revised 
schedules shall be no earlier than January 1, 1984, or 30 days 
af~er the filing of the step rates, whichever is later. !he 
revised schedules shall apply only to service rendered on and 
after their effective date. 

3. On or after November 14, 1984 applicant is a~thorized to 
file an advice letter, with appropriate work papers, req~esting 
the step rat~ increases for 1985 shown in Appendix A, or to file 
a lesser increase ~hich includes a unifo~ cents per 100 cubic 
feet of water adjustment from Appendix A in the event that the 
Los Osos District rate of retu=n on rate base, adjusted to reflect 
the rates then in effect ~~d normal rate~king adjustments for 
the 12 months ending Septe~er 30, 1984, exceeds the lower of 
(a) the rate of r~t~r.t found reasonable by ~he Co=oission £o~ 
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applicant during the ,corresponding period in ~he then mos~ recent 
rate decision, or (b) 11.56% .. !his filing shall comply ~~h General 
Order Series 96. !he reques~ed step rates shall be reviewed by 
staff to determine their conformity ~th this order and shall go 
into effect upon staff's de~ermination of confo~ty. Staff shall 
inform the Com=ission if it finds that the proposed step rates are 
not in accord with this decision. and the Co~ssion may then modify 
the increase. The effective date of the revised schedules shall be 
no earlier than January 1. 1985, or 30 days after the filing of the 
step rates. whichever is later. The revised schedules shall apply 
only to service rendered on and after their effective date. 

This order is effective today. 
Dated APR 20 1983 , at San Francisco, California. 

(Appendixes A and B to be prepared by Revenue Requirements DiVision.) 

.. 

:W:ONA:RD M. CKIMZS. :R. 
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APPtICAE!tITY 

Al;';-VC 

. 
APPENDIX A 

P&ge 1 

Sebedule No. LO-1 

Los Oso:: t\n~ Una. Roac. T~~.~ Areas 

GE'N'E'AA L ~E?ZD S::::N'IC:: 

Ap?liea.ble to 8.ll metered water service. 

T~rrORY' 

Unineorpora. ted a.res.s in the viei::.i ty o~ Los Os os a.~ unineo~ra. te~ area.::: 
south of the City of SOon LU1s O'oispo, San Luis Obispo Count~ .... 

Se:viee Charge: 

For 5/8 x 3f4-1neh meter 
For 3!4-ineh meter ..... ~ ... -... -............ -.. 
For l-inch meter . __ ....•....•.•...........•.. 
For 1~-1nch meter ............................. 
For 2-ineh mete: ...... ~ •.........•.......•... 
For 3-inch ~eter .............................. 
For 4-inch meter ....•.........•.•............ 
For 6-inch meter ..................•...•.•.•.• 
For 8-1nch mete: 
For la-inch meter .......•.•.....•.•.. _ ... , .... 

For First·SOO eu. ft., per 100 eu. ft. • ••••••••••••• 
For &ll ov~r 300 cu. tt.) per 100 cu. ft. • •••.•.•••• 

Per Meter 
Per Y.onth 

* 6.60 
7.40 

10.40 
14.90 
19·00 
33.00 
45·00 
77.00 
89-.00 

106.00 

0.126 
0.76:;. 

~e Serviee ~rge 1s 8. readiness-to-serve e~~~se a"l!ee~!~ to all 
metered semce a.:ld to vbieb is to 'be a.dcled the q~-:!::y c=~ge 
com,uted at the Q~~tity Rates. , 

. . 



e 

1e 

E&eh of the tollo ... i.:c.g inc::-ea.ses in ~tes Q.y be Pl!t i:l~C' c~~e:t o't 't=~ 
inc1iee.tet! ~a.te by tiling a. rate sehedul~ • .. ·hicb e.de::: t~~ aW:"lr:,"~'lte il:lerc:.s-e to 
the rate Whicb would othe:wise be in ettect on thet ~~t~. 

Ei'i'~ct~.VI.' 
l-Y;~..4 l-1-85 

Pe-r :.~et~:- ?::' ~~~:'Jt~ 

For 5/8 x 3/4-incb meter ........ , ... ~ ...... $ 0.65 
For 3/4-i~eh ~eter ............... ~ ... 0.60 
For l-ineh meter ~ ...... ~ .•...•..... 1.00 
'For l,.-inch meter ................... 1 .. 30 
For 2-inch ~eter .... ~ .............. 2.00 
For 3-ineh t:leter •••• a ••••••• , •••••• 3 .. 00 
For 4 .. inc:h meter ................... 5.00 
For 6-ineh meter .•....... _ •.•...•.. 6.00 
For 8-1neh meter ..................• 9.00 
For lo-i!lch ::eter ......•..•......... lC.C'O 

0uc.nt1ty R:l.tes: . 

For the tirst 300 eu .. ft., per 100 cu. ft ••• 
For all over 300 cu. 1"'t., per 100 cu. ~ ...... 

0.031 
0.032 

(END OF APP~"l)!x A) 
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0.40 
0.50 
0.60 
0.80 
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AP'P:ENDIX :s 

Co::::par1S011 or typical b1~c r~r reG1d=t1al mete1"ed eu.ctomen ot 
vs:"iou::; US3ze level o.nd average uCnge level at present and author1zed rates 
for the year 1983. 

Genercl Metered Serv1ee (5/8 x 3/4) !neh Meter& 

.. A't P:'e£ell't .. A't Autt.ol'1zed. .. Percent .. .. .. 
~'fo71thJ.r Uca ~e .. Rate:: .' Rotee : InCl"t!ece . .. 
(Cubic Feet) 

300 * 8.01 $ 8.78 9.~ 
500 9.3$ lO.30 9.0l 

l"Ooo 12 .. 78 l4.12 10.49 
1" 505 (AveX'3~e) 10.22 11·97 10.79 
2,,000 19·59 21.75 11.02 
3, 000 . 26 .. ~ 29·38 1l.28 
5,000 lK> .. 02 44.64 11.54 

lO"ooo 14.01 82.79 11.77 

(END OF APPZ!m'rX ~) 
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District: Lo$ O=os 

1. Net-to-Cros s ~·~ul t:tplier: 

2. Federal Tax Rate: 4G~ 

3 .. Sta.te Tax Rc.tc: 9.Gtp 
4. Local Franchise 'l'ex Rete: 

AP?Er.D!C C 
Pase 1 

2.057 

O.OO~ 

5 .. Uncollectible~ Ra.te: 0 .. 404~ 

Oi'i"set Itel':~ 

6. Pureba.:::ed PO~'er 

A .. Cct/k."TfJ, - Pu:p::: 
:Boostc:-s 

0·588 
3·537 
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" Page 2 

:B. kWb (Total) 

C. Avcrt1f;e Cost/".!.'A'b. 
Co~t 0: Po ... c:-

1. Ad Ve.lore:l Taxes 
Et!ective ~ RAte 

8. Number e~ SerViee~: 

Comercitl.l 

Public Aut~o:-ity 
Other 

Subtot.e.l 
Pr1'V8.te F1:e Prot. 

Tota.l 

Water tosse3 

Total Wtr.. Prod. 

: No. o~ S~rvice~ . J.9;3 : 191:>4 . 
2,382 2,45l 

5 5 
" 1 1 

2,383 2,~57 

~ ~ 
2,391 2,460 

· · · · 

Tes~ Yeers 
1983 

960,500 

$0.07888 
75,900 

U~e5e - KCe! 
1903 : 19~ 

430.4 442.8 
l2.4 12.4 
O.~ O.~ 

443.1 455.5 

41.1 ~.04 

484.2 491·9 

1964 

981,500 

$0.07888 
78,000 

$ 15,000 
o.e94~ 

:Av?.U$e~~-Cc~ Yr.: 
: 1983 : 

180.7 180.1 
2 .. 480.7 2,480 .. 7 

275·0 275·0 
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9·' Ad.optea Service by Meter Si:te 

}/.eter Size ~ ~84 

5/8" x 3/4" 1,,893 1,,962 
3/4". 298 298 

1" 164 164 
1~" 9 9 
2" 22- 22 
3" 1 1 
4" 
0" 1 1 
8" 

10'1 .. 
.2~388 2,,457 

10. Y.etere~ ~ater Sales Used to Desig~ Rates 

Ranse .. Ce~ 

0·-3 
. >3 

U!!>88e .. Ce~ 
1963 ~ 

79,582 81,881 
363,518 373,712 
443,100 455,600 
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:Line: 
: No.: Itt"Cl 

Al/2-VC 

INCOM:Z TAX C.uar~:::ON 

198;; 

: Pr~~~r.t K",.'t~S . CC:T . ............ . . ...... 
(A) (3) 

: Ado'Ott"d. ?!'l't<!"!'. 
ccn . . :-::; . 
(C) (5) 

(Thou6Al1d~ O! :.o:'lars) 

1 Operati:s ~Venue5 $407.0 $487.0 $540.9 $5l1.0.9 
2 O&.~ ~(::l:;es 2.50 .. 0 2.50.2 250.2 ;; :axe~ Othe~ ~~ Inco:e 21.1 21 .. 1 2l.1 
4 CCFl' 7.6 .0. l2·1 5 Subtotal m.l 278.7 .27l .. 3 284.0 

6 Deductio~~ From taxacle Income 

7 Tax Depreciation 68.7 54.5 68 .. 7 54.5 8 Ca?it41ized Overhead 5.6 5.6 5.6 5.6 
9 Intercct 62 .. 9 62.9 62.9 62.9 10 Pre!erree StocK Div. Credit .0 .1 .0 .1 II S~~to~l ~duction~ 137.2 12;;.l 1}7 .. 2 123.1 

12 Net Tax~b1e Inco~e !or CelT 78.7 l32.4 
l3 ecn 2.6 12·1 l4 Total eel': 12:r 
15 Net Taxable Income !or FIT 85.2 133.$ 16 Feder41 Income tax 39.2 61.5 
17 Gradu~ted TAX Adjustment -.2 -.2 l8 Fed Inco:'l.e Tax ~!ore Adj. 39.0 0' " ....... 
19 Investme~z Tax Credit .. 0 .0 
20 Total FIX 39.0 61."-

. . 
: 
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~"DIX C 

PAge 5 

INCOM:& 'XIV- CALCU"'...A.'l'IO!i 

1984 
.. .. .. Pl"cunt. ?-It.CG .. ~o";)t.~e ?:'I.t.~:!: .. .. .. .. .. .. 
: No.: It~ .. ccn .. F·'" : CC?!' .. ....... .. .. .. ...... .. r_ ... .. 

(A) (:s) (C) (1) 
(Zhou6IJJldG 0: DQ1lArs.) 

1 Oper4t1ng Revenues $.501.8 $501.8 590.5 590.5 
2 O&''! Expenees 26:; .. 2 26:;.2 26}.6 263.6 
3 Taxes Other Than Inco~e 22.4 22.4 22.4 - 22.4 ~ 
4 ccn .0 2.8 .0 12.3 
5 Subtot41 285.6 269.~ 286.0 296.3 

6 Deduetione From Taxable Income 

7 Tax Depreciation 8l.6 55.6 81.6 55.6 8 Ca~italized Ov¢rhe4~ 18.4 18.4 18.4 18.4 
9 Interest 76.-4 76.4 ?6.4 76.4 10 Pre1'erred Stock Div. Credit .0 .1 .0 .1 

II Subtotal Deduetion~ 176.2; 150·~ 17&.4 150·5 

12 Net Taxable Inco~~ 1'or C~ 39 .. 8 1.20.1 13 ccn -2'.2 ~a..lO 14 Total CCFT 3 .. 5 12.30 

15 Net Taxable Income 1'or FIT. 61.9 141.1 
16 Federal Income Tax 213.5 65 .. 2 
17 GrAduated Tax Adjustment -.2 ... 2 
18 Fed Income Tax Before Adj. 28.3 65.0 
19 Inve5tment Tax Credit .0 .0 
20 Total :FIT 28.3 65.0 

., ... to • 
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A different alternative would be for applicant to reduce its 
requirement for funds' by curtailing its construction program. 
If the construction budget of applicant were to be significantly 
cut. it would jeopardize applicant's ability to continue to 
provide an acceptably high standard of service. 

• 
The arguments for a higher return on equity cente=;t upon 5>5 

the fact that SoCal's percentage of internally generated funds has 
been only 37% as compared to higher levels realized by other water 
utilities. Applicant alleges that this situation has. resulted in 
a dependence on the capital markets for future ca~ital and 

." necessitated a co~on stock offering in 1980 wh~ch caused a 
significant book value dilution to existing,4areholde:-s. 

We agree that a low level of infe=nal generation does 
./ 

impact the financial flexibility of SOCal and a market-to-book 
ratio below one is a reasonable co~~rn. In setting our return on 
common equity. we must not only ~nsider SoCal's current financial 
condition, but also review itS~isto=ical financing activity along 
with the projected financi~through the 1983 through 1985 test 

/ 

period. SoCa1's 1980 common stock financing, however. was the firs: 
/ 

of such fin~~cing ove~he 1972 through 1981 period and it does not 
plan to issue common/stock through 1985. We cannot set a return on 

/ 
equity that will gu~rantee a certain level of internal generation 
and furthe=oore.it is not possible to develop a =e:~=n that will 
guarantee a·~rke:-to-book rat~o of one. We believe our order 

d ·" 'c S C 1 . h .(:1:" ~" "1 1:1 "b"l' to ay ~ ••. provl e 0 a Wlt. su •• ~c~e~t .~nanCla • eXl l l~y to 
meet its ongoing capital requirements and provide an op?ortuni~y 
to attain a market-to-book ratio of one, 

-15-


