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~eclsion No. 87333 
BEFORE THE PUBLIC ~TILr~:zs CO~~!SSIO~ O~ THE SThTE OF CALIFOIDJIA 

In the Hatter of the App1~c3.t1on 
of CALIFO"RN!A \>IATER SE.tt'!l:!:CE 
COr~?A!'.'Y.) a corpora"C~.cn.) 
for n.n ol"der au thCil·i.zt:lZ it to 
l:lcrease rates chc~3ed for water 
sex'vice in the East Los Angeles 
district. 

) 
) 
) 
) 
) 
) 
) 

--------------------------------) 
r.1cCutchen, Doyle, Bro'Wn & Enersen" 

Attorney at Law, for applicant. 
Lionel B. W1lson, Attorney at Law, 

for the Commission stafr. 

o PIN ION -------

;';,p1i~at!.or. No. 5013 4 
(Filed D~:cmoer 22, 1975) 

by Crawf~rd Greene, 

Applicant California Water Service Company seeks authority 
to increase rates for water service in its East Los Anseles District. 
The proposed rates would increase revenues by a total of 5767"000,, or 
18 percent. 

Public hearing was held before Ex~~iner G1lm~~ in Los 
Angeles on October 4, 5, and 7, 1976 ~~d 1n Rolline Hills on 
October 6, 1976. Copies of the applicat10n had been served; not1ce 
of f111ng of the applicat10n published and ~a1led to customers; ~1d 
notice ot hearing published, mailcd to customers, and posted, in 
accord~~ce w1th this Commission's rules of procedure. The matter was 
s~bmitted on October 7, 1970, subject to filing by applic~~t of a 
late-filed exhibit and a deciSion draft within thirty days and 
filing by the stafr of any exeeptions to the draft within an 
additional ten days. The m~~ner in which each 1ssue was to be 
resolved 1n the decision draft was specified by the presiding examiner. 
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Test1mony on oehalf of app11cant was presented by its 
vice pres1dent and treasurer, by its vice president, and by the 
general superintendent of its East Los &~geles District. One 
customer appeared and made a statement regarding water quality. 
The Commiszion staff presentation was ~ade through an accountant 
and three engineers. 
Service Area and Water Szste~ 

Applicant owns and operates water systems in twenty-two 
districts in California. Its East Los Angeles District is located 
adjacent to the easterly boundary of the city of Los Angeles. A 
large portion of the service area is in the unincorporated portion 
of Los Angeles County, between the city of Los Angeles on the west 
to and includ1ng the westerly portion of the c1ty of :·!ontebello. Frot:. 
north to south, the boundaries are from the so~therly c~ty limits of 
the cities of Los Angeles, Alh3.mbra, and r10nterey Park J southerly 
to and 1ncluding the city of Commerce as well as a small portion of 
the city of Vernon. Due to the large difference in elevation 
(145 feet - 632 feet above sea level) nine separate pressure zones 
are required to serve the territory. Total population served 1s 
est1mated at 81,800. 

Water for the East Los Angeles District is obta1ned from 
two sources. About half the water produced is from 33 wells, located 
throughout the district. Most of them are in the central ~~d 
southern port1on of the d1str1ct Where the underground supply is best. 
All well pumps are dr1ven by electric motors and are controlled by 
t1me clock J float zwltch J pressure governor J or remote control from 
the distr1ct field office. SuppleI:lent1ng the well supply are three 
connections to feeder ma1ns of the ~'1etropo11tan irater District or 
Southern Ca11fornia (MlID). 
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All wells pump either directly or through booster pumps 
into the distribution sy~tem. There are 27 electrically dr1ven 
booster pumps vlhich pump water to the upper zones. Seventeen of 
these p~~ps can be remote-controlled from the field office. Each 
booster pump is equipped with by-pass connections wh1ch permit use 
of a trailer-mounted portable gaso11ne booster pump~ normally 
stat10ned in East Los Angeles for emergency use. 

The distribution system includes about 270 miles of 
distribution mains~ r~~g1ng in size up to 24-inch, and approx!~~tely 
20 million gallons of storage capacity. There are about 25~100 
metered serv1ces, 470 private fir~ protection serv1ces~ ~~d 1,900 
public fire hydrants. 
Service 

An investigation of applic~~t's operations, ~ervice, and 
facilities in 1ts East Los Ange!es Distr1ct was ~ade oy the Commission 
staff. The staff reported that there were only three informal 
complaints to the Co~~1ssion fro~ th1s district during the per10d 
from January 1974 through June 1976. Ut1lity records ind1cate that 
customer complaints rece1ved at applicant's district office were 
quickly resolved. The number of complaints does not appear excessive. 
Service is satisfactory. 

The one cu.stomer li:ho appeared at the hearing objected to 
the relatively high sulfate content of the water received by 
applicant from r,'HoJD in the East Los Angeles District. It 1s, however ~ 
the saoe water received by millions of other cons~~ers in southern 
Californ1a. The current pract1ce of :·~HD in blending State Water 
Project water with the previous solely Colorado R1ver water has 
improved the water quality to at least satisfactory levels. 
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Rates 

Applicant's present tariffs for this district consist 
primarily of sChedules for general ~etered service and puo11c f1re 
hydrant service. 

Applicant proposes to increase its rates for general 
metered service ~~d to modify its rates for public fire hydr~~t 
service to implement the provisions of Section VI!I.4. "Fire Hydrant 
Agreement" of General Order No. 103. That section provides for 
agreements between the water utility and fire protection agencies. 
It further provides: 

"If such agree~ent between the utility and 
the agency provides that the agency thereafter 
shall maintain or cause to be maintained and 
install or cause to be installed all fire 
hydrants, starting with the tee in the mair., 
and shall supply or cause to be supplied all 
labor ~~d materials for all new hydrants on 
new or existing ~ains, the agency shall be 
relieved of hydr~~t service charges." 
The following Table I presents a comparison of app11cant'e 

present and proposed general metered service rates and those 
authorized herein: 
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TABLE I 

Comoar1son of Monthlv Rates . 

Prooosed 
Present For 1977* After 1977 A~thor1zed 

Service Charge: 
For 5/8 x 3/4-1nch oeter · ... 
For 3/4-inch meter 
For 1-inch meter · ... 
For 1-1/2-inch meter 
For 2-inch meter · ... 
For 3-inch meter · ... 
For 4-inch meter · ... 
For 6-inch ~eter · ... 
For a-inch meter · ... 
For 10-inch meter · ... 

Quantity Rates: 

$ 4.22 
4.58 
6.28 
8.15 

11.33 
20.95 
28.47 
47.31 
70.33 
81.06 

$ 4.86 
5.28 
7.24 

10.09 
13.05 
24.15 
32.81 
54.52 
81.04 

100.33 

$ 4.98 
5.40 
7.41 

10.33 
13.37 
24.74 
33.62 
55.88 
83.07 

102.84 

$ 4.22 
5.31 
7.32 

10.26 
13.19 
24.40 
33.18 
55.14 
81.98 

101.50 

First 500 cu.ft., per 
100 cu.ft .•..••••••..••••• $ .371 $ 

Next 29,500 cu.ft., 
per 100 cu.ft ••••••..••••• 

Over 30,000 cu.ft., 
per 100 cu.ft ••••••••..•.• 

.371 

.301 

.422 $ 

.422 

.418 

.431 $ 

.431 

.431 

.371 

.431 

.431 

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

App1ica~t's studies show that an ~verage commercial customer 
(business and residential) uses about 23,350 cubic feet of ~.,ater 
per year, or 19 Ccf (h~~dreds of cubic feet) per month. For a 
customer with a sta~dard 5/8 x 3/4-inch meter, the charge for that 
quantity of water under .present rates is $11.27 per month. At 
applicant's proposed rates for the year 1917, the corresponding 
monthly charge would be $12.88, or 14 percent higher than unde~ 
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present rates. At applicant's proposed rates fo= s~bsequent years) 
the corresponding monthly charge would be $13.17~ or 17 percent 
higher than under present rates. At the ~ates authorized herein) 
the corresponding monthly charge will be $12.ll~ or 7 percent higher 

than under present rates. 
Results of Operation 

WItnesses for applicant and the Commission staff have 
analyzed ~nd estimated applic~~t's operational results. S~Jnarized 

in the following Table II, based upon Exhibit 11, t~e f~~al 
reconciliation exhibit sponsored jo~~tlY by applicant and the staff, 
are the estimated results of operation for the test year 1977, under 
present rates and under those proposed by applicant for the year 1977. 

Applicant's original estimates were completed in October 
1975. Between then and the completion date of 'the staff's exhibit, 
several changes took place in rates tor purchased w~ter) purchased 
power~ ad valorem taxes, and other expenses~ some of which have been 
reflected in offset increases in appl!ca~t's rates. Also~ additional 
data became avai1at>le as to actual nu."'lbers of customers, year-end 
1975 plant balances, ~~d other recorded data. In addition, another 
full year's weather data bec~~e available for use 1n adjusting 
recorded consumption to normal weather conditions. Further~ a 
standardized method of estimating normal cons~~ption by use of 
computer technology 1n lieu of the formerly accepted graphical method 
has been developed recently by a joint committee of industry and 
Commission staff representatives. 
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Instead of ~~endir.g the ~:t1=ated s~~ries of earnings 
each time a change took place and each ti~e later data bec~~e 
available, applicant kept the Co~iss10n staff advised of changes 
and new data so they could be reflected in the staff's estimates. 
Hhen the stafr exhibits were distributed .. applicant checked the 
staff's independent estimates for reaso~ableness and adopted those 
portions on which there were no i~sues. 

At the hearing) after presentat10n of additional testimony 
by applicant r~garding the average amount of well water that could 
be utilized 10 this district, the starr stipulated to app11cant's 
estimate of well production. ~at lett only one issue to be e resolved. '.-lith respect to sur.m'.ary of earnings, as sho~.,n on Table II .. 
Column (d). 
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PRESEm' ~ 

Operating Revenues 

Qperating Expenses 
Operation & maint. 
Admin. & gen. misc. 
Taxes other than income 
Depreciation 
Amorti z. SeFT 

IG.O. prorated expenses 
~Incorne taxes 

- e 
TABLE II 

Reconciliation of Applicant's and Staff's Summary of Earnings 
Test Year 1977 

(Dollars in Thousands) 

Applicant's Estimates 
Original Ch(~e Modified 

(a) b • \cl 

$ 4.355.9 $260.2 $ lJ,616.1 

1,998.8 101.2 2,106.0 
85.5 1.2 86.? 

483.? 6.9 490.6 
342.9 (11.0l 325.9 

9.7 (9.7 
345.4 (16.6 328.8 
160.8 82.9 243.1 

3,426.8 154.9 3,581.7 

929.1 105.3 1,034.4 

12,309.1 (14.3) 12.295.4 

Effect. of 
Commercial 
Sales Issue 

(d) -

$42.4 

23.5 

o.rl 

9.6 ---
33.8 
8.6 

Staff's Estimates 
Modified Chfill.ge Ori~inal 

(e) li1- g) 

$ 4.658.5 

2,129.5 
86.1 

491.3 
325.9 

328.8 
__ 253.) 

$ $ 4.658.5 

13.6 2.115.9 
86.7 

491.3 
325.9 

328.8 
(7.2) 260.5 
6.4 3,609.1 

(6.4) 1,049.4 
12,295.4 

~ . 
"' ... a-
t; 
~ 

U' ..., 

Total expenses 

Not Operating Revenue 

Deprec. Rate Base 

Rate of Return 7.55'% O'86~ 8.41% 0.01% 

3,615.5 
1,043.0 

12,295.4 

8.M'J~ (o.o5)i 8.53% 
(Red Figure) 

a Applicant's estimates. surrmarized on staff's Exhibit 17. pago 1, lines 15-27-
b Effect of applicant's adoption of staff's modified estimates exclusive of effect of issue in Column (d). 
c Modified applicant's estimates, consisting of the sum of Columns (a) and (b) of this table. 
d Effect of difference between applicant's and stafftg p.stimates of sales per commercial customer. 
e Modified staff.s estimates, cvnsisting of the sum of Columns (f) and (g) of this'table. 
f Effect of staff's adoption of applicant's estimate of average future well production. 
g Staff's estimates, 6Urrfflarized in staff1s Exhibit 17, pqge I, lines l5~27. 

(Continued) 
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PROroSEO RATES 

Operating Revenues 

Opera~in,g Expenses 
Operation &. malnt. 
Adrnin. &. gen. misc. 
Taxes other than income 

~Depreciation 
I Amort.iz. SCF"1 

G.O. prorated expenses 
Income taxes 

e 
TABLE II 

(Continued) 

e 

Reconciliation of Applicant's and Staff's Swrmary of Earnings 
Test Year 1977 

(Dollars in Tl~10~ul.,..;s:"an---'d"-s~)---------

Applicant's Estimate 
ori

Z
ina1 Chrer- Modified 

-{b -Tc} a) 

$ 5,004.5 $264.1 $ 5,268.6 

l,99a.8 107.7 2,106.5 
85.5 1.2 86.7 

494.1 7.0 501.1 
342.9 (l'I.O~ 325.9 

9.7 (9.7 
345.4 (16.6 328.8 

_ 497.0 8~.6 ~8l.6 

Effect of 
CorrlQercial 

Sales Issue 
(d) 

$53.2 

2).5 

0.9 

Staff's Estimates 
Modified Chan,e Original 

(0) (f (g) 

$ 5.321.8 

2,130.0 
86.7 

502.0 
325.9 

328.8 
596.8 

$ 

13.6 

$ 5,321.8 

2,116.4 
86.7 

502.0 
325.9 

328.8 
60/ •• 0 

? . 
OJl 
0' 
t; 
sc-

~ 

Total expenses 3,773.4 157.2 

Net Operating Revenue 1,2)1.1 106.9 

Deprec. Rate Base 12.309.7 (11 •• 3) 

Rate of Return lO.OOp 0.8a,t 

3,930.6 

1,338.0 

12,295.4 

10.88% 

15.2 

39.6 
13.6 

0.l1~ 

3,970.2 

1,351.6 

12,295.4 

10.99% 

{hl) 
6.4 

(6.4) 

. (0.05)1~ 

3,963.8 

1,358.0 

12,295.4 

1l.04~ 

(a) 

I\! 

(Red Figure) 

Applicantts estimates, summari~ed on staff's Exhibit 17, page I, lines 15-27. 
Effect of applicant's adoption of staff's rr~ified estimates exclusive of effect of issue in Column (d). 
Modified applicant's estimates, consisting of the sum of Columns (a) and (b) of this table. 
Effect of difference between applicant's and staff's estimates of sales per cOITfiercial customer. 
Modified staff's estimates, consisting of the sum of Columns (f) and (g) of this table. 
Effect of staff's adoption of applicant's estimate of average future well production. 
Staff's estimates, summarized in staff's Exhibit 17, page 1, lines 15-21. 
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Consumption Per Comcerc1al Customer 
After moa!fieat1on by both applicant a~d staff of their 

respective original estimated s~~aries of earnings for the test 
year 1977, the only remaining issue to be resolved in those suremaries 
1s the d1fference 1n estimates of normal consumption per commercial 
customer. 

Appl1c~~t's original estlmate of 230.0 ccr per commercial 
customer for the year 1977 was based upon a preliminary proposed 
method of estimating then being considered by the jOint co~~ittee 
of 1naustry ~d Commission staff representatives hereinbefore 
mentioned. S~bsequentlY, certain 1mprovements and modifications 
were incorpo:-ated in the final cethod adopte'd by the c OD".m1t tee • 
Applicant applied that final method to total metered commercial 
consumption and updated weather statistics. App11cant's modified 
estimate of probable normal consuopt1o~ per co~erclal customer 
1s 233.5 Cc! per year. The sp~~ of years used in developing that 

~ estimate is 1970-1975, the per10d with t~e best correlat1on of 
adjusted consumption out of nine trial r~~s extending as far back 
as 1963-1975. 

The st~ff's co~respond1ng est1~a~e for co~~erc1al customers 
is 238.2 Ccf per year, represe:"lting the weigh':;ecl average of 185.9 Ccf 
for resident1al customers and 450.6 Cct tor business customers. The 
stafr w!tness diVided t~e co~~erc1al estimates into residential and 
bus1ness because the average res1dent1al us~ is less th~~ half the 
aver~ge bus1ness use 1n this district. The span or years used in 
det0~m1nlng the est!~ate for reside:"ltia1 use 1s 1~~4-1975> the 
period with the th1~d-best corr'e1a":ion o~ adJ~lsted consl.l.'11pt!on. The 

staff witness chose the thi%'~·::~ect co!'/,:'~.!.at=:_');) bc..~'.~sc the 
end result of using the sp~ns with the ~c3t cor.=ela~ion 

. gave a total of about 232 Ccf, which appeared to him to be too 
low when compared with unadjusted 1976 prooable consumpt1on. 
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The issue as to normal co~~erc1al conzumption per customer 
thus has two parts: 

(1) Should commercial use be estimated in total 
or should the residential a~d business 
portions be est1mated separately? 

(2) Should the estimates of future normal 
consumption be based upon the span of years 
with the best correlation or is 1t 
appropriate to use some other method in 
this instance? 

In regard to the dividing or commercial consumption into 
res1~ent1al and busL~ess for esti~~ting purposes, that approach would 
appear reasonable if the available data reflected a consistent 
1nterpretation of what constitutes residential as opposed to 
business use. The Uniform System of Accounts for water corporations 
prescribed by this Co~~lssion does not give specific definitions of 
the two terms. It merely provides, in the accounting instruct10ns 
for Ac. 601-1, Commerc1al Sales: 

"At its option the utility may further subdivide 
sub-acco~~t 601.1 as follows: 

601.11. Res!dent1al Sales 
601.12. Business Sales" 

App11cant's witness discussed problems which had been 
encountered in the past with inconSistent interpretation from year 
to year in the 3ubdiv1dL~g of commerCial use. He gave examples 
of situations where interpre~at1ons could vary. In view of the 
reasonable correlation achieved for combined commercial use, as 
evidenced by the f1fth page of Exr~bit 10, separate c$tL~tes for 
residential and business use are not warranted 1n this instance. 

In regard to the use ()f the "Com.~ittee nethod", the issue 
stems from d1fferent interpretations by applica~t and staff witnesses 
as to the intent of the f1na1 step of the basic procedure eet forth 
on the second page of Exhibit 9: 

"Adopt results if they appear reasonable." 

-11-



A.56134 bl 

Appl1cantT~ witness was a ~e~ber of the joint co~~ttee 
which developed the method. He testified that the objective ot the 
committee was to develop a method that would ?roduce reasonable 
results and avoid ""hat amounts to subj ective judgments on the part 
of estimators. Inherent in the method is the development of 
statistical relationships des1g."lated as the "Inverse ~·1cSee Ratio". 
In less esoteric terms~ this rat1o~ expressed as a percentage, g!ves 
a numerical index as to the extent that the actual consumption 
figures tor a particular Sp~"l of years~ adjusted to normal weather 
conditions~ deviate trom the straight line which is the best "fit" 
through those adjusted points. A more descriptive title tor this 
index :lnig.."lt be "Percentage Standard Error". 

The span of years which results in the lowest percentage 
standard error can thus be easily determined. Applicant'S witness 
testified that, in his opinion, the results for the span with the 
lowest standard error should be used unless that Sp~"l produced an 
estimated stra1~~t-l1ne trend which, when reviewed visually on 
graphs such as those in Exhibit 10, was not a convincing fit to the 
adjusted consumption. 

Exhibit 10 shows that the percentage standard error for 
the staff's estimates of residential and business use were, 
respectively, 1.9 percent and 2~8 percent whereas the corresponding 
error for applicant's estimate of total commercial use was only 
1.3 percent. The second page of that exhibit also shows that the 
staff's adopted strai~~t-l1ne solution fits the years prior to 1970 
reasonably well but is considerably at variance with the 
significant downward trend in adjusted consumption actually 
experienced since 1970. Under these Circumstances, we do not 
find it persuasive that recorded consumption for a single year~ 
~ adjusted to average weather conditions, was h1~~er than the 
~~ount derived from a good correlation of consumption for six 
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consecutive recent years which is adjusted to remove the effects 
of abnormal weather. Applicant's estimate of future normal 
consumption per commercial customer is adopted in setting the rates 
authorized herein. 
Water Conservation 

App11cant presented, as Exhibit 3, a comprehensive rev1ew 
of its efforts to effect water conservation. 

Applic~~t's witness testified that ~art of the present 
p~ogram has been in effect for several years. Although it is 
impossible to separate the effects of this program from all other 
possible causes of the cha~ges in normal consumption per customer, 
the witness stated that, in his opinion, at least a portion of the 
change in usage can reasonably be attributed to the conservation 
program. In this regard, we note that the general trend in usage 
per commercial customer was upward until about the year 1970 and 
downward since that year. 

The presiding examiner suggested that, in v1ew of the 
fairly high percentage of Spanish-speaking customers in this district, 
future conservat1on advertisements and literature directed to 
customers in this district be prepared both in English and Sp~~1sh. 
Applicant has agreed to adopt that suggestion. Therefore~ app11cant's 
conservation program will be rated as satisfactory. No adjustment 
in rate of return is necessary. 
Rate of Return 

Applicant and staff witnesses each presented studies in 
support or their respect~ve recommendations as to a reasonable rate 
of return. The follow~~g Table III is a comparative summary based 
upon applicant's Exhibit 2 and the staff's Exhibit 15: 
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Item -
Applicant 

Long-term debt 
Preferred stock 
Common stock equity 

Total 

Staff 

Long-term debt 
Preferred stock 
Common stock equity 

Total 

TABLE III 
R3. ~e of Return 

Canita1 Ratio Cost Factors ~oJe1ghted Cost 

52.3% 7.87% 4.12% 
6.5 7.19 .47 

41.2 13.13 5.41 
100.0 10.00 

52.31 7.87 4.12 
6.45 7.14 .46 

41. 24 12.78 2:.,g1 
100.00 9.85 

Both applicant a~d the sta~r supported their concluSions 
a: to a reasonable rate of return with co~prehen3ive tables and 
testimony. It can be seen, however, ~rom Table III that the 
difference between applicant and staff stems a1~ost entirely from 
the difference in assumed allowance for a reasonable return on 
common stock eqUity. The 10.00 percent rate of return on total 
capitalization would result in a 13.13 percent return on co~mon equity 
whereas a 9.85 percent return on total capital would result in a 
12.78 percent return on common equity. 

As has been stated in numerous previous deCisions of this 
CO~~ission, the determination of a reasonable return on common 
equity is largely a matter of judgment. The difference between the 
reco~~endations of applicant and staff is well within a range that 
might be expected for independent Judgments by any two competent 
experts on the Subject. The staff aCCO'..l.ntant cited a nurnJjer of 
factors which he reviewed in developing his reco~~endation as to 
return on Co~~on equity. The~e are set forth in detail on page 8 of 
Exhibit 15. It appears that the staff recommendation strikes a 
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reasonable bal~~ce betwee~ cons~~er's snort-term interests in the 
lowest rates and his long-term interest in ensuring that the 
applicant can obtain the financing necessary to mainta1n good serv1ce. 
The staff reco~~endat1on is adopted. 
Trend in Rate of Retur~ 

Applicant's Exh1bit 12 shows that l for a three-year test 
period, if the present water rates remained unchanged except for 
offset rate changes to cover such things as ch~~ges in wage rates, 
tax rates,~~d rates for purchased water and power (those items 
normally subject to advice letter otfsets4 an average annual decline 
of 0.31 percent per year would still be expected. Applicant's 
exhibit does not show the corresponding decline at the proposed rates 
because those rates incorporate step 1ncreases des1gned to just 
offset the dec11ne that otherwise would occur. The staff's 
Exhib1t 17 shows a dec11ne of 0.38 percent between the test years 
1976 and 1977 at present rates and a corresponding decline of 
0.44 percent if app11cant's 1977 proposed rates were applied to both 
years. The staft recommended against step rates but recommended 
that a 0.37 percent attr1tion 1n the rate of return attributed to 
increased plant investment per customer without compensating 
customer growth oe taken into consideration in setting rates for this 
district. Applicant's w1tness stated that, althollgh he felt the 
step rates were somewhat more equitaole, he took no issue w1th the 
statf's recommendat1on. 

The comparative rates ot return for two success1ve test 
years, or for a series of test years, are ind1cative of the tuture 
trend 1n rate of return only if the rates of change of major 
indiv1dual components of revenues, expenses, ~~d rate oase in the 
test years are reasonaoly ind1cative ot the future trend of those 
items. Distortions caused by abnormal, nonrecurr1n~ or sporadically 
recurring changes in revenues, expenses, or rate base 1tems must be 
avoided to prov1de a valid basis for projection of the anticipated 
future trend in rate of return. 
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As an indication of the reasonableness of the trend in rate 
of return which would be derived from using only the two test years 
1976 and 1977, applicant prepared EXhib!t 12~ a comprehens1ve 
analysis of the many changes in recorded 1tems of revenues, expenses, 
and rate base during the years 1970 through 197~ and a corresponding 
analysis covering the estimated years 1975 throu~~ 1978. Applicant 
analyzed and evaluated distortions during the recorded years caused 
by such factors as changes ~~ its water rates and changes in income 
tax rates and allowances. 

In some pr10r decis10ns in rate proceedings involving other 
districts of app1ic~~t, the apparent future trend in rate of return 
h~s been offset by the authorization of a level of rates to remain in 
effect for several years and des1gned to produce, on the average over 
that period~ the rate of return found reasonable. In other deciSions, 
it was deemed more appropr1ate to increase the rates 1n steps 
designed to maintain~ ~~ each of several future years, the rate of 
return found reasonable. In view of the staff's stated policy against 
step rates, ~~d app11cant's acquiescence to single-level rates which 
would produce the same result as step rates over a given period, we 
will deny applicant's original request for step rates. 

The rate increase authorized herein will not be in effect 
for any of the year 1976. With the indicated future trend in rate 
of return, the 10.22 percent return for the test year 1977 under 
the level of rates authorized herein should produce rates of return 
of 10.22 percent, 9.85 percent, and 9.48 percent, respectively, 
for 1977, 1978, and 1979, or an average rate of return of 9.85 percent 
for the three-year per10d. 
Pending Investigation 

Comprehensive studies have been and are being made by 
the Co~miss1on stafr of officers' salaries and expense reimbursements 
of many ~ajor California utilities. At the time of submission of 
this applicat1on, the staff had commenced, but not yet co~p1eted, 
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zuch a study applicable to applicant's operations. At hearings 
held in San Francisco on November 30 and December 2 and 3, 1976, 
in Application No. 56186, applicant's Chico-Hamilton City District 
rate proceeding, the staff's stud1es and applicant's response were 
presented. The ~ax1mum adjustments resulting trom this additional 
evidence would have a ~inimal effect upon the rates authorized 
herein. It would therefore not be reasonable to delay this decision 
to await careful review by the Commission of the additional evidence. 
Applicant stipulated that the maximum staff adjust~ent could be 
reflected in the six rate proceedings pending as of December 1, 1976. 
If suc~ adjustment is later found to be inappropriate by a f1nal 
order in Application No. 56186, applic~~t offered to forego the 
additional revenue requirement until such ti~e as it must again 
seek rate relief for other reasons. Pursuant to appl1cant's 

tt st1pulation, the mL~or adjustment reco~~ended by one of the staff 
witnesses will be incorporated in the s~~T~ry of earnings at 
authorized rates. 
Summary of Earnings at Authorized Rates 

The following Table IV is derived from Column (c) of 
~able II, modified to reflect the rates authorized herein L~ lieu 
of applicant's present rates and exp~~ded to show a more detailed 
breakdo~~ of the various items of revenues ~~d expenses: 

-17-
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TABLE IV 

Summa~ or 'Earnings - Te~t Year 1977 
(Dollars in Thousands) 

Item -
Operating Revenues 

Metered. 
Fire protection &m1~ce1laneous 

Total 
O~rating Expenses 

W r • & m.a.int., a.dnd:n. & gentle & misc. 
Purchased water 
Replenishment as~essment 
P\:.rc..i.ased. power 
Payroll - union contract 

- other 
- total payroll 

Other operation &maint. 
Other admin. & general & mise. 

Total oper. & maint., 
Admin. & gen r 1 & ::lise. 

Taxes Other Tha.n on Income 
Ad valorem. taxes 
Local franchise taxes 

_ Payroll taxes 
• . Total taxes other than on ineol:le 

Deprecia.tion 

C.O. Prorated Expenses 
Payroll - union contract 

- other 
- total payroll 

Pa.yroll taxes 
Other prorated expenses 

Total G.O. prorated expen~es 
$ubtotlll 

Ineome T3Xes 
Income taxes berore invest. cr. 
Investment tax credits @ 10% 

Total income taxe~ 
Total operating expenses 

Net Operating Revenues 
Depreciated Rate Base 
Rate of Return 

Beforo attrition adjustment 
A.ttrition adjustment 

Arter ~ttrition adjustment 

Applicant 
@ Present 

Rates 

$ 4,516.6 

~'2 4,61.l 

SZl..S 
220.5 
313.6 
$lS.S 
79.1 

597.9 
22l.6 
17.3 

2,192.7 

5S.0 
66.5 

124.5 
9.2 

195.1 
328.8 

3,338.0 

307.6 
(~3.9) 
2.43.7 

;,5$1.7 
1,034..4. 

302,295.4 

S.4J$ 

S.4l 
(Ree Figure) 

A.uthorized 
Changes 

$495.9 
~) 
466.0 

--
--

( 5.3) 

-7:4. 

--?:!:l:.i 
24;.7 
222.:3 

1.S1% 
~) 

1.4.4. 

Adopted 
Rntf!S 

$ 5,012.5 
62.6 

5,082.l 

S2l.S 
220.5 
;13.6 
518.8 
72.1 

597.9 
216.3 
17.3 

2,187.4 

381.2 
81.3 
35.5 

498.0 
325.9 

58.0 
60.6 

118..6 
9.2 

195il 
322.9 

3,334.2 

555.1 
(63·2) 
491.2 

3 1 825 .. 4 

1,256~7 
12,,295.4 

10.22$ 
(0.37) 
9.S5 

* Net amount of $5,700 fire hydrant mainter~ce expenses to be ass~ed 
by fire agencies and $~OO increase in uncolleetib1es r~sulting.from 
the general rate increase. 

# Adjustment recommended by staff witness on compensation. 
-18-
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The more detailed breakdown in Table IV w1ll provide a 
basis for review of future advice-letter reQuests for rate increases 
or decreases to offset changes not reflected in either the test 
year 1977 or in the trend in rate of return adopted as the basiS 
for the rates authorized herein. 

The purchased water rate used by the staff for the test 
years 1976 ~~d 1977 is the current $79 per acre foot which went into 
effect July 1, 1976. The replenishment tax rate used is the current 
$21 per acre foot which became effective July 1, 1976. The purchased 
power rates are the current rates which became effective December 31, 
1975. The wage rates used are the 1971 contract rates already 
established for union employees ar.d the 1976 wage levels for all 
other employees. (Although, as applicant's witness testified, 
the cost-of-living increases for applicant's union and nonunion 
employees have been reasonably consistent over the years, the 1977 
wage rates for nonunion employees technically have not yet been 
established and will presumably be the subject of part of the 
expense changes to be offset by future advice-letter requests. 
Applicant took no exception to this procedure.) The composite 
effective ad valorem tax rate of 2.861 percent of the dollars of 
beginning-of-year net plant plus materials ~~d supplies is that 
applicable to the fiscal year 1975-1976. The payroll tax rates and 
coverages are the current ones which became effective January 1, 1976. 

Los Angeles County Consolidated Fire Protection District 7 

for itself, and Los Angeles County, as agent for the city of 
Commerce, have availed themselves of the provisions of General 
Order No. 103 which relieve the tire protection agency fro~ monthly 
charges for public fire hydrant service under specific conditions 
set forth in detail in the General Order. This will result in the 
loss of $29,900 in 1977 revenues and a partly offsetting decrease in 
operation and maintenance expenses of $5~700. This is reflected in 
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the "Authorized Changes~ col~~~ in Table IV. 
that they shall become effective concurre~tly 
date of the rate increases authorized 1n this 
L1feline Rates 

The agreements provide 
with the effective 
proceeding. 

The stafr suggested in Exhibit 17 that a ,OO-cub1c toot 
lifeline block be established and that the service charge tor a 
5/8 x 3/4-inch meter not be increased. Applicant's witness stated 
that the staff suggestion runs contrary to the conventional cost-of­
service concept but, aside from that, applicant apparently has no 
objection to the stafr's suggestion. The rates authorized herein 
1mplement that sugsestion. 
Find1ngs 

1. Applicant's water quality conservation program and service 
are satisfactory. 

2. App11cant is in need of additional revenues but the rates 
requested would produce an excessive rate of return. 

3. The adopted estimates, previously discussed here~n, of 
operat1ng revenues, operat1ng expenses, ~~d rate base for the test 
year 1977, and an ~~ual decline of 0.37 percent in rate of return, 
reasonably ind1cate the prObable range of results of applic~~t's 
operat1ons for the near future. 

4. An average rate of return of 9.85 percent on applicant's 
rate base for 1977, 1978, and 1979 1s reasonable. The related 
average rate of return for comcon equity over the three-year period 
is 12.18 percent. 

5. The 1ncreases in rates and charges author1zed herein are 
justified; the rates and charges authorized herein are reasonable; 
and the present rates and charges, insofar as they differ from those 
prescribed herein, are for the future unjust and unreasonable. 

The Commission concludes that the application should be 
granted to the extent provided by the following order. 
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o R D E R .-.-----
IT IS ORDERED that, after the effective date of this 

order, applicant California Water Service Company is authorized to 
file for its East Los Angeles District the revised rate schedules 
attached to this order as Appendix A. Such filine shall comply with 
General Order No. 90-A. The effective date of t~e revised schedule 
shall be four days after the date of filing. The revised schedule 
shall apply only to service rendered on and after the effective 
date thereof. 

The effective date of this order shall be twenty days 
after the date hereof. 

D Sa.::::l. l-~r.l!lclzco f L.. ated at _________ , cal! orn1a, this ,'7"-"1 
day of ~~.Y "'I > 1911 .. 

comDiissioners 
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APPUCABILITY 

APPENDIX A 
Page 1 of 3 

Schedule No. Et-1 

EAot Los Angeles TAriff AreA 

GF.NERAL METE-RED SERVICE 

Applicable to all metered 'Water :;service. 

TERRITORY 

East Lo~ A."'1geles, Commerce a."1d ·.riciDity, Los Angeles County. 

Service Charge: 
For 5/Sx ,/4-inch meter •••••••••••••••••••••••.••• 
For ,/4-ineh ccter •...••.........•...•....... 
For l-inch meter .••••..•.••. _ ••••.•••••.••. 
For 1-1!2-ineh meter •..•....•...•...•......•••• 
For 2-inch meter .•..••••.••.•.••••••••••••• 
For ;-ineh meter ..........•••••••••••••.••• 
For 4-inch meter •...••.••.••••••••••••..... 
For 6-ineh meter ..••••.••••••••••••••••••.• 
For a-inoh meter ••••••••••••••••••••••••••• 
For l~inch meter ••••••••••••••••••••••••••• 

Quantity Rates: 

First 500 eu.tt., per 100 cu.rt • •••••••••••••••• ~ •• 
Over 500 cu.ft., per 100 cu.tt •••••••••••••••••••• 

Por Meter 
Per Month 

$ 4..22 
5.37 
7.32 

10.26 
13.19 
24.40 
33.18 
55.14 
81.98 

101.50 

$ .37l 
.431 

The Service Charge is a re~diness-to-scrve 
charge which io .3.ppl1eablo to all metered. 
service and. to which is to be added the 
monthly charge Co:lputed at the Quantity Rates. 

(I) 

(I) 

(I) 
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APPUCABItITY 

APPENDIX A 
Page 2 of :3 

Sch«iulc No. EL-5 

East Los Angeles Tariff Area 

PUBLIC ~ HYDRANT SERVICE 

Applicable to all water oervice rendered for public fire protection to a 
public authority, such as a munieipality, county) or other political 
subdivision of the State. (T) 

TERRITORY 

Within the enti~ area served by the utility 1."l. Los Angeles CountYJ 
as delineated on the Service Area Y~p of the ~t Los Angeles Di3trict. 

Per H7drant ?er Month 
City of Co~erce & Remainder or 

L.A. Co. Unincor-oora.ted Tcrritorz 
For fire hydrant service No Charge $1.50 

SPECIAL CONDITIONS 

1. Within the city of Cc::::ncrce and unincorporated areas of Los 
Angeles County, the county of Los Ar.geleo, and the Los Angeles County 
Consolidated Fire Protection District, respectively, are responsible for 
the hyarant installation and maintenance costs i.~cluding, without 
limitation: the ca.pital cost of new hydrant installa.tions starting with 
the tec in the main and the branch gate valve; any hycira."lt replacements 
caused by age, wear, or ch:mge in hydr3..~t standards; relocations to 
accommodate street improvetlents or changes of grade to the util1ty's 
pipeline or changes to the right-of-way; relocations or reconnections of 
hydrant3 brought about by replacement of th" main by the utility; 
maintenance (including repairs caused by traffic accident3 and the expense 
of shutting down Md re-establishment of service); mechanical maintenance 
or adjustmente of the hydrant; painting; and clearing of weeds. 

( Conti...~ued) 

(T) 
I 

('i) 

(R) 

(T) 

i 

I 

(T) 
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APPENDIX A 
Pa.ge 3 ot 3 

Schedule No. EI.-5 

East Los Angeles Tariff Area. 

PUBLIC ~ HYDRANT SERVICE 

SPECIAL CONDITIONS - Contd. 

2. Within incorpora.ted areas other than the city of Commerce, the (T) 
hydrant heads will be owned by the public authority and 'Will be installed., I 
maintained, painted, inspected and relocated a.t the expense of the public 
authority. The utility will i."'lStall and own the tee in the tlO.in, the , 
hydrant branch, the control valve, and the bury. 1 

3. The above rates includ¢ use of water for fire protection and 
for no other purpose. For ~ter delivered through fire hydra.nt13 for any 
other purpose, charges will be made therefor at the quantity ra.te under 
Schedule No. EL-l, Goneral Metered. Service. 

4.. The utility will supply only such ~'a.ter at s'Uch press'U%'e as ~y 
be avaUable from time to time as a. result of its normal opera.tion of 
the sy~lt.em. (T) 
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A. 56225 D. 
A. 56251 D. e WATER RATE INCREASE FOR CALIFORNIA WATER SERVICE COMPANY 

COMMISSIONER WILLIAM SYMONS, JR., Dissenting, 

It is silly to introduce give-away water rates at a time when Cali­

fornia is facing the worst drought in recorded history.. I am referring to 

the euphemistically-termed !tlife1ineTT provision which the COrrunissl.on 

majority mandates into this water company pricing structure today. 

This appears to be a knee-j erk carry-over from ~felineTT installed in 

our natural gas and electric utility tariffs.. But no case for need has 

been established in the water cases. 

It is a plain fact that water prices have not escalated like energy 

prices have. Water prices are modest. There is no argument for the 

necessity of welfare via raising prices to non-benefited utility rate payers .. 

Neither has the Legislature in the case of water see..'1 it necessary to mandate 

subsidy. 

A maximum conservation effort is essential in the face of our severe 

water shortage. To relieve any class of water-users of their fair share of 

the increased costs to serve them water, has the counter productive effect of 

p-reV'.eXl~'g natural price signals to encourage reduced. consumption. TTLifelineTT 

freezes the first 500 cubic feet of water used for all reside..'1tial customers. 

So this confused price Signal is sent to all residential users. ThiS is the 

substitution of nonSense for public policy. 

San FranCisco, California 
May l7, 1977 


