
dz 

Decision No. 87337 
BEFORE THE PUBLIC T!rILITIES COMMISSION OF THE S'rATE OF CALIFORNIA 

In the Matter of the Application of) 
CALIFORNIA WATER SERVICE COMPANY, ) 
a corporation, for an order ) 
authorizing it to increase rates ) 
charged for water serVice in the ~, 
San Carlos district. ) 

--------------------------) 

Application No. 56225 
(Filed January 23, 1976) 

McCutchen, Doyle, Brown & Enersen, by Crawford Greene, 
Attorney at Law~ for applicant. 

Lionel B. Wilson, Attorney at Law, and Jasjit Sekhon, 
for the Commission staff. 

OPINION -------
~ Applicant California Water Service Company seeks authority 

to increase rates for water service in its San Carlos District. The 
proposed rates would increase revenues by a total of $370,000, or 
30 percent. Public hearing was held before Examiner Gilman in 
San carlos on October 27, 1976. Copies of the application had been 
served; notice of filing of the application published and mailed to 
customers; and notice of hearing published, mailed to customers, 
and posted, in accordance with this Commission's Rules of Practice 
and Procedure. The matter was submitted on October 27, 1976, subject 
to filing by applicant of a decision draft by November 19, 1975. At 
the conclusion of the hearing, no issues remained to be resolved in 
the decision draft. 
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Testimony on behalf of applicant!! was presented by its vice 
president. One customer appeared and made stat~ents regarding 
expense reduction and his opposition to step rates. 
stnff presentationl! was made through two engineers. 
of the staff presentation were accepted without need 
the expert "'1itne$ses who prepared them. 
Service Area and Water System 

The Commission 
Some portions 

for testtmony by 

A?plicant owns and operates water systems in twenty-two 
districts in California. Its San Carlos District includes the city 
of San Carlos and the unincorporated area adjacent to the city 
located in San ~teo County. ~fuile the bUSiness, industrial, and the 
easterly portion of the residential area is relatively flat, a large 
portion of the system is in hilly terrain. Elevations served in this 
district vary between 25 feet to more than 905 feet above sea level, 
requiring 14 separate pressure zones to serve the territory. Total 
population of the area served is estimated at 30,100. 

All water distributed in the San Carlos District is 
purchased from the San Francisco Hater Department (SFVID). From this 
source there are one B-inch, one 16-inch, and ewo lO-inch meters ~hich 
deliver ... :a.ter from SFVm' s 60-inch and 6S-inch Bay Crossing pipelines 
ahead of their discharge into Crystal Springs Reservoir. An S-inch 
reversible connection for emergency use is maintained with the 
Belm~nt County lV'atcr District. 

The transmission and distribution system includes about 
100 miles of mains, ranging in size up to 21-inch, and approximately 
3.8 million gallons of storaee capacity. There are about 8,800 
metered services, 80 private fire protection services, and 620 public 
fire hydrants. 

1! Testimony applicable to overall company operations was presented 
~y witnesses for applicant and the staff in Application No. 56134, 
the East Los Angeles District rate proceeding. This testimony was 
incorporated by reference in Application No. 56225. 
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Service 
An investi8~tion of applicant's operations~ service, and 

faeilities in its San ~rlos Distriet was made by the Commission staff. 
The staff reported that there were no informal complaints to the 
Commission from this district during the period from January 1975 
through June 1976. Utility reeords and customer interviews by the 
staff indicate that eustomer complaints received at applicant's 
distric't offiee were quickly resolved. The customer who appear-ed 
at the hear1ng did not p!"esent a.'''1Y service cOltplaints. Service is 
very good. 
Rates 

Applicant's present tariffs for this district consist 
primarily of schedules £,or general metered service and public fire 
hydrant service. 

The following Table I presents a comparison of applicant's 
present and proposed general metered service rates and those 
authorized herein: 
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TABLE I 

Com2!;rison of Monthl:t; Rates 

Pro2osed 
Present For 1977 At~er 1977 Authorized 

Service Charge: 
For 5/8 x 3/4-inch meter • .. $ 2.55 $ 3.32 $ 3.44 
For 3/4-inch meter .... 2.93 3.65 3.78 
For l-inch meter · .. 3.92 4.98 5.16 
For i-lIZ-inch meter · .. 5 .. 45 6.97 7.22 
For 2-inch meter ..... 6.94 8.96 9.29 

. For 3-1nch meter .... 12.75 16.60 17.20 
For 4-inch meter ...... 17.69 22.58 23.39 
For 6-inch meter ..... 28.66 37.52 38.87 
For 8-inch meter 42.92 55.78 57.79 
For lO-inch meter ..... 52.eO 69.06 71.55 

Quantity Ra.tes: 
First 500 cu.ft .. , per 100 

cu.ft .•••••.•••••••.••••.• $ .480 $ .592 $ .613 
Nc~':: 29) 500 cu. ft., per 

~~.:>O cu. ft:. . ............ "' .•. .. 480 .. 592 .613 
ever 30,000 cu. ft. ) per 

100 cu.ft •••...•.••.•.•.. .452 .582 .613 

The Service Charge is a readiness-to-serve charge 
't~hich is applicable to all metered service and to 
which is to be added the monthly charge computed 
at the. Quantity Rates. 
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Applicant's studies show that an average commercial 
customer (business and residential) uses about 17,400 cubic feet 
of ~ater per year, or 15 Ccf (hundreds of cubic feet) per month. For 
a customer with ~ standard 5/8 x 3/4-inch meter, the charge for that 
quantity of water under present rates is $9.85 per month. At 
applicant's proposed rates for the year 1977, the corrcsponding 
monthly charge would be $12.20) or 24 percent higher than under 
present rates. At applicant's proposed rates for subsequent years~ 
the corresponding monthly charge would be $12.64, or 28 percent 
higher than under present rates. At the rates authorized herein, 
the corresponding monthly charge will be $11.61, or 18 percent higher 
than under present rates. 
Results of Operation 

Witnesses for applicant and the Commission staff have 
analyzed and estimated applicant's operational results. summarized 
in the following Table II, ba~ed upon Exhibit 8, the final 
reconciliation exhibit sponsored jointly by applicant and the staff, 
arc 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 com~letion date of the staff's exhibit) 
several changes took place in rates for purchased water, purchased 
po~er, ad valorem. taxes, and other expenses, some of which have been 
reflected in offset increases in applicant's rates. Also, additional 
data became available as to actual numbers of customers, year-end 
1975 plant balances, and other recorded data. In addition, another 
full year's 't"eather data became available for use in adjusting 
recorded consumption to normal weather conditions. Further, a 
standardized method of estimating normal consumption by use of 
computer technology in lieu of the formerly accepted graphical method 
has been developed recently by ~ j oint committee of industry., 
and Commission staff representatives. 
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Inst~~ad of amending the estimated summaries of earnings 
each time a change took place, applicant kept the Commission staff 
advised of changes and new data so they could be reflected in the 
staff's estimates. When the staff exhibits were distributed, applicant 
checked the staff's independent estimates for reasonableness and 
adopted those portions on which there were no issues. Staff 
estimates with which applicant disagreed were pointed out eo the 
staff, who then reviewed those items and revised the estimates. 
This process eliminated all issues with respect to summary of 
earnings, as shown on Table II, Column (c). 
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TABLE II 
Reconciliation of Appl!cent's a.."ld Stat!' G ~ o! Earnings 

Test. "fetJr 1977 

(Dollars in Thousands) 

Both 
A~E1ie~~t's Estimates Estimates Staff's Estimates 

~ OriW Chme Modified Chroe 
~ (c) a 

PRESE~'T RATFS 

Operating Revenues $1,2.4l.0 $ 15.2 Sl,256.2 S(ll.5) $1,267.7 
O~rat~ Expenses 

Operation & mainten~ce 672.0 (1.7~ 670·3 5.2 665.1 
Admin. & general misc. 22.0 (3.7 18·3 IS.3 
Taxes other than income 126 .. 4- (13 .. 0) ll3 .. 4- (0.2) 113·6 
Depreciation 1ll.9 1.0 ll2.9 ll2.9 
Amortiz. sen 2.9 (2.9) 
G.O. prorated expenses 102.2 (3.2) 99 .. 0 99.0 
Income taxes ~~4.S) 17.2 ~17.6) ~8 .. 7) ~8.9) 

Total expen:ses 1,002.6 (6 .. 3) 996.3 (3.7) 1,000.0 
Net Operating Revenues 2)8.4 21·5 259.9 (7.8) 267.7 

e Depree. ~te Base 3,818.5 7.6 3,826.1 3,826.1 
Rate of Return 6.24% 0.55% 6.79% (0.21)% 7.00% 

ffi()~S'8D &TF.S 
Operating Revenues $1,549.2 $ 13.1 $1,;62.3 $(16.0) $1,578.,3 
Onerat~ Expe~cs 

Operation & maintenance 672.0 (1.7~ 670.3 $.2 665.1 
Admin. & gener~ mi:se. 22.0 (3.7 18.3 18·3 
Taxes other than income 1)1·3 (13.0) ll8':3 (0.3) ll8.6 
Depreciation ll1.9 1 .. 0 ll2.9 112.9 
Amortiz. scn 2.9 ~2.9~ G.O. prorated expcn:se~ 102.2 3.2 99.0 99.0 
Income taxes 122.0 16.1 141.1 ~11.0) 122•1 

Total expenses 1,167.3 (7.4) 1,159.9 (6.1) 1,l66.0 
Net Operating Revenues 381.9 :20.5 402.4 (9.9) 4l2.3 
Depree. Rate Base 3,8l8.5 7.6 3,826.1 3,826.l 
Rate of Return lO.OO% 0.52% 10.52% (0.26) 10.7~ 

(Red Figure) 

(Continued) 
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Table II (continued) 

(d) 

(e) 

Applicont's eetimates, summarized on st<lff'~ Exhibit 13, page 1, Lines 1.5-27-
Effect of applicant's adoption of staff's modified estimates. 
Modified applicant's estimates, consisting of the sum of Columns (a) and (b) 
of this table, and mOdified starf's estimates, consisting of the sum of 
Columnz (d) and (e) of this table. 
E!fect of statf" s adjustment to the August. 'Z1., 1976 PG&E. Co. power rates 
and to include the offset rate increase a'.lthorized by Resolution No. \0[-1$92. 
Staff' 3 estimates, summarized i.."l staft' s Exhibit 13, page 1, Lines 15-27. 

Consumption Per Commercial Customer 
Applican~'s original estimate of 174.3 Ccf per commercial 

cust.omer f'or the year 1977 w'as consumption based, USing a preliminary 
proposed method of' estimating then being conSidered by the joint 
cOmmittee of' industry and Commission staff representatives hereinbefore 
mentioned. Subsequently, certain improvements and modifications were 
incorporated in the final method adopted by the committee. The staff 
applied that final method to total metered commercial consumption and 
updated weather statistics. USing that method, the estimate of' 
pro ba,ble normal consUlllption per commercial customer is also 174..:3 

Cd' per year.. Appli cant con curs vd th this estimate, and it will be 
ad.opted.. 

\vater Conservation 
Applicant presented, ~ Exhibit 3, a comprehensive review 

or its efforts to effect water conservation. 
Applicant's witness testified that part of the present 

program 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 changes 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. We would rate the program and its results 
as satisfactory_ No adjustment in rate of' return is warranted. 
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Rate 0 f Ret urn 

The appropriate rate of return for applicant's operations 
is discussed in detail in the decision on Application No. 56159, 
relating to applicant's East Los Angeles District. In that decision, 
we concluded that the staff recommendation of a 9.S5 percent return on 
rate base and 12.78 percent return on common stock equity strikes a 
reasonable balance between the consumer's short-term interest in the 
lowest rates possible and his long-term interest is ensuring that the 
applicant can obtain the fin~~cing necessary to maintain good service. 
Trend in Rate of Return 

Appli cant's Ex.:"li bit 9 shows that for a three-year period 
at present water rates, even mth offset rate increases covering such 
items as wage increases, tax increases, and higher rates for purchased 
water and powe#, an average a..~ual decline of 0.54 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 increases designed to offset the decline that other
wise would occur. The staff's Exhibit 13 shows a decline of 0.50 
percent between the test years 1976 and 1977 at p~esent rates and a 
corresponding decline of 0.73 percent if applicant's 1977 proposed 
rates were applied to both years. The staff witness recommended 
against step rates but recognized a 0.54 percent attrition L~ the rate 
of return caused by unavoidable increases in rate base. He recom
mended a single level of rates high enough to acco~odate three years' 
attrition. Applicant's witness stated that although he felt that 
step rates were somewhat more equitable to customers he took no issue 
with the staff's recommendation. 

~ Such items are normally dealt with by advice letter rate procedures. 

-9-



A.S6225 km 

In some prior decisions in rate proceedings involving other 
districts of applicant, the future trend in rate of return has been 
offset by the authorization of a level of rates to remain in effect 
for several years and designed to produce, on the average over that 
period, the rate of return fOl.md reasonable. In other decisions, the 
Commission authorized step rates designed to maintain, in each of 
several future years, the rate of return found reasonable. In view of 
the staff's stated policy against step rates, and applicant's 
acquiescence to single-level ratos 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 part of the year 1976. With the indicated future trend in 
rate of return, the 10.39 percent return for the test year 1977 under 
the level of rates authorized herein should produce rates of return 
of 10.39 percent, 9.85 percent, and 9.31 percent, respectively, fOr 
1977, 197e, and 1979, Or an average rate of return of 9. S5 percent for 
the three-year period. 
Pendin~ Investigation 

Comprehensive studies have been and are being made by the 
Commission staff of officers' salaries and expense reimbursements of 
many major California utili'ties. At the time of submission of this 
application, the staff had commenced, but not yet completed, such a 
study applicable to applicant's operations. At hearings held in 
San Francisco on November 30 and December 2 a~d 3, 1976, in Application 
No. 561$6, applicant's Chioo-Hamilton City District rate proceeding, 
the staff's studies, and applicant'S response were presented. The 
maximum adjustments resulting from this additional evidence would have 
a minimal effect upon the rates authorized herein. It would therefo~ 
not be reasonable to delay this decision to await careful review by the 
COmmission of the additional evidence. Applicant stipulated that the 
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maximum staff adjustment could be reflected in the six rate proceedings 
now pending. If such adjustment is later found to be inappropriate 
by a final order in Application No. 561$6, applicant offered to forego 
the additional revenue requirement until such time as it must again 
seek rate relief for other reasons. Pursuant to applicant's stip
ulation, the minor adjustment recommended by one of the staff 
witnesses has been incorporated ~~ the summary of earnings at 
authorized rates. 

~'tll!J:)ecr Q.f_EElmings at Authori Il:ed R~ 
The following Table III is derived from Column (c) of 

Table II, modified to reflect the rates authorized herein in lieu of 
applicant's present rates and expanded to show a more detailed 
breakdo~n of the various items of revenues and expenses: 
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TABLE In 

SUMMARY OF EARNINGS - TEST YEAR 1977 

(Dollars in Thousands) 

Applicant 
@ Present Authorized 

~ 
Operating Revenue~ 

Metered. 
Fire Protection & Miscellaneous 

TotaJ. Re'-/enues 

Operating ~nses 
Onere & Maint •• Admin. & Gen'l. & !<1ise. 

Purcha.3ed Water 
Purchased Power 
Total Payroll 
Other Operation & Mainten8-~ce 
Other Admin .. & Gen'l. & Mise. 

Total Oper.. & Maint., Admin. Be Gen' l. 
& Misc. 

Taxes Other Than On Income 
Ad. Valorem 
Local Taxe~ 
Payroll Taxes 

Total Taxes Other Than On Income 
Deprecia.tion 
(jeQ, Pr(')ra.t?d. Ex'pen$es 

Payroll - Union Contra.ct 
- Other 
- Total Payroll 

Payroll Taxes 
Othor G.O. Prorated. Ex"pen.se~ 

Total G .. 0.. mrated Ex'oenses 
Subtotal • 

Income Taxe~ 
Income Tsxe, Before Invest. Tax Credit 
Inve~tment Tax Credit @ 10 Pereent 

Total Income Taxe~ 
Total. ~ating Expenses 

Not Operating Revenues 
DepreCiated Rate Base 
Rate of Ret'Urrl 

Betore Attrition Adju~tment 
Attrition A~j~tment 

After Attrition Adjustment 

(Red Figure) 

Rates 

$1,233.6 
22.6 

1.1256.2 

436.9 
49.5 

128.0 
67 .. 3 
6.9 

688.6 

S5.1 
20.1 
S.2 

UJ.4 
112.9 

17 • .5 
20.0 
37.5 

2.7 
58.8 
99.0 

~ .. 0l:3.9 

11.3 
t2S'i) 17.) 
996.3 
259.9 

3,826.1 

6.79% 

6.79% 

Changes 

$293.6 

293.6 

4 .. 7 

4.7 

-
(1.8)* 
(1.8) 

153.1 

153.1 
156.0 

137.6 

3 .. 6~ 
~O_.24) 
3":06% 

* Adj~ted to roflect statt-propo3cd compensation adjustment. 
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A~opted 
:Rates 

$1,527.2 
22.6 

1,549 .. 8 

6$$.6 

85.1 
24.8 
8.2 

ll8 .. 1 
112.9 

164.4 
(~B.9) 
135.5 

1,152 .. 3 
397.5 

3,826.1 

10.39% 
(0.54) 
9 .. 85% 
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The more detailed breakdown in Table III will 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 and 1977 is the current rate schedule which went into 
effect December 1$, 197~. The purchased power rates are the current 
ra~es which became effective August 27, 1976. The wage rates used for 
union employees are the 1977 contract rates already established. When 
wage rates for other employees are established, any adjustment 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 1.$27 
percent of the dollars of beginning-of-year net plant plus materials 
and supplies is that applicable to the fiscal year 1975-76. The 
payroll tax rates and coverages are the current ones which became 
effective January 1, 1976. 
Lifeline Rates 

The staff suggested in Exhibit 13 that the rate for the 
first SOo-cubic foot (lifeline) block and the seTvice charge for a 
5/S x 3/~-inch meter not be increased. The company did not challenge 
this proposal. The rates authorized herein implement that suggestion. 
Findings 

1. Applicant is in need of additional revenues but the rates 
requested would produce ,an excessive rate of return. 
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2. The adopted estimates, previously discussed herein, of 
operating revenues, operating expenses, and rate base for the test 
year 1977, and an annual decline of 0.54 percent in rate of return, 
reasonably indicate the probable range of results of applicant's 
operations for the near future. 

3. An average rate of return of 9.85 percent on applicant's 
rate base for 1977, 1978, and 1979 is reasonable. The related 
average return on common equity over the three-year period is 12.78 
percent. 

4. The increases in rates and charges authorized 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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ORDER 
.--. ..... - .... -

IT IS ORDERED that, after the effective date of this order, 
applicant California Water Servi ce Company is authorized to file 
for its San Carlos District the revised rate schedule attached to 
this order as Appendix A. Such filing shall comply with General 
Order No. 96-A. The effective date of the 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 hereo f. 

S:l.:l Fro.n~ Dated at ___________ , California, this 17th 

day of _____ M .... A;..;;.Y_~_, 1977. 

Commissioners 
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APPENDIX A 
Page 1 ot 2 

Schedule No. SC-1 

San Carlos Tariff Area 

GENERAL METERED SERVICE 

APP!.ICABnITY 

Applicable to all metered water serviee. 

TERRITORY 

San Carlos and vicinity. San Mateo County. 

Servie~ Charge: 

For 5/8 x ~/4-inch meter •••••••••••••••••••••••• 
For 3!4-inch meter •••••••••••••••••••••••• 
For 1-inch meter •••••••••••••••••••••••• 
For li-ineh meter •••••••••••••••••••••••• 
For 2-inch meter •••••••••••••••••••••••• 
For J-inch meter •••••••••••••••••••••••• 
For 4-inch meter •••••••••••••••••••••••• 
For 6-inch meter •••••••••••••••••••••••• 
For 8-inch meter •••••••••••••••••••••••• 
For 10-inch meter •••••••••••••••••••••••• 

(Continued) 

Per Meter 
Per Month 

$ 2.65 
:3.76 (I) 
5.13 
7.18 
9.23 

17.10 
2).26 
:38.65 
57.46 
71.14 (I) 
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APPENDIX A 
P~e 2 of :2 

Schedule No. SC-l 

Snn Carlos Tariff Area 

GENERAL METERED SERVICE 

RATES-Contd.. -
Qu:mtity Ro.tcs: 

First 500 cu.ft., per 100 cu.ft • 
Over 500 cu.ft., per 100 cu.rto 

................ 
••••••••• 4'11» •••• 

Tho Service Chnrge is 3 rcadine~3-to-3erve 
charge which is applicable to all metered 
servico .:md to which is to be added the 
mont~ charge computed at the Quantity Rates. 

· .. . . 

0.480 
.6;6 (I) 
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lilATBR R.:~TE :XCREASE FOR CALIFOR,\'!A WATER SERV:CE COMPA.\'Y 

I~ is s~lly to ~~troduce give-away water rates at a time when Cali-

:o~~i~ is facing the worst drought ~~ recorded history.. ! ~~ referr~~g to 

the euphemistically-termed TTli:el~""Le!~ provision w!'l.ich the Co:nltission 

~~jority ma~datcs into this water comp~~y pricir.g st~cture ~oday. 

This appea:-s to be a k.. .... ce-j ark carry-over £:-0::1 TlJ.i£eli::.e" ir.stalled i.. .... 

our natural gas and electric utili~y tariffs. But no case for neea has 

Dec."). established ~""L the water cases. 

:t is a plai:. fact that water prices have not escalated like er.e~ 

prices have. Water prices are modest. There is no ar~w~ent tor the 

necessity of welfare via raising prices to non-b~"),efited utility rate payers. 

e Xeither has the Legislature i.."'l. the case of water seen it necessary to m~date 

subsidy .. 

A ~ax~~~ conservation effort is ess~"),tial i.."'l. the face of our severe 

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

the increased costs 'to serve them water,has the co~ .... terproductive effect of 

preventing natu:,al 1;>:'ice sigr.als to encourage reduced cor.su::tption.. rrr.:iteli.."le TT ' 

freezes ~he first sao cubic feet ot water used for all resid~"ltial custo~ers. 

So ~his confused price signal is sent to all resid~"ltial users. This is the 

substitution of nonsense for public policy. 

Sa~ Francisco) California 
Iv"..;l.y 17, 1977 


