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Decision No. 90007 FEB 2719.7S 

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFO~1:A 

In the Matter of the Application ~) 
of UISA!. WATER CORPORATION, a 
corporation, for authority to 
increase rates for water service. ~ 

Application No. 57896 
(Filed February '28, 1978) 

Brobeck, Phleger, and Harrison, by Robert N. 
Lowry, A'ttorne:y at Law; and Rober:. T. Ac.ccck, 
ror Aiisal water Corporation; applicant. 

Francis H. Ferraro, interested p~y. 
~sto= S. uuoash and Herbert R. McDonald, for 

~he COQQiss~on staff. 

OPINION ---- ...... -
Applicant Alisal ~a'ter Corporatio:: (Alisal) furnishes 

~ter as a public utility ro~ domestic, commercial, industrial, 
and lWnicipal purposes. Its. service area is in the easterly 
portion of the city of Salinas and certain adjacent territories 
in Monterey County. Its source of supply is from seven wells 
located within the service area having a combined capacity of 
approximately 4,600 gallons per minute. The ~lls are equipped 
with turbine-type pumps driven by electric motors varying in 

size from 25 to 150 horsepower. ~ case of electric power 
failure, emergency service can be provided by t~ gasoline engine 
standby units. Pressures ~thin nOrQal operating limits are 
maintained by three steel hydropne~at1c tanks having a total 
ca.pacity of 30,000 gallons. The distribution system consists 
of approximately 170,988 feet of asbestos-ce~ent pipe and ),404 
feet of plastic pipe ranging in size from 2 inches to 12 inches. 
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As~ot December 31, 1977, service was furnished to 3,291 customers, 
all at meter rates; and fire protection was provided by 214 hydrants. 
Its presently effective rates were established by D.8S192 dated 
May 11, 1916, in A.55489. Pursuant to Resolution No. W-231B, 
filed January 4, 1918, applicant's quantity rates were increased 
to $0.314 per Ccf for all water delivered over 300 cubic feet. 
Applicant proposes to increase its readiness-to-serve charge oy 
20.7 percent ~~d its charges for metered water by 18 percent for 
the first 300 cubic feet and 27 percent for all water delivered 
over 300 cubic feet. The overall increase averages 22 percent. 
No increase ~~ fire protection service rates is being sought due 
to an agreement with the City of Salinas as prescribed in General 
Order No. 103, Section VIII, paragraph 4, whicb will eliminate 
the puolic fire hydrant servic'e charges. 

Under the proposed rates annual revenues from the 
readiness-to-serve charge would be increased by $27,610 and the 
revenues from metered water would be increased by $54,371 for a 
total increase of $81,611 for the 1978 test year. 

The following table shows a comparison of applicant's 
present and proposed rates. 
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Present Proposed Increase 
Meter size Rates Rates Amount 15ercent.a2'e 

518 x 3/4-inch $ 2.65 $ 3.20 $ .55 20 .. 7 
3/4-illch 3.70 4.45 .75 20.3 

l-inch ;,)0 9,,0 1.10 20.7 
l-l/2-1:c.ch. 9.60 ~1.60 2_00 20.S 

2-inch 16.00 19.25 3.25 20.) 
)-inch 27.00 32 .. 50 5.50 20.3 
l..-ineh 43.00 51.75 8.75 20.,3 
6-1nch 90.00 10e.SO 18.50 20.5 

Metered Water 
Rates 

First 300 cU.ft. $ .279 $ .33 $ .051 1$.0 
Over 300 cu.ft. .314 .40 .086 27.0 

~ I4U,,'y"'.u( 
Public bearing on the matter ~ held before A~nistrative~ 

Law Judge"<airnaEd A. Pee'te~ugust 11., Septe:=-ber 18,'!/ a."ld 

October 4, 1978. Copies of the application had been served and 
notice of hearing had been publishe~ and posted in accordance 
with the Commission's Rules of Practice and Procedure. The 
matter was submitted on October 4, subject to the £iling of a 
late-filed corrected Exhibit 19 and comments thereon by the 
starf due October 24, 1975 (Exhibit 20). Said late-filed exhibit 
and com=ents have been timely filed. 
The Evidence 

Applicant's case was presented through its general 
manager and l7 e~bits. A joint Results of Operations StudYa:ld 
a rate of return recommendation was presented by two starf engineers. 
Two of applicant's custocers appeared at and testified on the first 
day or hearing. 

11 Applicant requested the delay from August 14 to September 18, 1979 
- to prepare cross-examination relative to the staff exhibit 

(Tr. 92-93). 
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Both Alisal a.'ld. the staff made numerous changes ill 
. their exhibits d.uring the course of the hearing. It 'WaS agreed 
that these changes ~uld be incorporated in a late-filed exhibit 
(Exhibit 19) with the staff ha.ri:lg an opportunity to review and 
comment on the exhibit. The stafr's co~ents were received as 
Exhibit 20. In Exhibit 20 the sta!'f made further changes in its 

shoWing by adopting some of Alisal's figures based upon later 
information. Table I is a comparison of A11sal's ~~d staffts 
estimates ~~d the adopted results of operations. 
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ALISAI. WATEa CORPORATION 

Revised Summary of Earnipgs 

Y'ear'197S 
A~~ica~t ~timated Sta.!'!' Estimat.ed 

.PreSe:lt Proposed Present Proposed. Item Rates Rates Rates Rates A.do!)t~d -
Operating Reve:aue $:349.~ 
Ooer8t~ ~nse 

(Dollars in 'l'hous~) 

$4ZJ.~ $347.; $421.2 $312.3 

Opere « Mai:lt. 166.5 166.5 1.46.5 l46.5 144.1.. AQniu. « Gen. 105.9 105.9 90.0 90.0 96.4 '!'axes Other Than 
Income 2:7.1 ' 27.6 24.2 24.9 27.4 Depreciation 32.0 ~2.0 ~.l ~.1 22•0 e Subtotal 331.,5 332.0 294.8 295·5 300.2 

Taxes Oll Income .2 12.L. 4.1 22.5 5.5 - - -Total Oper .. ~. ·331.7 344,.4 298 .. 9 ;318.0 305.7 
Net Oper. Inc. 11.8 79.4 48.6 103.2 66.6 
Dep. Rate ~e 6S7.s 6a7.S 679.l. 679.1, 679.5 
Rate ot Return 2.6% lJ..S% 1~ l,5.2% 9.8-;: 

Y Revised to $349,500 (Exhibit 19), $340,900 set forth in application. 

Y Revised to $423,800 (Tr. 159), $422,500 set forth in application. 
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Operating Revenue .. 
The staff estimated sales of 208.3 Ccf per customer for 

the 1978 test year. The stafr did not use the 1977 sales data in 
its calculations because 1977 Was the year of the drought ~~d 
conservation was being practiced. 

Applic~~tfs witness estimated ~~ual sales at 210.3 Ccf 
per customer ~ut did not explaL~ his baSis of determination. Both 
applicant ~~d statt agreed that the estimated number of customers 
for the 1978 test year should be 3,231. We shall adopt the staff's 
estimate of average sales per customer per year at 208.3 Cct ~~d 
the staff's revenues at present rates of $347,500. During the 
hearing, applicant revised its revenue estimate at proposed rates 
to include private fire protection revenue and a slightly larger 
sales estimate; applic~~t's revised revenue est1mate at proposec 
rates exceeded staff's by $2,600. We shall adopt ~~ operating 
revenue of $372,300. This revenue amounts to a 7.4 percent increase 
over revenues produced at the present rates, as compared with a 
23.9 percent increase proposed by Alisal. 

Operation and Maintenance Expenses 

The difference in estimates for operating expenses amounts 
to $20,000; the differences are shown in Table II below. 

Ite:'l -
Purchased Power 
Pwzlp1ng O&M 

Operation 

Transmission & Distribution 
CUstomer Accounts 

Total O&M Expenses 

TABLE n 
& Y~nten~ce Expenses 
1978 Est.i:3.t.ec. 

A~~lic~~t Staff Aco~ted 
. (Dollars in Thousands) 

$ 62.0 $ 51.5 $ 46.0 
26.0 23.8 25.4 
32.5 36.2 32.0 
46.0 35.0 41. ° 

166.; 146.5 144.4 

-6-



A.57896 Alt.-VLS-fg 

•• Purchased Power - The staff testified that he ~~~g ~ne W!t~~ 

prOaUQtl0R, ~c~~r ~onsumption and power cost data o~ the ~976 
calendar year as a ba$~s ~o develop the 1978 test year purchased 
pl)wer costs. In its opinion" 1976 re:;>resented the most recent norrna.~ 
'Wt.!.te;r- use pattern ~eca.use the ~977 data was distorted by the drought 
and conservation efforts. The staff developed the 1976 kilowatt-hour 

(kWh) cost~ updated the cost With rate changes (increases in 1977 
and decreases in 1978) gr~~ted PG&E through September 1978 and 

developed the 1978 purChased power expense as the product of the 
est1mated annual power consumption of 1,,034~385 kWh and the estimated 
cost o~ $O.04975/kWh -ror a t.otal of $51,,460 .. 

The staff in develop1ng the cost per kilowatt-hour for 1978 
pOinted out that the September 1978 power rate reduction was not 
completely annualized. We take offiCial notice that power costs 
were again reduced by this Commission in October 1978. Adjusting 
the staff's ~~1t rate cost to fully reflect both the September and 
October rate reductions of 8% and 4.1%" respectively, results in ~~ 
~~ua11zed average unit cost of $O.04441/kWh. Adjusting the staff's 
estimate results in a revised estimate of $46,000. 

The applicant's general manager testified that he developed 
the purchased power expense for the 1978 test year by using the 
recorded power consumption (KWh) for the first eight months of 1978~ 
estimating the power consumption ~or the last four months and with 
the help of the PG&E staff developed an average unit cost of power 
($/kWh) for the entire test year based on power rate schedules' 
effeetive September 11, 1978. As a basis for determining the power 
consumption for the last four months of 1978" the general manager 
calculated that, on the average~ using the years 1974~ 1975 and 1976, 
sixtyafour percent of the annual power cost was 1ncurred within the 
first eight months.. He testified (Exhibit 8) that the percentage 
annual power cost of 64~ was equated directly to power consumption 
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and on that basis concluded that the recorded power consumption for 
the first eight months also represented sixty-four percent of the 
total annual power consumption. The power consumption for the last 
four months was then extended in proportion to the calculated 
thirty-six percent annual power cost resulting in a total ~~ual 
power consumption of 1,407,337 kWh. We cannot accept the applic~~t's 
estimate of ~~nual power consumption for the test year 1978 because 
a~plicant's general manager used the actual recorded power con­
sumption for the first eight months of the test year in which unusually 
large quantities of water were produced rather than developing a 
normalized test year (adjusted for variation in precipitation and 
temperature over an extended periOd of years) such as developed by 

the staff. Under cross-examination, the applicant's general manager 
testified that (TR 246) "This year (1978) we've done an excessive 
amount of flUShing"; (TR 247) "we had two pumps that showed con­
tamination and early this year, we attempted to revive them and we 
flushed a great deal out of those pumping stations trying to clear 
the contamination"; (TR 246) "As you know, we have one new pumping 
station that went into operation in 1976 that we're developing, and 
that's taking a considerable amount of water to develop that pumping 
station".. Based upon the general manager's test1mony we conclude 
that the water use for the first eight ~onths of the 1978 test year 
was unusually high and cannot be considered as a normalized period 
for rate-m~ purposes. 'FUrther, applicant's method tor developing 
power consumption estimates for the last four months of the test year 
is erroneous. Power consumption is only directly proportional to 
power cost if the cost of power remains constant tor the entire period 
under consideration or if the effects of increases or decreases in 
power costs have been (annualized) taken into considerat1on. We note 
that,1n the three-year period (1974 through 1976) used by applicant's 
general manager to develop the power cost percentages which he 
related directly to power consumption~ PG&E was author1zed by this 
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Commission to change its power rate schedule seven times. Three -. 
major increases occurred randomly throughout the period and were 
included in applicant's calculations without annualizat1on. This 
has the effect of distorting power consumption and further invalidates 
applicant's estimate of power consumption for the four rema~ning 
months of the 1978 test year. Based on the record that the applicant 
did not use a normalized power consumption estimate for the first 
eight months of the test year and further used an erroneous method 
to estimate th.e power consumption for the last four months, we will 
reject the applicant's estimate of power consumption of 1,407,337 k~~ 
and accept the staff's estimate of 1,034,385 k~~. 

Applicant's general manager testified that with the help of 
PG&E's stafr and using rate schedules effective 1n September 1978, 
he calculated the unit cost of power ($/k~~) as shown in Exhibit 
No. 8 to be $0.04438/kWh. Applying the October 1978 power rate 
reduction of apprOXimately 4.1% reduces applicant's estimated ~~it 
cost to $O.042S6/kWh which is close to the sta~f's adjusted estimate 
of $0.04447/kWh. Using staff's estimate of power consumption (k~~) 
and stafr's adjusted estimate of unit cost of power ($/kWhX we shall 
adopt (1,034,385 k~~ x $0.04447) $46,000 as a reasonable a11ow~~ce 
for purchased power expense for the 1978 test year. 

Customer Accounts - The major differences between the app1ic~~trs 
and staff~ estima~es of customer account1ng expenses are the level 
of wages paid and number of personnel aSSigned to customer accounting. 
The staff testified that salary increases for 1978 which exceeded 
7% were not included and that customer account1ng costs of $1.21 
per bill were excess1ve when compared to California Water Service 
Company's cost of approximatelY $0.74 per bill for its Salinas 
District. The stafr used salary adjustments and a judgment of 
adequate personnel to do the job to include a customer accounting 
expense of $0.90 per bill for a total of $35,000. 
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Applicant initially requested $49,000 for customer accounting 
expenses but later produced Exhibit No. 9,which included a 53,000 
~~ual savings which would be effected by hand delivering 76% of 
the water bill~a~d consequently reduced its request to $46,000 
(Exhibit No.7). The applicant's general manager in his testimony 
did not identify the specific number of employees and corresponding 
salaries assigned to customer accounting. It is our judgment that 
more time has been charged to customer accounting than appropriate 
and greater accuracy and control in allocation of time to. the 
various accounts should be exercised. We will adopt $41,000 as a 
reasonable allowance tor customer accounts. 

We will adopt a total operation and maintenance expense of 
$144,400. 

Payroll 

The record shows that the applicant, at the time of the 
hearings, employed eight full-time employees and on occaSion hires 
several part-time employees. Several of the full-time employees 
and practically all the part-time employees are related to the 
Adcock family. The general manager and his three sisters own 
approximately 88% of the stock and the remaining 12% is held in 
trust under the control of the general ma~ager's mother and sister. 
The staf~in its analys1s of a reasonable payroll, testified that 
a reasonable annual salary ~or the general manager would be $22,000 
rather th~~ the $27,000 requested. This was derived by reference 
to the prior rate increase in 1976 (A-55489, D-8S192), wherein the 
general manager's annual salary Was estimated to be $19,000. UsL~g 
this as a basis, the staff increased it by 7% for 1977 and 1978 for 
a total of $21,753 which was rounded to $22,000 (Tr. 72). As a 
check on the reasonableness of this estimate, the stafr referred 
to a salary survey published by the American Water Works ASSOCiation 
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in. 1974. The survey showed that the salary for an average quality 
manager for a water system serving a population of 10,000 to 25,000 

(Alisal ser~es a??roximately 10,000) would be $15,671. The staff 
also updated this survey by applying a 7~ increase per year ~or a 

current 1978 salary of $21,940 which agreed closely with the first 
estimate or $22,000 (Tr. 72). The starr also disallowed the manage-

ment consulting salary of $7,400 per year ror Mrs. Adcock who is 
the w1do'~ of the founder of this utility and the mother or the 
general manager. The stafr did not believe the jobs performed by 
Mrs. Adcock could properly be classified as management consultant 
duties in accordance w1th Accou.~t No. 798 of the Uniform System o~ 
Accounts. 

The applic~~t's general manager testified in support of 
his salary ~~d his mother's management consulting salary. He 
testified that in June of 1978 (Tr.187) all employees received a 
10% increase in salary ~~d with the increase his salary was $27,000 
per year. However, when the Board of Directors, which conSists 

exclusively of family members, reviewed the staff report (Exhibit 2) 
and saw that the staff deemed that $22,000 was a reasonable annual 
salary for the general maneger, the Board immediately reduced his 
salary. Applicant's general manager prepared a comparative study 
of salaries paid to other m~~agers of similar utilities (EXhibit 10) 
and in h1s opinion justified a salary of $27,000 for his pos1tion. 
The study compared only the salaries of persons who were owners or 
managers of 14 utilities ranging 1n s1ze from 2,100 to 14,500 
connections. 

The average of all salaries sho~~ was $28,600. Under 
cross-examination the general manager stated that he considered 
salaries only and did not consider fringe benefits. Exhibit 10 
shows, in some instances, that the m~~agement salary used in the 
comparison is not an individual salary but an allocation of the 

-11-



s~laries of two or more top management personnel to the comparative 
utility. Applying the same criteria to Alisal and combining the 
salaries of the two top mar.agement personnel (general manager plus 
part-time vice preSident) would result in a management salary o~ 
($22,000 + $7,000) $29,000 which is slightly above the average of 
the comparative study. In citing Washington Water and Light Co. 
as comparative, applicant's general m~~ager was unaware that the 
general manager of Washington Water and Light Co. at a reported sal2--Y 
or S3~,OOO al~o manages seven other subsidiaries or affiliates of 
Citizens Utilities Comp~ of California, having approximately 30,000 
customers. Xhe general manager acknowledged that m~ of the manage=s 
in the analysis were also major stockholders, and the salar,y they chose 
to pay themselves would not necessarily be approved by the Comm1ssion 
as a reasonable rate-making expense. ConSidering the ma~y fallacies 
of the comparative ~~alysis (Exhibit No. 10), we will not use it as 
a measure to establish a reasonable annual salary ror the general 
ma~ager of Alisa1. The staff's recommendation of $22,000 tor the 
general manager's salary 1s reasonable and will be adopted. The 
testimony of the general manager that his mother spends 12 to 15 hours 
a month at the company office reViewing payroll and performing public 
relations work does not convince us that her services shOUld be 
classified as "management consulta..~t" and we will disallow the 
$7>400 requested tor her salary. For the remaining employees the 
total payroll is based on salaries effective 1n J~~e 1978 with 
adequate allowance for overtime and temporary help. We will adopt 
a total payroll of $114,700 as shown in Table III. 
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Gene~al M~~ager ~~d Pre~id~; 

M~~ageme~t Consiltant· 

Or:iee Manager 
Vice Pre,ident.· 
Operation and Maintenance 
Administrative and Clerical 

'l'otal Payroll 

Less: Capital1zed. Payroll 

Pay.roll Charzed to ~nse 

·Part-time 

TABLE m 
'l'otal Payroll 

1978 
Estimated 

A~olie~~t Sta!: 
\Dolla.~ in !hCUS~~S) . 

$ 27.0 $22.0 

7.4- 0 

13.0 12.5 
7.0 7.0 

53.0 4;.7 
19.7 ll....6 

• 121.l. 99.8 
2L..l 11.L. 

10).0 88.4 

Administrative ~~d General Ex~enses 

Ac!o'Oted 

S 22.0 

o 
1:;.0 

7.0 
.53·0 
19.7 

m.7 

90.6 

The principal cause of the differences in estimates of the 
administrative ~~d general expenses is due to the staff's salery ~~d 
wage adjustments. Table IV shows the specific estimates and our 
adopted expenses • 
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.. 

. 

TABLE IV 

Administrative and. General Expenses 

1978 
Estimated 

Item 
Applicant Staff Adopted 

-A&:G Expenses 
A&G Salaries 
Office Supplies and 
Expenses 

Insurance 
Employee Pensions and 
Benefits 

Other 
Total A&G Expenses 

(Dollars· in .Th~usands) 
. 

$ 33.cl' $23.1$ 

12.031 12.0 
12.~ 12.6 

17.451 14.0 
30.¥ 28.0 

105.9 90.0 

!! Reflects a lO percent increase in managerts salary over 
November 1975 level (RT l82, 204; ~~. 15). 

$24.7 

12.0 
12.6 

16.2Y 
30·9 
96.4 

g( Reflects reduction in manager's sala~ and disallowance 
of any compensation fo~Kathleen L. Adcock (Exh. 2, p. 5). 

~ Recorded 1978 expense on a cash baSis which understates 
nea.r-term future inSura."lce expense CRT 208-15; Ex."l. 15). 

~ As penSion ~~Q benefits a~e a function of payroll CRT 163» 
this reflects difference in wage expense. 

2! ConSists of regulator,r commission expense ot $3,900 amortized 
over three years, miscellaneous general operatin~ expenses 
($18,000) and geneI'al plant maintenance (~ll,600) (RT 205-
06, 208; ~"l. 15). 

Arter reviewing ~~ioit 19, the starr accepteQ Al1sal's --. . . - ... ' 

estimate for insurance as shown in staff Exhibit 20, thus, changing 

its estimate from $10,700 to $12,600. The differences in A&G ~laries 
and Employee Pensions and Benefits are due to the staff's salary 
treatment indicated above. Of the remaining expenses (Other) the 
staff accepted A11sal's estimate of $3,900 for regulatory expense 

.. .apreac! over three years, thus ebant1ng staff'. e"timate for other 

expenses from $26,700 to $28,000. The remaining difference between 
A11sal's and staft's est1mates now is $15>900 represented primarily by 

~the staff's vage adjustments~ 
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Taxes Other 'r'han Income 

" Table V shows the comparison of estimates ~or taxes other 
than income and the amounts we adopt. After a review of Exhibit 19, 
the starr adopted Al1sal's estimate of ad valorem taxes (EXhibit 20), 
thus changing staf~'s est1~a~e from $11,700 to $13,200. The rema1n­
ing differences are due to the stafr's salary and wage adjustments 
previously discussed. The stafr's franchise tax is lower due to 
lower revenue requirements. 

TABLE V 

Taxes Other Ths..'"'l Income 

A:9:91ica...~t Sta.f't 
Est i:m.at ed • Esti::nated 

Prese:lt Proposed. Prese:l.t Proposed 
Ite::l Rates Ra.tes Rates Rates Ado~tec. - (Dollars in Thousands) 

. 

e:d Valore:: $13.2 $13.2 $13.2 $13.2 $13.~J 
toeal, Franehi se and 4.S¥ Vehicle 4.3 3.9 4.6 
Payroll ....2.:.§. 9.6 7.1 7.1 

TotaJ. 27.1 27.6 24 .. 2 24.9 

!I Effective future tax rate was not determinable at time of 
hearing. Sta!! assumed 1.1 percent, and utility &ssumed 
1;25 percent, applied to cash value. We are adopting the 
hi~~er figure and Will require Alisal to set up a Tax 
Initiative Aceo~~t to adjust for ~~ over-collections. 
Staff disallowed taxes on a well site held for near-
term future use (RT 85, 97-99~ 108, 196-200; Exh. 14), 
with which we do not agree. 

S( Reflects correction of overstatement by applic~~t of $362 
1n local franchise taxes (RT 235-41; Exh. 14) ~ 

Computation of Taxes on Ineo'Ce 

4.8 
9.6 -27.6 

. ~able VI sets forth the computation of 1nco~e taxes for tbe 
test year by the stat! and Al1sal after all ch~'"'lges refleeted 1n the 
record were made on the baSis of the adopt~ revenues and expenses. 

e 
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TABLE VI 

Income Tax Com~utation 

Proposed Rates - 1975 
Item Estimates Adopted 

Start Alisa! Estimates -
Operating Revenue 

(Dollars l.n Thous&:.c.s) 

Deductions 
$421.2 $423.$ $312.3 

Operating and Maintenance Expense 146.5 166.5 
Administrative and General Expense 90.0 105.9 Taxes Other Than Income 25.1 27.6 Interest and Miscellaneous Dep. 11.4- 11.4 

Subtotal 273.0 311.4 
Taxable Income Before Dep. 148.2 112.4 
Depreeiation - State 34.1 32.0 State Taxable Income 114.1 SO.4 State Income Tax 10.3 7.2 

~ Taxable Income Before Dep. 148.2 112.4-Depreciation - Federal 52.2 52.2 State Income Tax 10.3 7.2 Sum Deductions 62.5 59.4 Federal Taxable Income 85.7 53.0 First 25,000 at 20% 5.0 5.0 Second 25,000 at 22% 5.5 5.5 Balance at 48,& 17.1 l.~ Investment Tax Credit 15.4 7. Federal Income Tax 12.2 4.2 
Total Income Tax 22.5 11.4-.. - -_ .... -_ .. - ... - .. " _ ... " .. 

!( Reflects investment tax credit averaged over a ~1ve-year 
period. -

2/ Although HR 13511 (Revenue Act of 1978) has become law~ 
-. thereby reducing the corporate tax rate to 46 percent, 

it will not have an effect under our ado~ted rates 
because applicant will not have net taxable ineome in 
excess of ~50,OOO and rurther~ the investment tax credit 
will offset federal income tax. 

-16-

144.4 
96.4 
27.4 
11.4 

279,.6 
92.7 
32.0 
60.7 
5.5 

92 .. 7 
52 .. 2 
5.5 

57.7 
35.0 
5.0 
2·W 
7.4 

0 

5.5 



Applic~~t used a straight line remaining life depreciat10n rate . . 
of 2.23 percent for rate-making and franchise taxes, but used 
an accelerated rate for federal income tax calculations. The 
stafr reviewed the depreciat10n rates and found them reasonable 
for the 1978 test year. The staft's exh1bit shows that the 
maximum investment tax credit available to Allsal for the test 
year 1s $15,400. However, Alisal's total federal tax liability 
for 1978 is estimated to be only $7,400. Therefore, in our 
"adopted" tax ca.lculations we have included only $7,400 investment 
tax credit to offset federal taxes. Alisal's total state tax 
liability is $5,500. 

Table VII, taken from Exhibit 19, shows the development 
of working cash allowance by both the staff and Alisal, including 
revisions made on the record. ' Both starr and A11sal used the 
s1mplified procedure for calculating working cash as set forth ln 
Standard Practice U-16. Based on the adopted expenses, we will 
authorize $36,200 as a reasonable allowance for working cash. 

One Year's Expenses 
One Year's Power Costs 
Two Months' Average 
Operating Expenses 

Less: One Month's 
Power Costs 

Working Cash Allowance 

TABLE VII 

Working Cash 

As Shown 
In 

Application 

$269.3 
72.0 

44.9 

6.0 
38.9 

Based On 
Data In 
Staft Applicant's 
Report Revised 

. (Exh. 2) Figure s 
(Dollars in Thousands) 

$233.3 $272.4 
51.5 62.0 

38.8 45.4 

5.2 
40.2 

Adopted 
1978 
Test 
Year 

$240.8 
46.0 

40.0 

3.8 
36.2 
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Rate Base 
t ) 

Table VIII shows that there were no signif1cant differences 
between applicant and staff in the aggregate rate base dollars. The 
staff testified that the reserve for depreciation. was reduced by a 
net of $5,,997 due to the retirement in past yearE: or three vehicles. 
The starr's estimates of the reserve for depreciation and advances 
for construction were uncontroverted. We shall adopt a rate base 
of $679,500. 

TABLE VIII 

Rat.e Base~ 1978 Test Year 

Item . ~~arr : AEt§Ic&nt: ACO~~eQ :: . 
(DoIlars Thousancs 

Average Uti11ty Plant $1,111.7 $1,712.2 $1,712.2 
Materials & Supplies 5.2 4.0 4.0 
Working Cash 28.8 40 .. 2 36.2 

Subtotal 1,745.7 
Deductions 

1,756.4 1,752.4 

Average Rese~le for Deprec1ation 499.2 503·9 499.2 
Average Advances for Construction 468.9 459.9 468.9 
Average Contribution in Aid of 

83.2 '83.2 83.2 
Construction 

Deferred Investment Credit 21.6 21.6 21.6 
Total Deductions 1,072·9 1,068.6 1,072·9 

Average DepreCiated Rate Base 672.8 687.8 679.5 
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Rate o~ Return 
•• 

The applicat10n of Alisal seeks authority to establish 
increased rates tor a 1978 test year which would provide net 
earnings of $81,611 for a rate of return of 9.7 percent on a~ 
estimated rate base of $687,950. This return would provide it 
with a stockholder's return on equity of 11.4 percent based on 
a capital structure of 32 percent long-term debt and 68 percent 
common equ1ty. 

After revising its shOWing during the hearing, Alisal 
now seeks a rate of return or 10.1 percent w1th a concomit~~t 
12.87 percent return on stockholders' equity on ~~ estimated 
rate base of $687,800. Alisal made no revision of 1ts proposed 
rates. 

Alisal relies quite heavily on the 12.81 percent return 
on eqUity authorized for CWS's Salinas Division in D.89l10, dated 
July 25, 1978, ~~ A.51330, of which we take official notice. 
It presented Exhibit 17 whicb consists of var10us tables on rate 
of return presented by the stafr in CWS's recent rate proceedings, 
particularly for the Salinas District. We note that the capital 
ratios for CWS in Exhibit 17 do not correspond w1th those used 
in D.89l10. For purposes ot the following table, we will use the 
ratios set forth in the decision rather th~~ those used oy Alisal. 
Exhibit 17 sets forth the capital ratio of CWS under ~~ array of 
assumed earnings on eqUity. The various cost factors are developed, 
prodUCing a resultant rate of return. A similar array is presented 
for Alisa1 using the capital r.atios and cost or debt developed by 
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the Finance Division staff. Relying upon the 12_81 percent return 
ori'equ1ty adopted for CWS, a comparison table is set up between 
Alisal and CWS, as follows: 

Comparison ot Capital St.ructures,. Cost Factors t 
Weighted Cc5t.~% a:oc Rat.e:! o! RetU!":l - CWS lL"lC Alisal 

Ca-oital Rat.io Cost. Factor Weighted Cos":. Ca~ital Com~ne~t CWS Ali~al CWS Ali sal E!2 Ali sa:. - -tong-ter.n Debt 51.90% 32.~ 8.02% 6.09% 4.l6% 1.95% 
Preferred. Stoek 6.65 0 7.18 0 .48 0 
Com=on Stock ~ty U·~2 68.00 1.2.80 12.es .2:.ll e.72 

Totals 100.00 100.00 9.95 10 .. 70 

Alisal's general manager testified t..~at it is :-easonable 
to compare rates o! return ~th C~~ts· Salinas District because 
of similarity in the geographical location of both co~p~~ies; that 
similar return on equity is reasonable for Alisal (12.88 percent) 
because Alisal's shareholders are carrying two-thirds o~ the 
burden of the capitalization. They are also carrying two-thirds 
of the risk and therefore are entitled to a better return on 
their investment th~~ a lending company would be if it were fin~~cing 
two-thirds of the capital investment. In sho~, he states that the 
one financing the operation should be the one that is getti~g the 
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greatest return. This is an oversimplified argument and not correct. 
For e~mple, in Table IX assume that CWS's capital ratios were: 
Debt, 68 percent; Preferred Stock, 6.65 percent; and Common Equity, 
25.35 percent. !he costs of debt and preferred stock and the rate 
of return re~in tee same. the cost of equity (return) is DOW 

15.86 percent because of the leverage provided by tbe higher debt 
ratio. T.h~s, it does not follow that he who is financing the 

corporation should be the one that gets the greatest return. What is 
true is that the stockholder assumes a greater risk, since tbe debt 
holder is secured by a lieu on the corporation's assets, and therefore 
is entitled to a higher return on his investment, commensurate with 
his risk. In measuring the risk to the common stOCkholder, considera­
tion must be given to the capital structure of the company.. !'he 
stockholders of a company with a high eqUity 'ratio, like Alisal with 
68 percent, assume less risk than stockholders of companies with lower 

tt equity ratios, like CWS than 41.45 percent. 
Alisal presented Exhibit 18 which is a letter dated August 8, 

1978, from Pacific MUtual Life Insurance Co. (PML) to Alisal in response 
to a recent request for consideration to making another loan. P.ML is 
hesitant to make a loan c01rlllitment beeause of Alisal's inadequate 
earnings. If Alisal can demonstrate that it can earn an adequate return 
to provide a margin of safety over the additional interest expense 
requirements, PML would be willing to discuss & $lSO,OOO to $300,000 

e 

loan based. on an annual interest rate of 1,0 perc.ent, maturing in 20 years, 
with a 2 percent annual sinking fund beginning after the second year of 
issuance. Other terms would be patterned after those in prior borrowings. 

%he staff presented no probative evidence on rate of return. 
It merely set forth a 9.45 percent rate of return recommendation based on 
the capital ratios and cost of debt which was given to the engineering 
staff by the Finance Division. 

Table X sets forth both the staff's and Alisa1's rate of 
return computations and those we are adopting. 
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Capital 
Ratios 

Com'COnent Ali sal Sta!! 
Lo~-te:rm Debt 3~ 32% 
Preferred Stock 0 0 
COCIrlIO.C. Stock 68 68' - -Total:s 100 100 

TAU X 

Rat.e -of Re.turn 

'~Co:lt 
,..;Pactor:s' 

Ali:sal Sta!!' 

6.09 6.09 
0 0 

12.88 ll.oo 

Weighted. 
Cost 

Ali sal Sta!! Ado~ted 

1.95~ l.95% 1.95% 
000 

8 .. 75 

10.70 

We will adopt the capital ratios and cost of debt set forth above 
and we ~ll adopt a rate of return of 9.$ percent which will proVide 
an 11.5 percent return on equity .. 

We have dete~ned tha~ rates ~ich ~ll provide Alisal 
~th net earnings around $67,400 for a rate of return of 9.$ percent 
on rate base and a return on stockholders' equity of 11.5 percent 
will be just and reasonable. That corresponds generally to Alisal's 
request and. i,n our judg::ent will proVide earnings sufficient to cover 
service on debt, meet reasonable dividend requir~ents, and assure 
confidence in the financial integrity of the enterprise so as to 
maintain its credit and attract capital (Del Este Wat.er Co. '(1976) 
79 CPUC 327, 343). There is no particular method for determining a 
reasonable return for a utility. It involves weighing many factors 
and making pragmatic adjus~ents to arrive at a total effect and 
end result in balancing the investor and cons\UIler interests. Alisal 's 
reliance on the sho~ngs made in the CWS Salinas division rate case 
in support of its request is somewhat misplaced. From Table IX it 
is readily determinable that the capital structures of the two 
companies are completely dissimilar. It ~ulQ therefore be unrealistic 
to place much weight on such evidence in deter.nining a just and 
reasonable return for Alisal. we do note that ~der Alisal's pro­
posed rates (in unduly high rate of return would result (Table I). 
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Service 

".. One int"ormal complaint was .filed 'Wi t.h the ~mmission 

during 1977. Forty-one complaints were filed with Alisa.l. The 

staff interviewed 23 customers and pressures were measured at 
these residences. The staff concluded that service was considered 
adequate an~ the water pressures were within the requireme~ts of 
General Order No. lO,. 
BualitI of water 

In January 1978 thr.ee samples ou:::, of 40 tested fcdlec. 
'to me&t the bacteriological standards as set .forth in the 
California State Health and Safety Code. The water was reteste~ 
at the locations represented by the bad samples and follow-up 

. samples met all tbe standards as set forth under the Cali£ornia 
Domestic Water Quality an~ MonitoIing Regulation. The staff 
reported that a representative of the State Health Department 
stated in June 197e that Alisal had met all standards since . 
January 1978. 
PhysiCal Condition of Plant 

The sta£f reports that the water system is properly 
maintained. All constnlction of water mains in recent yea.-s 
has met the requirements of General Order No. 10). 
Approximately 20 percent of the existing water mains are 3 inches 
or smaller in size. The testimony of the two public witnesses 
ciealt ldth the undersized water mains according to existing 
standards and fire .flow prot.ection :-equired by General Order No. 103. 
A problem eXists between the utility and these customers who wish 
to upgrade their present single residential lots to multiple 
units. They are unable to get the requisite building permits 
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until they can show their water source will meet city fire 
depar'ement tire flow requirements. Alisal 's main extension 
ruie does not cover the situation where present mains do not 
meet the current requirements of General Order No. 103 with 
respect to fire flow. Consequently, Alisal is in a quanda.~ 
on how to resolve the situation and at the same time meet the 
request of its customers ~o do not believe they should be 
required to finance the upgrading of the water mains serving 
their property_ Exhibits 4, ;, and 6 were introduced on this 
subject. Exhibit 4 is a copy of that portion of Alisal's Main 
Extension Rule pertaining to Extensions Designed to Include Fire 
Protection. EXhibit 5 is a copy of tbe COmmission's Order 
Instituting Investigation in C.9902 dated ,April 15, 197;, ~~e 
Exhibit 6 is a copy of the Comments of California ~ter Association 
Regarding Financing of Fire Protection Capacity submitted in 
C.9902. While the main extension r~e is not ~~ issue in this 
case, Alisal felt obligated to reply to the comments made by its 
customers and to point out that it is in a dilemma on how to 
apply its rule to a situation that is not specifically covered 
by it. Obviously, we cannot resolve Alisal's dil~a in this 

case. We do point out that on November 28, 1975, we issued 
D.S9695 in C.9902 which is an order superseding inquiries pre­
viously ordered in C.9902. The sta£f was ordered to prepare a 

report to be distributed within 90 days to all respondents and 
interested pa.~ies. C.9902 is the vehicle wherein Alisal must 
look for the resolution of ~ts dil~a. Finally, the starf 
reeo~ended that Alisal be required to file the eonsultant's 
report or master plan of expansion and improvements ordered in 
D.7750~dated July 14,1970, within 90 days after ~he effective 
date of the order in this matter. 
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Findi0S! of Fact 

1. Alisal is a public utility water corporation With 
3;231 customers in a portion of the ci~y of Salinas and certain 
adjacent territories in Monterey County. 

2. Alisal seeks authority to increase its rates for general 
metered service to provide an increase or about 18 percent for 
the first 300 cubic feet an~ 27 percent for all water delivered 
over 300 cubic feet, and by 20.7 percent in its readiness-to­
serve charge, t~ result in a net increase or $81,611. for a 

rate or return of 11.5 percent on a depreciated rate base of l 
$687,Soo. 

J. Public hearing was held on this application in Salinas 
on August 14, 1978, and in San Francisco on September 18 and 
October 4, 1978. There were no protests to the granting of 
the application. 

4. Alisal's water quality and service are satisfactory. 
4t S. Alisal is in need of additional revenues but the rates 

requested 'would produce an excessive rate of return. 

6. An average depreciated rate base of $619:500 is a 
reasonable test year estimate. 

7. A rate of return ot 9.S percent on said depreciated 
rate base Will prOvide Alisal ~th net earnings of $66~600 
return on common equity of 11.; percent, which earnings and 
returns are sufficient to cover service on debt, provide tor 
reasonable dividends to stockholders, and assure confidence in 
the financial integrity of the utility so as to maintain its 
credit and attract capital. Said returns and earnings are 
reasonable. 

8. The proposed increased rates would provide a rate of 
return or 15.2 percent and a return on common equity or 19.49 
percent which returns are excessive and unreasonable. 
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9. The adopted estimated results of operation set forth in 
Table I are predicated upon conditions known at the time of 
hearing and are reasonable estimates based on the record herein. 

10. The schedule or rates in Appendix A shoul~ provide 'the 
gross revenue set forth under adopted rates 10 Table I. Said rates 
are the just and reasonable rates. To t~e extent that present 
rates are different from the rates prescrlbed herein, sai~ rates 
are, and for the future ~ll be, unjust and unreasonable. 

11. Alisal·s use of a 1.25 percent tax rate for ad valorem 
taxes is prudent and reasonable. Ho~~ver, since there may be 
an overcollection as a result of using this rate, Alisal should 
be ordered to establish a Tax Initiative Account pursuant to 
Order Instituting Investigation No. 19 dated June 27, 197$, and 
interim orders therein. 
Conclusion 

Alisal should be authorized to increase its rates as 
set forth in the ensuing order and in all other respect~ the 
application should be denied. 

ORDER -----
IT IS ORDERED that: 

1. After the effective date of this order, applicant 
is authorized to file the revised rate schedules attached to this 
order as Appendix A. Such filing shall comply ~th General 
Order No. 96-A. The effective date or the revised schedules 
shall be rive ~ays after the date or filing. The revised 
schedules shall apply only to service rendered on and after 
the effective date of the revised sched~les. 
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2. Applicant is directed to establish a tax initiative 
account pursuant to Commission Order Instituting Investigation 
No. 19 issued June _?7, 1975. . .. . ... 

3. Applicant shall tile' with the Commission a eo~y.oi' the 
consultant's report or master plan o£ the system axpansion and 
improveme:ts originally ordered in D.77509 dated July 14, 1970, 
within ninety days after the e££ective da~e o~ this order. 

4. In all other respects the application is denied. 
The effective date of this order S~:'l he th1~t¥ Qe,s 

.a:t;:wr the elate hereof. ~. 
Dated at Sc iN.d.ec)Q , California, this 'J..7-cf 

day of ~EBRUaa" 
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Schedule No. 1 

ME'I'ERED SERVICE 

APPLICABILItY 

Applicable to all metered vater service. 

TERRI'l'OR.Y 

Al.1aal and. vicinity, Salinas, Monterey County. 

IU..'l'ES 

Serviee Charge: 

For 518 x 3/4-inch meter •••••••••••• 
For 3/4-inch meter •••••••••••• 
For I-inch meter •••••••••••• 
For 1 I/2-inch meter •••••••••••• 
For 2-1nch meter •••••••••••• 
For 3-ineh metp.r •••••••••••• 
For 4-inch meter •••••••••••• 
For 6-1neh meter •••••••••••• 
For 8-ineh meter •••••••••••• 
For lO-ineh meter •••••••••••• 

Quantity Rate: 

The f1r't JOO cu.ft., per 100 eu.ft. 
Allover 300 eu.ft., per 100 eu.ft. 

Per Met.er 
Per MO:lth 

$ 2.70 
4.00 
5.75 

10.35 
17.25 
29.00 
46.40 
97.00 

u6.00 
145.00 

$ 0.28 
0.36 

The Serviee Charge is applieable to all metered .erviee. 
It is a readine.s-to-serve charge to which is added the 
eharge, eomputed at the Quantity Rate, for vater used 
during the month. 


