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Decision No. 9C925 '. OCT 23' 1979 

BEFORE THE PUB):'IC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 

Application of california-American ) 
Water Company •. a corporation~ for ~. 
authority to· raise ra.tes in its •. 
Coronado District. . 

--------------------------~) 

Applicat10nNo·. 58544 
(Fi led December 21,. 1978) 

Eugene L. Freeland, Attorney at Law, 
for applicant. 

Ernst G. Knolle, for the Commission 
staff. 

OPINION - ..... ~-.--,..,. 

Applicant, california-American Water Company, seeks 

authority to increase rates for 'Wflter service in its . Coronado 
District. 'lb.e proposed rates would, according to the. applic:a- . 
tion, increase revenues from $2,568,000 to $3.,06-5,000, an /' 
increase of 19.35 percent, or $497.000, and yield an 11.13: per~ 
cent rate of reeurn on rate base and a 13.5 percent returti on 

common equity in test year 19~0. 
pUblic hearing was held before Administrative Law 

Judge Main in Los Angeles on August 16, 1979, after notice of 
hearing bad been published, mailed to . customers., and posted in 
accordan.ce with this Commission t s· Rules of Practice and Procedure. 
Testimony on behalf of applicant was presented by its :.vice. 

president. No customers testified.'!/ The Commission staff 
presentation was made through a finan.cial examiner and two· 
utilities engineers. The matter 'W8.S submitted on August l6.~· 

1979~ subject to the filing of. the tta:nscript. 

1/ . 
- No customers attended either this' hearing or an informal 

public meeting~ jointly sponsored by the CommiSSion staff 
and applicant, held July 19,.1979' a.t 7:00 p.m. at the 
Coronado City Hall. . 

-1-

I 

~ 'I , 



• '. • A.S8544 SW 

Applicant~ ... a california corporation~ is a· wholly. owned 
subsidiary of the American Water Works Company, Inc. of' Wilmington~. 

Dela'W8.re~ and operates- public utility water systems in por:tions 
of the cO\Dlties of San Diego, Los Angeles,. Ventura, and Monterey. 
'!he applicant's. Coronado Dis.trict provides public utility' -water 

.. service to approxtmately 16,500 customers in a service area which 

inc:~udes the cities. of .Coronado and Imperial Beaeh, a portion of 
the city of San Diego ly1Dg. south of San Diego Bay,. and contiguous 
unincorporated areas in, San. Diego. County. All of the 'W8.ter 
sup~lied. by this district is purchased from the city of San Diego. 
Rates 

. -

!he present rates and· applicant's proposed rates for 

general metered service are as follows: 

: Per Meter Per Month. : . 
: ______ --=I::;.;;t;.;;em~ ________ :,;;;,Pr__.es_eJI.;;;.;;;;;.;:to.....;;.Ri._...,;;;t_e;;.,s __ :Pi';.;;....;;o .. po ....... s.;;.ed.;,;",.,,;RA;...;;;;...;t_e-.s: 

Quantity Rates 

First 500 cu.ft. or less •••••• e' •• 

Next 2~500 eu.£t., per 100 cu.ft •• 
Over 3,000 eu.ft., per 100 cu.ft •• 

Minimum Charge 

$- 3.17 
.SOO 
.467 

For SIS x 3/4-'!:J:Jch meter •••••••••• $ 
For 3/4~:Lnchmeter •••••••••• 

3.17 
4~25 
5·.45 
9.25· 

For l-iDch meter •••••••••• 
For l~-:Lnch meter .......... . 
For 2-!nch meter- ............. . 
For 3-illchmeter ........... .. 
For 4-inch meter •••••••••• 
For 6-:tnc:h meter •••••••••• 
For 8-inch meter •••••••••• 

14.70 
27.25· 
46-. SO 
92.50; 

147.00 

'!he M1n1mum Charge will entitle the customer 
to the quantity of "Water which' that minimum. 
cbarge will purchase at the Quantity Rates. 

$ 3.1,7' 
.624 
.590 

$- 3-.17, 
'$~'3S, 

6.90, 
11.70 .. , 
18:.60:' 
34.40 . 
59:.00, 
1i7~OO' 
18&.0'0 



.. ' • 
Applican~1: proposes to eliminate Schedule No,. CO-2, , 

Off-Peak Golf Course Irrigation Service, which provides a 
15 percent discou:.n:1: to the quantity rates for general metered:' 
service. Applicant is not requesting. increased rates for 
private fire proteil:::tion service, private fire hydrant service, 
or public 'fire hydrant service. 
Rate of Return. 

"In the most recent series of applicant's rate pro­
ceedings involving its other districts (D.89'762 dated 
December 19, 1978 in A.57879, D.88875 dated May 31, 1978', in 
A. 57087, and other related decisions), the COmmission found 
that a rate of return of 9.60 percent on rate base at that 
time ~s reasonable • 

. In this rate proceeding, applicant and staff witnesses 
each presented evidence in support of their respective recommen­
dations as to the reasonable rate of return for applicant. 
Applicant's witness referred to Exhibit 6, which shows,that, the 
ratio of available earnings (before taxes on income) to, interest 
on long-term debt declined from 1.84 in 1970 to' .57 in 19.77,. 
climbed to 1.12 in 1978, and for the first six months, of 1979' 
further climbed to 1.17. He referred to Exhibit 5 Which shows 
the common stock dividends paid by the applicant from 1966 , 
through 1978, but shows no payment of such dividend in 1976 or 
1977. In the latter two years applicant either had minimal net 
income or operated at a loss. He referred to Exhibit 3: which ,~­
shows that the l3':'year average re~ on common equity for 
California Water Service, San .Jose Water Works" and Southern 
Califonda Water Company -- the three other largest Class, A 

water 'utilities in California -- was 9.9' percent, 9.8: percent, 
and 10.5 percent, respectively, but only 3.8 percent for the 
applicant. He testi.fied that' the applicant r s earn:Lngs ava~la1>le 
for interest coverage are only 1.17 t:l:mes its interest expense" . 
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and such eaxningsshould be 1.75 times its interest expense in 
order for it to borrow additional stmlS, should it, become necessary 
to do so to satisfactorily maintain public utility service. It 
is not necessary that the applicant borrow additional funds at 

, 
the present time .. 

The applicant contends that based on.·itscapital 

structure as of October 3l~ 197~ consisting of 48.34' percent 
debt and 51.66 per:cent adjusted common equity and :tts- embeddecl' 
cost of debt of 8.61 percent, the fair rate of return is. 

11.13 percent on rate base which would result in a return on 
equity of 1.3.50 percent. 'Io support its. contention, applicant 
points to recent decisions. by the Comniss.ion on San .Jose Water 

Works ~ ~~~ern ~~];fornfi Water COi¥a!XYJ.. and' CiI'ffirii:tA 
Water Service Compauy iu which authorized rates of'return yield 
computed returns on common equity ranging. from· 12.25· to 

lS.OO.percent. 

. . 

The staff witnesa. presented~ as Exhib1t11~ his' study' 
of cost of capital and~his._r.a~_e_~;_;"et1:lr;l~,l?DID~£i~.J:!!'-~-__ -­
specific recommendation follows: 

Recommended Rate of Return 

: . capital- ,: .eosE ~:.,wei8hta: 
: _________ CO_m~po __ n_en __ t_' ___________ : __ - ~Ra~t~io~8-*---:--F-a~ct~o~r-s--:--~Co~s~t--· __ : 

(a) . (b)(c) 

I.ong-ten1Debt 
Common Equity (Adj;usted) 

Total 
" 

*As estimated for December 31, 

47.:.501. S .. 731. 4.151. 
52.50 

100.001 .. 

1980. 
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In reaching the above-tabulated recommendation the 
staff witness was guided by the traditional standards espoused 
in the Bluefield and ~ deci.sions and gave cons.ideration too, 
among other things. the array of earnings. comparisons and 
related data. set fo,rth in Exhibit 11. The staff witness- con­
tends his-recommendation reflects 4 broad cross-section of 
rates of return for Class A water utilities recently authorized 
by the Cottmissionl' takes into' account the higher equity ratio 
in applicant's capital structure (vi.%.52.S percentve-~$US_ less than 

42 percent for Californ1a Water Service Company" San Jose Water 
-Works ,-and "'Southern California Water Company),_ "and', is consonant ' 
with little or no need for outside financing. 

After careful consideration of the evidence, we are 
persuaded that 10.06 percent, as' recommended by th~ staff" 
constitutes a fair and reasonable rate of return for applicant. 
It will provide a computed earnings allowance of 11.2S.percent 
on common stock equ:Lty based upon the' above-tabulated staff 
estimates of capi.~l st'rUCt'Ure and cost of embedded' debt which 
we also adopt. 
Results of operation 

Aside from the request for, a higher rate' of return,. 
the general rate ,inC%'ease request is, a.ccording, to the applica­
tion, made necessary because the annual increase in revenues .. 

":resulting from customer growth or increased cons:umption is 

more than offset by increases in expenses and :tIl. the cost of 
capital improvements. '7 A compl:'ehensive. general review of 
applicant's system, its operations, and ~ts f~nanc1al needs 
from applieant'sviewpoint is contained in Exhibit 1. The 
staff' sstudy of:, applicant's operating results. is contained 

... 
in Exhi~it 10. 
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At the- hearing the, staff revised. Exhibit 10 by . 

increasirlg the estimate of applicant's rate base by about 

$302:t 000 to reflect the correct level of advances in aid'of 
construction. The applicaut stated that it agreed w:£.th and· 
accepted'the staff estimates. in Exhibit 10 after that modifi­
cation. The staff study was based on later :[nfo:rmation than 
that available whim applicant prepared Exhibit 1. 
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'tABU I 

CALIlORNU.-AHDICA.N VA:rE1t CCl5PANr 
CoxoDado D1a1:r1e1: 

Opga.t1!!8 ~ea 
Operation & Ma1ntenanc:e 
AdDrin:t.atr&t1ve & General 
Ge:t.\eral Office Prorated 

Total bpenII ... 

l)epred.at1on 
Taxes Other ThIm Income 
State Coxp. F:ranch1ae Tax 
Feder..J.· IDecmo TaX 

Total ~ea 

Net Operat1J.lg Iev~es 

I.I:Ce Base 

late of llet1m1 

~rat1ug !;s>!pses 
0pexat1.0A· & ltAiDteD.mCe 
Mmhrl5tr&t1ve &. General 
General Offieehorated 

l'obl Kxpeu_ 

Deprec:f.at10fL 
Tuea Other 1"hm IDcome 
Sute Co:p. P'rancb1ae'·, Tax 
Federal Income T.x 

Total XzpeDs4,. 

Net Opcat1ng ltwezmea 

l6te Baae 

ltate of ~ 

StlMK6.B:r OF EA:aNINGS· 
1"ee1: Year 1979 

: heeen1: Ra1:es :_ h'opoaed Rates : : 
: Staff : Utility: Staff : Uti-liST : AdOPted ~ 

GliOuaanda of Dollars) 

$2,405.6 $2,475.2 $Z~ 943..2 $2,954.2 $2',844.8 

1,610.7 
213.3. 
126 ... $ 

1,950.5-

170.9 
83~1 

·'CS.4) 
(46.2)" . 

2,152.9 

312.7 

4,935.2 

6.34. 

1,616.0 
213.3-
126.5 

1,955.8 
177.4 
8S~7 
(6.0) 

(49.6) 

2,163.3 
311.9 

4,781.3: 

6.521.' 

Teet Year 1980 

1,679.4 
230.6 
136.4 

2,046.4 

173.6-
85.2 
(7.5) 

(56.2) 
2,241.5-

304.'> 
4.933.4 

6.1n 

1,690.3 
230.6-
136.4 

2,057.3 

183.6-
88.3 
(7.6) 

(57.1) 

2.264.5 
303.5 

4,913.5 
6.18. 

1,.612.3, 
213.3 
126.$ 

1,951.1 
170.9' 
83.1 
37.5 

153.0 

1,617.6-
213'.3 
126.'> 

1,..95-7;..4 
177.4 
'85;7 
36.9 

150.3 
2,40,7.7' 

546..>· 

l:,612~O 
213.3-
126.5-

1,.951.8.- . 

170';9' 
83.1. 
2~.7· 

111.9' 

2,346.4 

498~4 

4,935.2' . 4,781.3-, 4,.935.2·. 
11.081. It:43~ 10.10. 

1,681.0 
230.6-
t36.4 

2'~048.0 

173.6, 
85.2 
36.8. 

149.8 

4,493.4 
546.4· 

4~933.4 

11.08"1 

1,691~9 
230.6-
1-36';4' 

2.058.9 

183.6-
88;.3· 
37.0 

150.3 

2,.518.1 
546.9' 

2:,047.t 

173.6-
85.2:' 
27;;.6 

107.2' : 

2',441~J; 

496.2 
4,913.5 4,933.4, 

Il'.I3'%.;, 10.06Z _ .. :" 
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Our adopted operating results are at the rates to,. be 

authorized herein, reflect the staff showing,. and result in a 
10.06 percent rate of retunl on rate base for test year 1980 •. 

By comparing the entries for operating revenues in lable ,1, it . 

can be seen ~t the rates to be authorized yield :tn test year 

1980 additional gross revenues of $391,500 which represent a 
15.4 percent increase over revenues at present rates.· 

Voluntary Wage and Price Guidelines 

Applicant's witness. sponsored Exhibit 9 to- illustrate 
how the requested rate increase. compl,ies. with the President's. 

G.u1deUnes on W'.age and p.nce S1:ability. The basia" for' the 

exhibit was the Profit Margin Test. The exhibit compared the 

requested revenue increases sought by applicant to the maxim.um; 

net pretax company revenue increase permitted by the g:u.i.delines. 

The exhibit shows that the requested revenue increase would not 
exceed the voluntary guidelines imposed. 
Rate Spread 

For general metered. service applicant proposes to 

retain its present basic rate design, which consists of a 
minimum eba:rgeftbree-quantity block-type rate struc:ture~ and 
to retain its present rates for the lifeline quantity of 
500 cubic fee't per month. In this proceeding the; staff accepts , . . 

as appropriate that basic rate design,. but, recommends· that 
applicant: "prepare a t'Wo-quantity block rate schedule w:l.th 

inverted rates and a service charge prior to the next rate 

increase application by the utility., The study should- be done 

in consultation with the- Com:nission staff and',. if poSSible, 

avoid excessive increases in costs to large consumers. ft 
We will adopt applicant's rate proposals after a 

dowrrwa.;-d adjustment to yield the adopted gross revenue 
requirement of $2,937, SOO for test year 1980. 

-8- ' 
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Service and Cons,ervation 
As an overall assessment, the staff engineering witness 

testified that he found ap~11eant to be rendering satisfactory 
service in the Coronado District. He further testified. that:: 

a.pplicant responds promptly to service complaints and takes 
appropriate action to rectify the troub.le. 

With respect to water conservati~n, applicant' s assess­
ment is that its water conservation program has had good results, 
both in educating customers and in reducing water consumption. 
Although there is no longer a drought, water consumption kits 
continue to be available from appl~cant and- applicant's customer 
relations continue to be conservation-oriented. Both applicant 
and the staff expect that water consumption will continue to be­
influenced by the conservation efforts that have been made. 

With respect to electrical energy conservation, its­
role is negligible in applicant's operations. Its role is 80· 

limited because applicant's entire' water supply is purchasecl 
and that water I!l~upply is delivered at sufficient pressure to­
make boostixlg unnecessary. 
Findings of Fact 

1. Applicant's conservation efforts and service are 
satisfactory. 

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

3.. The adopted estimates, as· set forth in the last column 
of Table 1 herein, of operating. revenues, operating expenses, 
and rate base for test years 1979- and 1980 reasonably indicate 
the probable results of applicant f s operations for the near,. 
future. 

4. A rate of return of 10.06 percent on applicant's rate­
base for 1980 is reasonable. The related allowance for return 
on common equity is 11 .. 25 percent. This w:tll require an 1ncrease'---"' 

-9- ) 
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of $391,500,. or 15.4 percent, in ··a:xmua1 revenues for test year 
1980. Such an iUCTease is. reasonable and justified. 

5., The increase authorized herein is in compliance with 

the ?:resident's Guidelines on Wage and. Price Stability. 
6. Retention of the minimum charge/three-quantity block­

type rate structure for general metered service is appropriate 

at this time. However, in its future rate proceedings: applicant 

should prepare a service ~~[~-~1~~ s~l:t~d~e W£thinYe~Ct .... ~ 
_:t:a:t;.f!:S~~ r~~enaea by- tlie. s:taff. 

7. Schedule No. CO-2, Off-Peak Golf 'Course Irrigation 
Service, W,ichapplies. a 15 percent discount to the' quant:i:ty 
rates for general metered service,.. should be el:tmi.nated •. 

8. Prior to its next rate increase application,. applicant 

should prepare, as. recommended by the s.taff, a study determining 
'W'Ork:ing. cash allowances by the ''weighted' average or lead-lag' days" 

method. 
9... The illcreases. in rates and charges authorized herein 

are j ustif:ted; the rates and charges authorized: herein are:' 

reasonable; the .present rates and charges, insofar as they differ 

from those: prescribed herein,. are for the· fut'tn"e unj.ust. and 

unreasonable. 
Conclusions of Law 

l~ "!'he ~ion concludes that the appl:tcation should 
be granted to· the extent provided by the following order. 

2. Because of the limited txUXDber of issues. involved in· 
this proeeeding~ the fact thatapplieant and the staff are the 

only active parties to this proceeding, and the fact that the 

.. ,:'.etux:ns:_£~~r~~g~~~~~~~~_."~~ :r.n_~~~J?~~_"~1- ~ . 
. 'y_ea;t"_19_79_~f~.t_o£::the __ ~~.~_.~_~~.e.:, __ ~~ _~(1~~~._0x:~~_~~~t!;t~· ' 
be effective on the. date of sigoature. 
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ORDER ------
IT IS ORDERED that, after the effective- date 'of, this 

order, applicant California-American Water Company is authorized.' 

to file for its Coronado District the revised rate schedule 

attached to this order as.- Appendix A and to cancel its Schedule 
No. CO-2 by an appropriate filing. Such filings shall comply 
wieb. 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. 

!he effective date of this order is the date hereof,., 
Dated OCT 23 1$79' " at San FrB:n~:[scoCalifornia., 

Com::l1~:;1o:cor Ver:con L .. Sturgeon. 'be1ng 
:cece::.:a:rlly absent .. ciid not part1c1pato 
1: the dj.'S))OS1 'Uonor this pro<:eO'd1llg~ 

--., 

".,'-.. ".~ ... '-

,>~'~ c;:'~ ','-',' .. " '. ,,': ',:'.> ,:" 
,;::.,:.", '. . , .,' ~'~-,/, 
. ~,:~, ..... ,>.' ,.~. 

',' • ,...- ,. _., 'oW' "., . '~, ~, • " 

Li . 
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APPENDIX A. 

Sc:HEDOLE ro. CO-1 

COROtW:O OXSTRIC'I'" TARIFF AREA. 

Applicable to· all metered water service. 

':'ERRJ:'I'ORY': 

Coronadc>,. Imperial Beach" and port:i.ons of San Oieqo, .:I.n4 vincini ty,. 
of: San, Oi~o County. 

RATES: 
Per Meter 
Per Month: . 

Quantity Rates: 

First 
.Next 
OVer 

Yor 5/8 
For 
For 
For 
For 
For 
For 
Yor 
For' 

soo cu .. ft., .- ..... _ ......................... .. 
2,500 cu. ft •. , per 100· cu. ft .. 
~"ooo cu. ft .. , per 100 cu •. ft_ _ _._ 

): 3/4-inch meter ----_.------------3/4-inch meter ._ .. __ . __ ._. __ . __ .. 
l-inch meter ._-_._ .... _._----_. 

l-l/2-inch. meter -- .. _._ .. -... _._ .. _. 
2-inch. meter .......... __ ........ a 

3-inch meter- ._--_ .... _ ............ 
4-inch meter , .. _-_ ... _ ..... _---
6-inch m.eter ~.-..... -...... -.-.-
8-inch meter ... -......... _ ..... 

$. 3.17' 
.597." .. 

, .56>'. 

S 3.17 
5.3$ . 
6.90,-

11 .. 70 ' 
18:.60: 
34.40< . 
59-.00:,',' 

117·;.00' 
186.00; 

"the Minimum Charqe will entitle the customer to thequant1ty 
, of .... ater ~which that minim\'lm ch4rqc will purchase at the 

Quantity;: Ra tea. 

:, 
SPE~...AL CONDITION: 

When meters- 4re re.ld bi-monthly,. the ch4%'qe will be computeCI by 
eoublinq the monthly minimum. charqc and the number. of eubicfeet 
'eo which each'bloek rate is applicable- on a monthly basis., 

(I) 
(:0 

en-
(ll 
(I)' 
(l) 
(I»' 

' '. 
(I)' 
('I)', 

(IY 


