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Summary of Jdecision

This decision grants Pacilic Gas and Zlectmic Company (PGe&z)
-l o~ -
was

42TST increase in water Tates since 1953 for ite Angels Water
System (Angels Systea). The Cecisior authorizes an increase in
Tavtes To yield accitional revenues of 317s,200,

& return on rase
case of § percent, and a return of 11.49 percent on comzon equizy.

The inerease :is authorized %o ne implemented i Liree steps.

™his is an arplication by 2¢2= seeki
Tates and charges for its Angels Systen.
subject matser this applica

g & increase in
Secause of interrelated
tion was consolidated Sor hearing with
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<he following other PC&E applications lor inerenses in water rates:
4.5862¢ (Western Canal Vater System), A.58030 (Jnckson Water System),
5.58631 (Tuolumne Water System), A.58632 (Placer Water System), and
A.58629 (Willits Water System).

A duly noticed public hearing was held in ¢his matter
wefore Administrative Law Judge Donald B. Jarvis in Angels Camp on
August 17, 1979. Further hearing wag held in San Francisco on
September 11, 12, 13, 14, 24, 25, 26, 27, 28, and OQctover 22, 23,
ond 2L, 1979. The proceeding was submitted subject to the filing
of briels which were received by November 20, 1979.

Deserivtion of System

PG&E's Angels System serves treated domestic water to
portions of the city of Angels Camp, the community of Altaville,
and certain adjacent areas.

This system served 943 customers in 1978. Vater for the
Angels System is diverted {rom the North Fork of the Stanislaus River
oy the PC&E's Utica Hydroelectric Project and from Angels Creeck by
its Angels Hydroelectric Project, both being uncer license by the
Tederal Regulatory Commission. The Angels System consists of » water
treatment plant Jocated at Pipe Reservoir situated to the northeast pozrtion
of the City of Angels and a pipe distribution system within the treated
mter service area. The capacity of the Anpgoels’ water treatment
plant is about 2.2 million gallons per day. It supplies completely
sreated water to a 1.3 million=-gallon gunite=lined reservoir adjacent
20 the plant which flows on the gravity distribution system.
Material Issues

The material issues prescnted in this procecding are:
(1) Is PC&E entitled to an increase in rates? (2) If PC&E is
entitled %0 2 rate increcase what is the appropriate amount?

(3) Should any inecrease be implemented in one step orn-several?
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(L) What is the appropriate rate design for any increase which
zay be granted? (5) Should the Commission disallow for ratemaking
sursoses the discount which PGEE provides its employees? (6) Should
the Commission in determining expenses utilize the wages paid by
PG&E under the statewlde collective bvargaining agreement wiich
it has with the Iatermational 3rotherhood of Electrical Workers?
(7) Should the rates for Angels System continue to be based on
its ¢costs and expenses? (8) Shou d PG&E be required to replace
sections of water main in the vicinity of Copperopolis Read and
Zighway 497
Present and Provosed Rates

The present general rates of the Angels System were
authorized oy Decision No. 4L9L52, dated December 21, 1953, in
Appiication No. 34090. The rates vecame effective on Februvary 15,
1954. It was estimated that the authorized rates would produce
a rate of return on rate hbase of 20 more than 3% percent for 1953.

The rates currently charged were made effective September 1,
1678 by Advice Letter No. 162-W. Advice Letter No. 162~W was
filed July 28, 1978 pursuant to Ordering Paragraph 5 of this
Commission’s OIT 19. The primary purvose ¢f Q0II 19 was to reduce

rates Dy passing on to customers the ad valorea tax savings resuliing
from the addition of Article XIZI=-A to the Constitution of the

State of California (Jarvis=Gann Initiative, ..onosi fon 13).

“ne mechanism employed Ls an addition of a Tax Change Adjustmens
Clause (TCAC) to the Preliminary Statement for 2G&E Tarifs Schedules
applicable to water service in the Angels System. The TCAC

specifies thav the ratves given on the tarifl sheet for each rate
schedule are to be reduced by 8.6 percent. Angels System's current
general metered service ates are as follows:
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. Per Meter
xates Per Month
e ———— m—

Quanticty Rates:
First 500 cu.fs. or less TTtreescemeieial.lL.. B 2.50
Nex:z 2,500 Cu.fT., ver 100 CRafTe ernivnnnnn.... .20
Cver 3,000 cu.ft., per 100 cu.fs. tercecrennnna. .10
VEnimum Charge:
For 5/8 x 3/L-inch meser ; 2.50
Tor 3/L~inch meter 3.00
l-inch mezer L.25
1-1/2=inch meter 6.50
2-ineh meter 10.00
3=ineh meter 15.00
4~inch mezer 22.00.
b-inch meter L5.00
The Minimum Charge #ill enmtitle the customer to the
quantity of water whick that Minimum Charge will
purchase ar the Quantity Raves.
PGEZ intreduced evidence which indicates that ac Present
Tavtes it had she following actual and estizated rate of returm Irom
e Angels System: '
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Tear 1677 Tear 1678 Year 1979  Zear 13520
fecorces A lustec Zstimazed Istimazed Zstimazed
“

Present Rates (6.894) (6.20%) (7.71%) (8.42%) (9.63%)
(Red Figuwre)
PC&Z seeks nerein authorisy zo raise Angels System rates
generate additional fevenues of 3220,000, o= LOO percenct; which
2% conterds will allew it %0 eamn a retymm o 9.8L percent on
Tave base. Secause of the magnitude of the provosed in rease,

PGEE proposes to implement it in twe STePS at a ore~year 2 verval
as follows:
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Sten 1 sen 2
Per Meter Per vewer
Rates Der Month Per Month

Service Charge:
For 5/8 x 3/L=inch MELET cvcveerecancsnsees 3 L.7O0 S 7.00
For 3/L=inCh METET evecevsscncsnsoons 7.00 10.50
Tor 1-1nCh MELEr eeccevescavcnccoss 11.65 17.50
For 1a=inch METETr cvrcecoverrcansons 23.30 35.00
Tor R2=i70CH DMELEY ceevecncsconoacens 37.35 56.00
For 3=inch BeTeT cevevcescrscocrncs 70.00 105.00
For Leinth MmeTer seeescnceoncacones 127.00 175.00
For B=inch MeLer ceceescrrcscecaces 233.00 350.00

Cuantity Rates:
Tirst 300 cu.fe., per 100 cu.f%. ceveeeerae S 0.3L S 0.50
Over 300 cu.ft., per 100 cu.fv. cevevena.. 0.51 0.76

Minimum Charge:

. The Sezsvice Charge.

The Service Charge is a readiness-to-gerve charge
applicable to all measured General Metered Service
and t0 which is To ve added the monthly charge
computed at the Quantity Rates.

‘V“

Uncer the PG&E proposal the monthly bill for the
average Angels System cu :omer;/ would increase Irom SL.LO
to 311.59 at Step 1 and S17.2% at Stey 2.
Position of the Commission Staff

The Commission staff (staff) cakes the position that a
meturm oz rate vase of 9.8L percent is appropriate Ior the Angels

o™

System. It produced different estimates than PG&E on revenues and

1/ Based on comsumption of 1,450 cu.ft. per month.
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expenses. It contends that the additional revenues requested by
PC&E would produce a retusn on rate base of 16.95 percent. The
zaff recommends an imcrease iz revenues of 3166,100 which
accordiag to the staff would yield a return on rate vase of
0.8L percent and amount to a 282.5 percent ixncrease in revenue.
Some of the reasons for the differing estimates are:
(1) The staff contends that PGEE employee discounts should not de
consicdered for ratemaking purpeses, (2) the staff contends that
the wages paid by PGEE pursuant to its.union contract under union
work rules should not be directly applied for ratemaking purposes,
and (3) <he staff made different adjustments in the amounts
u lz~ed for uncollectibles, interes* charges, pensions and beneflis
ized, allocations, deprecigti nd other expenses.
The stafl also contends that PG&E should be ordered
T0 replace aperoximately 2,200 feet of water maiz near Copperopolis
20ad and Highway 49 to increase fire flow in <the area.
Position of Angels Swstem Customers

Twenty=eight members of the public gave sworn statements
at the hearing in Angels Camp. Some witnesses testified that
were many elderly and other persons with low izcomes in
the area and the proposed iacrease would have a sudbstantial adverse
impact on them. Several testilied that if the proposed increase
were granted they would not be able to afford to water their
garcens and maintain the greenery around their nhouses. Six witnesses
tated that they believed some increase was warranted but that the
one proposed by PG&EE was t0Q high. Cne witness indicated that there
was a high rate of unemployment iz the area. Two witnesses
testified <that in their opinion, water rates should ve the same
throughout the State.

Position of International 2rotherhood of
Zlectrical “orkers

-

The In%termational Srotherhood of Zlectrical Workers,
Local Union No. 1245 (IBEW) appeared in this proceeding. The IZZW

—-d-l'
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contencs that the Commission should not adept the stafl
recommendation vo eliminate consideration of the employee discounts
for ratemaking vurposes. The IZEW argues that this recommendation
is contrary vo Commission Decision No. 85653 and a prohibited
inverference with the collective bargaining process. It argues
that the reccommendation would interfere with the vested venefits
of retirees. The IZEW also contends that disallowance for rate-—
making purposes of the wage rates and work practices provided for
in its collective bargaining agreement with PG&E would be contrary
0 Public policy and not in the best interest of PGEE's ¢customers.
Jiscussion

ﬂ

indicated, PGEE nas not been authorized to increase
Ze rates for its Angels System sizce 1954.

. "The theory on which the state exercises contr
over a public utility is that the »roperty so used
is .he*ecy dedicated ToO a public use. The
decdication is cua.z <ed, however, in that the

owner retains the ._gh* To recelve a reasonabdle
compensavion for Lse of such property and for the
service perlormed in the operation and maintenance
thereof." (Lvon & oagr v Railroad Commission
(1920) 183 C L35, LL7; recera. fower Conmaission v
Hove Natural Gas Co. (15447 3J20 US ovi.)

The record clearly indicates that some increase is warranted.
In considering the magnitude thereof, the Commission will use 1980
as the test vear.

A. Consideration of Customer Contentions
PGEE operates a statewide system for the generavion of
electric power, a gas distribution system, a steam distrisution
system, anc six local water systems, which are not intercomnected.
Longstencding Commission and federal regulations reguire PGEE
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0 acecount for revenues and cxpenses of cleetricity, gas, and
steam sales in scparate proceedings dealing with those sources of
energy. (Re Electric Utilities (1937) LO CRC 777; 16 U3CA § 825;
Qe Cas Companies (1960) 58 CPUC 309.)

The six water systems arce in different areas of
Northern California. They have different costs and expenses and must
be treated as separate entities for ratemaking purposes.

B. Emplovee Discounts :

For many years prior to the advent of a collective
bargaining agreement with IBEW, PG&E gave its employees a 25
vercent discount for utility service which it furnished. The
discount applied to retired employees. The first collective
bargaining agreement between PC&E and IBEW provided for maintaining
all employee benefits then in existence. The present agreement
provides that PG&E shall not "(1) abrogate or recduce the scope of
any present plan or rule beneficial to employees...or (2) reduce
the wage rate of any employee covered hereby, or change the
condition of employment of any such employee to his dizadvantage.”
(Exhidbit 65, § 107.1.)

In Applications Nos. 55509 and 55510 which were applications
by PG&E 0 ingrease electric and gas rates, various parties urged
the adbolition of the PCG&E employee discount. The stafl took the
position that the discount should be maintained for then current
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zetirees and phased out over a 2- to 4-year period. Im Decision
Yo. 89315 eatered on September 6, 1978, a divided Commission
ordexed the phasing out of the employee discount with contizuation
permitted to those persoms retired as of a specific dace. Various
petitions for 2 rekearing wexe filed. Thereafter, on November 9,
1978, in Decision No. 89315, zhe Commission, in Decision’

No. 89653, modified Decision No. 89315 to provide for retention of
the exmployee discount and denfed rehearing.

The pertineat portions of Decision No. 89653 are as
Sollows:

The Commission is of the opinion that elimination
of employee discount rates is inappropriate at
this time since recent federal legislation
rohibits taxation of these bemefits.t’
Zaployee discount rates appareantly will countinue
to be a tax free £ringe benefit, and any
additional cost that elimination of the discount
rates might create should zmot be placed on
ICSE's customers absent a convineing showing
that such additional cost will not in fact oceur
and that the discount zates are a disineceantive
to energy consexrvation.

"1/ On Octobexr 7, 1978, President Carter signed
Z.R. 12841, which pronhibits the issucance of
regulations that would include employee
fringe bemefits in gross inmcome.' (Slip
Decision p. 1.)

"IT IS.FURTHER ORDERED that Ordering Paragrapas 9, 0,
1L, and 12 on page 33, Findings 2, S5,and 6 on page 25, and
Conclusions L and 2 on page 26 are deleted £zoxm Decision
No. 8931S5.
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"IT IS FURTEER ORDERED that the following findings and
conclusions are imserted im Decisionm No. 89315 as follows:
"On page l4a, Fiading la:

'lLa. CVR is an effective conservation measure
and in view of PG&E's demonstrated reluctance
to implement CVR, it is reasomable to requixe
PG&E to revise its tariffs so that the maximum
energy savings of CVR will be achieved.'

"On page 25, Fiadings 2, 5 and 6:

'2. IG&E's employee discount rates have not
been showm to be a disinceative to energy
couservation.'

'S. Eamployees discount rates will coatinue

to be a tax £free Iringe benmefit since recext
federal legislation prohibits the issuance
of regulations that would include employee
fringe benefits im gross income.'

'6. Eliminating employee discount zates would
ultimately result in increased c¢cost of
sexvice.'

"On page 26, Conclusion 1l:

'L. Based on the evidence in this zecoxd it
cannot be concluded that employee discount
rates should be discomzinued.'" (Slip
Decisiom p. 2.)

In this proceeding the stafi does not directly attack
the employee discount. It argues that the discount should not be
allowed for ratemaking purposes herein. The zationale forx the
staff's position is that actall employees who receive the discount
are used or useful In the water. utility operation and that includiag
che equivalent numbex of full-time employees actually engaged in
water operations would have a negligible effect on revenue estimates.

I3EW contends that the discounts are paxrt of the collective
bargaining agreement with PG&Z and refusal to consider them for
ratemaking purposes is an impermissible iatrusion into the collective

»
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bargaining process which is preempted under federal lawug/ TBEW
argues that the staff position is contrary to Labor Code Sectiom 923,
wiich provides in part as follows:

"Iz the iaterpretation and application of this chapter,
tze public policy of this State is declazed as follows:

"Negotiation of terms and conditions of labor
should result from voluntary agreement between
employer and employees. Govermmeatal authozity
bas permitted and encouraged employers €o
organize in the corporate and other forams of
capital control.... Therefore it is necessary
that the individual worlman have £full freedom
oZ association, self-organization, and designa-
tion of representatives of his own choosing,
to negotiate the terms and conditions of his

zployment. '
Finally, I3EW contends that the Commission should follew that holding
in Decisiom Neo. 89653. It asserts that if the discounts are
eliminated, greater revenues for ING&E will be required to pay for
the substitute, taxable benefits to which the employees would de
entitled.

FGEE argues that employee discounts are part of its
collective bargaining agreement and should be allowed in this
aroceeding. It contends that Lf the discounts axe disallowed, the
staff presentation fails to provide for additional zevenue necessary
to compensate for the disallowed bemeZfit or the source of such

revenue.
PG&E grants its employees and retired employees a 25 percent

discount for every service it provides to residents of the area in

which the employvee resides. I£ water, gas, and ecleetric service

are provided to residents in the area ia which the employee resides,

he or she will xeceive discounts on each of these sexvices. If none

2/ ©DC&E is engaged in interstate commerce and is an employer withia
the meazing of the National Labor Relations Act, 29 USC § 151,
et seq.
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of the services is provided in the arca in which the cmployee
resides, he or she will reccive no discounts.

The record indicates that 30 PG&E cmployeces receive a
water discount in the Angels System.

The impact on revenues of the stalfl's proposed
reduction is as follows:

Revenuce Reduction Due to
Emvloyee Discount

Numbey of
Employce
Present Rates Proposed Rates Customers

Angels System 3870 32,000 30

The contention of IBEW that the Commission may not disallow }
the employce discounts because the Nationzl Labox Relations Act
(NLRA) preempts the Commission £rom interfering with the terms of

the collective bargaining agreement aced not be considered at leagth,
Sectioa 3.5 of Article ILI of the Califorania Constitution, adopted
on Junc 6, 1978, provides that:

"An administrative agency, including an administrative
agency created by the Constitution ox an initiative
statute, has no power:"

W W%

'"(¢) To declare a stagute uncnforceable, or to
refuse to enforce a statute on the basis
that federal law or federal rwegulations
prohibit the canforcement of such statute
unless an appellate court has made a
determination that the enforcemeant of
such statute is prohibited by federal law
or federal regulations.”

IBEW has cited no appellate court decision which holds that provisions
of the NLRA preempt the California constitutional and statutory
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provisions waich confer ratemaking jurisdiction on this Commission.
Assuming arguendo that IBEW's conteation is correct, the Commission
2as no jurisdiction to act upon it in this proceeding.

Ca the merits, the Commission is of the opimion that the
ezployee discount should be allowed for ratemaking purposes for the
zTeasons which follow.

Exployee discounts are part of a total compemsation package
ezbodied in a collective bargaining agreement between IG&Z and IREW.
Such agreements are favored by federal and state law. (29 USC § 151 et
seqg.; Labor Code §923.) Therxe is no evidence in this record which
would suppoxt a finding that the total compeasation package

exbodied in the collective bargaining agreement is unreasonable. In
Decision No. 89653 the Commission found that PG&E employee discounts
should not be eliminated. If reasonable compensation paid o emplovees is
excluded f£rom comnsideration for ratemaking purposes, the effect
will be a surreptitious diminution of FGL&E's authorized rate of
Tetura.
The staff presentation in support of excluding employee

iscount for ratemaking purposes was weak and not well considered.
The staflf enmgineer who testified in support of the position had
never examined the collective bargaining agreement aand was ot very
familiar with Decisioms Nos. 89315 and 89653. (RT 539, 591.) The
record clearly iadicates that many PGEE employees, at different
times, perform functions for its various departments (gas, electric,
water, and steam). The staff witness made no attempt to quantily
this with zespect to the water system. (2T 632.) Fiaally, the

lack of logic ia the staff's position is illustrated by the
following colloquy between the presiding Administrative Law Judge
and the witzness:
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"ALlJ JARVIS: Well, aren't you saying it should be
isallowed foxr ratemaking purposes whick means it

does not come out of operatiag revenues, but comes
out of shareholders' money?

"THE WIINESS: No.

"ALJ JARVIS: Where does it come out if it does not
come out of allowed revenues?

"PHE WIINESS: I am not saying the discount for the
used or useful employees should not come out of
revenues.

"ALT JARVIS: No, you are restricting it rom all
ezployees?

"THE WIINESS: Yes.

"ALJT JARVIS: So, to that extent, to the exteant
that that is covered in the union comtract as
implied by the questions and what you are
saying is it is not funded out of operatin
revenues of the company -- is that correct?

"TEE WITNESS: I would correct that a lictle
oit i£ T =y, ay perception of it.

"1t should not come out of the revenues oFf the
water department.

"I would have no objection to it coming out of
the revenues for the entire PG&E operation.

"ALT JARVIS: Well, couldn't the argument be

zade in an electric or gas proceeding that
ince they were water matters that they
skould not come out of the other cdepartments?

"Don't we gzo through a lisztle circle that
doesn't come out of any department, but in
eachocase you say it comes out somewhere
else?

"TEE WIINESS: I don't kaow, and I den't

think so, though, because I think that with
what we have to loolk at here is that givea
the example of Tuolumme, again, where there
are 60 employees or retirees who are eligible
for it.
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"ALS JARVIS: I uaderstand. You are claiming thav
only ten are useful.

*What I'm saying: i£ we adopt your theory, we
con't need To go through the facts. We all
understand what your postulate is for this.
You say it should not come out of the water
thing, but you have no objection if it comes
out of somewhere else of the operating
revenues of the company.-

"I'm asking you where iz the company it comes
out of, and would not the same objection e
zmade in these other departments in another
case before the Commission?

"THE WITNESS: I cdom'< know."
The Commission will inclucde the employee discount iz
estimating revenues in this proceeding.
C. Union Wage Rates and Working Practices

As later conmsidered, the stafl in preseating its 0&M
estimates for the test year made certvain adjustments to the
estimates presented by PG&E. Among the adjustments was one for
Q&M payroll. There was testimony iz the consolidated nearing
atouts wage rates and union work practices. The testimony dealing
with wage rates for c¢leaning ditches is not applicable to the

ngels System, which 1s a treated water, piped distribution
system. Eowever, the staff took the position that the Commission
should not give full recognition to the union work rules for <he
surposes of ratemaking. (RT 685.)

The union work rules are part of the collectiive bargaiﬁing
agreement heretofore discussed. As indicateé, the collective bargain-~
ing agreement is consomant with federal and state policy. Assuming
the Commission has jurisdiction to disregard the agreement for
ratenaking purposes, a strong showing of unreasonabdbleness should ve

required tefore (T does so. The stall made no such showing in
this proceeding.

The Commission will not disregard for ratemaking purposes
in this proceeding the wages and work rules provided for iz she
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collective dargaining agreement between PG&E and I3EW. EHowever,
this determination does not mean adjustments will not be nade for
any inefficient use of labor by PG&=.
D. Water Consumontion ancd Overating Revenues

PG&Z and the staff introduced evidence of different
estizmates of water consumption and operating revenues for the
test year. The differences are summarized as follows:

Water Consumption and QOoeratiag Revenues

Staff
Staff Utilisr Exceeds Usilisvy

Total Operating Revenues = 1980
Present Rates $ 58,800 S 54,600 3 4,200
Proposed Rates 301,200 275,400 25,800

The growth iz residential customers of the Angels Systen
iz 1978 was greater than had been estizmated by PGEE. The stafl
estimate for residential customers 1s based on 1978 recorded data
and current residential comstruction. The stalf estizate for
busizness customers is based on recorded data which shows virtually
2o change froz 1973 to 1978. The staff estimate is more reasonable
than that of PG&Z and should be adopted.

PC&E included in its estimate an arbitrary 10 percent
decrease in consumption for residual conservation resulting from
the 1676-1G77 drought. The svaff did not make such an adjustmens.
The staff macde independent estimates of consumption utilizing a
mulviple regression azalysis for normalization with the indepencdent
variavdles veing tize, temperature, and precipitation. This differed
from PG&I's approach which for most subclasses of service was a
regression analysis using only time as an independent variadle.

The stTaff estimate of consumption which is based on ziore extensive
estimates than PCLE's and deoes not include an amount Sfor residual
conservation is more reasonable than PG&ZE's and should be adopted.
| The staff estimate of reveanues for the tTest year also
iiffers from that of PGEE tecause the stafl did not exclucde the
mouat o the exployee discount. The Commission has found <hat
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employee discount should be used in estimating revenues in this
proceeding. Therefore, the stall estimate will Le modified to
reflect the discount.

~

E. Ownerating Exnonses

1. Overation and Maintenance Exnonses

(a) Purchascd Power

PCEE included its estimnte for purchasced power
expenscs in the category of "town other” cxpenses. The Angels System
has only <two pumps. Both are located at the filter plant. The record
indicates that the officicncics meet the eriteris established in
connection with Case No. 10114, an open procceding relating to
water conservation. In making its estimate of purchosed power e¢xpense,
the staflf calculated the power rcquired to produce 100 cubdbic feet
of wreated water. This was done for cach of the last five years. The
lowest power requirement among the five years was assumed to indicate
the peak pump efficiencies achieved during the period and was
multiplied by the current cost per kWh to estimate the cost of
oroducing 100 cubi¢ feet of treated woter. The stall cestimate of
$6,800 for purchased power is recasonable and should be adopted.

(0) Purchased Chemicals

The staff and PC&E based their purchased

chemicals esvimates on recorded costs. Chemical coste per 100 cubic

feet of treated water have been rising for the Angels System. The
staff estimate, which is based on the trend, is $0.0289L per 100
cudic feet of treated water produced. Multiplying this by the
staff's 1980 estimate of 258,200 cubic feet of treated water results
in a chemic¢al c¢ost of 37,500. The staff's estimate 15 more recasonable
than PG&E's and should be adopted.
(¢) Pavroll

The staff agrees with PG&E's c¢stimate of payroll

for customer accounts and this will not be discussed.
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There is 2 coasiderable difference between th
2GSE and staif estimates for the remaining payroll expenses.

PGE&E is primarily a gas and electric utility.
its accounting procedures and computer data programs are not set up
iz the format uswally utilized by water utilities. PG&E's payroll
estimates are based on amounts actually allocated to the Angels
Svstem in its acecountiag system and projected £or the test yeax.
™hese allocations are derived in the following manner. The salaries
of employees who work full-time for the Angels System aze credited
to payroll. As indicated,some PG&E persomnel work £or various
cepartments. In these instances, tae person's f£ield supervisor
determines the percentage of time worked in each department. The
dollar value of the percentage is placed im the payroll item for
the appropriate department. The percentage allocations made by
the field supervisor are not audited.

The ordinary methodology of the staff in estimating
payzoll expeases is to examine the recorded data Zor the water
system in question. Im this proceeding the st2ff zade various
data requests to which PGSE did not timely respond. When it did
respond, PGEE found it mecessary to twice correct its izitial
response. Cextain informaction :equested by the staff could not be
provided.~

When the staff became dissatisfied with PGS&E's
responses to the data requests it developed its own methodology
for estimating pay:oll expense. A staff witness made 2 compara-~
tive analysis of customer expemses for 34 Califormiz water systems.
The staff exhibis contains a graph which shows that the O&M payroll
cost per customer in the 34 systems selected for comparison ranges

3/ BGE&E contends that to have provided the information would have
required viscal search of records where over 15,000 eatries 2
day are made, which, it asserts, is uanreasonable.

-] 8=
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Soom S18 =0 352. PG&E's estimated cost per cusitomer exceeds this
range in each of its domestic systems. In the case of the Angels
System, according to the staff $¢ is $93 per custozer. The witness,
tased on his imvestigation, recommended tThat an amount of $58 per
ustomer for O&M payroll would be reasonable. The stafll used these
amounts in its estinate.

In zebuttal, PGEE introduced an exhibit which
osurports to show that the O&Y payroll estimate is a lesser amount
per customer than scated by che staff. Under TGS&E's figures the
amount of O&M payroll per customer, before subtractions, is 359.60.
2G&Z contends that utilities with water treatment plants have
greazer labor costs than those using well water ox purchased watex.

= contends that water treatment. labor should be subtracted from
the staff's comparison. PGS&E also contends that its labor costs,
whick are based on the ¢collective bargaining comtract, are higher
than those of nonunion utilities and this incremeat should be
subtracted in the comparison. With these adjustments, IG&E contends
that its payroll O0&M for the Angels System is $33.77.

The Commission is of the opiniocn a2ad finds that
the methodology used by BGEE to determine payroll Q& is generally
=ore reasonable than that used by the staff and, with a 20 percent
adjustzent, should de utilized.

PGEE is entitled to have deducted as expenses
Sor ratemaking purposes the amount it will reasonably spezc Ior
02 payroil duriang the test year. As the applicant, it has the
burden of proof and going forwaxrd with the evidexnce on this Iissue.
(Svidence Code §§ 500, 550; Shivell v Hurd (195L) 129 CA 2d 320, 324;
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Ellenbereer v City of Oakland (1943) 59 CA 24 337.) Hewever, it i
for the Commission to make the determimationm as o what are reasomable
Q&M payroll expenses. (Federal Power Commission v Hoeve Natuwral Gas
Co., supra; City of Visalia (1969) 69 CPUC 311, 319.) The recoxd
clearly indicates that IG& has produced evidence upon which
findings can te made.

PG&E based its estimates for O0&M payroll on
recorded data of payroll allecated by its accounting procedures
to the Angels System in past years. The use of recorded data as
the basis for test year estimates is time-honored and appropriatz.
The difficulty with PGEE's figures is that the underlying data was
not provided upen which examination iznto :he'following,azeas ol
inquizy could be made: (1) Whether PG&E's field supervisors made
proper time allocations for percentage of salaries charged to the
Angels Systezm, and (2) whether IG&E used its persomnel most effi-
ciently in operating the Angels System.

The staff methodology for estimating 0&M payroll
is faulted. As indicated, PGSE is eatitled to reasomable expeanses
for operating and maintaiaing the Angels System, regardless of
whaz reasonable expenses may exist in other systems. The staif
zmethodology of deriving a per-customer cost for O&Y payroll fox
other systems is only a device for testing reasonableness.

The staff witness initially selected comparisoms
whieh differed materizlly £rom the IFGE&E water systems. Some of
the examples were from large water systems with over 5,000 cuscowmers.
Taereafter, he added 1l additiomal examples, which wexe azoxe
comparable to the PGEE water systems to his reports, but ae did
not redo his original estimates. Pertineat testimony of the stafl
witness is as follows:
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"THE WITNESS: My first rough estimate did not include
systems, f£or want of a better term, that are 2G&-like.

"I éid pmot think that that was fair to PG&EZ.

"So, I included half a dozem, possibly moxe systems,
that were as close as I could come to duplicating
DG&E's water treatment system.

"Q Now, whea you added these systems, did you also redo
the results of your origimal grapt which you have before
you to ianclude those Ll additional systems to be
compared, and did you revise your numbers based upon
any additional data?

"A VWo.

"ALJ JARVIS: Excuse me.

"I€ the orizinal systems were not PG&E-Llike, which I
would assume would not be compazable, why did you
keep them ia?

"THE WITNESS: I wanted a wide variecy.

"T wanted to exanmine all different kiads of water
systems.’ (RT 690-91.)

Some 0f the systems used in the st2ff comparison haé no water
treatment and the staff witzess made no attempt to deterxrmine the
degree 0f water treatment existing in others. Nome of the systems
used in the comparison paid BG&E wage rates. The witness was not
familiar with whether the systems used iz the comparison had uaion
work rules similar to PG&E's. :

Rate comparisons are of lictle probative
value unless the Sac=orzs compared are similaz. . In view of -
the deficiencies in the staff methodology, it will not Se
adopted. T T

Wpile the Commission will adopt ?G&='s methodology,
adjustments must be made. As indicated, the time allocations of the
field supervisors have not been audited and the record indicates a
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possible margin of error in these allocations. It also indicates
Llabor may not always be effectively utilized in the Angels System.
The Commission finds that the magnitude of these deficiencles
does not exceed 20 percent for the Angels System and PG&E's
Payroll estimate will be reduced by that améunt.
(&) Other Zxpenses and Uncollectibles

PG&E izmcluded purchased vower ia its estimates
under the itex of "town other”. The st3ff made a2 separate estimate
which was previously adopted. The other difference occurs in the
estizate for uncollectibles. 7PGEE and the staff used 0.00153L
as the rate for uncollectibles. The difference in

-

the amount
results from the staff's using a higher estimaterof revenues.
Since we have found the staff's revenue estimate %o ve generally
more reasonatle, we £ind that the staff's estimate of uncollectilvles
is more reasonable and should be adopted. The estimated 0&M
expenses are as follows:

PG&E Angels Water System

Operation & Maintenance Zxpenses
Test Vear 1980

lTtem Staff Uedlicy Adomzed
(Thousancs oz wollars)

= Pregenz Rates

Purchased Power
Purchased Chexicals
Town Pay=oll
Town Qther
Uncollectidles

Total C&M Ixpenses,
AT Proposed Rates

Uncolleczibdbles S 0.5 s 0.4
Total Q&M Zxpenses 62.0 120.1

2. Administrative and Ceneral Zxvenses (Direct)

177}
N\
O+ o3 O
L]
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PG&Z and <the stafl are in agreement with respect o
estimated Girect Administrative and General (A%G) Expenses.
The estimate is reasonable and is as follows:
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PG&Z Angels Water System
Administ_ative and General zZXpenses
Test Year 1580

Teen Staff Jeilizy Adooted
— (Thousanas of wollars)

Pegulatory Commission Zx. 0.1 0.1 0.1
Tranchise & Susiness Tax 0.0 0.0 0.0
Total A&G Zxpense 0. % V.l

3. GCeneral Q0ffice Prorated Zxmenses
(a) There is a difference between the PGEE and stafl

stizates of indirect A&G expenses. To determine indirect AL expenses,
e L5 necessary <0 determine the company total and allocate .amr
appropriate amount ToO the water Cepartment. The amount allocaved
20 the water department is further allocated to each of th

istricts. These allocations are based on the "lour~factor”" ratios.
PG&E'S allocation to the water department is 0.35 percens, - of which
5.8% percent is allocated ©o the Angels System. The correspoading
$aff ratios are 0.26 percemt and 7.25 percent. The Commission
will adopt the staff's C&M allocated and the four-factor ratios as
nmore reasorabdle.

LR

Zowever, we €0 notv agree with the figure the stafs
used in cdetermining the total amount of AXC expenses ©o be allocated.
A% the tize of these consolidated hearings, the issue of PU&E's

otal ALG expenses was before the Commission in Applications Nos.
585&5 and 585L6. The Commission takes official notice that &
Decision No. S1107, enterecd on Decemter 19, 1979 in tihe referred-~to
applications it adopted PGEE's final revised ALG estimate of
$125,L05,000 (less $62,000 for correction of an error in advertising
expense)h for test year 1980 in the electric department, and
$55,036,000«¢ for test year 1980 in the gas department. Therefore,

L/ Page 25 of 2.31
5/ Page L6 of D.371

107, A.5854L5 and 585L6.
107, A.585L5 and 585L6.
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we find that the correct total amount of AXG expenses vTo ve allocated
is 3125,37%,000. Since the wotal amount of AxG expenses that the
szaff used is 3161,792,000, we find that the sTaff's estimates for
allocated AZG expenses should be increased by 1L.57 perceant. For
the Angels System, this results in an allocated A&G expense of
813,63L. :

(b) For prorated ad valorem taxes, the Commission
Jinds that the staff's estimates, which are dased on more recent
and actual data,are reasonavle and should te adopted.

A summary of the General Cffice Prorated Zxpenses

is as follows:

PG&Z Angels Water Systen
General Office Prorated Ixpense
Tess Year 1980
Item Stafs Uedlier Adonted
(Thousancs of Jollars

$3.1

Q&M Allocazed
A Valorez Taxes 1.
Total Prorated Zxpense “33.4 0.0
L. Taxes Qther Than Income
PG&E and the staff presented differing estimates
of acd valorem and payroll taxes. PG&T used the five years' assessed
value from 1372-73 to 1976~77 o develop a compound -growth rate of

15 percent per year. The 13 percent compound growth rate was used
%0 project the ’978—79, 1979-80, and 19580-81 assessed value. ?PG&E
applied an estimated £5.20 property tax rate %0 its estimated
assessed valuation for 1680 ad valorexz taxes. The staff used the
latest property tax rate of SL.S1lL per S100 assessed market value
(post-Article XLIII-A) in its estimates. The ratio of 1978-79%
assessed market value tT0 beginning-of-year 1978 »lant is C.24L57.
tafl used this ratio, its estimated 1980 beginning~of-year plans,
and the SL.61L tax rate for its estimate of ad valorem taxes. The
1978~7%9 tax bills information (post~Article ZIII-A) was available

$ 3.9 $ 3.9

AZG Indirect 28.8 L2.2 30.3
Q.7 O 7

“ b4




A.58633 ALJ/ks

<0 5tafl av the time its estimates were made while PG&Z zade a
Judgment estizmate of a $5.20 tax rate. 2PG&Z and the stall used
1520 rates for TICA, FUIL,and SUI payroll taxes estimates.

The Commission fiands that the stalf estimate on ad
valorem taxes, which is based on zore recent and actual data, is
reasonable and should be adopted.

The staff's estimate of payroll taxes is less than
PG&E's because the staff estimated lower payroll expeanses, an
estimate heretofore rejected. In the circumstances the Commission
finds that the PG&E estimate of $6,600 is reasonable.

A summary of the estimates is as follows:

PG&Z Angels Water System
Taxes Qther Than Iacome
Test Tear 13580

Item Staff ilic Adonted
AC Talorem Taxes 312,000 $12,000

Payroll Taxes g,goo 23 6,600
Total y> ; 13,600

’
5. Income Taxes

PG&Z and the staff used a flow~through basis for tax
computations. A comparison of the estimates is as follows:

PGEE Angels ater Systen
. Taxes 3ased On Income
Tear 1980 timated AL Present Ané At Utilisw Provesed 2ates

Stafs ‘ U“:l:t

Preseny rropesec  rresens ~roposed . sdopted
rates Rates nates 2ates Rates

"a...._o.....a Corp.
anc~~se Tax $(12,200) $ 9,600 3 (18,100) S;,7OO 52,400

~ede al come Tax (61,600) 9 700 89,200) 700 5,400
Total me Tax 3,000 ) uy,;uu (.07, 500) 7,800

(Red Figure)

’
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The income tax estimates are based, ia »are, on
ed operating revenues and Q& expenses. In view of the
stments heretofore made, the Commission finds the amounts of
$2,400 for California Corporation Franchise Tax and $5,400 for
Tederal Income Tax to ve reasonable.
F. Ueility Plant
PG and the stafl presented differeg; estimates of the
Angels System's utility plant, as follows:

PG&Z Angels Water Systez
Utility Plane
Tast Year 1980

Teenm Staft Ueilisvy Adooted

Utilicy Plant $1,167,100° $1,204,700 $1,180,300

As with gexneral office prorated expenses, common utilits
slant is allocated by the four=factor formula. As was previously
indicated, the allocation factor is between those estimated oy
stafl and PGé=E. We will adoept 5,180,300 as reasonable.

G. Dedreciation Exvense and Reserve
PG&Z and the staff presented differing estimates of
tion expense and reserve, as follows:

PG&E Ange s Water Systex
Deprﬂciat*on IxXpense and Reserve
Test Tear 1S80

Trem tafs i Adooted
Depreciation ZIxpense $ 19,800 S 20,100
Depreciation Reserve 625,600 636,200 625,700

There are some minor differences bYetween PG&E and the stafs
with respect 0 net salvage sercentages. The Commission finds the
taff estimates of net salvage percentages To0 De more reasonadle
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chan cthose of PGEE and chat they should be adopted. The primaxy
differeaces between the PG&E and staff estimates of depreciation
expense ané weighted average depreciation reserve are due to
different figures used for the cemmon utility plant alloecation and
estimated plant additions. Eaving modified the estimate £or common
etility piant, the Commission finds that the staff estimate,
similarly modified, is moxe reasomable than PG&E's and should be
adoptec.
5. Rate Base

PCSE's estimated total weighted average rate base foxr the
test yeax 1980 is $554,800. The staff's is $525,700. The
Commission has considered the differences in discussing utilicy
slamt. The Commission finds that the staff estimate should be
adjusted for the aforesaid modifications for common utility planc.
As adjuszed, the staff's estimace is reasomable and should be
adopted. & summary is as follows:
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PG&Z Angels Water Systenm
Average Depreciated Rate 3ase
Test Year 1980

Ixem Seaff Ueilisy Adovoted
Weighted Ave. Water Plant
Totval Weignted Avg. Plan y 20L. $L,180.2
Working Cavital

Materials & Supplies 3
Workizng Casnh Allowance S
Toval Working Capital ' Ll

Al justments

Advances (25.1
De_e red Inv. Tax Credit 7 (2.7
tal Adjustments 5 (273

Sub otal Zefore Deduct.
Deductions
Depreciation Reserves
Avg. Depreciated Rate 3Zase

(Red Figure)
I. Rate of Return

The question of what constitutes a reasonadble rate of
ceturn is one to be determined Yy the Commission. (Citv of Visall
(1968) 69 CPUC 311, 319; PT&T Co. (195L) 53 CRUC 275, 28L.)

"AROR :h ’acucrs which the Ce ss_on nas enumerav ed
in recexn cec ions on other utilities as influenci
the rave o *etu + which also m;g. affect the :l.eve‘7
of rates or of a part_cu_ar rate are: iavestxent I
»lant, cost of money, civicdend-price and earn.ngs—
Drice ratios, verritor rowzh factor, comparati
rate levels, d_veﬁsi,ica son of °ve Les sublic
relar ons, managemen., financial policies, reasonadle
cons ruc ion requirements, prevailing interest rates
and other econcmic conditions, the tre_d of rate of
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recura, past fizmancing success, Suture outlook for the
utility, outstanding securities and cthose proposed to
be issued. Additiomal factors to be considered are
adequacy of the service, rate history, customers
acceptance and usage developed under existing zates,
vaiue of the service and cost to serve. No one of

the above factors is solely determinative of what

zay constitute reasonableness of earnings. rates, or
rate of zetura." (PI&T Co., supra at p. 309.)

Cost of momey is not decisive ou the issue of rate of return. (So.
Cos. Gas Co. (1960) 58 CPUC 27, &4 Califoraia Water & Tel Co.
(1952) 52 CrUuC 180, 190.)

Because of its unitary capital Zfinancing, it was permissible
for PG&E, in presenting its case, to utilize the most recent previous
Commission eleectxic and gas decision which found 3 rate of return
based on PCEE's cost of capital for the tes: year 1673.

Decision No. 89316 gave extensive cemsideration to returm
on equity (which is compaznywide) iz determining the rate 0f return
Sor PGEE's gas and electxic departments. (Siip decision at pp. 15-18.)

€ authorized IG&E 3 return on ecquity of 12.83 pexcent and 3 5.5
perceat return on rate base. (D.89316, Fiading No. 4.) In the
circumstances, 2C&E covld, in presenting its case herein, utiliz
the £indings ia Decision No. 89316, although the Commission is not
bouné by them in this proceeding in determining, on the merits, the
appropriate rate of retum.

The Commission has adopted the sum of 311,300 as the
estimated weighted average additions to the Angels System plagt-izm-
sexvice for test year 1980. The estimated ené=of-vear plant '
is S1,191,600. The amount of capital recuired for the AngelshSyStem
is small ia relation to the remainder of IG&E's operations. So is
the amount of existing debt acttributable to the Angels System which
needs to be serviced. The Commission deems returan on equity, as
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cistinguisted Zrom servicing debt, as an impertant consideration iz
setting the Angels Systez's rate of return. In this commection,
the Commission notes that it has previously held that water
utilities are 2 less wisky investzent than iadustrial companies
and are not necessarily couparable to gas and electric utilities.
(Citizens Utilities Co. of Cal. (1972) 73 CTUCC 81, 90; Larkfield
Water Co. (1972) 73 CPUC 258, 268-69; Washingron Water & Liznt Co.
72) 73 CFUC 284, 295-96.) The Commission, having weighed all

the Zactors, £iads that a rate of return on wate base of 9 percent
is reasonable for the Angels Systexm.

In zeacking the determination of 3 reasonadble rate of
return tie Commission has kept the Lollowing ia wmind:

"We have in the past stressed the sigzificance -

of the zmate of return based on rate base.

A closer amalysis indicates cthat this £igure

is basically derived from the cost of capital

required by the utility. Siznce the cost of

cebt and preferred stock is Zixed and non-

judgmental, the cost of equity capital (the

Teturz on equity) is the determinacion we are

required to make which requires the most sub-

jective and judgmental evaluation. From this,

we avrithmetically deterxmine the zate of ratusn

o rate base. Thus, it Iis clear that the

reguxn on equity is the major determinmant of

the just and reasonable Tates we are requirzed

to produce." (2G&E Iaterim Rasze Increase (L977)

83 CPUC 293 at 298.)

As indicated, PG&E and the staff based their presentations
concerning return on common equity on Decisiom No. 89316 wihich
authorized BG&E a 12.83 percent return on equity. EHaving anclyzed
the evidence the Commission £inds that a return on equity of
11.49 percent is reasonable foxr the Angels System Zor the following
reasons:
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The. amount of existing debt and equity capizal
.t*zbutable To t“eAngels Systez as compa*ed
to PGE&E's overall capital requirements is small.

Water utilities arxe less risky investments than
gas and electric utilities.

The long period between requested *ate increases
for the Angels System and the sceady cecline in

the Teturn on equity in the intervening years
indicate that BGE&E deoes not ex:ecb as great a
Teturn on equity frow the Angels Sys:ea 5
operations as from its gas and electzic operations.

The following capital structure and cost of da2bt uaderlies
the rate of return adopted as reasomable in Decision No. 89316. We
have substituted In that calculation a retura on egquity of
L1.49 percent, which we find reasonable im this proceeding for the
Angels Systexm. The above capital and related debt cost and che
adopted return on equity oroduce a wate of return of 9.0 percent.

IG&E Angels Watex Systexm
Total Company Cap;tal Ratios and Costs
(18773

Capital Capital Cost Weighted
Commonents Rarios Taectors Cost

Long-Terz Debt 47.25% 7.36% 3.48%

Prezerred Stock 13.66 7.5 1.03

Common Equity 39.08 11.49 L.49
Total 109.00 g.00

J. Rate Desiza

The staff proposed changes iz race des ga fox 2all of
G&E's domestic water systems, including the Angels System. Undex
che staff proposal wevenues as determined by the Commission would
be spread amomng rate schedules on che basis of coszt of service, the

need for rate of return on rate base £or each schedulg £o be kept

.
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on policy of subsidizing the revenue
Fire Protection Schedule F-l.é/

PGE&Z did not oppose the stalf proposal. It expressed
concern that strict adherence TO cost of service c¢riteria could
lead t0 aberrations in town amd citch systems where a ¢itch
customer could pay more fér untreated water than.a town customer
would pay for sreated water. This concern is not relevant in this
sroceeding because the Angels System provides solely treated
water for a2 town.. ' o

- - o la c ——y
o ...e Q.._.--ao
-

ecuirenents for Public

i
i

The staff proposal would change FG&E's present minimum-
charge type of schedule to a service chazge-quantity charge one.7
The Commissicn is of the opinion that this change is desirable because
Lc promotes comservation. Ia additioz, a minimum charge schedule
waich 2as 2 service charge increment is Dased on average consumption.
A consumer who uses less than the average quantity subsidizes
larger usexrs. A service charge-quantity charge schedule fairly
allocates basic ¢osts among all users and provides for paymeat
based on use.

To PG&E Decision No. 84902, (1975), 78 CPUC 628, 726-727,
ané 737, several ratemaking factors are listed for cousiceratien
wihez cdesigning a particular rate spread. The Commission stated
that:

"Over the years a generally accepted set of attributes
of a2 good rate structure Ras evolved; these are:

Procuction c£ the revenue regquirement.
Simplicity and ease of uncderstanding.

Stability of revexnue.

Fair apportionment of ¢ost of service.
Discouragement of wasteful use.

EZncouragement of efficient operation of system.

The question of fire protection costs is separately considered
later in this opinion. .

PGSE's proposed new tariifs provided for service charge=quantcicy
¢charge schedules.
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"In che.attempt to desigm Tates possessi.g these
attributes, various factors ave usually considered.
These are:

Cost of sexvice.

Historical rate structure.

Competitive conditions.

Value of se*v*ce iacluding 'what the traffic
will teax.'

Adequacy of service.

Customer acceptance.''

The Comm.sszon also stated at page 737:

”fa lier we Listed the gemerdlly accepced attributes
of a good rate structure. These criteria are as
valid aow as they have ever deezn, bug, ...their
aoplzcac on requx*es a mago* overhaul in che tradi-

tiomal 'decliniag block' rate stzucture. . . .

;oday, the overziding task for chis wommLSS~01, the
wtilities, and the public is conserzvaction.'

Although the Commission does ot necessarily accept the
eatire zationale urged by the staff in presenting the rate
design, the Commission Zinds that the rate design proposed by
the staff is reasonable ané should be adopted.

¥. Steo Rates

2G4 seeks auvghozity To put che requested rate incregses
fect in ctwo amnual steps. The staf proposed chat fox a2ll
‘s domestic water systems the iLaczeases ve placed ia%o
over a period of years in steps not to exceed 65 percent

the increase im any one year. Under the staff proposal the
steps would range depending om the system, f£rom two to six years.
In the case of the Angels System the staff proposal would result in
a pexioed of five years pefore the rates authorized hexein would decome
completely effective. The proposed step rates do =0t inciude a
facror for attrition. | .

ef
&
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Step imecreases are wazranted in this proceeding because
o the magnistude of the increases authorized, which is due primarily
to the izaction of 2G&E. It waited twenty-six years £rom its
last increase ia rates to file this application. IGEE devoted
its regulatory efforts during these years to pursuing gas and
electric applications whick ylelded revenues of a substantially
lazger magnituce for the company.

In 2G&E Co. (Tuolumme Water Svstem) (1957) 55 CPUC 556,
the Commission considered 3 similar probleam aad stated at
pages 564=-565:

"Applicaat has contiaued, through all the weceat
years of iaflationary price increases, to sexve

the area on dbasic rates found juscified im 1922.

The economy aas adjusted itself to those zates,

and ¢cannet escape a serious shoelk £rom their sudden
coubling. Even conceding that the rates applied

for aze IZully justified Dy present costs, and

that the residents of the areaz khave eanjoyed baxgaia
zates for many years, and that applicaat might
properly have been granted rate increases, in 3
series of applications over the yeaws, that would
have raised its rates CoO Or above tle level it now
seeks, applicant is still not Iwee fzom blame in

the couxse it hnas followed. A utilicy, in return
for the privileges it emjoys, has an cbligation to
serve the public welfare. It is eulpable, 1£ it
encourages its customers To invest their zomey and
build their ecomomy on the expectation o0f low water
rates, adhered £o over a period of a full generation,
aad then suddenly demands a drasctic incwrease in those
rates. While this Commission cannot, on the record
in these proceedings, deny the applicant the Tevenue
for which it has proved its need, we shall, irn the
ordex that follows, require it to provide some
cushion to assist its customers to adjust themselves
to the increased rates waich we must avthorize. Ve
shall do this by specifying that the final rates we
snall a2pprove shall go into effect in three steps
over 2 2-yeax period. We £ind such treatment,
although uauswal, ©o ve fair and reasonadble under
The ¢ircumstances disclosed in this record."

-34=
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The controversy herein is not whetzer %o have ste»
increases, tut the anumbdber thereof. The stafl forzula is not
reasonable because it provides for t00 long a perisd of time and
contemplates pyraziding of granted tut unrealized rate increases.
PG&S's proposed time is too short. Considering the magnivude of
che increase and all the other factors present iz the record <the
Commission finds that the increases authorized herein shall go
into effect in three annual stevs.

L

L. Fire Protection
Public Utilities Code Section 2713 which was enacted &
1379 and became effective on January 1, 1980 provides in pars

-l om-
waalh v o

'"(a) No water corporation subiect 0 the jurisdicwion
azé control of the commission and the »rovisions of
Part 1 (commencing with Section 201) of this division
shall make any charge upon any entity providiag
fire protection service to others for furnishing
water for such fire protection purposes or for any
costs of operation, installation, capita., maintenance,
repair, alteration, or replacement 0f facilities
related vo furnishing water for such fire protection
purposes within the service area of such water
corporation, excent pursuant TO a writlten agreement
with such entity sroviding fire protection services.

A water corporation shall furnish waser £or fire
protection purposes tO the axtent of its means and as
a condition of a certilicate of public convenience
ané necessity, ia case of fire or other great necessiity,
withina the dboundaries of the territory served by i<
for use within such territorry.”

The record indicates that PGEZ and the city of Angels Camp
£fire agency have an agreement dealing with fire Drotection
services. The agreement generally provides that the ¢ity is
responsidle for hydrant installation and maintenance ¢osts and that
PC&Z will make no charges for fire hydrant service. (Exhibis 56-A.)

Iz the circumstances, the rates hereinafter authorized will include
n increment £or the costs of fire protection service not covered by

The agreement.
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M. Service Matters

The testimony presented at the hearings indicates that
there are no general service problems which require adjudication
in this proceeding. As indicated, PG&E dizputes a stalf recommendation
that approximately 2,200 feet of water main bde replaced commencing at
the €-inch crosstic at Copperopolis Road, along Highway 49, to the
oresent end of the main. The staff contends that this main
replacement would climinate a number of constrictions in the
existing main caused by pipe of various diameters which severely
limit rate of fire flow in the area.

PG&E argues that replacement of the entire main would
ultimately benefit developers and commercial interests at or near
the end of the main. PG&E contends that replacement of this main
should be financed by main extension agreement pursuant to Rule 15

£ its tariff. PG&E also asserts that replacement of a 380-foot
section of L-inch main northwest of Clifton Lane and of a 4L30-foot
section of L-inch pipe northwest of Esmeralda Road with 10-inch
pipe (both of these sections constitute large bottlenecks in the
existing 2,200 feet of main) would not bring fire flow in the
immediate area up to G.0. 103 standards. It would, however,
increase the flow from 600 to 900 gallons per minute. PC&E
therefore proposes to seek replacement of the entire main thfough
main extension agreements.

The staff agreces with PC&E that replacement of the entire
main should be financed pursuant ¢o Rule 15. However, the staff
argues that the evidence indicates that PC&E customers other than
developers and other commercial interests in the area would benelit
from replacement of the two sections of main. The record discloses
that homes and small businesses.located on Esmeralda Road, Clifton Lane,
Francis, Bennett, and Wilson Streets, and along Highway 49 would
benefit from a 50 percent increase in fire flow if this replacement
were made. The evidence indicates that the present fire flow
available t0 thesc homeowners is inadequate. The Commission is of
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the opinion and finds that improvement of service should not be
delayed by negotiation with other interests for replacement of the
eatire main. PG&E should replace the 2,200 feet of main.

N. Special 'Conditions.

PG&E sought authority in the consolidated proceedings to
include in its tariffs, including the one for the Angels Systen,
certain special conditions. The staff took the position that they
should not be considered in these proceedings. An abortive attempt
was made between PGEZE and the staff to arrive at a stipulation
about the special conditions. (RT 725, letters of November 6 and
21, 1979.) There is little or no cvidence in the record dealing
with the proposed special conditions. As a group, they will not
ve considered herein. Unless the Commission has made a specific
finding relating to a special condition, it expressly does not
intend to pass upon it in this proceeding. PG&E may file
appropriate advice letters or appropriate formal procecedings
©0 secure an adjudication on the proposed special conditions.

No other points require discussion. The Commission
makes the following findings and conclusions.

Findinegs of Fact

1. The Angels System will have gross operating revenues of
$59,700 and a return on rate base of minus 5.67 percent at presently
authorized rates for the test year 1980, which is unreasonably
low. PG&E is in need of additional revenues from the Angels

—

Systenm. ~
* 2. PG&E operates a statewide system for the generation of
electrical power. It also operates six local water systems which

arc not interconnected. The Angels System is one of these water
systems.

3. Commission and federal regulations require PGEE to
account for revenues and cxpenses of clectricity, gas, and
steam sales in separate proccedings dealing with those sources
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ol energy. The six separate water systems have different costs and
expenses and they should e treated as separate entities for
Temaxing »surooses.

k. 7Tor zany years prior to the advent of a collective
bargaining agreement with IZEVW, PC&E gave its employees a 25 percent
discount for utility service which it provided. The discount applied
o retired employees. The first collective vargaining agreement
vetween PGEE and IZEW provided for zmaintaining all employee benefits
then in existence. The present agreemeat provides that PG&E shall
not (L) abrogate or reduce the scope of ary present plan or rule
beneficial to employees...or (2) reduce the wage rate of any employee
covered heredy, or change the conditions of employment of any suck

mployee to his disadvantage."

5. In Decision No. 89653 entered on November 9, 1972, the
Commission found that it was inappropriate T0 elixminate the PGEE
employee discount. Decision No. 89653 and related decisions found

that if the PG&E employee discount were eliminated PGEE would be
recuired to obtain addi-‘onal revenues through increased rates to
compensate its employees for each dollar of discount. It was
found that S1.79 of revenue would be reguired for each dollar

-

£ discount in the light of the tax-free status of the benefic.

6. The impact on revenues of the PG&E employee discount
in the Azgels System is negligidle. .

7. Many PG&Z employees, at Cifferent times, perforz fuxncsions
Sor its various departments (gas, electric, water, steas).

8. PG&Z's employee discounts are part of a total compexnsation
vackage which was arrived at through collective bargaining between
PG&= and I3ZV.

' 9. Tailure 0 include the PGS employ#e discounts for
ing purposes would result in a diminustion of PGEE's authorized
e of rezurn.
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10. It is reasonable to include the PG&E employee discounts
for ratcmaking purposces in this procceding.

11. There is no showing in this proceceding that the union
wage rates and work rules embodied in the collective bargaining
agreement between PG&E and IBEW are unreasonable.

12. It is reasonable to include the union wages and workx
rules for ratemaking purposes in this proceeding.

13. The sum of $224,900 is a reasonable estimate of the total
operating revenues for the test year 1980 at authoxized rates.

14. The staff estimate of $6,800 for purchased power is
more reasonable than PC&E's, because it is based on the efficiens
use of pumps and other estimates heretofore found reasonable.

15. The staff estimate of 37,500 for purchased chemicals is
more reasonadble than PG&E's because it is based on the efficient
use of plant.

16. PG&E's methodology in determining 0&M payroll which is
based on recorded data, is,' Lth a percent modification, more
reasonable than the staff's. A reasonable amount for Q&M payroll
for the test year 1980 is $69,400.

17. The following total 0&M expenses for the test year 1980
re reasonable.

Item Adonted
(Thousands of Dollars)
At Present Rates
Purchased Power
Purchased Chemicals
Town Payroll

Town Qther

Uncollectibles ) .
' Total OsM Expenses T04.E
18. The sum of $34,900 feor general office prorated expenses
for the test year 1980 is rcasonable.
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19. The sum of 3100 is a rcosonable estimate for the total
direct A&XG expenses for the test year 1980.

20. The staff estimate of 312,000 on ad valorem taxes is
morc reasonable than PCXE's because it is based on more rccent and
actual data.

21. The sum of $6,600 for estimated payroll taxes f£or the

year 1980 is reasonable.

22. The estimate of $§7,800 for total income taxes for the

-year 1980 is reasonable.

23. The sum of $1,180,200 is reasonable for utility plant
for the test year 1980.

2L. The staff estimates for depreciation expense and for
depreciation reserve as modified are more rcasonavle than those of
PG&E because they are based on more reliable data. The following
are reasonadle for the test year 1980:

Depreciation Expense § 20,100
Depreciation Reserve  $625,700

25. The sum of $528,800 iz a reasonable cstimate for average
depreciated rate base for the test year 1980.

26. A return on rote base of 9 percent is reassonable for the
Angels Zystem and is in compliance with the Federal Wagé ané Price
Guidelines issucd by the Council on Wage and Price Stabilicy.

27. The increases in rates and charges authorized by this
decision are justified and are recasonable; and the present rates
and c¢harges, insofar as they differ from those prescribed by this
decision, are for the future unjust and unrcasonable.

2€. The total amount of the gross revenues ,///
authorized by this decision is $2324,900; the rate of return on
rate base is 9 percent; the return on common equity is 11.49
percent.

29. It is reasonable to include in the tariff schedules filed
“0 implement this decision a service charpe format.
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30. It is not reasonable to adjudicate generally the terms
£ the special conditions in PG&Z's tarill in this proceeding.

31. 3ecause of the inaction of PG&E in seeking rate relief
Jor a pericd of twenty-six years, it is reasonavle tTo provide thav
the increased rates authorized by this decision should be put {ato
effect in three annual steps.
Conciusions of Law

L. The followizg results of operations should be adopted
Zor the test year 1980 anc utilized in establishing the rates
authorized nerein:

T=enm Adonted

(Thousants o2 Jollars)

QOnerating Revenues

Sales Revezue $234.9
Total COperating Revenues 234.9

Onerating Zxsenses

Cperation & Maintenance

Admiznistrative & General

neral 0ffice Prorated

Subtotal

Deprec:ation Zxpense
Taxes QOther Than Izccme
tate Corp. Franchise Tax
Tederal Income Tax
Total Operatizng Zxpexnse
Net COperating Revenues 48.4
late 3ase 538.8
Rate of Retur 9.0%

2. The rates authorized herein should de put into effect iz

three annual steps and be in the format found reasonable in this
decision.

3. PG&E should te authorized to Lfile for the Angels
System the revised water rates set forth in Appe“d_x ‘A whieh
are designed £o yield $175,200 in additional revenues

basec on the adopted results of operavions for the test year 15£0.

L. Iz the light of Public Utilicies Cocde Secsion 2713,
amounts chargeacle for putlic fire protection should be allocated
among other rate schedule
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5. 2G&= should be ordered to
2,200 feet of water main in the area of Copperovolis Road and
Zghway LS.

]
I7 IS O2DERED that:
1. After the effective date of this orcder, Pacilic Gas

aé Zlectric Company (PG&E) is authorized to file for its
Angels Water System the revised rate schedules attach =)

this order as Appendix A. Such £iling shall comply with
Gemeral Order No. $6~A. The effective date of the revised ‘
schedules shall ve five days after the date of filing. The revised
schedules shall apply only to service rendered on anc after the
flective date of the revised schedules.

2. Within forty-five days after the effective date of this
orcder, PG&Z shall file a revised tariff service area map,
appropriate general rules, and sample copies of printed forms that

re normally used in conxection with customers' services. Such
£iling shall comply with Ceneral Order No. 96-A. The effective
date of the revised tariff sheets shall be five cays after the
date of filing.

R R

3. PG&Z shall prepare and xeep current the system 2ap
required by paragraph I.10.a. of Gezeral Order No. 1l03=~Series.
Within ninety days after the effective date of this order, PGEE
shall £ile with the Commission two ¢opies of this mav.

L. Within six zonths after the effective date of this orcer
PG&E shall eplace approximately 2,200 feet of L-~inch water zain

-

iz the vicinity of Copperopolis Road and Highway L9 with 10-izch
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water 2ain te provide for a water flow of approximately 900 gallons
Der xminute for service comnections on Isweralda Road; Clifton Lane;
Trancis, Bennett,and Wilsen Streets;and along Highway LS.

The effective date of this order shall te thimy
days aftcer the date hereof.

Dated QCT 8 1980 _, at San Francisco,

Califormnia.

e 4;:%%9@Z¢

® JL/ )

Comminatoner Claire T, Dodrick. bodng
Rocossariiy adsenv, did not partlcipate
An ko dfeposition of thic procecding.
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APPENDIX A
rage 1 of 2

Pacific Gas and Electric Company
Sehedule No. AT

Anpals  Tatilf Area

GENERAL METERED SERVICE - TREATED WATER

APPLICABILITY

Applicable to all metered woter service.

TERRITORY
e bl

~he incorporated City of Anzels ,'and unincorporated contiguous d5Qa
as chown on the service ared map of the Anpgels Water System.

RATES
Pet Meter Per Month
Before Junc 1, 1981 Afwer
June 1, Through June 1, ()
1981 June 1, 1982 1982

Sozvice Charge:

For 5/8 X 3/4~inCh MELEL ..ecivccacsre
For 3/4=inCh MELET secevevrerons
For 1=inCh MELQY ceececsoccess
For 1k=inCh MELEL cevccecnoraen
For 2=5inCh METCL cvrvecconsons
Foz 3=inCh MOLEL cevecrccconcss
For 4=inCh MOLET cercrcovervrons
For 6=inCh MOLOT cevvvarecvans
ror Binch MOLCL cvvevosomrons

]

W
A%
<2
-

Q
O

& 4.50
7.80
10.40
12.00
20.00
29.0
60.00
€5.00
220.00

3348

L]
L]

88838

L)
.

OO0 0OV \W
L ]

O\Q\.-Jl\)}-’

- .
3888
O OB\ T

.

2
C)tn\n
388

Quantity Rates:

Firset 300 cu.ft., per 100 cu.fct. ) 350 00
For all over 300 cu.ft., per 100 cv.fu. LL60 620

(D (N

the Service Charge is a readiness-to-serve charge applicable
to all metered service and to which iz to be added the monthly
charge computed at the Quantity Rate.
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'APPENDIX A
Page 2 of 2
Pacific Gas and Electric Company
Schedule No. AF-2

Angels Tariff Area

PRIVATE FIRE PROTECTION SERVICE

APPLICABILITY

Applicable to all water service furnished for pPrivately owned fire
protection systems.

TERRITORY

The incorporated City of Angels , and unincorporated contiguous area
as shown on the service area map of the Angels wWater System.

RATES Per Sermdee
. Connection Per Month
'l’ Before After
Ja. 1, Jm. 1,

1981 1981
For each 4-inch connection ..........c.. vevu... $7.30 s$11.00

For each 6-inch connection ............. vceccos - 9.30 14.00
For each B-ingh CONNECLION vovvreverecns vovovse 14.00 21.00
Fo: CACh lo-inCh connGCtion S oprsaredveae [ X X X XN Y] 33.30 SO-OO

L]
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RICHARD D. GRAVELLE, Commissioner, Partially dissenting:

I parecially dissent. The issucs of employee discounts
and collective bargaining agreements, as they may affeet the
Commission's ratemaking responsibility, are ingorrectly trcated
in the majority's deeision. .

We shouid make crystal elear o those concerned with
our ratemaxking activities that the level of rates assessed +o
every customer o0f a wtility is the abuolute and sole responsibility
¢f this Commicsion. nly when the California Supreme Court or a
Federal Appellate Court intervencs does that responsibility subside.
Here thexe has been no intervention: canscéucntly, it is within
the Commission's diseretion and its view of the evidence of record
a5 t0 the proper treatment of cmployee discounts. The decision
criticizes the staff showing., I do not share im that criticism.

Today's reality dictates that utility management, its
employees, and its regulactors must all be,extremely circumspees,
nOt only in cantacts with the consuming public, but also with
regard o the public's perception of how we cach interract in the
process of providing utility service. More and more the public
will object to "special breaks® given to utility employecs who
hold yood, steady jobs while others are unemployed and while utilis
rates are escalating rapidly. More and more the publie will
object to regulatozs who fail to eliminate these ineqguities. The
employee discount issue s a clossic cxample of a small sore that
may fester and grow large enough 2o become a severe malady for
iabor, management, and regulator - it should be treated aow zather
than lazer.

As with employee discounts, the zelated issue of collecst-

ive bargaining wage rates and working practices is an area that

-]
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we must clearly identify as within the ambit of ratemaking when
we have a recoxd which will support an adjustment. The veil of
collective bargaining cannot be used tO COVEX CXCCESSLVe COSLS
which in a regulated utility sctting can oaly be borne by the
ratepayer. MAs a Commission, we must protect the ratepayer from
all excessive costs no matter what the source. Again, it would
behoove management and labor to rcalize that utility bills in
today's world have made the public more aware than cver beloxe

0f their utility company and the service it provides. Efficiency
in operation will become more and more critical in the future

as costs rise and we, as regulators, will be called upon to
scrutinize with growing vigilance the labor practices of cach
utilicy. If incfficiency axists - covered by collective bargain-
ing or not - it must be disallowed for ratemaking purposes. Were
we to do less, we would cheat the public we serxve.

CHARD D. GRAVELLE, Commicsioner

San Francisco, California
QOctober 8, 1980




