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Calitoz=ia Water Service Company (Cal-Watex), o California
corperation, with gross opecratiag

v -

reveaues in 1979 of cpnroxinmately
354,000,000, is owned by 7,700 sharcholders. It has $231,00C,000
lavested in utility piant (including piant under construction).
Imaloying 4935 persons statewide, it is engaged in the business of

susplying cad distriduting water foxr <domestic and industrial purposes

to 305,000 customers in communitiecs within the State of Californ
Onercting through 20 loeal districts, Cal-watex
s principal nlace of dusiness in the city of San Jose,
it

ovicdes centralized billinc, engineering,
Ty control funetioms to itfs respective local district

Iy e - .

or
ali
t

central meter repalr facility is Located in the city of Stociiton.
Cal-Water'
ané excent fo

erating districts are not integrated one with another,
llocation of General Office common expenses and

one
.

-
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rate base to the respeetive districts, the revenues and expenses oI
each district are not affected by operations in the other distrigts.
For ratemaking purposes, therezore, each district is considerxed a
cistinct, separate entity, and it is the responsibility of this
Commission to f£ix reasonable rates to be applicable to each distriet
(Section 728 of the Public Utilities Code)- Rates are reasomable
when they provide sufficient revenues to cover the total costs (such
as operating expenses, depreciation charges, taxes, and return on
investment) propexrly incurred ia IZurnishing the required service.
Asserting @ necessity to offset increases in its operating
gxpenses, rate base, and cost of momey, on May 16, 1980 Cal-Water
filed separate applications for six of its districts, including the
instant application for the Bakexrsfield District, to obtain authority
to increase its rates. In order to minimize the adverse effects of
anticipated o;erationai and financial attrition upon the company,
apoplicant proposed annual step increases over the next three-year
period, As requested by Cal-Water, these step increases would increase
anaual revenues (over those in effect at the time this application was
filed) in the Bakersfield District by $1,454,000 (19.0 percent) in
1981, and by additiomal amounts each year of $331,600 (3.6 percent)
in 1982, and $339,100 (3.5 percent) in 1983. (However, during the
subsequent hearing on this matter, staff called the Commission's
attention to the fact that applicant's expenses for purchased powexr
ané water would be substantially increased in the test years
and beyond as a comnsequence of FG&E's April 29, 1980 rate
increase. This increase occurred after filing of the Notice of Intent
but before filing of the application in this mattexr. Applicant had
filed an advice letter to offset the increase but staff prefexred
that appropriate compensating revenue for this additional expense be
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provided in our decision in this matter instead. Staff estimates of
the additional costs for 1981 and 1982 axre $382,700 and $390,800
respectively.)

Pursuant to provisions of the Commission's "Regulatory Lag
Plan'' (adopted by Commission Resolution No. M-4705 dated April 24,
1979), and following bill insert notice mailed to each of the utility's
customers in the district, an informal public meeting was conducted
by the Commission staff in the Council Chambers at the Bakersfield
City Hall at 7:30 p.m. on May 29, 1980, ZIZight customers attended.
No service complaints were expressed. The Commission received three
letters protesting. the proposed increases; one noted that comservation

nad merely resulted in demands for higher rates to replace revenue,
and another urged connection fees for new developments.
In that they contained common issues relating to corporate

General Office expenses, corporate fimancing and rate of return on
common equity, the six applications were consolidated for public
hearing, and after due notice public hearings were neld in

San Francisco on September 15, 16, 17, 19, and 22, 1980 before
Administrative Law Judge John B. Weiss (ALJ). None of the applicant's
Bakersfield customers attended any of the hearings. At the outset

of the nearing on September 15, 1980 applicant presented evidence

of compliance with the requirements for notice, service, and
publication as set forth in the Commission's Rules of Practice and
Procedure relative to this class of application. During the public
hearings following, applicant presented testimony and exhibits through
its president, three vice presidents, and its assistant chief engineer;
aac the staff of the Commission presented testimony and exhibdbits
through a project engineex, a rate of return research analyst, and
three utility engineers. The matter was submitted at cleose of hearing
September 22, 1980 wich provision for an October L&, 1980 filing of
concurrent closing briefs.




4.59660 ALJ/ec

Siscussion
Service Territorv, Svstem and Service Quality

Applicant's Bakersfield District comprises most of the
incorporated city of Bakexrsfield as well as adjacent unincorporated
areas of Kexn County. The utility also maintains and opexates the
city's water system under contract. The elevation of the service
territory varies between 365 to 830 feet. Most of the water produced
oy tae district is obtained from 1 leased and 137 company-owned wells,
with the baience, approximately 28 percent in 1979, being purchased
from the Xern County Water Ageacy.

- Most of the wells are sited in the flat, lowest clevation
portion of tne district., ALl well pumps are automatically controlled
and electrically operated, discnarging directly into the 337.7 miles
oz incérconnected distribution system and into storage. Apart from
the £lat, lowest elevation city area, there are 12 separate pressure
zones requiring the use of 53 booster pumps to provide service in the
acjoining nilly areas. The company maintains 1 elevated tank, L earth-
covered, concrete-lined reservoir, and 39 surface tanks, with a total
storage capacity of 33,457,000 gallons. Ninmety percent of this storage
capacity is located in the upper arzeas of the system.

The utility currently is engaged in installing a supervisory
control and data acquisition system (SCADA) with design capability
of menitoring its 140 individual sites by means of up to 256 terminals.
Ultimately SCADA will electronically forward data to the utility's
Bakersiield central office concerning operation of the entire system
(including information on tank levels, system pressures, £low meter
readings, and the status of pumps). It will also maintain chronological
logs and prepare summiry reports..

During 1979 the applicant logged 457 complaints from
customers. There wexe also 131 during the first four months of 1980.
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The matters complained of included water quality, low pressure, and
leaks. According to our staff, such complaints were investigated
and resolved by the utility within 2 reasonable time 2Zter notifi-
cation. . Judging from the lack of response on this matter to the
instant application, it would appear that sexvice is generally
satisfactory in this districe.

Comnsexvation

The applicant presented evidence of its continuing efforts
to promote conservation. Responsibility has oveen delegated to all
district managers to speak to schcols and to civic organizations on
the subject. In addition the district continues to maintain a
consexrvation office display and to offer free water-saving «its,
as well as informational brochures. Apart from bill inserts featuring
conservation messages the Company provides billing information to
enable coasumers to compare current usage with usage for a previous
year comparable billing period. In the interest ol power comsexrvation
the utility has also imstituted a pump-efficiency testing program,
scheduling those pumps found deficient for maintenance. It has
furnished the staff with data which show that the Bakersfield District
oumps are within or above the fair range established in Decision
No. 88466 dated February 7, 1978 in Case No. L0ll4. One of the
benefits anticipated from the installation of SCADA is acquisition
of an ability to utilize pumps in a manner caleculated to take best
advantage of PFGE&E's time-of-use rate schedules.

How effective current conservation efforxrts are in this
district perhaps may be reflected by the fact that sales in 1979 in
Bakersfield had returned to pre-drought levels. The nonspecific
genexalized statements by the utility's witness relative to current
conservation efforts in this district tend to reinforce the impression
gained by our ALJ that the company's local consexvation efforts,
unlike those in some other districts, reflect a modestly "safe' level
of effort, but one somewhat short of an aggressively active interest.

-5-
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Accordingly we would urge that management pump renewed vigor into
current implementation of this vital program.
Present and Proposed Rates

The Bakersfield District of Cal-Water in 1979 served an
average of 9,897 general metered services, 34,266 residential flat
rate services, aad 274 private fire protection services. The last
general rate increase for this district was authorized by Decision
No. 85847 cated May 18, 1976 in Application No. 55053. The present
rates, reflecting interim offset increases and othexr adjustments,
became effective on April 15, 1980 by Resolution No. ¥W-2624. By the
iastant application Cal-Watex proposes to increase genexal metexed

ané residential flat rate service rates. A comparison of present

and proposed charges follows fox: (1) an average commercial customer
with a 53/8 = 3/4-inch merer using 4,800 cu.ft. of water per aonth;

(2) an average industrial customer with a &4-inch meter using 470 Cef

£ water per month; and (3) an average residential Ilat rate customer
ith premises falling within the 6,001 to 10,000 sq.ft. area and 2

service comnection not exceeding L inch.
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TABLE A

Cal-Water Serviee Co. - Rwakersfield District

Comparison Qf Average Monthly Charges

Class 1981 1582 1983
Average Commercial Customer
Present Monthly Charge $ 14.22 § 14.22 $ 14,22
Proposed by Applicant 16.50 17.12 17.68
Increase over Tresent:
Amount 2.28 2.90 3.46
Percent 16.0% 20.4% 26.3%

average Industrial Custome¥
Present Monthly Charge $130.92 $130.92 $130.92
Proposed by Applicant 156.79 162.93 168.81
Increase over Present:

Amount 25.87 32.01 37.89
Percent 19.8% 24.,5% 28.9%
Average Flat Rate Customer
Present Monthly Chaxge § 11.59 $ 11.56 $ L1.59
Proposed by Applicant 13.80 14.25 14.75
Increase over Present:
Amount 2.21 : 2.66 3.16
Percent 19.1% 23.0% 27.3%

Results of Operations

As part of its application Cal-Water submitted summaries
of operating revenues and expenses incurred in the Bakersfield District
for the S=-year period 1975 through 1979. From these it projected
operating revenue and expense estimates for the test years at issue,
using the latest known purchased water, purchased power, and
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groundwater extraction rates. The staff analyzed these projections,
examining both district and general oifice operations of the applicant.
while in the =ain conceding that Cal-Water's estimates were rcasonable,
che staff differed on some items. After discussion with stafi,
applicant adopted some of the changes proposed by staff. When the
hearings began the issues still unresolved centered on the impact upon
operating results of differing forecasts of future sales to cextain

customer classes; proposed transifer to Plant Held For Future Use of

sne well site; deletion of the planned purchase of another well site
from the 1980 budgert; elimination of approximately $1.5,000 each yeax
in noaspecific expenditures Irom the 1980, 1981, and 1982 comstruction
wudgets; and deletion of the $130,000 proposed in the 1982 budget to
complete Phase IIX of SCADA.

In the interest of expecditing the hearings, applicant then
roposed to adopt those changes advocated by the staif wherxe the

financial impact would not be particularly significant. It did this
even though it made it clear that it did not agree that the staff-
proposed deletions were reasonable. However, on two issues, applicant
concludeé that it could not yield. These issues were: (1) the
estimates of operating revenues to be derived from the differing
estimates of future sales to industrial, public authority, and other
metered sales, and (2) whether Phase III of SCADA, proposed by
applicant to be included in its 1982 budget, should be included, ox

as proposed by staff, deleted.

The results of this distillation of issues are graphically
shown in the converging comparisons set up, step by step, in the two
pages of Table B below, covering test years 1981 and 1982. It should
be noted that the Operating Expenses set forth therein include the
cost of an increase for purchased power from PG&E made effective




anril 29, 1980, Aftex filing the instant application, on

august 14, 1980 Cal-Water filed Advice Letter No. 747 seeking authoxity
o inerease Bakersfield District weter rates by $343,200 annually to
offset the increased cost of purchased power from PG&E. Cal-Water's
filing was returned rejected by the staff on Octover L7, 1980. At

the ancaring Cal-Water was told that the Commission would allow an

aporopriate amount of revenue to compensate for this additional
expense in the instant decision. This will be proviced for in the
rates we authorize.
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Tstimates of Onmerating Revenues
Looxking to the first issue to be resolved, that of estimated

aue

for the various classes of customers, which in turn impact upon
opexating revenues, we ncte that while stafi accepted as reasonable
applicant's estimate of the number of customexs anticipeted for each

class in the test years, staff differed with applicant in estimating
normalized consumption in the classes. The resulting differences
projected into estimated operating revenues are set forth in Teble C
followiag:




falawarer Service Co. = 3axkersfield Distwict

Zstimazed Oneraning_aevenues

(Dollars in Thousands)

Tess Year 1981 Test Year 1982

ILems Stafe Tifferance* Stafs
Prmgent Rates

Wacamed Revenues

Utilisy Jtilivy Difference

Commergial
Industrial
Muplic Authorisy
JLher Maovered
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Towal Flat Rate
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We reeognize that estimating future water consumption cannct
be an exact science. However, there are statistical techniques
available to assist us, and in the instant proceeding both applicant
and staff used modifications of the Bean Mechod,l/in 2art to arxive
at their estimates.

The Commercial classes in Bakersfield include the largest
aumber of customers and produce the largest segment of operating
reveaues. Anplicant and staff produced estimates of consumption for

these classes, wnich when projected into estimated operating revenues
are very close perceatagewise. at the hearing, as part of its contri-
bution towaré an expeditious hearing, applicant accepted most of the
stafs's estimates applicable to these classes. The differences left
cre minor. We will adopt the staff estimates.

However, in estimating Industrial, Public Authority, and
Ocher Merered classes' consumption, and projecting resulting operating
revenues for the test years, the differences between applicant and
staff estimates are more significaant, and produce issues we must
resolve.

Applicant's Industrial and Public Authority operating revenue
estimates were based on separate estimates of average service and total
sales. In estimating total sales it used linear regression analysis
(Least Squares trending) to trend recorded data from 1974 through 1979,
and 1972 through 1979, respectively (excluding the two drought years),
and then used the trended values for 1979 as total sales for 198l and
1982. It also adjusted for the impact of a small number of individual
Industrial and Public Authority customers with abnormally high
consumption. For Other Metered Sales (mostly comstruction purposes)
applicant used an average sales total over the past three years.

The staff, on the other hand, developed a use per customer for
each class based on an average use per customeX over a l3-year average

1/ The '"Medified Bean Method" is a regression amalysis using, as inde-
pendent variables, time, precipitation, and temperature to predict
normalized consumption.

1=




of recorded annual sales per service data, and then multiplied this
product by the estimazed number of customers in the class to arrive
ac its sales cstimate for the class.

Starting with ditffering cstimates for the Industrial class,
neither pawty is satisfied with the othexr's technique. Applicant
argues, with some justification, that staff's method does not adjust
for some few customers with very high usage, and also ignores trends.
Staff asserts that applicant's methods produce unacceptably low
estimates and are statistically inaccurate. On balance, we axe
inclined to find staff's arguments the more persuasive as they relate
to the individual sales revenue projections. First, we believe that |
stafi's use of a l3~vear average is just statistically more sound.

he perioc used by Cal-Water is xrather shorc, given all the considera-
tions at play here, to produce statistically reliable results. With the
highest coefficient of determination (Rz) achieved being only 0.64,

its trend line is not signiticant. We further note that after a

fairly steady decline, which appears pragmatically speaking to have
boctomed out during the drought years 1977-78, total industrial sales
for 1979 had bounced back to almost the same level as 1976, the last
ore-drought year (347.5 XCef in 1979 v. 354.5 RCef in 1976). While
we are aware that the recorded sales data introduced by the staff for
the first six months of 1980 posted a very small decline from 1979
(March 1980 - 339.6 KCef, June 1980 - 336.8 KCef v. 347.5 KCef for 1979),
we are also aware that 1980 spring and summer werXe very cool. is
would tend %o depress water consumption. In addition, we have been
experiencing an economic recession in 1980. These two factors alone
would dampen sales of Carmation and Pepsi Cola products - the two
largest industrial customers of Cal-Water in Bakersfield - and would
impact on all other industrial sales. Finally, the 1980 recently
recorded data stated above still tends to indicate that industrial

sales are nonetheless increasing toward staff estimates; not declining
toward applicant's estimates.
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Looking rext at Public Authoritv projections, agzain we find
the staff position to be the more persuasive. 1979 recorded con-
sumption shows usage bouncing back to 1975-1976 levels after appareatly
opottoming out in the two drought years. This observation percains
whether oxr not one Zactors out the nine largest public authority
coasumers (5 schools, 3 parks, and 1 housing authority) accounting

for 25 percent of public authority consumption. Furthermore, every
racorded year since 1972 (except the two drought years) showed
comsumption in the public authority class to be above applicant's
estimates foxr the two test years: dAad in 1980, the four most recent
months of recorded data show consumption each month above apnlicant's
test year estimates (Mareh - 1,172.6 XCef; April - L,176.0 KCef; May -
L,183.5 XCel; June - 1,163.4 XCef vs. applicant's test year estimates:
1981 - 1,144.0 KCef and 1982 - 1,139.L1 KCef).

Finally, while a first inspection of Other Metered estimates
shows the stafl estimate higher than recorded consumption for any of
the past ten years, and well above applicant's estimate, there was a
rational explanation which inclines us to the staff projection. Both
staff and applicant agree that the number of these Other Metered
services will be up substantially in cach of the test vears. Staff
therefore applied the average Ccf per service consumption for the past
two years to the agreed-upon higher number of such services anticipated
in each of the test years to arrive at its estimate. On the other hand,
for each test year applicant merely adopted an average of the past
three years' consumption. We find staff's approach more realistic.

Accordingly, as indicated in our foregoing analysis relating
to each class of service at issuc, we will adopt staff's estimates of
operating revenues at both present and proposed rates. These are set
foxth above in Table C for each test year.
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Estimates of Ouveratine Exnenses

Operating Zxpenses properly included in a Summary of Zarnings
include tnose costs incurred in operxating a utility to provide service
to the customers. Included here are the costs of purchasoed water,

2/

groundwater extraction,=" power to pump and boost, payroll, materials
and supplies, postage, and transpoxtation. The costs for surchased
power, water, and chemicals necessarily will vary with the amounts of
watexr cdelivered to the system. Here, the staff analyzed applicant's
estimated operating expenses and found them reasonabla as far as they
went.

However, as noted earlier vader Zstimates of Operating
Revenues, staif had estimated and used higher water consumption Ifigures
than did applicant in making its projections rfor the industrial,
public authority, and other metered classes, and we adopted the staff
estimates. Consequently, we must now add to operating ewpenses the
additional charges for purchased power, groundwater extractioan, and
purchased chemicals that these higher consumption estimates involve.
These additional expenses IZor nurchased power, groundwater extraction
charges, sac chemicals are respectively, $12,300, $6,800, and $200
foxr 1981, and $14,600, $8,100, and $200 for 1982. These items are
set forth under the "At Issue' column on pages 1 and 2 of Table B.

Staff analysis of applicant's estimated maintenance,
administrative, and general expenses for both 1981 and 1982 developed
no issues, the staff having determined they were reasonable after
applicant adopted staff's minor adjustments to applicant's General

Office insurance, office supply, and pension expense estimates.

Similarly, the allocations were found by the staff to be reasonable.
No issues were developed in review by the staff of applicant's
estimates of ad valorem and payroll taxes. Differing estimates of

2/ Since July 1, 1975 Kern County Water Agency levies an annual
assessment on all groundwater produced by company-owned wells in
the Bakersfield Distriet.

-17-




£.59660 AlJ/cc

Uncollectibles, Local Franchise, and Income taxes, shown in the "At
Issue' column on pages 1l and 2 of Table B, arise out of differing
estimates of Operating Revenues derived from the various customer
classes, as discussed above, rather than out of differing methodology
or pullosopay. Applicant's and staff's ad valorem tax cstimates are
ooth based on the 1979-80 full cash value shown on the utility's
property tax bill, and the increased 9.6 percent state corporate
Izanchise tax rate has been used for both test years. Both parties
used the full flow-through method of computing the depreciation
ceduction in calculating both federal and state income taxes. The
investment tax credit was determined by using a 3-year average at a
10 percent vate for the test years.

Having earlier adopted the staff's estimates of high
operating revenues dexived from higlher consumption estimates than
applicant's, we arec now constrained to here adopt the staff's
conjunctive adjusted estimates pertaining to expenses, as set
forth in Table B for each or the test years.

Rate Base

In developing its rate base projections for the test years,
applicant, in accord with Commission practice, used estimated weighted
average balances. Included in applicant's development of test year
average deprecilated rate base were projections for utility plant,
adjustments to utility plant, working capital, depreciation reserves,
and general office allocated rate base, The staff independently
prepared its own report and arrived at estimates of depreciated rate
base differing by $152,700 for 1981 and $240,900 for 1982 from
applicant's.

In its development of weighted average plant in service,
staff noted that ia 1979, $97,000 was unspent ($84,700 of SCADA
Phase 1 and $12,300 for a well), and was being pushed into the 1980
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budget. Uncoavinced that test years 1981 and 1982 would not also
contain '"bew wave' spill-overs, staff deleted the $97,000 from
applicant's 1980 budget. Stzff also deleted $20,400 representing
seven unused parcels transferrecd to nonplant accounts; $6,000 for
additional nonspecific well sites, and $25,00C for ome specific
well site scheduled for purchase in 1980, from the 1980 budget.
This resulted in a 198l weighted average or plant in service of
$37,555,900.

In considering applicant's 1981 and 1982 budgets, staff
would disallow $14,700 and $165,000, respectively, Zor utilicy
financed additions. Each year applicant prepares a detailed estimacte
of conscruction to be financed for the next year. Forecasted 1980,
198L, and 1982 budgets were substantially nigher than the 1979 budget.
Concerned over the increases proposed and to assure that applicant
proposes spending no more than necessary to provide reliable serviece,
scaff performed a thorough job of analyzing applicant's conmstruction
budgets. That analysis showed that applicant proposed to purchase
L1 more well sites in 1981 and 1982, and to comstruct 3 wells inm 1980
and 2 each in 1981 and 1982. As of January l, 1980, after transfex
of 6 undeveloped sites to nonplant accounts, applicant still retained
3 undeveloned sites in its plant account. Considering that only 7
wells in 2ll were scheduled for comstruction during the test years,
staff considered the proposed buildup in site inventory to be excessive.
Instead, staff proposed transfer of another already owned site to
nonplant, and deletion of 1 specific and 3 nonspecific site acquisitions
from the test year construction budgets. Staff also pronosed to delete
$150,000 from the 1982 budget - funds earmarked to complete Phase III
of SCADA, suggesting that completion ¢f the balance of the computer
system be delayed until its cost-effectiveness could be shown. We
will return to this imporxtant item later.
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In consicering Additions of Contributed rlant to Weighted
sverage Utility ?lant in Service, applicant and staff agree that
staff's estimates, based as they are on access t£oO more recant reco-ded
cata than that available when applicant made its projections, are more .
realistic. Staff determined that the 1981l and 1932 contxibutions

should be $65,100 higher each year than those estimated by applicant.

Staff accepts as reasonable all other items forming part of
the Weighted average Utilicy Plant in Service account zs estimated by
aoolicant. Accordingly, after balancing higher contributed additioms
against deleted additions to be funded by the utility, staff's
estimate of Weighted Average Utility 2Plant in Sexvice would exceed
anplicant's estimate by $61,900 in 1981 and, iZ we include the computer
cost, $112,100 in 1982. We will adopt the staff's position except as
regzaxds the computer.

In determining Adjustments to Utility Plant, staff and

applicant agree on cstimates for the Resexrve for Amortization of
Iatangibles, and General Office Allocated Rate Base, but differ on
Customers' Advances £or Construction, and Contributions in Aid of
Construction. Based on more recent data available staif determined
that the customers' advances would be $5,500 higher than that
estimated by the utility £or each test year, and that contributions
in aid of construction would exceed applicant’'s estimates by $221,800
and $282,100, respectively, for 1981 and 1982.

Undexr Working Capital, staff and applicant agree on estimates
for Material Supplies, and Minimum Bank Cash Deposits, but not on
Working Cash Allowances. In estimating the latter, both parties used
the detailed ''lead-lag' method, but staff, by xeason of its different
estimates on revenues, expenses, and rate of return, arxived at a
nigher estimate. Staff exceeds applicant by $13,800 and $15,700 for
1981 and 1982.
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Tinally, iIn computing estimated Depreciation Resexrves there
were minimal differences between the narties' results, staff exceeding
2Qpplicant by $1,100 and $3,700 for the two years. These diffarences
derived out of differing underlying estimates for additions to Plant
Advances and Contributions.

Except for the SCADA item of $150,000 in the 1982 budget,
this completes the area of difference pertaining to Weighted Average
Rate Base. Waile not agreeing with the reasonableness of certain of
the staff's proposed adjustments to its figures, applicant does zccept
others, and albelt reluctantly, in the interest of expediting this
eroceeding, it agreed to accept the staff's rate base adjustments 2s
set forth. These concessions, therefore, result in downward adjust-
ments of $152,700 for 1981 and $163,500 for 1982. They are so set
forth in the column titled ""Co. Adjustments' on pages 1 and 2 of
Table B.

We determine these adjustments to be appropriate and
prudent under the circumstances and adopt them as our owm.

We now return to the area of major issue concerning Utility
Plant - Phase III of SCADA. Applicent strongly argues for the $150,000
budgeted for L982 to complete SCADA (this works down to $77,400
actually because 1982 additions to plant have approximately a 50 percent
weighting factor in rate base). SCADA is just what its full name
implies: supervisory control and data acquisition. Its purpose is
to provide supervisors with real time data. Concomitantly with the
event, it transmits operatiomal data over leased telephone lines,
using frequency shift tone transmissions, to the utility's central
office. There the data can be analyzed and instantly be made available
for timely decisions. In some instances the system's microcomputers




3/

can themselves acgtivate corrective action.=—
and sends clarms.

It also logs data

The central office monitoring equipment for the system is
already all installed. As leased lines arce added, field sites are
being hooked up (o save money Cal-Water is performing its own
installation. This also nrovides training experience in nouse).

There are approximately L40 sites to be hooked up ultimately in the
Bakersfield Distriect. Many of these sites are now being monitored

by 24=hour day-to-day electronic charting imstruments. But these

cdaily graphs must be picked up at each site daily and delivered to

the Central Otfice before any use can be made of them. Many or the
stations in cthe flat, or low area, where most of the pumps are Located,
operate now on individual pressure switches, and there is less real

time inrormation available about operations in the low zone than about
the 2ill zones. With central control mandgemenc argues that it would

be able to coordinate operation of all pumps to use them in the best
combinations possible as circumstances change. Emergencies would be
instantly known, and remedial action could be immediately caken. At
sresent all the pumps are controlled individually. With the coordination
SCADA would make possible operations could be rotated, end it would

make it feasible forxr the utility to take maximum advantage of electrical
ninimums applicable to many of the pumps. Each percent saved on the
utility's power pill would tramslate to about $15,000, although the
company today is unable to quantify possible savings.

The first hookups to SCADA are at the 15 hill zone sites
where wmost of the storage is located -and where many of the booster
stations are located. This is because the company wants as soon as
possible to monitor the Kern County purchased water which is introduced
there. TFlow is now being reversed in many areas, and optimal contxol

3/ Such as start up or stop pumps, based on line pressures or tank
levels.
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can be exercised oaly if the company knows what is going on. This is
not possivle until most of the lower zone wells are also tied into
the control system.

The staff has no objection to hookup of the hill zones,
but objects to Phase III which would connect the low areas to the
system. It contends that customers in the flat areas will get no
better service; that potential savings have not been quantified; and
therefore concludes that adequate service does not depend upon hooking
up the low areas of the system. Staff would not authorize Fhase III
until it can later be shown to be cost-eifective.

We have difficulrty reconciling staff's position on Phase IIL
with its endorsement of Phases I and II. As noted in our description
of tue Bakersfield District service territory and system, this is an
intetrated water system. The wells are located mostly in the flat
zones, =he storage capacity in the hill zomes. The wells, producing
72 percent of the water currently, discharge directly into 597 miles
of interconnected mains. The Xern County Water District water,
comprising the other 28 percent of the water used, is introduced up
in the hill area. There are 12 separate pressure zones. Water must
be pumped between them, shitted about, stored, and delivered as
required throughout this multi-level system. Only by tying in all
facilities, wherever located - in the hills or on the flat areas -
cen meaningful control ultimately be exercised. Indeed, in the context

of this large complex water system, SCADA ¢could have justification ounly
as a coordinated complete control entity, eoperating to collect real

time data and to provide timely and effective response throughout the

system. It has no justification if operated as fragmented, incomplete
segments being cmployed merely to perform uncoordinated electro-

mechanical babysitting functions in parts of the integrated system.
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installiation available but use only 1/3 of its available potential.
Cn balonce, in this instance we conclude tnat Col-Water
nroved a case for the computer's completion. We will therefore
approve retention of the $150,000 budgeted in the 1982 budget to
completae Phase ITI of SCADA. The cnhanced operational control it
will afford manacement should cmablie the company to obtaia maiimum

just not ecost-cffective to have a $§175,000 central computer
? 1
o

utilization of its existing facilities, reduce the curgtion and damage
of emevrcency shutdowns, lessen the need for as many addiriamal Surure
wells, and promote personal saiety.é;
Rate of Raturn
Historically, rates of return actually realized by this

usilizy have consistently fallen short or tae ¥xates of return
authorized by this Cormmission. The cause ror this shortzall in recent
years has been attributable to operational and financial attrition.
Oserational attrition, generally the largest souxce of any overall
decline in earnings, is the deterioration experienced in a utility's
realized rate of return on rate base between test pericds. It is

caused by weduced sales and revenues, increased expeases, andé increases
in rate base. Financial attrition is the deterioration in the return
to common equity holders due to an increase in a utility's weighted
cost of long-term debt and preferred stock. It can occur even when

the rate of retura on rate base remains comstant. It is caused by

4/ It is a sad commentary on our times that a collateral benefit
anticipated from completion of SCADA will be the reduced need
for night-time routine physical checking of metexs and facilities.
by operational persomnel. Such night visits will become necessaxry
only where trouble shows up on the monitoring system. On several
recent occasions, night operators on routine checking and inspection
missions have been paysically attacked and robbed at the sites.
Indeed, the situation has deteriorated to the point that if there is
a night emergency and a crew must be dispatched, at least 2 men axe
sent to the yard to pick up the truck.
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the issuance of new debt or the retirement of seaior securities, and
is also afiected by change in the utility's capital struecture.

Until 1579, finanecial attrition was primarily the concern
oL management. ZIxtended period rates were designed and authorized by
the Commission with the intent of dealing mostly with operational
attrition. Step or averaged rates were uniformly designed £ maintain
& level rate of return on all investments, leaving utility sharcholders
to absord the vesults of the increasing cost of embedded debt between
test periods. Financial attrition detween test periods was treated

a5 paxt 0% the risk inherent in a regulated enterprise., However, in
he last several years the celentless depredations of inflation have
served to accelerate the upward movement in the cost of money, and
financial attrition has assumed proportions which no longer can be
et solely to the sharcholcders.
By Decision No. 904235 dated June 19, 1979 in Application

No. 58093 (a decision involving 6 other districts of this utility),
this Commission recognized the need to proviae for precdictable financial
attrition. Departing from past practice, we adopted an innovative
approach pmroposed by the staff, which, while holding a constant rate

0 return on equity, lets the retura on rate base vary (in the

instance of Cal-Water, total camitalization is the substantial
equivalent of rate base). We also announced our intention of extending
this approach to all of Cal-Water's other distxicts in future pro-
ceedings. The most recent such application was in Decision No. 91537
dated April 2, 1980 in Application No. 5878l (involving 5 additional
cistricts of applicant). 1In this latter decision we made reference

to our extensive discussion ¢f the financial attrition problem in our
preceding decision on this utility, and then, with minor modification,
we proceeded with the new approach. In that latter cecision we
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determined that a censtant 13.2 percent rate of retura on common
equity would be reasonable, and thet it would result in a return on
total capitalization of 10.28 percent in 1980, 10.46 percent in
1981, aad 10.58 percent in 1882. JAccordingly, increased revenues
and rates to produce these cevenues were authorized,

Having obtained rate xrelief in the above-mentioned decisions
applicable to other districts, on April 1980 Cal-Water f£iled Notices
of Intent for increased rates to be applicable in 6 additional.
districts, including the district at issue herein. In these £ilings,
consistent with its past practice, the company used its most recently
wnown interest rate on financing,= 2aad projeccted its future indicated
financing costs against the then known financial market. Over the
meriod 1981-1983 the utilicy estimates that financial requirements
will be $67.6 million. It planned to generate $24.6 million of this
interaally ($9.2 million through retained earnings,é/ and $15.4
million through depreciation provisions). The remaining $43 million
must be raised in the money market: $7 million in 198Ll; $5 million
in 1982; and $31 million in 1983.1/ It is applicant's intention,

frer discussions with its financial advisors, to finance this

$43 million through issuance of long~-term debt. While preparing the
Notices of Intent and subsequent applications early in 1980 it
anticipated obtaining this financing at a cost of 12 pexcent.

. ;v 1 Ul )
10.14 percent was the effective iaterest rate of Cal Watexr's
¥ bonds, then its most current commitment.

Series 4 ‘
Baged upon the assumption that it will be able to produce an avexrage
dividend payout ratio at 62 1/2 percent each yeaxr, a level that

approximates recent company experience. s i
i 1 ] 111i 1 axles T /& nercen
ded in the $31 million is $25 million in Series 1 "
%ggé: ;aturing November L, 1983 which must be rolled over.

26w
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However, over the shoxt span of months between starting work on the
filings and the act of filing, the money market had drastically
ceteriorated, and by the time of our fall hearing matters were worse.
InZlation rates had surged for several months as the economic outlook
worsened. The now volatile bond markets fell into a state of
disarray as the cost of money spurted higher, and the price of bonds
fell. While on August 26, 1980 Cal-Water obtained a commitment
on its planned 1980 issue of $6 million of Series Y bonds for
13.1 percent; as October closed, new A-rated utility obonds wexe
Llisted at l&.

The company's inisial filing assumed that all financing
during l981-1983 would be achieved through issuance of 12 percent debt.
AT the hearing its vice president treasurerx, while retainiag the

utility's request for a return on common equity of 15 percent, amended
its position to project an increase in financing costs from 12 pexcent

to 13.1 percent, using end-of-year amounts to determine costs, and
reflecting the commitment cost of new debt for 1980 as represented
by the Series Y bonds. '

The staff's report (submitted at the hearing) had assumed
isstcance of preferred stoci rather than debt for the 198l external
financing, and, using average capital costs (beginning and end of year
rather than year-end costs), had assumed an effective interest xate.of
12 percent on the 1980 bond financing, and a decline to ll percent
for the debt issues planned for 1982 and 1983. It also had assumed a
fixed return on common equity of 13.2 percent, consonant with the
return on common equity authorized in April, 1980 in Decision No. 91537.
At the hearing the staff's rate of return and cost of capital witness,
wnile amending the staff report to accept the 1980 financing of the
Series Y bonds at the 13.L percent cost, continued to assume an
11l percent financing cost for 1982 and 1983 financing.

Table D, which follows, is a comparison of applicant and
staff positions on rate of return:
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TALZ D

Rate QOf Return Commarison

Aonlicans

Capitval Cost dgt'd.
Ratio  Faetor Cost

128l
Long=tera dedt g 5 5.04%
Preferred stocx .28 8.0
Sommon stock 6.2L L2.0
Tosal 11.56 100.0

”

Zomg-tern degt 5.1 50.0
Preferred stock 25 8.0
Common 3tOCK Ll.7 5.26 42.0
Total 100.0
1983 '

Long-term dedbt 54L.7 10.86 oL 50.0 7329
Preferrad st0ck 3.7 b.02 2 8.0 8.79

common STOCK Ll.6  25.00 b.2L 42,0  13.20
Total 100.0 12.42 100.0

*5cafl assumed constant capitalization rates throughout
she 3-year “est period to allow step rates for {inancial
astrition, based on an average for the 3 years.
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The priacipal difference between applicant and the staff is
the level of return to be allowed on common equity. However, there
are also two subordinate issues which preliminarily we must address:

irst, whether preferred stock rather than debt financing should be
mputed for the planned 198l financing; and second, the projected

ost 0f financing new capital in the test years. |
Preferred Stock or Debt Financing: As was noted previously,

applicant is faced over the next several years with the necessity of
obtaining substantial external fimancing. Its ability to sell its
bonds at competitive interest rates will depend to 2 substantial
degree upon whethex it will be able to retain the A-rating presently
assigned it by the rating agencles. o/

One of the important yardsticks— commenly used by these
agencies to determine the rating to be assigned a company is the
zatio of interest coverage a company Iis able o maintain. Intexest
coverage is measured both before and after provisionm for taxes.
Rating agencies use the pre-tax interest coverage figure. Applicant's
financial witness testified that Standard and Poor's looks for before-
tax coverage of 2 1/2 to 3 times before assigning an A-rating. Over
the 1974 to 1979 period applicant's pre-tax coverage declined from
3.4 times to 2.63 times. For the most recent l2-month period, ending
July 31, 1980, it was 2.46 times (this converts to 2.06 times after
taxes. Hereafter, for ease of calculation, we will refer to after-tax
coverage). Averaged over 1975-1979 post-tax coverage was 2.1l times.

Other factors affecting bond ratings include management, financial
history, service areas, future capital requirements, the utility's
ability to secure prompt offset relief for increases in specific
expenses and ability to obtain prompt general rate relief regularly.
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Comparabie period averages reported by staff for Class & California
water utilitigs ané regional watcr utilities were 2.61 and 2.22,
/

raspectively .=
Assuming that: (i) as planned, applicant relies on debt

financing through the test period foxr 2ll financing; (2) as
anticipated, it must pay 13.1 pexrcent for such debt financing; and

authorized the L5 percent rate of return on equity

coverage is estimated at 2.29, 2.36,and 2.09,

1981, 1982, and 1983.

On the othexr hand, staff obserxves that interest coverage

can be improved in the short term other than by raising the retuwn
on common equity as applicant asks. Starfi is concerned lest the
Commission be put into a position where, in order to maintai
Cal-Water's interest coverage to protect the utility's boné rating,
it might have to authorize rates of return on common equity higher
than those granted other water utilities. Staff argues that
Cal-Water could revise its curxent enternal financing plans and
substitute preferred stock for the $7 million debt issue nlanned for
198l. According to the staff such a substitution would improve after
the coverage from 2.29 to 2.40 times without any need to increase the
return on common equity above the 13.2 percent authorized in Decision
No. 91537, our most recent decision on Cal-Water. Staff is aware
that the company disagrees strongly and while it does not ask that
the utility be required to make the substitution, for ratemaking

9/ However, all the utilities compared are substantially smaller than
Cal-Water. Of the California utilities, only 2 compare; of the
regional utilities, only 4 compare. Five-year averages are:
Southern California Water Co. 2.23
San Jose Water Works 2.54
Hackensack Water Co. 2.01
Indianapolis Water Co. 2.55
Elizabethtown Water Co. 1.92
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surposes only it does recommend that we impute issuance of prelerred
stock for the $7 million invoived in the 198l external financing.

The company strongly disagrees. With some justification it
contends that it would be grossly unfair to its stockholders for the
Commission to comstrain it to change its fZinancing in mid-course. It
noints out that in the first two decisions in this trilogy round of
Cal-Water general rate cases, we did not require or impute usc of
oreferred stock over debt for the forthecoming 198l financing although
tae financing requirements were then known. Rates of return were set
nredicated on use of debt financing and the company is locked in until
the nmext general rate round. It argues that a L98L $7 million issue

£ onreferred stock would carry a $910,000 annual dividend requirement
and that unlike its planned debt financing, this would result in no
tax cdeduction since preferred dividends are not tax decuctible as is
bond interest. It points out that until such a dividend requirement
could be built into the rate structure of all its 20 districts,
common shareholders would have to carry the loss.

In turn this added drain would serve to sharply reduce the
level of earnings now counted upon as.a source for reinvestment to
help meet forthcoming f£financing, thereby merely adding to the total
external financing the company would have to seek.&g

The staff accepts that under its approach the bond tax
decduction would be lost, but axgues that ratepayers would fare sub-
stantially better if preferred stock is issued rather than debt. It
estimates that the difference in gross costs between the 15 percent

10/ The company depends upon the common shareholder reinvesting
37 1/2 percent of earnings in excess of dividends. But cash
dividends now paid shareholders provide only an approximate
9 1/2 percent return (based on the current $3.30 per share dividend
on a market price of about $34.50 pexr share). To add a dividend
requirement on preferred stock would reduce eaxnings, furthex
degressing market value of the company's stock, already selling at
a 23 percent discount of book value.
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return requested by =he company and the 13.2 percent raturn
recommended by the staff would be about $814,000, assuming we were
zo authorize the full increase requested. The company's response
is that this is an oversimplification and ignores othexr factors.
It goes on to point out that the terms would be set by certain
institutional investors (who comprise the best market for such a
swall preferred offering as would be involved) and would

requirement for a siniiing fund. This would result in a

term for the issue, making 1t not a true permanent

equity, and ome offering less protection to First Mortgage bondholders.
Tais would malke the combination of interest and preferred dividend
coverage requirements of considerable interest to investors, and in
this instanee it appears that the combination, 1f financing is done
through bonds or preferred stock at the same assumed interest or
‘dividend rate, would result in no differcnce.

The utility also disputes staff's assertion that over the
near term Cal-Water cannot continue to issue long-term debt without

severely straining interest coverage. It argues that its present

2izh common equity ratio permits further reliance on issuance of
long-term debt; that even at the end of 1983, under its planned
financing, its long-term debt ratio would be only 54.7 percent. It
sresented testimony to the point that this is acceptable to rating
agencies and investors; a conclusion derived from discussions with
Standard and Poor's and Dean Witter, Reynolds and Company. The former
reportedly would find a 55 percent debt ratic reasonable for water
utilities. The latter would be satisfied with a bond ratio between
55 to 60 percent of total capitalization. In a corxoboration of its
view, the company compares its S-year average &4l.77 percent common
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aquity ratio with the 35.78 percent S-yecar averaze reported for
reglional water utilicies.

On balance, after full consideration of the detailed and
able presentations provided by both parties to this proceeding,
we ¢o not conciude that a sufficient case has been made to induce
us to resort to tihe drastic device of impdtation to impese upon the
management of tais utility for ratemaking PUrposes the constraiats
or a financial program which mancgement does not support, & program
wialel places an unfair burden upon its shareiholders, an uncertain
burden upon its customers, and does unot solve the coverase problem.
Wonlle we are well sware of our responsibilities under tie provisions
0X Section Sl6 et seq of tne Public Utilities Code to assure that
a reasonable, prucdent, and surficient basis ot fimancial responsi-
oiiity undernins a utility uncder our jurisdiction, gzenerally we
believe that so long as it is not unreasonable, imprudent, or
insufticient, the determination of wnat is apnropriate in the fimancial
structurization of the utility is the primary respeasibility of its
management. Inmputation carries with it a legal attribution of

censure.ii' But this applicant has an excellent record of service

ll/ As precedent to impute a capital structure staff relies on the
recent Pacific Telephone rate case, Decision No. 20642 issued
July 31, 1979 in Application No. 58223. In that case, among
many other matters, Pacific was concerned that its debt issues
had been downgraded by recognized rating agencies over the nast
several years; that its after-tax interest coverage nad declined
to where it was the lowest in the Bell system; and that 1Lts debt
ratio had risen, resulting in its having the lowest common equity
ratio in the Bell System. Nonetheless, the company currently was
proposing several additional leng-term debt issues. The starf
proposed, and we adopted, imputation of a common stock issue for
one of the long-term debt issues in this unusual circumstance.
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and a reputation for respoasible management behind it. Where, as
here, the applicant nroposes to proportion its total capitalization
structure for the immediate future within perameters which on their
face cannot be said to be unreasonable, imprudent, or insutficient,
and which clearly have been shown not to be out o line with those
maintained by comparable regional water ucilities, we will not

‘ntervene, 2bsent exigent circumstances not present here, to induce

me utility by the drastic device of imputation to suwostitute staff's

-

udgment for its own. Certainly interest coverage 1s important, not
only to the compeny, but also to the ratepayers; but as the company
itself recognizes, the ultimate responsibility to maintain its rating
Tust vest with management. While we will review the return on equity
to see that interest coverage remainms adequate and that common spare-
holders are receiving an adequate return compared to the returns
required by bondholders, we will not, merely to protect a bond xating,
authorize rates of return disproportionate to those we would authorize
zo other comparable utilities under similar situations. Here we will
1ot impute.

Cost of Financing New Capital 1981-1983: 1In Decision
No. 91537 we acdopted estimates of financing costs for debt issues
orojected for 1980, 1981, and 1982, applying our judgment to the best

1/ (Continued)

This imputation, when related to the recommended rate of return,
sexved to produce an improved after-tax interest coverage,
maintained the existing long-term debt ratio, and was in accord
with Pacific's stated goal of decreasing its lon%-term debt ratio.
In determining the return on equity which we would approve, we
wade this unusual imputation, noting that despite being aware of
the staff's recommendation and its own statements of its financial
structure goals, Pacific had still proceeded to Privately place
issues or both loag-term debt and preferred stock.

“34=




information available late in 187%. At the time applicant had filed
its apalication in that matter, it projected bond finzncing to be

at 9 3/4 nmercent. But thereafter the bond market together with the
general cconomy declinmed., It became readily appareat that 9 3/4
percent was unrealistie. Shortly after the company was able to
obtain a commitment at 10,14 percent for its Series X bonds. The

= g . . 2 ! -
taff then upcdated its estimate to L0 percent.lkf “ic adonmted 10 nexcent

financing »rojected for L1980, 1981, and 1982, as well as for
final attrition allowance adopted in Decisien No. 9L337.

ali

jafortunately in the intervening months leading to the
297!

ication, increasing inflation and musarooming interast
ek 2 far greater turn than anticipatecd by the earlier »ro-
iens. Long-term bond markets £ell into a state of disarxay and
d nrices dropped as interest xates soared. ZIZariler thls year the
Cal-Water could apparently do was obtain a commitment for its
1980 $6 million Series Y bonds at L13.l pexcent, a 31 nercent

In the imstant apolication, Cal-Water based its original
request on the assumption that new financing for the L980-1983 period
could be completed at 12 percent; but atfter obtaining the L3.L percent
commitment on the Series Y bonds and a review of economic treads, it
revised its request, and assumed financing costs for 1981-1983 at
13.1 percent. However, staff continues to project 198l-1983 costs
at 1l percent, the staff £inancial witness testifying that this

The staff's financial witness testified that its recommendation of
the 10 percent ¢ost of financing adopted for the three-ycar period
in Decision No. 91537 was merely a coincidence; that it does not
Look at the last coupon zate obtained by a utility and thereupon
extrapolate a forecast interest rate. In that instance, the

staff insists it was purely a staff judgment to recommend LQ perxcent.

-35-
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Liznce unon econometric-
wsorated, ¢ Lexington, Massachusetls, economic
/

largely is in e
aesourses, Incgf
research fivm.==
We Sully apporecicte the difficuliies of projecting Suture
iateress costs ia cthese times, but we are alse awsre that neither
the company nor staff in their estimates for test years in rate cases
swace 1976 have adequately caticipated the degree of inflation and
interest inecreases. Cal-Water's actual return on average common

for the 12 montas ending July 31, 1980 was 10.43 mercent, 2

-

nereeat below the 13.2 percent return last authoxd

?
.-
s

zed by

Data Resources purportedly forecast interest rates Lor the perilod
becween 1980 and 1983 z2s ranging between 10 and L2 2ezcent with a
median forecast of 1l percent. Stazf adonted this 1L percent.
This is, however, an instance of cconomic reality overtalking
ecenomic projection in a period of rapid and unexpected
deterioration of the bond market.

Otto Echstein, Harvard economics professor and president of Data
Resources, was quoted in the Wall Street Journal of October 29,

1980 as stating:

"You've got to

rcglige that buying

2 boné is taking a AP T

gamble that the in- i PL%H&“‘J[ES

tlation rate will AR & A it

improve, and that
isa't a gamble I

would take.”

The graph at the
right, taken from ! !
the Wall Street | R
Journal OL o © 1 LONG-TERM -
Decempber 9, 1980, L "1 THEASURIES
depicts bond yields ] | ”]“
for the latter part (L I wow e R
of 198C. T R
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this Commission in Decision No. 91537. 1Indeced, it was even lower than
the 11.4 percent return found rcasonable as far back as 1975. If we
were to adont staff's projection of future financing costs at

12 percent for 1980, and 1l percemt for 1981 through 1983, and we
approved the lesser amount recommended for financial attrition by

the staff, the company would be unable to recover more than that
amount cven if interest rates continue above the L1 percent level, as
they show every indication of doing for that period. We will adopt
applicant's projection of tinancing costs at 13.1 percent for 1981~
1983,

The Level of Rate of Return to be Authorized: With the

.prcliminary issues disposed ok, we rerurn to a determination of the

level of retura on common cquity which we should authorize. In this
proceeding applicant and staff have supported their respective view-
points with extensive presentations and testimony. The company sceks

a 15 perecent return on common cquity. Authorization of this 15 percent
would allow for an increase in the return on total capitalization from
10.43 percent as of July 31, 1980, to a return of 11.56 percent,
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nroducing (after adjustment to refilect the fact that the 6 districts

3
reflected in thls application cover 44.§ percent of the total company

rate base as of December 31, 1979) a total companywice return of
10.95 percent. On the other hand, the staff's 13.2 percent recom-
mendation on common equity would allew only a 10.60 serxcent

(adjusted to 10.52 percent companywide) return on rate base. Tae
'company argues that a LS5 percent return on common equity would raise
the combined interest and preferred dividend coverxage &9 levels found
veasonable in Decision No. 91537, whereas szaff's recommended

13.2 porcent would actually result in a slightly lower combined
coverage. JApplicant contends that the upward thrust in interest rates
must result in some enhancement of earnings for common equity

also. It points out that in Decisiom No. 51537 our 13.2 percent
allowance on common equity provided aporoximately 320 basis points
over the 10 nerceat cost of long-term debt at that time.  Today the
staff continues to recommend 13.2 percent, only 1O basls points over
the 13.1 percent interest cost for lomg-term debt (the cost of

Series Y bonds). The company notes that based on historical dirfer-
eaces, a return on cosmon allewance of at least 300 basis points ovex
lomg-tera interest rates would suggest a return on common allowance
tocay in the 15 to 17 percent axea. Nonetheless, the company asks for
15 percent, stating that it believes that level would provide a fair
and reasomable return to the common shareholder vis-a-vis returns
available in other forms of investment. Also, it notes, were Lt able
to earn 15 pexcent on common stock, its common stock would sell close
to book value (based on the average bid price in the third quarter of
1980, its shares are selling 23 percent Delow book value).

The determination of a fair rate of return necessarily is

an imprecise art. It is aimed at attaining a viable balance between




the divergent interests of the utility's consumers and its investors.
A Zair rate of return depends upon the facts of the marticular
situation, and in the final reclkoning, comes down to an application
of informed judgment. Rates must be determined which protect the
short-term interest of the consumer in obtaining the lewest possible
caarges, while assuring maintenance of good service over the long
Fowever, these same rates must also produce enough revenue to
d reasonable operating exnehses, maintain credit, attract
reasonable dividends, cnd provide reasonable additions
A reasonably economically nealthy utility is assential.
uncoubtedly will be required in the Luture, and risk
ital is not only timid, obut it is mobile. After consideration of
the evidence and argumeats produced by thae parties to this
proceading, we conclude that the company's proposed 15 percent return
equity woulcd be too high, and that the staff's 13.2 percent would
too low. TFor these times and circumstances we have concluded that
sercent return on common cquity would be just and reasonable for
is utility. As shown in Table Z, a 13.7 percent return on common
tock should produce an overall return on capitalization for 1981,
©82, and 1983, respectively, of 10.89 percent, 11.08 percent, and
S0

A sercent, and commensurate alfter tax interest coverage of 2.21,

:
2.17, ané 2.08.
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TABLE 2

Cal=-Water Scrvice Comnanv - Adopted Rate of Return

After Tax
Canitalization Cost Wzt'd. Interest
Component Factor Cost Coverage

Average Year 1981
Long-Term Debt . L07% 4.,92% 2.21
Preferred Stock . .50 .27
Common Equity . . 5.70
Total . 10.89
Average Year 1982
Long-Term Debt 5. . 5.11
Preferred Stock 4.2 . .27
Common Equity . . 5.70
Total 0.0 | 11.08
Average Year 1983 ,
Long-Term Debt 34, . 5.53
Prefexred Stock A . 27
Common LEquity bl. . 5.70
Total 100. 11.50

Assumntions:

(1) To allow undistorted step rates and provide for financial
attrition, we assumed a constant capltalization ratio for the
3-year period; computing it as the average of each year's average.

(2) Average beginning and ycar-end capital costs were used.
(3) Financing through long-term debt at 13.1% in the 1981~1983 perioed.
(4) Return on common equity was held constant at 13.7%.




-y

authorized Revenue Increases: Table F, our adoptec

&
oxy of Zaraings, follows. It reflects our resolution of the

nertaining to operating vevenues and expenses, ineluding

.1l oercent, and sets forth operating revenues which would be
oresent rates and those which will he required to
12.7 pexcent rate of return on common equity we are
for the test vears. '




TABLE T
Cal-Water Service Co. - Bakersfield Districet

Adonted Summary of Earanings
(Jollars in Tnousanas)

Test Year 1681 Test Year 1982

AL Present Rages
Opexating Revenues
Omerating Exnenses

Subtotal

Uncollectibles

Local Franchise Tax

Income Taxes Before ITC

Investment Tax Credit
Total Operating Expenses

Net Operating Revenue
Rate Base

kate of Return

. At Rate Levels Adooted

Omerating Revenues
Omerating Zxnenses

Subtotal

Uncollectibles

Local Franchise Tax

Income Taxes Before ITC

Investment Tax Credit
Total Operating zZxpenses

Net Operating Revenue
Rate Base
Rate of Return

$ 7,701L. $ 7,866.7

6,589.
39.
107.
(L52.
194.

5T

- 1,211,

19,765.5
6.647%

G IO~ O W

)
)

;

$ 9,456.0

6,589.5
47.8
132.3
728.8

gl9A.6)
42U 0

2,152.2

19,765.5 20,652.6
10.89% 1L.08%

(Red Figure)
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Contrasting the operating revenues set forth in Table F,

dpparent that the rates of roturn which we are authorizing

will roduce additional gross revenues of $§1,755,000 in 1981, an
increase of 22.8 percent over the revenues which the existing rates
would produce. In 1982 an additional $340,100 will be produced, an

increase of 3.5 percent. Taese authorized increases will provide for

costs cderived from the April 29, 1980 IFGEE fmerease. In conformity

vAth our previously stated preference that districts of Closs A

watexr utilities not file general rate applications more frequently

than once caca three years, a third set of rates in the form of a

step increase will be authorized for 1983 to allow for attrition,
both operational and financial, aftexr 1982. Following methodology

used in our mest recent decisions in similar applications (Decisions
Nos. 92244 and 91537 in Cal-Water Livermore and Southern Cal-Water
Metropolitan, respectively), the cperations compenent, as indicated
by the decline in the rate of return at present rates from 6.64 percent
in 1981 to 6.13 percent in 1582 (See Table F) is 0.5L percent. The
financial component is represented by the difference of 0.42 percentage

oints between the rates of return we adopted (See Table &) for 1982
and 1983, respectively, 11.08 percent and 11.50 pexcent. To offset
thls combined 0.93 percent (0.5l pexcent -+ 0.42 percent) operational
and hlnancial attrition we will authorize a 1983 step rate increase

of $401. 100.2%
On or after November 15 in the years 1981l and l°82, applicant

will be authorized to file advice letters (with appropriate work papers)
to justify implementation of the step rate increases herein postulated
Zor each of these years. These supplemental filings will permit review

14/ Using the formula: Rate Basec x Rate of Combined Attrition x Net
to Gross Multipliex = Step Increuse we find:
20,652,000 x 0.93 percent x 2.0883 = $401,000.

42
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of achieved rates of return before cach step rate increase is
authorized. '

Table T and Appendix ¢ will provide a basis for review of b///
these future advice letter requests.: The purchased water cost used
is the Kern County Water Agency annual payment which became effective
July 1, 1980, and the power cost portion of the payment to the agency
is based upon the composite rate of 5.999 cents which became effective
April 29, 1980.

The purchased power ratc utilized is the composite FG&E
rate of 6.718 cents per kWh which beecame effective Apxil 29, 1980.

The composite cffect of the assumed rates for purchased water and
power and groundwater extraction charge is an averape cost of
$0.1588 and $0.1584 per Cef of water sold during 1981 and 1982,
The Bakersfield District cffective ad valorem tax rate is 0.995
percent of estimated beginning-of-ycar net plant plus materials and
supplies. The corresponding rate fous prorated general ofifice ad
valorem taxes is 1.109 percent of beginning-of-year net plant plus
materials and supplies. The local franchise tax rate is the 1979
rate of 1.399 pexcent of gross revenues. The income tax rates are
the current 9.6 percent state and 46 percent (with intermediate steps)
federal rates.

Rate Desien

After determination of total revenue requirements, the next
step is to provide an equitable distribution of these increases among
the components in the rate schedules.

Applicant would hold litcline rates constant until such
time as the total revenucs in the district since January 1, 1976 have
been increased 25 percent, and then would increasce lifeline rates by

the same percentage as total revenues are increased. Applicant also




rould change the structure of the general metered service in this
distzict from a 2-block quantity structure (0~5 Ccf, and over 5 Ccf)
%0 & 3-block quantity structure (0-3 Cef, 4 to 300 Ccf, and over
300 Ce£). Anpplicant also proposes to increase residential flat rates
percentagewise equal to the overall percentage revenue increase
requested in its application. Further, applicant would melke inecreases
in the zonthly service charges in the generzl metered schecdule (except
or the basic 5/8 = 3/4-inch meter charge) of twice tihe overall

£
sercentage revenue increase approved.

Tae staff, while accepting wmost of applicant's provpesed

lizeline pronosals, and the proposed establishment o ¢ 3 Cef block

in the gencral metered schedule, would also retain the present monthly
sexvice charze for the basic 5/8 x 3/4-inch meter until tne total
district revenues nave increased 235 percent, and tuen after xeaching
that point would spread the authorized increases equally to service
charges and quantity charges. The stiff also opposes the creation

of a er block in the gencral metered schedule, preferring retention

ol a 2-block structure with the lst block reduced to 3 Cef. Staff
would hold the service charge increases to the same nercentage inerease
apnlicable to the quantity rates. Staff argues that there is increased
inceative to the customer to conserve only if we keep the sexvice
charge low and get the required revenuve from the commedity charge,
contending that the company's proposal gives little incentive to save
water because much of the customer's bill would be predetermined,
whether he saves water or not, by a comparatively high service charge.
On the other hand, as applicant pointed out during the hearing leading
to Decision No. 91537 (on applicant's Livermore District), its prxoposed
service charge rates follow cost of service studies made pursuant to

nrocedures set forth in Commission Standard Practice U-20. A N\
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substantial part of applicant’'s revenue increases in recent years
was authorized through advice letter offsets. 1In these oaly
commodity rates were increased, leaving service charges to produce
an ever-decrecsing proportion of total reveaues.

Waile applicant disagrees with staff's rate design
recommendations it nonetheless makes it clear that so long &s the
required revenue is oroduced, it would not object to adoption of
staff's recommendations. While there is mexrit to both parties’
nroposals, we believe that stafi's proposals, particularly with
regard to retention of the 2-block general metered structure, are
those most Likely to nromote conservation. Accordingly, they will

Apmendix A to this decision sets foxrth the rate structurxe
¢ to be made effective for the year 1938Ll. 4appendix B contains
> increases in rates authnorized for future year In that

rataes are almost certain to be revised tharough advice letter ofisets
in the period shead) {§ {5 doubtful [fal schequled fat LORZ and 1843
sredicated upon rates to be authorized for l98L would be the correct
rates at the time the step rate filing is to be made. Therefore,
the inereases containmed in Append:’.xAB can be added teo tne rates that
would otherwise be effective on the date the step increase is to go
into effect in order to develop the appropriate rates for f£iling.
Othex Issues
Elimination of Private Fire Protection Rates: Following
the January 25, 1979 hearing in Marysville during which the local
ire chief recormended elimination of private sprinkler protection
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. . . L5/ ,
rates as a way to spur spriakler installations,== Dby Ordering

zaragraph No. &4 in Decision No. 90491 dated July 3, 1979 in
Application No. 58094, we directed applicant to prepare a study into
the equity and advisability of such a step.
Applicant complied with this directive, submitting a short

but to the point study, Exhibit 5 in the instant proceeding.
Therein applicant noted that while thexe is some public benefit to
be derived from private systems, the principal beneficiaries would
ve the owners oxr lessees of the specific private structures protected.
They woulc obtain free service.

~ But some one must pick up the cost, small as it =ay be
(depencding on size and ownership the charge varies £rom $1.17 to
$3.00 per month per inch of diameter of sexvice). Although if massed
on to the general serviece customer, the additional charge would be
small, ranging from 3 cents to 33 cents per month pex customer;
'depending upon the nature (residential or industrial) of the service
territory involved, equity does not justify general customers
subsidizing mrivate enterprise. TFurthermorxe, current sprinkier
watexr service charges are insignificant compared to the other con-
siderations which determine the economic feasibility of installing
sprinkler systems, namely installation costs and significant
insurance savings.==

15/ Interestingly, Marysville had no ordimance or building code regula-
tions requiring fire sprinkler systems. It appears to us that a
more appropriate and effective way to induce installations than by
giving free fire sprinkler water service would be to adopt the
Uniform Building Code and/or the Uniform Fire Code (which in
appropriate circumstances would require such imstallations.

16/ Net savings resulting from typical situation installations require
— from 8.1 to 13.2 years for the cumulative savings to pay for the
investment, accoxrding to the study. Elimination of charges to
the owner or lessee would shorten this period only to a range
of 7.9 to 12.2 years.
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o

As the study indicates, installation of sprinklers results
in considerably lower fire insurance premiums. These savings are a
much stronger incentive to install sprinklers than would be the
elimination of charges fox private fire protection service.

Wwe conclude that it is equitable that private fire protection
customers should continue to pay the present rates.

wace and Price Standards: By Rcsoldtion No. M=4704 dated
Januaxry 30, 1979, the Commission ordered all utilities requesting

generzl rate inercases to submlt an exhibit to accompany their
applications to show whether the requested increase complics with
the voluantary Wage and Price Standaxds igsued by the fedexal Wage and
Price Stability Council. Applicaat complied and its Exbibit No. ©
{n this procceding shows that (1) wage increases cranted by applicant
aad (2) the rsequested rate lncredscs, together with step increases in
other distriets, are within the cstablished guidelines. Howevex, in
addition to approval of & mujor mortion of thc increcascs requested by
the company in its application, at the recommendation of staff we are
providing in our adopted vates for the additional costs of purchased
power and water devived Lrom the very siguificont April 29, 1930 PG&E
enexgy iancreasc. This pass~through of specific costs accords with
Commission policy, and while it may serve to place applicant
sechnically out of compliance with the acneral price declaration
standards of the Council, not to approve the exceptlon would result
in gross inequity anc could uarcasonably and detrimentally handicap
the utility in its critical Lorthcoming refinancing of large volumes
of long-term debdt. .

Effoctive Date of Order: The rates of rcturn found reasonablc
ia this matter were determined and bascd upon the effect of the rate

inerecse for full year L98L. Anything else will only serve to distort
a

e
results. Accerdingly, in that the only active participants to the
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procceding arc applicant and the Commission staff, the resulting
order stould be eflective on the date of signature.
Findines of Fact

L. Applicant's service territory is cfficiently served with

satisfactory rcsults, and the water quality is satisfactory.
2. Applicant's conscrvation preogram is losing momentum and
should be wcinvigoracted. lowever, its pump efficicncy program meets

or exceods standards.

3. Applicant rcquires acditional revenues, but the rates it
proposes would produce an unjustified rate of return.

4. To avoid a duplicity of cffort we stould provide in the
rates we adopt herein for the additional purchased power and water
costs derived from the April 29, 1980 PG&E increasc.

5. Staff's projections of anticipated water coansumption, class

. by class, iasofar as toey differ from those of applicaat, are more
reasonable than applicant's. Accordingly, staff's ecstimates of
operating revenues and expenses at present aand proposed rates, as
derived from these projections, should be adopted over those of
applicant.

6. Staff's adjustments, other than computer, to estimated rate
base, totaling $152,700 for 1981 and $163,000 for 1982 less than
applicant's estimates, are reasonable and should be adopted.
Applicant reluctantly concurred.

7. Applicant's proposal to complete Fhase IXI of SCADA in
1982 is reasomable, and the $150,000 budgeted for the project by
applicant should be accepted.

8. The adopted cstimates of operating revenues, operating
expenses, and rate basce for the test years 1981 and 1982, and a
decline of 0.51 percent in vate of return into 1983 as a conscquence
of operational attrition at the authorized rate level reasonably
indicates the rcsults of applicant's operations in the immediate

. future.
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9. At this point in time applicant's capitalization struecture
and general [inancial circumstances do not preclude reliance upon
long-term financing through the test period for sll financing
anticipated herecin.

10, Applicant's estimate of 13.1 percent as the anticipated cost
of such debt financing is reasonable.

il. Rates of recturn of 10.89, 11.08, and 11.50 percent,
respectively, on applicant's rate base for 1981, 1982, and 1983 are

veasonable. The related return on common equity cach year is
13.7 percent, This will require an increase of $1,755,000, or
22.8 perxcent in annual revenues fLor 1981, a further incrcase of
$340,100, or 3.5 percent in 1982, and a further increase of $401,100,
or 4.0 percent in 1983.

. 12. The adopted rate design is recasonable.

13. The increascs in rates and charges authorized herein are
justitied; the rates and charges suthorized herein are reasonable;
and the present rates and charges, insofar as they differ from those
prescribed hercin, are for the future unjust and unreasonable.

L4, The further increases authorized in Appendix B should be
appropriately modified in the cvent the rate of return on rate base,
adjusted to reflect the rates thea in effect and normal ratemaking
adjustments for the 12 montihs cnded September 30, 1981 and/ox
September 30, 1982, cxceceds the lower of (a) the rate of return found
reasonable by the Commission for applicant during the corresponding
period in the most recent rate decision or (b) 10.89 percent for 1981,
and 11.08 percent for 1982.

15. Applicant's private fire protection service rates do not act
as a deterrent to the installation of [ire sprinkler systems in
private dbulldings, and it would be neither equitable or reasonable to
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eliminate all private fire protection sexrvice rates with the resulting
transfexr ia costs to applicant's general service customers.
Conclusions of Law

L. The application should be granted to the extent provided
by the following order, the adopted rates being just, reasonable,
and nondiscriminatory.

2. The effective date of the following order should be the
date of signature since there is an immediate need for the rate
increase.

IT IS ORDERED that:

1. After the cffective date of this order, applicant,
California Water Service Company, is authorized to file for its
Bakersfield District the revised xate schedules attached to this
ordexr as Appendix A. Such filing shall comply with General Order
No. 96-A. The effective date of the revised schedules shall be
four days after the date of filing. The revised schedules shall
apply to service rendered on and after the effective date hereof.

2. On or after November 15, 198l applicant is authorized to
file an advice letter, with appropriate work papers, requesting the
step rate increases attached to this order as Appendix B, or to file

a lesser increase which includes a uniform cents per hundred cubic
feet of water adjustment from Appendix B in the event that the
Bakersfield District rate of return on rate base, adjusted to reflect

the rates then in effect and normal ratemaking adjustments for the
twelve months ended September 30, 1981, exceeds the lower of (a) the
rate of return fouand reasonable by the Commission for applicant during
the corresponding period in the then most recent rate decision, or .
(b) 10.89 percent. Such filing shall:comply with General Oxder Y
No. 96-A. The requested step rates shall be reviewed and approved by
the Commission prior to becoming effective. The effective date of

. the revised schedule shall be no earlier than January 1, 1982, or

~50-
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thirty days after the filing ol the step rate, whichever is later.
The revised schedule shall apply only to scrvice rendered on and
after the cffective date thereof.

3. On or after November L5, 1982 applicant is authoxized to
file an advice letter, with appropriate work papers, requesting the
step rate increases attached to this orxder as Appendix B or to file
a lesser increase which includes a uniform cents per hundred cuble
feet of water adjustment from Appendix B in the cvent that the
Bakersfield District rate of return on rate base, adjusted to reflect
the rates then in cffeet and normal ratemaking adjustments for the
twelve months ended September 30, 1982, exceceds the lowexr of (a) the
rate of return found recasonable by the Commission Lox applicant
during the coxresponding period in the then most recent rate decision,
or (b) 11.08 percent. Such filing shall comply with General Oxder
No. 96-A. The requested step rates shall be reviewed and approved by
the Commission prior to becoming cflcctive. The clklective date o
she revisced schedule shell be no carlicr than Januwary L, 1983, or
thirty days after the filing of the step rates, whichever 1s later.
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The reviscd schedule shall apply only to sexrvice rendered on and
after the effective date thercof.
| The cffective date of this ordc:'is tie.date hercof.
Dated JAN 211881 , at San Francisco, California.

Wl.¢ 6.,

%ﬁﬂ/f ' wz%

7 4/
L

b

Comnd ssioners
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SCEEDULE NO. Bx-1
Bakerstield Tarifs Aren

CINERAL METERED SERVICE

APPLICABILITY

Applicatle to all metered water service.’

TZIRITORY

Bakersrield and vicinity, Kemm County.

. rer Meter

Service Charge: Per Month

For 5/8 x 3/u~inch cereeen 32.50
For 3fu-tneh = cere. 440
For l-inch : 6.00
Tor la~inch .. . 8.00
Ter 2=inch 11.00
ror 3=inen 20.00
Tor v-1ach ceas 27.00
For E-inch : Creeeenees 45.00
Tor 8-ineh . 67.00
For PROEDA. 1o [T 7 e 83.00

Quantity Rates:

For the first 300 cu.ft., per 100 cu.ft. cvrivennnn. e § 0219
For all over 300 cu.ft., per 100 CU.ft. civreeevsoenes 286

The Service Charge {5 2 readlness-to-serve charge
waleh {c epplicable to all metered service and to
which Ls t0 be added the monthly charge computed
at the Quantity Rates.
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APPEZNDIX A
age 2 of 2

SCHEDULE NQ. BK-2R
Dakerstield Tariff Area
RESIDENTIAL FLAT RATE SERVICE

APPLICABILITY

Applicable to all flat rate residential water service.

TERRITCRY

Sakersfield ané vicinity, Kern County.

Per Service Counnection
Per Month

For a single-family residential uniz,
including premises having the following
areas:

6,000 sg. ft. or less

6,001 to 10,000 sg. 2%. ... .es
1C,001 %o 16,000 -] <
16,001 40 25,000 $G. £+ vreerrennn

For each additional single-family residential
unit on the same premises and cerved from +he
same service connection iteviieiaees canensas ceieeans

SPECIAL CONDITIONS:

l. The above flat rates apply t0 service connections not larger than
one inch in diameter.

2. All service not covered by the above classifications shall be
furnished only on a metered basis,

3. Tor service covered by the above classifications, {f the utility
or the customer so elects, a meter shall be installed and service provided
undexr Schedule NO. BK-1l, General Metered Service.
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APPINDIX B

Zach of the following increases in rates may be put into effeet on the
indicated dave by filing a rate schedule which ndds the appropriate increase
<0 the rote which would otherwise be in effect on that date.

Zffective Dntes

Lel=22 1-1=83

Service Charge

Tor 5/8x 3/u-inch meter
For 3/lb-tnch meter
Tor 1-inch meter
For lg=inch meter
Tor 2=inch meter
For 3-inch meter
Tor Y-inch meter
For S5-inch meter
For §-inch meter
Tor 10=inch meter

t+

WM QO 0O00O0
. . -

L
OO0 oW £ IO K
[eRoNcNoNONoNO AV NORY)

Quantity Rates:
For first 3C0 cu.fe., per 100 cw 4.
For all over 300 cu.f%., per 100 cu.fs.

Tlat Rates:
6,000 5¢. £%. or less
6,001 to 10,000 sq. #%.
10,001 %o 15,000 sq. ft.
16,001 %o 25,000 sq. £%.

Additional Single-Family Residential
Unit oun the same premises z2nd served
from the came service conneetion 0.30
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ADOPTED QUANTITIES

Company:  California Water Service Co.
District: Bakersfield

1961 T 1982
Cef (1000) Cef (1000)

Water Production: 23,206.7 ' 23,698.9
Wells: 18,197.3 18,689.5
Purchased Water: 5,009.4 5,009.4

Eloctric Power: 1.232 kwhr per Cef Supplier: PGE  Date:
Kwhre: 28,579,500 29,135,600
Cost: $1,920,000 $1,960,700

Cost per kwhr: $ .06718 $ 06718

Purchased Water:
Cost: 5635,000 $635,000
$/AF: $ 25.00 S 25.00

Ground Water EXtr. Charge:
Cost: $835,500 $858,100
$/AF: $ 20.00 $ 20.00

Ad Valorem Taxes: $254,700 283,600
Tax Rate: 0.995% 0.995%

Net=to-Gross Multiplier: 2.0883

Local Franchise Tax Rate: 1,399%

Uncollectible Rate: 0.506%

Metered Water Sales Used to Design Rates:

Usage - Cef
Range-Ccf 1981 1982
Block 1 0-3 350,990 361,407

Block 2 3 7,321,710 7,510,193

Total Usage 7,672,700 7,871,600

4-29=80
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Number of Services:

No., of Services Usage = Cef Avg.Usage~Cef/vr.,
1981 . 1982 1981 1982 o198l 1982

Commercial = Metered 10,091 10,391 5,972.9 6,150.4 591.9 591.9
Commercial - Flat Rate 35,772 36,426  13,677.5 13,931.4 382.4 382.4
Industrial 59 ' 59 359.0 359.0  6,085.0 6,085.0
Public Authority 317 320 1,228.1 1,239.7 3,874.2 3,874.2
Qther 46 50 112.7 122.5 2,450.0 2,450.0

_Subtotal 46,285 47,256  21,350.2  21,803.0

Private Fire Protection 323 347
Public Fire Protection 48 52
Total 46,656 47,655

Water Loss 8% 1,856.5 _1,895.9
Total Water Produced 23,206.7  23,698.9
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INCOME TAX CALCULATIONS

Operating Revenues

Q&M Expenses
Taxes Other than Ingcome
Transp. Depr. AdJ.
G.0. Depr. Adj.
So¢. Sec. Taxes Capitalized
Interest

Total Deduction

State Tax Depreciation
Net Taxable Income
State Corp. Franch., Tax @ 9.6%

Federal Tax Depreciation
State Income Tax
Preferred Stock Div. Credit
Net Taxable Income
Federal Income Tax
Less: Grad. Tax Adj.
Adj. Invel. Conversion
Investment Tax Credit
Total Federal In¢ome Tax

1981

1982

(Thousands of Dollars)

$9,456.0

5,719.0
325.7
- 34.4
- 9.6
15.9
980.2

6,996.8

1,051.3
1,407.9
A135.2

1,017,
13s.

5

1,300.
598.
- 2.
- 2.2
=194.6
399.0

$9,999.6

6,001.8
361.9
=~ 39.4

b
6

1,0
7'39 .

1,135.3
1,469.9
14Ll.)

1,098.9
141.0
5.9
1,359.3
625.0

- 2.4
- 2.1
-210.6
410.2




