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Colito::ia Water Service Co=?any (Cal-~~ter), ~ Cali~ornia 

corpora tion ~ ~\'it~j .;ross or-cr.:: :i.,S' revcn~cs in 19 is oE .::p?ro:dr~.3 te 1y 

~54,OOC,IJOO) is o':meci by i.700 s~j.lrcholc.ers. It h.us $2.3::',02·0,000 

invested in utility plant (includins plant uncler construction). 
Z=?loying 4?S persons st,::tewide, it is engaged in the business of 

.. . d' .•. .c' .. o{ Co i' ., s:;??~y~ns .:nc l.str:'~l.!t:..ng ~';-.:lter .. or '=.:.Or:l.eS,-_C.:ln no\.!s:r~a ... ~u=poses 

to 305,000 c\.!sto=crs in cOlil.":'l.unit1cs ~ ... itbin tbe St,::te of Cali:tornia, 

O?er.:tins throush 20 local ciistricts, Ca:-watcr ~intains 
~ts ~rinci?al ?lccc of business in the city of San Jos~. rro= there 

~ .. ~ . 
it: pre-vic.es cent::'ali:;:.eci 'villir .. z ~ .1 cc o:.:.::.t ins , en~in(;!crins) cnd 'i\i'.:ltcr 
quality control functions to its rcs?ective local districts, A 

central =ete::' ::,cpair facility is locatec. in the oity of Stockton. 

Cal-\·iatcr's operating districts are not integr.=.tec. one ~-iith <lnothcr, 

anc. e:-;cept for zllocation of General Office cor::mon e:.:penscs and 
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=~te base to the res?cctive clistricts, the revenues and expenses of 
each district are not affected bv ooerations in the other districts. .. . 
For rate~king purposes, therefore, each district is considered a 
cistinc~ separate entity, anc it is the responsibility of this 
Co~ission to fix reasonable rates to be applicable to each district 
(Section 728 of the public Utilities Code). Rates are reasonable 
when they provide sufficient revenues to cover the total costs (such 
as operating expenses, depreciation charges, t~xes, and return on 
i~vest~ent) properly incurred in Eurnisbing the required service. 

Asserting a necessity to offset increases in its operating 
e~?enses) rD.tc base) and cost of money, on ~y 16, 1980 Cal-~:ater 
fi~eci s~parate ap?lications for six of its districts, including the 
instant application for the Bakersfield District, to obtain authority 
to increase its rates. In order to minimize the adverse effects of 
anticipated operational and financial attrition upon the company, . 
applicant proposed annual step increases over the next three-year 
pe=iod. As requested by Cal-Water, these step increases would increase 
annual 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 additional amounts each year of $331,600 (3.6 percent) 
in 1982, and $339,lOO (3.5 percent) in 1983. (However, during the 
subsequent hearing on this ~tter, staff called the Commission's 
attention to the fact that applicant's ex?enses for purchased power 
and water would be substantially increased in the test years 
and beyond as a consequence of PG&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 matter. Applicant had 
filed an advice letter to offset the increase but staff preferred 
that appropriate compensating revenue for this additional expense be 
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orovicec in our decision in this ~~tter instead. Staff esti~tes of 
the additional costs for 1981 and 1982, are $382,iOO and $390,800 
respectively.) 

Pursuant to provisions of the Co~~ission's "Regulatory Lag 
Plan" (adopted by Co~mis5ion Resolution No. M-4705 dated Aoril 24, 
19i9), and following bill insert notice mailed to each of the utility's 
customers in the aistrict, an infor~l public meeting was conducted 
by the Commission staff in the Council Chambers at the Bakersfield 
City Hall at i:30 p.m. on ~~y 29, 1980. Zight custo~ers attended. 
~o service complaints were expressed. rae Co~ission received three 
letters protesting, the proposed increases; one noted that conservation 
had merely resulted in demands for higher rates to replace revenue, 
and another urged connection fees for new developments. 

In that they contained co~~on issues relating to corporate 
General Office expenses, corporate financing and rate of return on 
co~on equity, the six applications were consolidated for public 
hearing, and after due notice public hearings were held 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 
Bakersfielc customers attended any of the hearings. At the outset 
of the hearing on September 15, .1980 applicant presented evidence 
of compliance with the requirements for notice, serVice, and 
public3tion 35 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 
i~s preSident, three vice presidents, and its assistant chief engineer; 
3nc the staff of the Comm~ssion presented testimony and exhibits 
through a project engineer, a r~te of return research analyst, and 
three utility engineers. The matter was submitted at close of hearing 
September 22, 1980 with provision for an October 14, 1980 filing of 
concurrent closing briefs. 
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:Jiscussion 
Service Territorv, Svste~and Service Quality 

Applicant's Bakersfield District comprises most of the 
i~corporated city of Bakersfield as well as ~djacent unincorporated 
areas of Kern County. The utility also maintains and operates the 
city's wate~ syste~ under cont~act. The elevation of the service 
territory varies bet~veen 365 to 850 feet. Most of the ~'later produced 
OJ" t~e c!istrict is obtained frotl 1 leased and 137 company-owned ·,.;re 11s , 
t~ith the oaiance, a?pro~icately 28 percent in 1979, being purchased 
froo. the I(e=n :ounty ';later Agency. 

:..rost of the wells .:lrc sited in the flat, lowest elevation 
por::ion of t~1e ciistr::'ct. All tvcll puops are autorna!:L~ally controlled 
ana el~ctrically operated, discharging ciirectly into the 597.7 ~iles 
oi interconnected distribution syste~ and into storage. Apart from 
the flat, lowest elevation city area, there are 12 separate pressure 
zones req~iri~g the use of 53 booster pu~ps to provide setvice in the 
adjoining hilly areas. The coopany ~int~ins 1 elevateci tank, 1 earth
covered, conc~ete-lined reservoir, and 39 surface t3n~s, with a total 
storcge ca?3city of 33)457,000 gallons. Ninety percent of this storage 
C3?3city is located in the upper areas of the system. 

The utility currently is engaged in installing ~ supervisory 
control and data acquisition system (SCADA) with design capability 
0: ~onitoring its 140 individual sites by ~eans of up to 256 terminals. 
Ultimately SCADA will electronically forward data to the utility's 
Bakersfield central office concerning operation of the entire system 
(including information on tank levels, system pressures, flow meter 
readings, and the status of pumps). It will also maintain chronological 
logs and prepare summary reports...·, 

During 1979 the applicant logsed 457 complaints from 
custocers. !here ~oJ'ere also 131 during the first four months of 1980. 
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'I'h~ r..atter~ cOr:l?l\lincd of included ';olat~r quality, lo~ ... :?rcssur~, and 
leal<s. According to our staff ~ such complaints t ... ere investigated 
and resolved by the utility wit~in ~, rc~sonable ti~e ~:ter noti:i
cation. Jucising frotl. the lack of response on this matter to the 
instant application, it would appear that service is generally 
satisfactory in this district. 

Conservotion 
Tne applicant presented evidence of its continuing efforts 

to pro~otc conservation. Responsibility hos been celcsatcd to all 
cistrict ~nagers to speak to schools ane to civic organi=ations on 
the subject. In addition the district continues to maintain a 
conservation office display ond to offer free ~.;oater-saving ldts, 
as well as infort:'~tional brochures. Apart from bill inserts featuring 
conservation messages the Company provides billing inioroation to 
enable cons~mers to compare current usage with usage for a previous 
year comparable billing p~rioci. In the inter~st of power conservation 
the utility has \llso instituted \l pu~p-eificiency testing program, 
scheduling those pumps found deficient for maintenance. It has 
furnished the staff with data which show that the Bakersfield District 
?UCPS are within or above the f\lir range established in Decision 
~o. 88466 dated February 7, 1978 in Case No. 10114. One of the 
benefits anticip~ted from the installation of SCADA is acquisition 
of an ability to utilize pumps in a manner calculated to take best 
advantage of PG&E's time-of-use rate schedules. 

How effec~ive current conservation efforts are in this 
district pc~haps may be reflected by the fact that sales in 1979 in 
Bakersfield had returned to pre-drought levels. The nonspecific 
generalized statecents 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 conservation efforts, 
unlike those in some other dist~icts, reflect a modestly "sa fe" level 
of effort, but one somewhat short of an aggressively active interest. 
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Accordinsly ':o1e would urge tha~ r::".anage~ent pump :enewea vigor into 
curr~nt i~?le~entation of this vit~l ~rosrom. 

Present ana ?ro?osed Rates 
The Bakersfield Dist~ict of Cal-Water in 1979 served an 

average of 9,897 general metereci services, 34,266 residential flat 
race services, and 274 priv3~e fire protection services. The last 
generaL rate increase for this district was authori=ed by Decision 
~o. 85847 dated ~y 18, 1976 in Application No. 55053. TI1e present 
rates, reflecting interio offset increases' and other adjust~ents, 
becsme ef:ectivc on April 15, 1980 by Resolu.tion ~o. \-7-2624. By the 
instant applica~~on Cal-Water proposes to inc:easc zcneral ~etered 
one residential flat :atc service rates. A co~~a:ison of oresent . . 
and proposed charges fol1o~~s for: (1) an average cO'rnmercial customer 
wi:h.::l 3/8 :: 3/4-inch ':neter using 4,800 cu.ft. of water per ::'lonth; 
(2) an average ineustrial customer with a 4-inch ~eter using 470 Ccf 
of ,:~ater per month; and (3) an average residential flat rate custooer 
with premises falling within the 6,001 to 10,000 sq.ft. area and a 
~ervice connection not exceeding 1 inch. 
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TABLE A 

C~1-W3=e~ Service Co. - Eake~s='elcl ~istrict 

Comoarison Of Avcr~~e Month1v Char~es 

Class 1981 1982 1983 
Averaa:e Commercial Custorner 

Present: ~!onthly Ch..:lrge $ "4 .,., J.. ... - $ 14.22 $ J.4.22 
Proposec by Applic~nt 16.50 17.12 17.68 

Increase O'ler :?resent: 
Amount 2.28 2.90 3.46 
Percent 16.0% 20.4% 24.3% 

~ver~~e Industrial Customer 
Present ~onthly Charge $130.92 $130.92 $130.92 
Proposed by Applicant 156.79 162.93 168.81 

Increase over Present: 
Acount 2S .87 32.01 37.89 
?ercent 19.8% 24. Si~ 28.9'. 

Avcra~e Flat Rate Customer 
?resent Monthly Charge $ 11.59 $ 11.59 $ 11.59 
Proposee 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 s~mmaries 

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 

-7-



• 

• 

• 

A.59660 AU/ec 

gro1"lnc.~"ater extraction rates. '!~'lC staff on.lly:ed these ?ro':ectio;lC, 
exa~inin3 both district and general office operations of t~e applicant. 
i;hi1e in the ~i:l conceding th3t Cal-~ater's estimates wcr~ reasonable, 
th~ staff differed on some items. Af:~r discussion with staff. 
ap?lica~t adopted some of the changes proposed by stoff. When the 
hearings began the issues still unresolved centered on the impact upon 
operating results of differins forecasts of future sales to certain 
customer classes; proposed transfer to Plant Held For Future Use of 
~ne ~e11 site; deletion of the planneci purchase of another well site 
froQ the 1980 budset; elimination of approximately $15,000 each year 
in nonspeciiic expenditures from the 1980, 1981, one 1982 construction 
budgets; and deletion of the $150,000 proposed in the 1982 budget to 
co~?lete Phose III of SCADA. 

In the interest of expc~iting the hearinss, applicant then 
proposec to adopt those changes advocated by the staff where the 
fi~ancial im?3ct would not be particularly significant. It did this 
even though it ~dc it c1e~r that it did not agree that the staff
proposed deletions were reasonable. However, on two issues, applicant 
concluced that it could not yield. These issues w'ere: (1) the 
esti~~tes of operating revenues to be derived from the differing 
esti~tes of future sales to industrial, public authority, and other 
~etered sales, and (2) whether Phase III of SC.~A) proposed by 
applicant to be included in its 1982 budget, should be included, or 
as proposed by staff, deleted. 

The res~lts of this distillation of issues are graphically 
shown in the converging comparisons set up) step by step, in the t't170 
pases of Table B below, c'overing test years 1981 and 1982. It should 
be noted that the Operating Expenses set forth therein inclucle the 
cost of an increase for purchased power from FG&E made effective 
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~~?ri1 29, 1980. ~;.fter filing the instant application, on 
~usust 14, 1980 C~l-W~tcr filc~ Advice Letter No. 747 seeking ~uthority 

to inc:ease Bal<ersiield District ~vater l'ates by $343,200 annually to 
offset the increaseci cost of purchased power from PC&E. Cal-Water's 
filing was return~ci rejected by the staff on October li, 1980. At 
the ncarinz Ca l-v."tl tcr wa s told t~,.:l t the Commission o; .... oulcl al100;,' .o.n 

J.??ropriate ilOO;.1nt of revenue to compensate for this aclditionul 
e~?ense in t~e instant decision. This will be proviced for in the 

~ateS we authorize. 
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Ssti~tes of O~c~atinF Revenues 
:oo~ino to the first issue to be resolvec, that of estimated 

s~les for the v~rious classes of custo~ers, which in t~rn i~pact ~~on 
operating reven~es) we note th~t whil~ staff accepted as reasonable 
applicant's estimate of the number of customers anticipated for each 
class in the test years, staff differec with applicant in esti~tino 
~orT~lizcc cons~mption in the classes. The resulting differences 
projecceci into csti~teci operating revenues are set forth in Table C 
~oLlowing: 
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Ca:-·'~."\7.~r S~::-'tice Co. - '3nkersi'ie1d. Ji5triCt 

!:stima:.ed <:'~e!"ntins Re'le!'lues 

( :)Ol~a:"3 in T~o',.lsanc.s) 
'res':. '!en::- 1981 ':'est Ye.'ll" :982 

~""!:'IS 
~ Stn.i'f 0tili~y 1jif!e!"~nce'*' St.~!'!' 7Jtilit", 

h 
::li!'!'erence'*' 

?~se~!' :\at.e5 
:·!e':.e::'ed. Reve!'l.ues 

C~::'Qe::-cial 31,900.7 51,872.2 $-28.5 $1,957.0 Sl,927.6 $-29.4 
:nci:.:.~trial 89.7 82.7 -7.0 89.7 82 .. 7 -7.0 
F\;.olie .!..;;.thori~:I 326.0 306.4 -19.6 ;29·2 305.8 -23 .. 4 
O:'::e.:- :t.et.e:"!!ci ~O .. 8 22.7 -2.1 3:2.6 26.2 -7.4 

Total Xet.e:-ec. 2,;1.i.7.2 2,287.0 -60.2 2,40ij., 2,342., -07.2-

::':a.~ ~~':.e 'i\e"len-:.es 
:;.J.r~';1e rcia~ ),2;1.6 ;,251.5 -).1 5,;43.0 ; ,;.48.? O.,? 
?::-ivo.ce :i::-e P::-otec-:.ion 35·8 34.7 , , 38.; ;7.0 -1.5 -~.J-

?;o:'ic .:i:-e ?ro':.ection 60.0 58.2 -1.8 " '" 0 .... ) '., 'i 0 •• I 
.., , 

- ... 0 
J~~e:, 6.4 0.4 0.0 

, 
o.~ ~.L. ().0 

~o':.al ?lat. ?ate 21?2~·8 21~~O.8 -;;..1 2:1...27 •2 2z':'2"'·0 ~ .... 
-.2- rtG 

:~~~ O~ra~i~ Revenue~ 7': 701.0 7,6~7.8 -6~.2 , 71866.7 ,.. "::)' 3 (% ( 1 0 ._ -70.4 

• ?~~sed !\::l.~e5 
:1e';e:"t"c Revenu ... ~ 

Com .. ~e:"cial 2,262.5 2,2.U.2 -21·3 2,2..24..9 2,405.7 -19.2 
Ir..c.-..:.strial 101.9 91. .. :; -7.0 104.8 97.7 -7.l 
?..:.blie A~-:.horitj ;78.0 ;60.l -17.9 ;9.!..2 372.5 -21.7 
Ot-her Metered ~'i'·2 3' ~ -6.0 42.8 ~;.6 -2.2 .. l.-2 

Total Mete:ec. 2,7i9.9 2,727·7 -52.2 2,906.7 2,90'1.5 -57.2 

;:'If.l! ~a.!e :tever.~es 

Co:nmereial 6,264.6 6,264.8 0.2 6,596.1 6,596.) 0.2 
P~_"'l:lte ?ire Protection 35.8 34 .. 7 -1.1 :38.5 37 .. 0 --1.; 
Public ?ire Protec-:.ion 60.0 S8.2 ~ () 

- •• v 64 .. ; 6: .. 7 -2.6 
Other 

, 
6.4 0 .. 0 6.4 ' 6.!.. 0 .. 0 b .. 1.. 

6,364.1 - 6,705.:3 6,701 .. 4 -~o~al Flat R.ate 0,300.8 -2 .. 7 -3 .. 1 
:otal 0;e:3ting ?eve~es .2 zU.6. i 9z091.3 -51..·9 9,072.0 9z610.9 ::§.hl -

'*' Ut.ility over 5ta!~ .. 
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He r~cosni:i:e tha t e.s tim.:l tir:.g future ~\T3 ter consu."nption cannot 
be ~n exact science. However> there are statistical techniques 
available to assist us, and in the instant proceeding both applicant 
3n~ staff ~sed mociifications of the Eean Method,l/in ?art to arrive 
at their estimates. 

The Co~~ercial classes in Bakersfield include the largest 
number of customers ana produce the largest se8ment of operating 
revenues. A,plicant and staff produced estimates of consumption for 
these classes, which when projected intoesti~ted operating revenues 
are very close percentasewise. At the hearing, as part of its contri
bution toward an expeditious hearing, applicant accepted most of the 
stolff's estiT~tes applicable to these classes. The differences left 
:.re minor. l.~e ',.;ill adopt the staff estimates. 

Ho':.rever, in estimating Ir.dustrial) Public Authority, and 
Other ~etered classes' consumption, and projecting resulting operating 
revenues for the teit years, the differences between applicant and 
staff esti~~tes are more signific3nt, ~nd produce issues we must 
:::esolve. 

Appli~~nt's Industrial and Public Authority operating revenue 
estimates were based on separate estimates of ~verage service and total 
sales. In estimating total sales it used linear regression analysis 
(Least Squares trending) to trend recorded data froo 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 1981 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 construction purposes) 
applicant used an average sales total over the past three years. 

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

1/ The "Modified Bean Method" is a regression analysis using, as inde
pendent variables, time, precipitation, and temperature to predict 
noroalized consumption. 
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of recorded an~ual sales per service data, and then mUltiplied this 
product by the estim~:ed number of customers in the class to arrive 
at its sales esti~te for the class. 

Starting with differing csti~tes for the Industrial class, 
neit~er ?3~ty is satisfied with the other'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 
es:i~tes and are statistically inaccurate. On balance, we are 
inclined to find staff's arguments the more persuasive as they relate. 
to the individual sa.Les revenue projections. First, we believe that 
staff's use of a 13~year average is just statistically more sound. 
Ibe periOd used by Cal-Water is rather short, ,given all the considera
tions at play here, to produce statistically reliable results. With the 
highest coefficient of determination (R2) achieved being only 0.64, 
its trend line is not significant. We further note that after a 
fairly steady decline, which appears praSm3tic~lly speaking to have 
bottomed out curing the drought years 1977-78, total industrial .sales 
for 1979 had bounced back to almost the same level as 1976, t~e last 
pre-crought year (347.5 KCcf in 1979 v. 354.5 KCcf in 1976). ~.Jhile 

we are aware that the recorded sales data introduced by the staff for 
the first six months of 1980 posted a very small cecline from 1979 
(~rch 1980 - 339.6 KCcf~ June 1980 - 336.8 KCcf v. 347.5 KCcf for 1979), 
we are also aware that 1980 spring and summer were very cool. This 
would tend to depress water consumption. In addition, we have been 
experiencing an economic recession in 1980. These two factors alone 
would dampen sales of Carnation 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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Loo:dng next at Public .~uthoritv ?roj ections) .",gain we find 
the stat: ~osition co be tbe more oersuasive. 1979 recorded con-. . 
$u~ption shows usage bouncing bac~ to 1975-1976 levels after apparently 
botto~ing out in the two drought years. TI1is observation ?ereains 
whether or not one factors out the nine l~rgest public authority 
consumers (5 schools, 3 parks, D.~d 1 housing ~uthority) accounting 
for 25 percent of ~ublic authority consumption. Furthermore, every 
r~corded year since 1972 (except the t~V'o' drought years) showed 
consu~otion in the oublic aut~oritv class to be above snolicant's .. _ 01 ... 

esti:::.stes for the t":.;'o test years ~ And in 1980, the four most :'ecent 
~onths of recorded data show consumption eaCh month above ~pplicant's 
test ye~r esti~tcs (}brch -
1,183.5 KCc:; June - 1,163.4 
1981 ... 1,144.0 KCcf and 1982 

1 ' -., 6 .,,.. f .~ . 1 1 1'" ,.. ,.., KC ~ Ma , .. 1-. ., .... c; o"\1'rl. ... , IIJ.v ct; I; Y ... 
KCcf 'IS. applicant's test year estin-.ates: 
- 1,139.1 KCcf). 

Finally, ~V'hile a first inspection of Other Hetered esti'Oates 
sho~.;rs t!."le staff estimate higher than recorded consut:lption for any ot 
the past ten ye~rs) and well above ~?plicant's estimate, there was .:1 

=ational e~plQn~tion which inclines us to the staff projection. Both 
staff and applicant ~gree that the number of these Other Metered 
services will be u~ substantially in each ot the test years. 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 ot 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 issue, we will adopt staff's estimates of 
operating revenues at both present and proposed rates. These are set 
forth above in Table C for each test year • 
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Estimates of Ooer~tin3 Exoenses 
Opercting Expenses properly included in ~ Su~~ry of Earnings 

include those costs incurred in oper~tin£ a utility to provide service 
to the custooers. Included here are the costs of purchased ~-13ter, 

ground~ .... ater extr.:lction ,~I power to l'ump and boost, payroll, materials 
~nd supplies, postage, and :ranspor:ation. The costs for purchased 
pO~oJ'er, ~oJ'ater, 3nc. chemicals necessarily ~.,.ill vary with the .:l::l.ounts of 
water delivered to the system. Here, the staff analyzed applicant's 
es:i~~ted operating expenses and found them reasonable as f~r as they 
wen:. 

Ro~.,.evcr, as noted earlier I.:.nder Es tit.'la tes of Opera ti::18 
'?el.:enues, sta~f had estimated and used higher ~oJ'ater consumption f1gures 
than did applicant in 03king its projections for the industrial, 
public 3uthority, and other metered classes, and we aclopted the staff 
estimates. Consequently, ~.,.e must nO~-1 add to operat1ng e:.:penses the 
.ldciitional ch.lrgcs for purchased po~·]er, 8roundw"'t~r e~;traction, and 
purchased chemic.lls that these higher consuoption estioates involve. 
These additional expenses for 9urchased power, groundwater e~traction 
charges, and chemicals are respectively, $12,300, $6,800, and $200 
:or 1981, and $14,600, $8,100, and $200 for 1982. These items .:lre 
set forth under the "At Issue" column on pages 1 anc 2 of Tabla B. 

Stsff analysis of applicant's esti~4ted maintenance, 
administrative, and genersl expenses for both 1981 and 1982 developed 
no issues, the staff having determined they were reasonable after 
applicant adopted staff's mino= 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. Diifering esti~~tes of 

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

-17-



~ A.59660 ALJ/~c 

~ 

~ 

Uncollectibles, Local Franchise, and Income ta=(es, shown in the "At 
Issue" column on pages 1 and 2 of Table B, arise out of diff~rins 
estimates of Operating Revenues derived from the various customer 
classes, as discussed above, rather than out of differing methodology 
or ?hilosophy. Applicant's ~nd staff's ad v~lorem t~x estimates are 
both based on the 1979-80 full cash value shown on the utility's 
property t&:: bill, and the increased 9.6 percent state corporate 
franchise ta~ rate has been used for both test years. Both parties 
used the full flow-through ~ethod of computing the cle?reciation 
deduction in calculating both federal .::nd state income ta:·;es. The 

investment tax credit was determined by using a 3-year average at a 
10 percent ~ate for the test years. 

Having earlier adopted the staff's esti~~tes of high 
operating revenues derived from higher consumption estioates than 
applicant's, we arc now constrained to here adopt the staff's 
conjunctive adjusted esti~~tes pertaining to expenses, as set 
forth in Table B for each ot the test years. 

Rate Base 
In developing its rate base projections for the test years, 

a~?licant, in accord with Co~mission practice, ~sed estimated weighted 
overage balances. Included in applicant's development of test year 
average depreciated rate base were projections for utility plant, 
adjust~ents 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 in 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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bt..:.ciget:. Unconvincec that test ye~:,s 1981 anc. 1982 ~.,oul.d not also 
cont<lin "bow ~';3ve" spill-overs, staff deleted tbe $97,000 from 
~p?lic~nt's 1980 bt..:.dget. St~ff also deleted $20,400 representing 
seven unt..:.sed pa:'ce1s transferred to nonplant accounts; $6,000 for 
additional nonspecific well sites, and $25,000 for one specific 
well site scheciuled for purchase in 1980, from the 1980 budget. 
This resulted in 3 1981 weighted 3Ver.lge ot plant in service of 

$37,553,900. 
In considering 3pplic.lnt's 1981 .lnd 1982 bt..:.dgets, staf: 

~~0t..:.1d disallow S14,iOO and S165,000, respectively, for utility 
financed additions. Each year applicant prepares a detailed estimate 
of cons t=uction to be fin.::lnced for the nc:~t ye.lr. Forecasted 1980, 
1981, and 1982 budgets were substantially higher than the 1979 budget. 
Concerned over the increases proposed and to assure that applic~nt 
proposes spending no more than necessary to provide reli.lble service, 
staff perfor~ec a thorough job of analyzing applicant's construction 
budgets. That analysis showed that applicant proposed to purchase 
11 more well sites in 1981 ~nd 1982, and to construct 3 wells in 1980 
and 2 each in 1981 and 1982. As of January 1, 1980, after transfer 
of 6 undeveloped sites to nonplant accounts, applicant still retaineci 
3 undevelo?ec sites in its plant account. Considering that only 7 
wells in all were scheduled for construction 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 al~o pro~osed to delete 
$150,000 from the 1982 budget - funds earmarked to complete Phase III 
of SCADA, suggesting that completion of the balance of the computer 
system be delayed until its cost-effectiveness could be shown. ive 
will return to this important item later • 
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In c:msic.ering Additions of Contr1butec ~-'l.::nt to \';cighted 
Average Utility ?lant in Service) applicant 2nd staff agree that 
st3ff's esti~ates) based as they are on access to ~ore rec~nt reco~ded 
c.olta cr.oln that available ~vhen applicant made its projections, arc r:l.ore· 

realistic. Staff clcte~mined that the 1981 and 1982 contributions 
should be $65,100 higher each year than those esti~ated by applicant. 

st.:::f accepts as reasonable .::11 other ite~s for~ing pa~t of 
the Weisnted Average Utility Plant in Service .::ccount ;:s esti~tcd by 
~,?lic.::nt. Accordinsly, after balancing higher contributeci .::dditions 
~S.::i~st deleted acditions to be funded by the utility, staff's 
~s:im.:lte oZ ~'ieighted Average Utility ?lant it'. Service ~o1ould exceec. 
o"licanc's esti~te by $61,900 in 1981 and, i£ we include the cooputer 
co~t, $112,100 in 1982. We will sciopt the staff's position except as 
rC3ards the co~?uter . 

In deteroining Adjustments to Utilitv Pl~nt, staff and 
a~plic~nt asree on estimates for tbe Reserve for Amortizotion of 
Int.::ngib1es, and General Office Allocated Rate Base, out differ on 
C~sto~ers' Advances for Construction, and Contributions in Aid of 
Constr~ction. Based on ~ore recent data available stolt: deter~ined 
that the customers' advances would be $5)500 higher than that 
esti~~ted by the utility for each test year, and that contributions 
in aid of construction would e~ceed applicant's estimates by $221,800 
and $282,100, respectively, for 1981 and 1982. 

Unde:: i-1orking Capital, staff and applicant agree on estimates 
for Material Supplies, and Mini~um Bank Cash Deposits, but not on 
Wo::king Cash Allowances. In esti~~ting the latter, both parties used 
the detailed "lead .. lag" method, but staff, by reason of its different 
esti~tes on revenues, expenses, and rate of return, arrived at a 
higher estimate. Staff exceeds applicant by $13,800 and $15,700 for 
1981 and 1982 . 
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Finally, in computing estimatec Dc~reciation Reserves there 
':~'e:,e r.1ini:nal differences between the parties' results, staff e:(ceeding 
a~?licQnt by $1,100 and $3,700 for the two years. These differences 
derived out of differing underlyinS estioates for additions to Plant 
Advances and Contributions. 

Ex~ept for the SCADA item of $150,000 in the 1982 budget, 
tbis completes the ~re3 of difference pertaining to ~V'eizhted Average 
:\.:1t~ Sase. ~.Jhile not og=eeing ~jit:h the =easonableness of certain of 

the stoff's pro~osed ~djust~ents to its figures, applicant does ~ccept 
others, and albeit reluctantly, in the interest of e~peclitins this 
p=oceedin~, it ~3reed to accept the st.:1ff's r~te base adjustments ~s 
set forth. These concessions, therefore) result in do~rn~.,.ard adjust
~ents of $152,iOO for 1981 ond $163,500 for 1982. They are so set 
forth in the column Citled lICo. Adjust:nents" on p.::lses 1 ond 2 of 
Table B. 

'Cole dctermi:te these adj ustmcnts to be appropriate and 
prudent under the circumst~nces and adopt theo as our own. 

:{e now return to the area of ~~jor issue concerning Utility 
Pl~nt • Phase III of SC~A. Applicant strongly argues for the $150,000 
budgeted for 1982 to complete SCADA (this worl<s down to $77,400 

actually beca~se 1982 ~ddit10ns to plant have appro~imately a SO percent 
weighting factor in rate base). SCADA is just what its full nace 
i~plies: supervisory control and data acquisition. Its ?urpose is 
to provide supervisors with real time data. Concomitantly with the 
event, it transmits operational data over leased telephone lines, 
~sins f.requency shift tone transmissions, to the utility's central 
office. There the data can be analy:ed and instantly be ~~de available 
for timely decisions. In some instances the system's microcomputers 
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.. . t" 3 / can tnemse~ves act~vate corrcc ~ve act~on.- It also logs data 
~nd sends clar~s. 

The central office monitoring equi?ment for the system is 
already all installed. As leased lines arc added, field sites are 
being hoo~.;ed up (to save 'Ooney Cal-'i.;rater is performing its oo;.m 
installation. !!.1is also :?rovides t:::aining e:q,erience in house). 
r:1ere .:lre appro:dmatcly 140 sites to be hoo:~ecl up ultimately in the 
Ba~<ersfielo District. :-".any ot these sites are no~'" beins monitored 
by 24-hour day-to-day electronic ch~rting instruments. But these 
daily graphs ~ust be picked up at each site daily and de11vered to 
::~e Centra 1 Otfice be fore any use can be made of thc-::n. ~~ny ot the 
sta tions i:-. the :la t, or 10~t1 area, ~"'here oost of the PUr:l.?S are iocated, 
o~er.:ltc no~ ... o~"l. individual pressure switches, unci there is less rc~l 
time intor~~tion available about operations in the low zone than about 
the hill zones. ~vith central control ~~n.:lgement .:lr8ue~ that it would 
be able to coordinate oper.:ltion of all pumps to use the~ in the best 
combin.:ltions possible as circumstances change. Er=:ergencies ~.,.,ould be 
inst~ntly known, ond remedial .:lction could be i~ediately eaken. At 
?resent all the ~umps are controlled individually. Wlth the coordination 
SCADA would m.a~<e possible operations could be rot.sted) and it: ~"'ot.lld 

~~e it feasible for the utility to take ~~imum advantagc of electrical 
~inimums applicable to many of the pumps. E~ch percent saved on the 
utility' 5 po~",er bill would translate to about $lS ,000, although the 
company today is unable to quantify possiblc savings. 

The first hookups to SC.\DA are at the 15 hill zone sites 
where most 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. Flow is now being reversed in many areas, and optimal control 

?J Such as start up or stop pumps, based on line pressures or tank 
levels. 

-22-



• 

• 

• 

A.59660 

can be eJC2rcisecl only if the cO:':'lpany L<nowc what is soinS on. This is 
not possible until most ot the lower zone ~vells are also cieci into 
the control system. 

Yne st~ff has no objection to hookup of the hill zones, 
but objects to Phase III which would connect the lot.:r 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 are:s of the systec. Staff would not authorize Phase III 
until it can later be shown to be cost-ef:ective. 

i;e have difficulty reco:"l.ciling staff I s position on Phase III 
~~ith its endorsement of Phases I and II. As noted in our description 
of t~e Bakersfield District service territory and systec, this is an 
inte~r:Jteci water system. The o;'7e11s are located mostly in the flat 
zones, the stor",se capacity in the hill zones. 'Ihe t.:re lls, producing 
i2 percent of the water currently, discharge directly into 597 miles 
of interconnected ~ins. The Kern County ~vatcr District ~.,ater, 
comprisins the other 28 percent of the water used, is introduced up 
in the hill area. There a:-e 12 seo.:Jrate oressure zones. :·later must . . 
be pu~?ed between them, shitted about, stored, and delivered as 
required th~ouShout this ~u1ti~level system. OnlY'by tying in all 
facilities, whe:-ever located - in the hills or on the flat areas -
car. meaningful control ultimately be exercised. Indeed, in the context 
of this large complex water system, SCADA could have justification only 
as a coord~nAeed comp~eta contro~ ene~cy. o?erac~ng co co~~ecC rea~ 

e~me data and to prOVide tioely and effective response throughout the 
systeo. It n3s no justification if operated as frasmcntcd,incomplete 
sezmencs bein~ employed merely to perform uncoordinatc~ electro-

mechanical babysitting functions in parts of the i~tegrated syste~. 
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I .. ' . .. ,..,... . ('00 ... 5 0"'0 ~ ~s Just not cos~-eI=cct:ve to ~ove ~ ykl ,\/ cc~tr~l computer 
installation :vailable but use only 1/3 of its available potential. 

en b.:l.:nce, i~ this instancc ~Il'e conclude tn.:!t C.:l-H.lter 
has proved Q casc for the cOt:':.putcr I s cor.:pletion. ~';c will th~refore 
.:I?~rove retention of the $150,000 budgeted in the 1982 bud3et to 
co~?let~ Ph~se III of SCADA. The enhanced o~er~tion=l control it 
tdll .:lfforc. n'.::ln.::.~cment should enable the COr:l'Oany to obtc.in t:".S:~imum. 

~ . 
uti~iz.:ltion of its ~xistin3 facilities, reduce the ~urction end da~zse 
o:Z e:tel:<:"~ncy shutdo~ms, lessen' the need for as ~nv ;;~r.1i.t:'; t'l1"I'?~. ~·.~'!:"..!:'c 

.. t. ' 
• .' 1 - ~ / ~C~~S, anc prot:':.ote persona saIcty.-

R.:lte of Return 
IUstorical1y, :oates of return actually realizec by this 

utility have consistently fallen snor: ot the rates of return 
authorized by this Co~ission. The cause tor this shortiall in recent 
years h~s been attributable to o~erational and financial attrition. 
O~erational attrition, generally the largest source ot any overall 
decline in earnings, is the deterior~tion experienced in a utility'S 
realized rate of return on rate base between test periodz. It is 
caused by ~educed sales and revenues, increased expens~s, and increases 
in rate base. Financial attrition is the deterioration in the return 
to common equity holders due to an incre~se in ~ utility's wei~hted 
cost of lons-ter~ debt and preferred stock. It can occur even when 
the rate of return on r3te base remains constant. It is caused by 

4/ - It is a sad co~~entary on our times that a collateral benefit 
ant"ici?ated from completion of SC .. ~A will be the reduced need 
for night-time routine ohysical checking of meters and facilities. 
by operational personnel. Such night visits will become necessary 
only .. .;here trouble shows up on the monitoring system. On several 
recent occaSions, night operators on routine checking and ins'Oection 
:tissions have been physica.l.ly attacl~ed and robbed a.t the sites. 
Indeed, the situation has deter1or~ted to the point that if there is 
a night emergency and a crew must be dispatched, at least 2 men are 
sent to the yard to pick up the trucl<: • 
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the issuance 0:2 neN' debt or t~1e l:e t:irement of senior securities, and 
is ~lso sfiected by change in tne utility's capital structure. 

wnti1 19i9 ~ financiol attrition \.;3S pri~..:lrily the concern 
o~ ":'lana:;cmcnt:. Extended period r.:l tas ~o1ere designed and authorized by 
the Co~~ssion with the intent of dealing mostly with operational 
attrition. Step or averaged rates were unifo~,ly desisncci to ~~nt.:lin 
.:l level rate of return on all invest~ents, leaving utility shareholders 
to aosoro the ~esults of the increasing cost of embedded debt between 
test ?eriocis. Financial attrition bet~.;ccn test periods Has treated 
as part of the risk inherent in a regulated enterprise. However, in 
the last several years the :clentless cepredations oE inflation have 
served to accelerate the upward ~ove~cnt in the cost of ~oney, and 
financial attrition has assumed proportions wnicn no longer can be 
left solely to the shareholders. 

By Decision No. 90425 dated June 19, 1979 in Application 
~o. 58093 (a decision involving" 6 other districts of thi's· utility) , 
this Co~~ission recognized the n~ed Co proviae for ,recictable financ~al 
attrition. Departing from past "practice, we adoptee an innovative 
approach pro?os~d by the scaff, ~olhich, while holding a constant rate 
0: return on equity, lets the return on rat~ base vary (in the 
instance of Cal-i.J'ater, total ca:?ita1ization is the subst.:l.ntial 
equivalent 0: rate base). We also announced our intention of extendino 
this aooroach to all of Cal-Water's other districts in future oro-. . . 
ceecings. The most recent such application was in Decision No. 91537 
dated April 2, 1980 in Application No. 58781 (involving 5 additional 
cistricts of applicant). In this ·latter decision ~.;e made reference 
to our extensive discussion of the financial attrition oroblem in our . 
preceding decision on this utility, and then, with minor modification, 
~.;e proceeded with the new approach. In that latter cecision ~oJ'e 
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determined chat a const~nt 13.2 ~erccnt r~tc of return on co~on 
equity would be re~sonable, and th~t it would result in a return on 
total capitali:ation of 10.28 percent in 1980, 10.46~ercent in 
1981, a~d 10.58 percent in 1982. Accordingly, increaseci revenues 
and rates to produce these ~evenues were authorized. 

Having obtained r~te relief in the ~bove-mentioncd decisions 
.:lp?lic.:lb1e to other districts, on April 1980 Col-i-lQtcr filed Notices 
o£ Intent for increased rates to be applicable in 6 ~dditional 
districts, including the district at issue herein. In these ~ilin8s, 
consistent ~·]ith its past pr.:l.ctice, the company used it::> r.':ost recently 
~nown interest rate on financing,11 and projected its future ind~cated 
financing costs against the then lmo~~"n f1n.:lnciol t:l.ar:~et. Over the 
?criod 1981-1983 the utility esti~tes that financial requirements 
will be $67.6 million. It pl.:lnned to generate $24.6 million of thiS 
internally ($9.2 million through retained earnin6S)~/ ancl $15.4 
~llion through depreciation prOviSions). The ~eoainins $43 million 
r..ust be raised Jon the money :nar~~et: $7 million in 1981; $5 million 
in 1982; and $31 million in 1983.11 It is applicant's intention, 
after dJ.scussions with its financio1 adVisors, to f1nancc this 
$43 million through issuance ot long·term debt. t~ile preparing the 
~otices ot Intent and subsequent applications early in 1980 it 
anticipated obtaining this financing at a cost of 12 percent. 

5/ -

2./ 

10.14 oercent io1as the effective interest r-:- te Ol: Ca1-to1ater' s 
Series' X bonds, then its mos~ current comml.t:nent. 
Based uoon the assumption that it will be able to produce an average 
dividen~ payout ratio at 62 1/2 p:rcent each year, a level that 
approximates recent company experJoence. 
Included in the $31 million is $25 million in scric~ 'I 8 3/4 percent 
bonds ~turing November 1, 1983 io1hich must be rollea over. 
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Rowever, over the short span of months between starting work on the 
filings and the act of filing, the money market had drastically 
ciet~rior~teci, and by the ti~e of our faLL hearing matters were worse. 
Inflation rat~s b~d surged for several months as the economic outlook 
wo:'seneci. The now volatile bonci markets fell into Q. state of 
disarray as the cost of money spurted bigher, and the price of bonds 
fe i1. ~"bile on August 26, 1980 Ca l-'\;a ter obtained a cor.:mitment 
on its planned 1980 issue of $6 million of Series Y bonds for 
13.1 percent; as October closed, new A-rated utility bonds were 
listed at 14. 

The comp~ny's initial filing assumed that all financing 
curing 1981-1983 would be ~chieved through issuance of 12 percent debt. 
At the hearing its vice president treasurer, while retaining the 
utility's request for a ~eturn on common equity of 15 percent, amendec 
its position to project an increase in fi~ancing costs from 12 percent 
to 13.1 percent, using end-of-year amounts to determine costs, and 
reflecting the commitment cost of new debt for 1980 as r~presented 
by the Series Y bonds. 

The staff's report (submitted at the hearing) had assumed 
iss1.!ance of preferred stock rather than debt for the 1981 e:~terna 1 
fi~ancing, and, using average capital costs (beginning and end of year 
rather than year-end costs), had assumed an effective interest rate,of 
12 percent on the 1980 bond financing, and a decline to 11 percent 
for the debt issues planned for 1982 and 1983. It also had assumed 3 

tixed return on co~on 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 ret~rn and cost of capital witness, 
while amending the staff report to accept the 1980 financing of the 
Series Y bonds at the 13.1 percent cost, continued to assume an 
11 percent financing cost for 1982 and 1983 financing. 

Table D, which follows, is a comparison of applicant and 
staff ~ositions on rate of return: . 
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':'A~E D 

Rate O~ ?et~rn ~o~~arison 

A;o'Oliclmt St~~!'* 

Capit.o.l Cost. IIgt'd. Capital Cos!. ~~gt 'd. 
R.atio ~actor Cost ?3tio ~act.or Cost 

1981 
!.ong-ter:n debt 5L..l~~ ~ .... 2d1 1-; /:J 5.0L.% 50.0;; 8.8)·~~ 4.42!a 

?re!erred stoeioc I .... .... ) 6.50 .28 S.O S.03 .64 
:or.t:no:l. s t.ock 41.6 l'5.oo 6.2.4. .l!-&Q l3.20 5·;/ ... 

':'0 tal ::"00.0 11.56 100.0 10.60 

l18:2 

:o:1g-te::o:n c.e~t St..) 9.5L.. 5.1S 50.0 8.97 :..,.49 

P~!'erreo. 5t.ock 4.0 6.L.6 .26 8.0 8.79 .70 

~O:n:Tlon st.ock ~ 15.00 ~ ~ 1.3.20 ...2.:..& 

• :'0 tal 100.0 U.70 100.0 10.73 
198) 

:"ong-te:":1l debt 54.7 10.86 5.9J... 50.0 ~.)9 4..70 
Preferred stock 3.7 6.42 .24- S.O 8.79 .70 
:ommon :s!.ock 41.6 15.00 ~ ~ 1:3.20 ....2.:.2!: -

Total 100.0 12.4.2 lOO.O 10.94 

*Staff assumed constant capitalization r~tes thro~gnout 
the 3-year test period to allow step rates for fL~ancial 
att.:'it.ion, based on an average ~or the .3 years. 
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The principal ciiiference bct~'leen applican:: and the staff is 
the level of return to be allowed on common equity. However, there 
are also t~~o subordinate issues which preliminarily we must address: 
first) t"hetne:: preferred stock rather than debt financing sbould be 
i~?uted for tne planned 198L financing; and second, the projected 
cost 0: financing new capital in the test years. 

?referred Stock or Debt Financin~: As t'las noted previously, 
applicant is faced over the ne:~t several years with the necessity of 
obtaining substantial external fina~cing. Its ability to sell its 
bonds at co~?etitive interest rates will depend co ~ substantial 
dczree upon whether it will be able to retain the A-rating presently 
assigned it by the rating agencies. 

One of the imp~rtant yarcisticks~/co~monly used by these 
agencies to deter~ine the ratine to be assigned a company is the 
ratio 0: interest coverage a company is aole to maintain. Interest 
coverage is measured both before and after provision for ~axes. 

R.:::.cing agencies use the pre-tax interest cover.:lse figure. A?p1ic~nt's 

:inancial witness testified that Stanoard and Poor's looks for before
ta~ coverage of 2 1/2 to 3 times before assisning an A-rating. Over 
the 1974 to 1979 period applicant's pre-ta~ coverage declined from 
3.4 ti~es to 2.63 times. For the most recent lZ-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 19i5-1979 post-tax coverage was 2.11 tioes . 

.§.I 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 . 

...29-



• 

• 

• 

AW/ec 

Co~p~rable period averages reportec by staff for Class A California 
~ ... a ter utilities and rezionoll WOlter utilities w~re 2..61 .:l.nd 2.22, 

Q I 
r~s?ectively .,;:,,' 

Assu~in3 that: (1) as p1Olnned, applicant relies on debt 
financing thro~sh the test period for all financing; (2) as 
olnticipatec, it ~ust pay 13.1 percent for such debt financing; and 
(3) it were to be authorized the 15 percent rate of ret~rn on equity 
it as~s; ,ost-tax coverage is e~timateci at 2.29, 2.36,anci 2.09, 
respectively, for 1981, 1982, and 1983. 

On the other hand, staff observes that interest cover~£e 
can be i~proved in the short term other than by raising the retu~n 
on co~on equity as applicant as~s. Statf is concerned lest the 
Co~mission be put into a position where, in order to maintain 
Coll-Water's interest cove~age to protect the utility's bond rolting, 
it ~ight holve, to authorize rOltes of return on com."'!'l.on 'equity higber 
than those granted other water utilities. Staff argues that 
Cal-Water could revise its current e:~ternal financing plans and 
substitute ~referred stock for the $7 ~illion debt issue ~lanneci for . . 
1981. According to the stOltf such .:I. substitution ~yould 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 
~o. 91537, our most recent decision on Cal-Water. Staff is aware 
that the company disagrees strongly and while it does not as~ that 
the utility be required to make the substitution, for rate~king 

9/ However, ~ll the utilities compared are substantially 'smaller than 
Cal-Water. Of the California utilities, only 2 compare; of the 
regional utilities, only 4 co~pare. Five-year averages are: 

Southern California Water Co. 2.23 
San Jose Water Works 2.54 
Hackensack Water Co. 2.01 
Indianapolis Hater Co. 2.55 
Elizabethtown ~.;rater Co. 1. 92 
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purposes only it ~oes reco~~end thOlt ~.:e iopute issuance of preferred 
stock for the $7 ~illion involved in the 1981 external financing. 

n1C cO~l?.:lny stronsly disogrces. With some justification it 
contends that it would be grossly unfair to its stockholders for the 
Commission to constrain it to change its financing in mid-course. It 
?oints out that in the first t~~o decisions in this trilogy round of 
Cal-r,iater general rote cases, ,voe did not require or impute usc of 
?referred stocle over debt for the forthcoming 1981 financing altbough 
t~le financing rcqu~rcment:s were then known. Rates of return ,<{'ere set 
?redicated on usc of debt finoncing .:lnd the com?~ny is locked in until 
the nc:{tseneral rate round. It argues thot a 1981 $7 r::.illion issl.!c 
0: ?referred stoc~ would carry a $910,000 annual dividend requirement 
.:100 th.:l.t unli:<e its plonned debt financing, this would result in no 
ea~ deduction since preferred dividends are not tax deductible as is 
oonci interest. It points out that until such a dividend requirement 
could be buile into the rate structure ot all its 20 districts, 
co~on 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 ~cet forthcoming financing, thereby merely adding to the total 
~xternal financing the company would have to seek.!£! 

The staff accepts that under its approach the bond tax 
decuction 't.:oulcl be lost, but argues that ratepayers would fare sub
stantially better if preferred stock is issued rather than debt. It 
estimates toat the difference in gross costs between the 15 percent 

1Q./ The company depends upon the common shareholder reinvesting 
37 1/2 oercent of earnings in excess ot clividends. But cash 
dividenas now paid shareholders provide only an approximate 
9 1/2 percent r.eturn (based on the current $3.30 per share dividend 
on a market price of about $34.50 per share). To add a dividend 
requirement on preferred stock would reduce earnings, further 
depressing market value of the company's stock, already selling at 
a 23 percent discount of book value . 
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~etul~ requestec by the co~pany ~nd the 13.2 percent r~turn 
recommended by the stolfi would be about $814,000, assuming ~l1e were 
~o ~uthori=e the full incre~se requested. The comp~nyls response 
is that this is an oversimplification and isnores other 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 
small preferred offering as would be involved) and would 
include .:l requirement for a sinl~1ng fund. This \l1ould reGLtlt in a 
r:lu.::h shorter term for the issue, ma~dn8 it not .:l true !?er~nent 
equity, and one offering less protection to First Mortgage bondholders. 
~nis would ~~e t~e combination of interest and preferred dividend 
coverage requirements of considerable interest to investors, ~nd in 
this instance it appears that the combination, if financing is done 
through bonds or preferred stock at the same assur::ed interest or 

'dividend rate, would result in no difference. 
Tee utility also disputes staff's assertion that over the 

near term C~l-i-l~ter cannot continue to issue long-term debt without 
severely straining interest coverage. It argues that its present 
hi6h co~~on 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 
?resented testimony to the point that this is acceptable to =ating 
agencies and investors; a conclusion derived from discussions with 
S:anc.ard and Poor's and Dean Witter, Reynolds and Company. The former 
reportedly would find a 55 percent debt ratio reasonable for \-1ater 
utilities. The latter would be satisfied with a bond ratio between 
S5 to 60 percent of total capit~lization. In a corroboration of its 
view, the company compares its S-year average 41.77 percent common 
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eq~ity ratio with the 35.78 percent 5-year average reported for 
regional water utilities. 

On balance, after fuLL consideration of the cietailed and 
able presentations provided by both parties to this proceeding, 
i·;e co not conclude that a sufficient ccse hDS been roce to induce 
U~ to resort to the drastic device ot imputation to i~po~e upon the 
~~na3e~ent 0: this utility for rate~;~ing purposes t~e constr~ints 
0: a :~nancial ~rosram which ~~ncgement does not su~port, Q prog~am 

w~ich ~laces an uniair burden u~on its shareholders, an uncertain . . 
burccn u?on its customers, ancl does not solve the coverage proble~. 
':7hile ~.,e .3.J:c ~vcll aware of our responsibilities under tL':.c provisions 
of Section 516 et se4 of tne Public Utilities Code to assure that 
a reasonable, prucent, and su:ficient b~sis ot financial responsi
o:';'ity underpins a utility uncler our j ur1sciction, gencra.l.ly ~.,e 

believe that so long as it is not unreasonable, imprudent, or 
i:'l.su::ticient) the cieterminat::.on o~ i·mat is appropriate in the financial 
structurization of the utility is the pri~ry responsibility of its 
:tanagement. l::l.putation c.:::rrles -:.;1:h it a legal attribution of 

11/ censure.-- But this applicant has an excellent record of service 

III As precedent to impute a ca,ital structure staff relies on the 
recent Pacific Telephone rate casel DeciSion No. 90642 issued 
July 31, 1979 in Application No. S~223. In th~t case, among 
~ny other matters, PacifiC was concerned that its clebt issues 
had been do~~sraded by reco~nized rating agenCies over the ~ast 
several years; that its after-tax interest coverage had declined 
to ~vhere it was the lowest in the Bell system; and that its debt 
ratio had risen, resulting in its haVing the lowest co~mon equity 
ratio in the Bell System. Nonetheless, the co~pany currently was 
proposing several additional lons-term debt issues. The statt 
proposed, and ~.;e adopted, imputation of a common stock issue for 
one of the lons~term debt issues in this unusual circu=~tance. 
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and 3 reputation for responsibl~ ~na.semcnt behind it. Hhere, as 
here~ the applicant ~roposes to ~roportion its total capita.lization 
structure for the i::mediate future ~vithin peratncters ~'lhich on their 
face c~nnot be said to be unreasonabLe, iQprudent, or insutficient, 
ana ~"hich clearly have been ShO~offi not to be out ot line ~.;ith those 
:<A.:'nta;'nec oy co::.parable regional i'7atcr utilities> t're t'lill not 
i~tervene, .:::.bsent e~iscnt circumstances not ~resent here, to induce 
the utility by the dra.stic device of i~?utatlon to substitute staff's 
juclg::lcnt for its O~<l"n. Cert<linly interest coverage is it":?oreant, not 
only to ~he com~any, but also to the ratepayers; but as t~e compeny 
itsel: reco~ni~ez, the ulti~te r~sponsibility to ~1ntain its rating 
~ust ~est with ~nage~ent. While we will review the return on equity 
to see that interest coverage remains adequate and that common share
holcers are receiving an adequate return compared to the ~eturns 
required by bondholders, we will not, merely to protect a bond ratin3~ 
authorize rates of return disproportionate to those we would authorize 
:0 other com~arable utilities under si~ilar situations. Here ~~e will 
not i:n?l,lte. 

Cost of Financing New Caeital 1981-1983: In Decision 
~o. 91537 we acopted esti~tes of financing costs for debt issues 
~rojected for 1980, 1981, and 1982, applying our judgment to the best 

(Continued) 
This imputation, when related to the recommended rate of return, 
served to produce an improved after-tax interest coverage, 
::laintaineci the existing long-term debt ra tio, and ~vas in accord 
with Pacific's stated goal of decreasing its long-tero debt ratio. 
In determining the return on equity which we would approve, we 
'!'..:lde this unusual imputation, noting that despite belns a~.;are of 
the staff's recommendation and its own statements of its f~nancial 
structure goals, Pacific had still proceeded to Erivately place 
issues ot both long-term debt and preferred stoc.~. 
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infor:nation available l.::.te in 1979. At the time al)olic.unt b..J.d filed .. 
its 3p?licotion in that mattcr~ it projected bond £in~ncing to be 
ut 9 3/4 percent. But ther~.:t£::er the bond ~3rket together with the 
;ene::'.:1 1 cconooy d.eclined.. It bec.:1t:".e readily O,?parent that 9 3/4 

?ercent was unrealistic. Shortly after the coopany was able to 
oot.:lin a cor..::litr.'lent .:It 10.14 oercent for its Series :< bonds. The . " / 
stolfi then upci.~ tee. its esti!:la tc to 10 percent .,hl ~'ic ador.>tec. 10 l'ercent 
for a 1:' financing :?roj ected for 1980) 1981, and 1982) as ~ ... ell 3S for 
the iina1 ottrition allowance ocio~ted in Decision No. 91S3i. 

Un£ortunate1y in the intervening ~onths leading to the 
instant ~:?,l~c~tion) increasing inflation and mushroo~ine inter~st 
costs too~ a far sre.:tter turn chan ~nticipace~ by the earlier pro
jc:ticns. Lons-term bond ~rkets fell into a sto.te of disarray and 
bonci prices droppec as interest r~tes soaree. !~rlier this yc~r the 
best C~l-~~ter could apparently do was obtain 0. comoit~ent for its 
f~ll 1980 $6 million Series Y bonds at 13.1 ?ercent, a 31 ,ercent 
hioher cost for 1950 financing th~n that ?=ojected in DeCision ~o. 91537. 

!n the inst~nt applic~tion) C~l-~ate= bcsed its ori;ir.al 
=equest on the assu~ption that new financing for the 1980-1983 ,eriod 
could be co~p1eted at 12 percent; but a:ter obt~inins the 13.1 percent 
co~~itmen: on the Series Y bonds and a review of economic trencis, it 
revised its request, and assu~ed tin.:tncins costs for 1981-1983 at 
13.1 ?ercent. Howeve:, staff continues to ,roject 1981-1983 costs 
~t 11 percent, the staff financial witness :estifyin; that this 

!he staff's financial witness testified that its recommendation of 
the 10 percent cost of financing adopted for the three-year period 
in Decision !~o. 91537 was c.ere1y a coincidence; that it does not 
look at the last coupon rate 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 10 percent. 
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lnr;ely is in reli~nce u,on econometri:-bosecl forc:~z:s fro~ D3:: 
::-... esour.::cs, I~"l.cor~o::2tcci • .:;: Lc:d,n~:on, ~:as:::;.:icb.use;;::s, ccono:':'.ic . ..,.; . 

. ~..... !..,j. rcscarcn .l~~.--
He ;c,,;lly 3 P?reci.:: tc the cii:;fic1.tl tics 0: ?roj ecti:'''3 ::uture 

i:ltcrcs:: co~t$ in ::t-.esc times, but ':-:'c are 31so m.;~rc tholt neit:'lcr 

the co~pany no~ st.:l££ in their csti~tes for test ye~=s in r~te cases 
s~ncc 1976 have co~q1.~tcly ~ntici?atcd thc degree 0= inflation and 
interest incrcc.scs. Co l-\voter 'z octual return on ilvcr,::e COt'l.":lon 

eqUity £0;';' the 12 :nont~'ls enciing July 3l~ 1980 ~ ... as lO.t~3 ,crcent, .l 

21 perce:lt OCiO':07 the 13.2 perccnt re:urn last autnorizeci by 

13/ DC'!:': f.csourccs pursortecily forecast interest l~.:tes :01: the ?cried 
- be:· ... ·ccn 1980 O:lC L 83 as ronging bet~.;'ccn 10 .:nc 12 ;,crcent ~.;ith .: 

~edian :orccast ot 11 02rcent. St3t£ ado~ted this 11 ~ercent. 
This is, h Oo;'lC vcr , 3n ir.st.:ncc of ccono::lic' rC.:llity overbl~:'.in3 
eccno.-:ic 'Ol:ojcctlon in .:l pCj;,'ioc of r.:lt:'ic. .:lnci une:~occtccl 
dcterior.ltion ot the bond r:'..:l.r:~et.· • 
Otto Ec~,:stcin. HClrvarc econo~ics professor .:lnci president of Data 
Resources 1 ~.;'.:ts quoted in the W.:l11 Street Journnl 0: October 29 1 

1980 3S stating: 
l1You've got to 
realize that buying 
.:l bond is t.:lking 3 
g30b1e that the in
:lCltion r3te will 
i~?rOve, and that 
isn't a ga:!'.ble I 
~>1oulci t:l~\.e. I r 

The gr3ph 3t the 
right, taken froe 
the t-iall Street 
Journal OJ: 
December 9, 1980, 
de?icts bond yields 
for the latter part 
of 1980 . 
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this Commission in Decision No. 91537. Indeed, it w~s even lower than 
the 11.4 ccrccnt return found rC3son~blc ~s far back ~s 1975. If we , 

were to ~dopt st~tf's projection of future financing costs at 
12 percent for 1980, ~nd 11 percent for 1981 through 1983, and we 
~pprovcd the lesser ~mount rcco~~nendcd for fin~nciol ~ttrition by 
the st~ff~ the co~p~ny would be un~ble to recover more than th~t 
~mo~nt even if interest r~tes continue above the 11 percent level, 3S 

they show every indication of doing for that period. We will odopt /1 

ap~lic~nt"s p~ojcction of tin~ncing costs at 13.1 percent for 1931-
1983. 

The Leve 1 at Ro":l tc ot' Return to be Authorized: t.Ji tb the 
eprelimin.:Jry issues disposed ot) NC re.turn to 3 dctermin.:1tion of the 

level of return on common equity which we should authorize. In this 
proceeding ~pplic~nt and staff have supported their respective view
points with extensive presentations 3nd testimony. The com~any seeks 

e 

3 15 percent return on eo~~on equity. Authorization of tbis 15 percent 
would ~llow for an increase in the return on tot~l capitaliz~tion from 
10.43 percent 3S of July 31, L980, to a return of 11.56 percent, 
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,roc1.!cing (c~~e~ acljust~ent to ~cflect the fact th~e t~e 6 districts 
reflected in tbis c?plicat:on cover 44.8 ?erccnt of the total company 

rate base cs ot Dccember 31, 1979) ~ total co~?anywice return of 
10.95 percent. On the other hand, the staff's 13.2 percent recom~ 
~endation on COrn:lon equity would a.110~>1 only a 10.60 ?crcent 
(.:djustecl to 10.52 pe~cent company,.;ridc) return on rate basco Thc 
comp.:my argues that a 15 p~rcent return on cor.'lr.'l.on equity ~ ... ou1ci raise 

the co~bined i:lterest and preferreci dividene cover~3e :0 levels found 
:~asona'::>:"e in Dec ision No. 91537, ~.;herc.as 'stsf£' s reeot'!".rn.enceci 
:3.2 ?c=cen~ ~1701,,;.1.C: aet\,l.3.11y result in a slighCly lo\.,er combined 

cover3se. .\p?lic.:1nt contends tha.t: the upward thrust in interest ra tes 

~us: result in some enban~ement of earnings for co~n equity 
also. It points out that in Decision ~o. 91537 our 13.~ percen: 
~llo'Wance on common equity provided o.?pro:d~tC!ly 320 basis points 

over the 10 ,erccnt cost of long-ter~ debt at that time. Today tbe 

st~ff continues co rcco~end 13.2 percent, only 10 basis ?oints over 
the 13.1 percant interest cost for lons-ter~ debt (the cost of 
S~ries Y bonds). The company notes that based on historical ditfor
e~ces, a return on common allowance of at least 300 basis points over 
long-ter: interest rates would suggest a return on common ~llowancc 
:ociay in the 16 to 17 percent area. Nonetheless, the company asks for 
15 ?ercent, stating that it believes that level would provide a fair 
~nci reasonable return to the coomon shareholcer v1s-a-vis returns 
available in other forms of investment. Also, it notes, were it able 
to earn 15 percent on common stock, its co~on 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 belo'W book value). 

Tho deter~ination of a fair rate of return necessarily is 
an i-:nprecise art. It is aimed at attaining a viable balance bet .. -:een 
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:~e divergent interests of the utility's consumers and its investors. 
A :~ir r~te ot return depencs upon the facts of tne particular 
si tu.:l eion) and in the fina 1 rcc~"oning, co:nes down to .:In .;lppliC.:l tion 
0: infor~ed jud~~ent. Rates ~ust be deter~ined which ~rotect the 
short-ter~ interest of the consumer in obtaining the lowest possible 
charses) ~hilc cssuring ~.:lintcnonce of goocl service over the long 
~un. F.owever, these same rates ~ust elso produce enoush revenue to 
,ay ,roper and reasonoble operctin; expenses, eaintain creait, ottract 
c3?it~1, p~y reasonable cividencs, end provide reasonable additions 

1 \ bl ., 1 . ltl.. ., .. . 1 to su=;? us. ~ .... re:.sona y econor:u.ca .. y ne.:l .. y utJ._:;.,ty :.s ~ssentla . 
;c.is~ c3pitcl. I.mcouOtcc.lly ~.;ill be requi:-ed i::1 the f1.!ture, end risi< 
c:lpital is not only ti~ld, but it is :'Iobilc. Afte:: consicicration 0: 
all the cvlcence ana arsumcnts ?roduced by t~e ?artics to this 
proceeding, we conclude thet the co~pany's proposed 15 pcrcent return 
on equity woulci b~ too high, and that the staff's 13.2 percent would 
be too 10':17. For these ti=tes anc eireu::nstances , .. e h.:lve concluded that 
13.7 percent return on co~~on equity ~~ould be just and reasonable for 
:his uti1~ty. As shown in Table E, a 13.i percent return on co~mon 
stoc~ should ?rocucc an overall return on capitalization for 1981, 
1982, and 1983, respectively, of 10.89 percent, 11.08 percent, and 
11.50 ~crcent, and co~mensuratc a~tcr tax interest covc=ase of 2.21, 
2.1i, .:lnci 2.08 . 
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TABLE Z 

C.:ll-I,].3 ter Service Conm.:lnv - Adopted Ru te of Return 

Comnoncnt 
Average Ye~r 1981 

Long-Terr:t Debt 
Preferred Stock 
Common Equity 

Total 
Average Year 1982 

Long-Term Debt 
Preferred Stocl~ 
Corrt.":1on Equity 

• Toccl 
Average Yccr 1983 

Long-Term Debt: 

Preferred Stod~ 
Common Equity 

Tot.:11 

Assumptions: 

54. 27~ 
4.2 

41.6 
100.0 

::;4.2 

4.2 
41.6 

100.0 

4·.2 
t~l. 6 

100.0 

Cost 
Factor 

9.07% 
6.50 

13.70 

9.43 
6.48 

13.70 

10'.20 

6.44 

13.70 

W;;t ' d. 
Cost 

4.92% 
.27 

5.70 
10.89 

5.11 
.27 

S.70 
11.08 

5.53 
.27 

5.70 
11.50 

After T.:1X 
Interest 
Coverage 

2.21 

2.17 

2.08 

(1) To al10~ undistorted step rates .:lnc provide for financial 
ilttrition. we .:lssumcd il const.:lut cil~itilliziltion ratio for the 
3-year pe~iod; computinz it as the ~veraee of eilch year's aver.:lze. 

• 

(2) Avcr.:lgc beginning .:lnd ycur-cnc cilpita1 costs were used. 
(3) Fin.:lncinz through lon3-te=m debt .:It 13.1% in the 1981-1983 period. 
(4) Return on corr.mon equity ~.;o.s held constnrlt at 13.7% . 
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'III 

.:~ut~orizec. :.evenue Incr2ases: Table '1, our acio?ccci 
SU:':1."':l.:ry of E.:lrnin;s, follo~.,s. I: :eflects our resolution of :h~ 

issues ,ert.:linin6 to o~er3:in3 ~evcnues one e~p~nscs, including 
the i~p3ct 0: extern.:ll financin3 through use ot lon£-t~ro ccoc 
at 13.1 ~ercent, and sets forth operating revenues which would be 
?=ovided at present ~ates and those which will be r~quireci to 
?rocucc the 13.i percent r~te o~ return on common e~uity we arc 
=ut~orizir.s for the test years . 
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TABLZ F 
C~l~Wate~ S~rvice Co. w B=kersfield Distric: 

Adooteci Su~~~rv of Earnin¢-s 
tDo~~ars in Inousanos) 

Test Ye~r 1981 

.:"t Present R.:I tes 
Operating Revenues 
Ooer~tins Exoenses 

S1.!ototal 
Uncollectib1es 
Local Franchise Tax 
Income l'~:-:es Before ITC 
Investment Tax Crecit 
~ot~l Operating Expenses 

~et O?e~ating Revenue 
Rate Base 
l' .. ~ tc of Return 

At Rate Levels Adocted 
O,erating Revenues 
O~er3tin~ Exocnscs 

Subtotal 
Uncol.lectibles 
Local Franchise Tax 
Income Taxes Before ITe 
Invest~ent T~x Credit 

Total Operating Expenses 
Net Operating Revenue 
Rate Base 
Rate of Return 

(Red Figure) 

-41-

$ 

$ 

7,701.0 

6,589.5 
39.0 

107.7 
(152.2) 
~194.5) 

6,389.4 
1,311.6 

19,765.5 
6.641 .. 

9,456.0 

6,589.5 
47.S 

132.3 
728.8 
~194.6) 

7,303.0 
2,152.2 

19,765.5 
10.89% 

. ' 

Test Year 1982 

$ 7,866.7 

6,969.5 
39.8 

110.1 
(3()7.8) 
~210.6) 

6, 601. 0 
1,265.7 

20,6.52.6 
6. 13~'o 

$ 9,999.6 

6,969.5 
50.6 

139.9 
761.3 

~210.6) 
7 , ito. 7 
2,288.9 

20,652.6 
11.08% 



• 

• 

• 

A.59660 AUto: 

Contr=stins the operating revenues s~t fort~ in Table :, 
it is .:l?parent thst the r.;ltes of return which 'ivc arc authorizing 
will ,roduce addi~ional gross revenues of $1,755,000 in 1981, an 
incre~se of 22.8 percent over the revenues which the e:'istlng rates 
would prod~ce. In 1982 an additional $340,100 will be produced, an 
increase of 3.5 percent. These authorized increases will provide for 
costs derived fro~ the April 29, 1980 PC&: increase. In confor~1ty 

'~.;':':h ou.r previously stated preference that districts ot Clcss A 

water u:ilities not file general rate applications more frequently 
t~an once eac~ three years, a third set at rates in the form of a 
stC? incre.:se will be authorized for 1983 to allow for attrition, 
both operatlonal and financial, after 1982. Following ~ethodolo8Y 
used in our ~ost recent decisions in Similar applications (DeCisions 
~os. 92244 and 91537 in Cal-Water Liver~ore and Southern Cal-Water 
Netro?olitan, respectively), the ot'er3tions component, as inci.ic.:::ted 
by the ciecline in the rste of ret~rn at present r~tes frorr. 6.64 percent 
in 1981 to 6.13 percent in 1982 (See Table F) is 0.51 percent. Tae 
financial cooponcnt is represented by the difference of 0.42 percentage 
points between the rates of return we adopted (Sec Table Z) for 1982 
and 1983, respectively, 11.08 percent and 11.50 ?ercent. To offset 
this co~ined 0.93 percent (0.51 percent + 0.42 percent) operational 
and financial attrition we will authorize 3 1983 step rate increase 
of $401.100 )!:./ . 

On or after November 15 in the years 1981 and 1982, applicant 
will be authorized to file 3dvice letters (with appropriate work papers) 
to justify i:p1ementation of the step rate increases herein postulated 
for each of these years. These supplemental filings will permit review 

!i:..! Using the foroula: Rate Base x R3te of Combined Attrition x Net 
to Gross Xu1tiplier w Ste~ Increase, we find: 
20,652,000 x 0.93 percent x 2.0883 - $401,000. 

-42-



• A.S9660 ALJ / e c * / j n * 

• 

• 

of ~chicvcd rates of return before cnch step rate increase is 

,::lUthorizcd. 

Table F and Appendix C will provide a basis for review of 
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 purch~sed power r~tc uti1ixed is the composite PG&E 
r.:lee of 6.718 cents per kWh which bec.:lme effective April 29, 1980. 
The composite effect of the assumed rates for purchoscd ~.;rQtCl' .:lnd 
power .:lnci grounch"atcr extro'lction ch.:lrge is <:In l'lvcraee cost of 
$0.1588 and $0.1584 per Ccf of water sold during 1981 and 1982. 
The B.:lkcrslicld District effective .:ld volorem t<JX r<lte is 0.995 
percent of estimated bcginning-of-ye.:lr net pl<Jnt plus materials and 
supplies. The corresponding rate fo~ prorated general office ad 
v310rem taxes is 1.109 percent of beginning-of-year net plant plus 
~~tcri~ls Dnd supplies. The local franchise tax rate is the 1979 
~ate of 1.399 percent of gross revenues. The income t.:lX r3tes arc 
the current 9.6 percent state ~nd 46 percent (with intcrmedi~tc steps) 
feder<ll rates. 

R.:Ite Desi~n 
After determin.:ltion of tot.:ll revenue requirements, the next 

step is to provide an equit.:lblc distribution of these incrcases ~mong 
the com~oncntz in tbe r.:l,te schedules . . 

Applic.:lnt would hold litelinc rates constant until such 
time .:1S the tot.::l revenues in the district ~ince J,:lnuary 1, 1976 have 
been increased 25 percent, and then would incr6ase lifeline rates by 
the S.:l~C percentage DS total revenucs ore increased. Applic<lnC also 
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would change the structure ot the scneral ~etered service in this 
di.strict from Q. 2-bloc;c q1.l.:lntity structure (0-5 Ccf) end over 5 Ccf) 
to a 3-block quantity structure (0-3 Ccf, 4 to 300 Ccf, and over 
300 Ccf). A?~lic~nt ~lso proposes to increase residenti~l flat rates 
?ercentase~dse equal to the ovcr:lll percentage rever'.ue. increase 
requested in its application. Further, applicent would ~~ke increases 
in the ~onthly service charges in the gener~l ~etercd schedule (e:~cept 

for t~1c basic 5/8 :.: 3/4-it".ch r:'.eter chorge) of t~'lice t~-:e overall 
?crcent:lge revenue increase approveci. 

The stafE, ~ .... liile .:ICCC?tinS :lO~t. of .:lpplic~nt' s ~roposed 
ll~el~~e ~ro~osals, one the ~ronosed ~stablish~ent 0= a 3 Ccf block 

.. to • .. 

in the general :lctered schedule ~ ~..;oulci .::.lso retait1 the present monthly 
service char,r;c for the basic 5/8 :< 3/4-inc11 meter until ttle tot.:l 
district revenues have increased 2S percent, and t~en after rcachinz 
tha t point, ~.:oulc. spread the aut!.1orized increases equ.:: 11y to service 
charses one quantity charges. ~1e st:ff also opposes the c:e~tion 
of 3 3rd bloc~ in the general ~etcrcc. schedule, prefzr=ing rztention 
of .:: 2-block structure with the 1st block reduc~d to 3 Ccf. S ..... f~ ........ 
~']ould hole. the service charge increases to the some perccntage increase 
~~~licablc to the quantitv ratcs. Staff ar~ues that tharc is increa$cc 

.... ., Q 

incentive to thc custooer to conscr,,·c only if ~..;e ~~ce? the service 
charse lo~.,., .::nd eet the required revenue from the com .. nod1ty ch.::.rse) 
contendins thet the coopany's proposal gives little incentive to save 
~~·~ter because ouc;" of the customer's bill would be predetermined, 
~ ... hether he saves water or not, by a cOr.lparativcly high service charge. 
On the other hand, as applicant pointed out during the hearing leading 
to Decision ~o. 91537 (on applicant's Livermore District), its proposeci 
service charge rates fo110, ... cost of service studies mace pursuant to 
procedures set forth in Commission Standard Practice U-20. A ' . 
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s~bstantial p~rt of ap?lic~nt's revenue incre~ses in recent ye~rs 
i~~S authorized through :3dvicC letter offsets. In these only 
co~odi:y r~tes were increased, leaving service charges to produce 
.In ever-cecre;;.sing pro~ot·tion of tot.31 revenues. 

tfuile applicant disa;rces with st~ff's rate design 
reco~enclations it nonetheless ~kes it clc~r that so long as tnc 
:,~~ui:,eci :,cvenue is ;?roduced, it ~ ... o~ld not obj ect to acioption of 
sta ~f' 5 ::ecor.::-:encations. ~fuile there is mcrit to both p",rties' 
~roposals, wc belicve that staff's proposals, particularly wit~ 
rC3.:lrci to retention 0: the 2-block scneral ~2tered structure, are 
t~,ose :::os: li:~ely to promote conservation. Accordin31y, t~'ley ~vill 

be .adopted. 
Ao"enc.:t:, A to this decision sets forth the rate structure .. 

a~?roved to be r...:lde ef:ective for the year 1981. A?pencii:: B cont.:lins 
the step increases in rates authorized for future ye;;.rs. In tbat 
~3tCS a=e al~os: certain to be revised throush ~clvice l~ttcr of:sets 

in :he period ahe~d) ~~ 15 90ubcful cnac schedul~s tar Lga~ a~~ L9S3 
?rcaieateci upon rates to oe authorized for 1981 would be tbe co~~eet 

r~tes ct :hc ti~e the step rate filing is to be ~de. TI1e:efore, 
the inc:eases contained in Appendix S can be added to tne rates that 

".;oule oehe't'\-1ise be effective on the date the step increase is to go 
into effect in order to develop the appropriate rates for filing. 

Other Issues 
Elimination of Private Fire Protect1on Rates: Following 

the January 23, 19i9 hearing in Marysville during which the local 
fire chief reco~cnded elimination of private sprinkler protection 

-45 .. 



• 

• 

• 

A.S9660 AW/ec 

riltes 3S 3 ~.;ay to spur sprintder installations ,1:2./ by Ordering 
?ar~gra?h No.4 in Decision No. 90491 dated July 3, 1979 in 
Application No. 58094, we directed applicant to prepare a study into 
~he equi~y ana advisability of such a step. 

Applicant complied with th~s directive, submitting a short 
but to the point study, Exhibit 5 in the instant proceeding. 
Th'!rein applicant noted that ~l1hile there is some public benefit to 
be cerived frot:!. private systems) the principill beneficiaries ';voulcl 
be the owners or lessees of the specific private structures protected. 
They would obtain free service. 

But soce one :nust pick up the cost, sm.:l11 as it ~y be 
(depenciing on size and ownership the charge varies £ro~ $1.17 to 
53.00 pCI' month per inch of diaceter of service). Although if passed 
on to the gencr31 service customer, the addit~onal ch~rsc would be 
small, ranging from 3 cents to 33 cents per month per customer; 
depenclins upon the nature (residential or industrial) of the service 
t'!rritory involved, equity does not justify general custocers 
subsidizing private enterprise. Furthermore, current sprinkler 
water $crvice charges are insignificant compared to the other con~ 
siderations which deter:nine the economic feasibility Ot inst~lling 
sprinkler syste~s, namely inst~llstion costs and significant 
. • 1. 6! 
~nsur~nce savln8s.~ 

12/ 

l§/ 

Interestingly, ~~rysville had no ordinance or building code regula
tions requiring fire sprinkler systems. It 3?pearS to us that a 
~ore ap?ropriate and effective way to induce installations than by 
giving free fire sprinider ~ ... ater service would be to adopt the 
Uniforc Building Code and/or the Uni:or~ Fire Code (which in 
appropriate circumstances would require such installations. 
Net savings resulting from typical situation install~t10ns require 
froQ S.l to 13.2 years for the cumulative savings to ?~y for the 
investment, according to the study. Elioination 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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• 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 for private fire protection service. 

~.Jc conclude th.:lt it is cquit.:lble th~t priv~te fire protection 

custo~crs sho~ld continue to p~y the prescnt r~tes. 
W~re .:lod Price Standm:ds: By Resolution No. H-4 70l~ cl~ ted 

J.:lnu.:lry 30, 1979) the Commission ordered ~ll utilities requesting 
gencrcl ratc increases to submit cn exhibit to ~ccompQny their 
.::pplic.:l tions to show ~vbetbcr the requested increase complies with 
the vo1unt.:lry I:lClgC .:1no Ploicc St,::md~rds issued b>' the fcdcr.:ll W.:lgc .:lnd 
?rice St.::bility Co~tncil. .\pplic,:)nt complied .:1no its Exhibit No. 6 
in this procccciing shows thut (1) wage incrcoscs zranted by appliC.:lnt 
end (2) the ~cquestcd rotc incrcClscs, together with step increases in 
other Jistricts, erc witbin the cstoblished guidelines. Howevcr, in 

• .:lddition to ~~r-'rov.:1l of a t~1jj or portion of the incre.:lses requested by 
the cor.1p,lnY in it~~ .:lppU.cDtion, ot the recommendation of stoff \';C are 
providing in our .:1doptcd r.:ltcs for the .:lddition.:ll costs of purch.:lscd 
power .:lrlO \'Jater dcriv<.!J [rom the very signific.:lnt April 29) 1980 PG&E 
energy incrcos<.!. This poss-through of specific costs accords with 
Com~ission policy) .:Ind \.:bilc it m.:ly serve to pl':)ce cpplicant 
tccbnicolly out of complioncc with the zcner.:ll price declaration 
standards of the Council, not to cpprovc the excertion would result 
in gross inequity one could unrc.:lsonably .:lnd detrimentally handicap 
the utility in its critic.:ll forthcoming refinancing of large volumes 

• 

of long-term debt. 
Effective D.:Itc of Order: The rates of return found rcason.:lble 

in this m.:ltter ~-lere deterraincd .:lnd bQsed upon the effect of the rate 
increcse for full y~or 1981. ~nythin~ else will only serve to distort 
results. Accordingly, in tho:: t tbe 011'1y .:1ctivc [,:Jrtieip:Jnts to the 
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proceeding arc ~prlicont ond the Co~nission stoff, the resulting 
order should be effective on the dote of signoturc. 
Findin;:s of Foct 

1. Applicant's service territory is efficiently served with 
sotis£~ctory results, ~nd the water quality is s3Cisfactory. 

2. A~pl~c~nc's conscrv~tion pro~ram is losing momentum ~nd 

should be rcinvif,ora t:cu. lio~vevcr) its pump effic ieney program meets 
or exceeds stondords. 

3. Applicant requires o0dition31 revenues, but the rates it 

proposes would produce ~n unjustified rnte of return. 
4. To ovoid.~ duplicity of effort we should provide in the 

r.:ltes ~ve 03dopt heJ."cin for t~1e o.ciciitioli.31 purchoscci power nnd woter 
costs derived from tbe April 29, 1980 PG&E inct'eosc. 

5. Staff's projections of anticip.::ted W.:lter consumption, closs 
~ by class, insofor .::s they uiffcr from those of o.pp1icant, are more 

rc~son~ble than ~pplicant's. Accordingly, scoff's estimates of 
oper~eins revenues ~nd expenses at present and proposed rates, DS 

derived from these projections, should be adoptcd over those of 
..:lpplic..:lnt. 

6. St.:lff's .::ldjustmcnts, other than computer, to estimated rate 
base, totaling $152,700 for 1981 and $163,000 for ~982 less than 
applicant's estimates, are reasonable and should be adopted. 
Applicant reluctantly concurred. 

7. Applicant's proros.::ll to complete phase III of SCADA in 
1982 is reasonoblc, nnd the $150,000 budgeted for the project by 
applicunt should be accepted. 

8. The adopted cstin~tcs of opct'.:ltine revenues, operating 
expenses, and rate bose [or the test ~cJrs 1981 ~nd 1982, and a 
decline of 0.51 percent in rotc of return into 1983 ~s a consequence 
of operational ottrieion at the outhorized r~tQ level re~son~b1y 
indicates tbe results of applic .. mt' s oper~tions in thc immcdiate 

~ future. 
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9. At this point in time applic~nt's c~pit~lization structure 
~nd general financial circ~nstances do not preclude reliance upon 
long-term financing through the test period for all financing 
anticipated herein. 

10. Applicant's estirnntc of 13.1 percent as the anticipated cost 
of such debt fin.:lncing is reasonable. .;" 

11. Rates of return at 10.89, 11.08, and 11.50 percent, 
respectively, on ~prlic~nt's rote b~se for 1981, 1982, and 1983 orc 
::c~son.:1blc. The related r0tUl:":1 on common eqLtity eccb. yeo.r is 
13.7 rercent. This will require an increase of $1,755,000, or 
22.8 percent in annual revenues for 1981, a further increase of 
$340,100, or 3.5 percent in 1982, ond a further increase of $401,100, 
or 4.0 percent in 1983 . 

12. The adopted rate dcsi~n is reasonable. 
13. The increases in rntcs 3nd ch.:lrzes authoriy.ed herein .:lrc 

just1ticd; the rates and ch~rscs authorized herein arc reasonable; 
and the present r~tcs and char~cs, insofar as they differ from those 
prescribed herein, arc for the future unjust ~nd unreasonab~c. 

14. The furtb~l' incrl.!.:1 SI.!S authorized in AppendiX B should be 
.:lp?ropri~tely ~odified in the event the rate of return on r~te base, 
~cljusted to reflect th~ rates then in effect and nor~l ratcrn.:lking 
adjustments for the 12 months ended September 30, 1981 ~ncl/or 
September 30, 1982, exceeds the lower of (3) the rate ot return found 
reasonublc by the Commission ror applicant during the corresponding 
period in the most recent ratc decision or (b) 10.89 percent for 1981, 
Qnd 11.08 percent for 1982. 

15. Applicant's private fire protection service rates do not act 
as ~ deterrent to the installation of tire sprinkler systems in 
private buildings, and it would be neither equit~b1c or reasonable to 
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eliminate all private fire protection service rates with the resulting 
transfer in costs to applicant's general service customers. 
Conclusions of Law 

1. 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 tha t : 

1. After the effective date of this order, applicant, 
California Water Service Company, is authorized to file for its 
Bakersfield District the revised rate schedules attached to this 
order 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 
~pply to service rendered on ~nd after the effective date hereof. 

2. On or after November 15, 1981 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 cnded September 30, 1981, exceeds the lower of (a) the 
rate of return found reasonable by the Commission for applicant during 
the corresponding period in the then ~ost recent rate decision, or 
(b) 10.89 percent. Such filing shall. comply with General Order I' 
No. 96-A. The requested step rates sh~ll 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 
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thirty days ~fter the Eiling or the step r~tc, whichever is later. 
The revised schedule sholl ~pply only to service rendered on and 
after the effective date thercqf. 

3. On or after November 15, 1982 ~pplic~nt is ~uthorizcd to 
file on ~dvice letter, with appropriate work papers, requesting the 

step r~te increases attached to this order as Appendix B or to file 
~ lesser increase which includes ~ uniform cents per hundred cubic 
feet of water adjustment £rOi-:1 AppendiX B in the event that the 
Bakersfield District ratc of return on rate base, adjust~d to reflect 
the ra tes tben in effect and l1orm,11 r.1 temaking adj ustments for the 
t't.)'elve months ended September 30. 1982, exceeds the lower of (.:1) the 
rate of return found reason~ble by the Comnission tor ~pplicant 

e eluring the corresponding rcriod in the tben most recent rotc decision, 
or (0) 11.08 !,ercent. Such filing shall comply witl1 Gcner.:ll Order I 
No. 96-A. The requested step r~tes sball be reviewed and approved by 

e 

the Corn.-nissiol.1 prior to bCCO:11il.1(3 effective. The e.J:fect:ivc date 0= 

the revised SChedule shall be no c.:lrlicr th~n J~nuary 1, 1983, or 
thirty d~ys ~fter the filinz of the step r~tes, whichever 1s l~ter. 

-)1-



A.S5660 ALJ/cc 

The revised schedule shall apply only to service rendered on ~nd 
after the effective date thereof. 

The effective d~tc of this order is the.d~tc hereof. 
Da ted JAN 21 l~l , Q t S:Jn Francisco) Co. lifornia. 

cODlDissioners 
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APP~l'DIX A 
Page 1. of 2 

SCHEDULE NO. :s.:':-1 

Bakerl'l:'ield Tar:'.!':' A!'''! . .., 

G~RAL METERED SEWICE 

AP!ltICABlz..:l'Y' 

A~pl~cacle ~o ~ll metered ~ater serv~ce. 

'::'~RlTORY 

Service Charge: 

For 
Fo!" 
For 
For 
For 
For 
For 

5/8 x 3/4-inch meter 
3/4 -ine~ :::.ete:-

1-1neb :n~te:
l~-ineh meter 
2-ineh meter 
3-ioeo 
4-inch 
6-1nch 
8 .. ind. 

::eter 
meter 
:neter 
meter 

" " " " " " " " " " " .. " ............ " " " " ........ " ... 
" " " .................. " . " ............. " . " .. 
" " • " • " ... " " .. " " .... " .. " " ........ " " " III " " .. 

.. " ...... " .. " " " " .... " " ...... " .... " " ...... " " .. " 

" .... " " " .. " " " ...... " .. " " ...... " " ...... " " .... " 
it .............................. " .. " .. " .... " .......... .. 

............ " .. " ...... " .. " " .............. " ......... .. 

.......... flo .... " ........................... " ......... .. 

.... " .......... " .... " .. " ............................ . 
For 
For 
For 10 .. inch meter .. " ....................... ,., ... . 

~uantity Rates: 

For the first 300 cu.ft., ~er 100 cu.ft. 
For allover 300 cu.ft., per 100 cu.ft. 

. . " " " . " .... " " .. " " 
,., , ..... " ..... . 

The Service Charge is e resdlness-to-serve ch~rge 
~hich is e~plieable to all metered service and to 
which is to be added the ~onthly charge eom~uted 
at the Quantity Rates. 

$ 

$ 

Per Meter 
Per MOnth 

3·50 
4.40 
0.00 
8.00 

11.00 
20.00 
27.00 
45.00 
67.00 
83.00 

.219 

.286 
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Al?P~DIX A 
P~ge 2 o~ 2 

SCHEnUTwE NO. BK-2R 

BaKersfiel~ Tariff Area 
RESIDENTIAL ~ ~ SERVICE 

Applicable to all flat rate r~sidential ~ater se~'ice. 

TEBRI':'CR'[ 

3akers~ield and vicinity, Kern County. 

RATES -

For a single-family residential unit, 
includ1n~ premi3es having the following 
are~~: 

0,000 sQ. ft. or less ..................... . 
6,001 to 10,000 sq. ~~ . ................... . 

10,001 to 16,000 s~. ~t •.••••.•••••••.••.... 
16,001 to 25,000 sq. tt ••••••••••.••••••••.. 

For each additional single-faoily residential 
unit on the s~me pre~1ses ~n~ ~erve~ f~m the 
same service connection •••••.••••••••..•••••••••• 

SPECIAL CONDITImrS: 

Per Service Connection 
Per Month 

$12.90 
14.35 
12..:'5 
23·95 

1. The above flat rates apply to 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 oasis. 

3. ~or service covered by the above claSsifications, if the utility 
or the customer so elects, a meter shalloe installed and service provided 
under Sche~ule No. BK-l, General Metered Service. 
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APp~mIX :s 

Each of th~ follo~ing inc~esse~ in ~teo ~y be put into et~ect on the 
indic~tee date oy filing a r~te schedule ~hich adds the a?pro~riate 1ncre~se 
to the rete which would otherwise be in e!!eot on thnt date. 

Effective Dntes 
1,. L·b? 1-1.-8~ 

Se!""fice Chllrs:e 

For 5/8 x 3!4-inch meter +0.10 
FOr 3/4-inch mete:" 0.20 
For J..-inch meter 0.20 
For l~-inch meter 0·30 
For Z-inc:, ::eter 0.50 
For 3-inch meter 1.00 
For 4-inch meter 1.00 
For o-ir..ch m.eter ~.OO 
For S-inch mete:, 3·00 
Fo:' to-inch m.eter 3.00 

Quantity Ra.tes: 
FOr first 300 cu.ft., ~er 100 cu. :'t. 
For allover 300 cu.!t., per 100 cu.ft. 

Flat Ratec: 
6,000 sq. ft. O~ le~~ 
6,001 to 10,000 sq. tt. 

10,001 to 16,000 sq. ft. 
16,001 to 25,000 sq. ft. 

Additional Single-Family Residential 
unit on the same premises ~nd serv~d 
from the same service connection 

0.45 
0.50 
0.65 
0.85 

0.30 

+0.l5 
0.20 
0.25 
0.40 
0.50 
1..00 
1.00 
2.00 
3.00 
3·00 

0.011 
<i.012 

0·55 
o.Go 
0.75 
1.00 

0.35 
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ADOPTED QUANTITIES 

Comp.:my: 
District: 

C~liforni~ Water Service Co. 
B~kcrsfield 

1. W~ter Production: 
Wells: 

Purch~sed water: 

") Electric POwer: .. 
Kwhr: 
Cost: 

1981 
Ccf(lOOO) 

23,206.7 
18,197.3 

5,009.4 

l:..:.lli kwh r per 
28,579,500 
$1,920,000 

Ccf 

Cost per kwh::: $ .06718 

3. Pur.ch~sed W.:Iter: 
Cost: $635,000 
SlAP: $ 25.00 

. Ground Water Extr • ChJrgc: .. . - Cost: $835,500 
SlAP: $ 20.00 

5. Ad Vtllorem T.:lxec: $254,700 
T.!IX R.:Ite: 0.995% 

6. Net-to-Crose ~ultiplier: 2.0883 

7. Loc~l Franchise TtlX R~te: 1.399~ 

S. Uncollectible R~tc: 0.506% 

9. Metered W~ter SJles Used to Dcsisn R~tcs: 

Block 1 
Block 2 

Range-Ccf 

0-3 
3 

Tot~l Usage 

1982 
Cd (1000) 

23,698.9 
18,689.5 

5,009.4 

Supplier: PGE DJtc: 4-29-80 
29,135,600 
$1,960,700 
$ .06718 

$635,000 
$ 25.00 

$858,100 
S 20.00 

$283,600 
0.995% 

Usage - Ccf 
~ 1982 

350,990 
7,321,710 

7,672,700 

361,407 
7,510,193 

7,871,600 
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10. Numb~r of S~rviccs: 

Commcrci.:ll - Metered 
Commerci.:ll - Fl.:lt R.:lte 
Industri.,l 
Public Au thod ty 
Other 

Sl.lbtot.:l1 

Priv.:lte Fire Protection 
Public Firt: Protection 

Tot.:l1 

\~.:lter Loss 8% 
Tot.:l1 W.:ltcr Pronuccd 

• 

• 

A?PE:-'''OIX C 
Pne;e :2 of' 3 

No. of Services 
1981 1982 -. '.-

10,091 10,391 
35,772 36,436 

59 . 59 
317 320 

46 50 

46,:!85 47,256 

323 347 
48 52 

46,656 47,655 

Usa~c - Ccf AV2·Use~e-Ccf/~r. 
1981 1982 1981 1982 

5,972.9 6,150.4 591.9 591.9 
13,677.5 13,931.4 382.4 382.4 

359.0 359.0 6,085.0 6,085.0 
1,228.1 1,239.7 3,874.2 3,874.2 

112.7 122.5 2,450.0 2,450.0 --
, 

21,350.2 21,803.0 

1,856.5 1,895.9 
23,206.7 23,698.9 
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INCOME T~X CALCULATIONS 

Operating Revenues 

0&."1 Expenses 
Taxes Other th~n Income 
Tr~n$p. Depr. Adj. 
c.O. DC?,. Adj. 
SOC. Sec. T~xes C.lpita1izcd 
In:ercst 

Tot.l1 Deduction 

St~te T~x Depreci~tion 

Net TJxab1e Income 
St~te Corp. Franch. T~x @ 9.6% 

Feder~l T~x Depreciation 
St.lte Income T.lX 
Pref~rrcd Stock Oiv. CrQdit 
N~t T~x~blc Income 

Fedcr.ll Income T.lX 
Less: GrJd. Tax Adj. 

Adj. Invol. Conversion 
Investment T~x Credit 

Tot.ll Fcder~l Income T~x 

1931 1982 
~ous.lnds of Doll~rs) 

$9,456.0 $9.999.6 

5,719.0 6,001.8 
325.7 361.9 

- 34.4 - 39.4 
- 9.6 9.8 

15.9 17.4 
980.2 1,063.8 

6,996.8 7,395.7 

1,051.3 1,135.3 
1,407.9 l,469.9 

135.2 141.1 

1,017.7 1,098.9 
l35.2 141.0 

5.9 5.9 
1,300.4 1,359.3 

598.2 625.0 
2.4 2.4 
2.2 2.l 

-194.6 -210.6 
399.0 410.2 


