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OPINION -------
Statement of Facts 

California Water Serv:1ce Company (Cal-Water), a California 
eorporation~ with gross operating revenues in 1979 of approximately 

$54~OOO,OOO, is owned by 7,700 shareholders. It has $23l,000,000 
invested in utility plant (including plant w:d er construction) .. 
Employing 495 persons statewide, it is engaged in the business of 
supplying and distributing water for domestic and industrial purposes 
to 305,000 customers in cOlllDND.ities wi'thin the State of California. 

Operating through 20 local districts, cal-Water m.aintain.~ 
its principal place of business in the city of San Jose. From there 
it provides centralized billing, accounting, engineering" and water 
quality control functions to its respective local districts. A 
central meter repair facility is located in the city of Stockton .. 
Cal-Water's operating districts are not integrated one with another; 
and except for allocation o~ general office common expenses and rate 
base to the respective districts, the revenues and expenses of each' 
district are not affected by operations in the other districts.. For 
rat~ing purposes, therefore, each district is considered a 
separate entity, and it is the responsibility of this Camnission to 
fix reasonable rates to be applicable to each district (Section 728 
of the Public Utilities Code).. Rates are reasonable when they 
provid.e sufficient revenues to cover the total costs (such as operating 
expenses, d.eprecia tion charges, t:axes, and return on inves trDent) 
properly incurred in furnishing the required service. 

Asserting a necessity to offset increases in its operating 
expenses, rate base" and cost of money, on May 16, 1980, cal-Water 
filed. separate applications for six of 10 districts, including the 

instant application for the Stockton District, seeking authority 'to 
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increase its rates. In order to minimize the adverse effects of 
anticipated operational and financial attrition upon the company, 
Cal-Water proposed annual step increases CNer the next three years, 
In the Stockton District these step increases would increase annual 
gross revenues over those in effect at the ttme this application was 
filed by $699,800 (8.2 percent) in 1981, and by an additioaal amount 
of $196,400 (2.1 percent) ~ 1982, and $210,800 (2.2 percent) in 1983, 

Pursuant to provisions of the Commission' s Regulatory Lag 
Plan (adopted by Commission Resolution No. M ... 4703 dated April 24, 
1979) and following bill insert notices mailed to each utility 
customer in the district, an info:mal public meeting was conducted by 

our staff in'Stockton on July 9, 1980. About thirty-five customers 
a.ttended. Statements protesting the proposed increases were made 

by a county supervisor, a city counCilman, a member of the local water 
district board, and several individuals. 

On July 15, 1980 the San Joaquin County Board of Supervisors 
adopted a resolution expressing concern over the economic tmpact of 
the requested rate increases and stating its opposition to increased 
rates until a public bearing could be held in Stockton to allow all 
affected users opportunity to express their views.. On July 14, 1980 
the City Co\tO.cil of Stockton authorized the mayor to write in 

opposition to the proposed increases expressing concern at ~e different 
rates in effect vis-a.-vis Bakersfield. !bree letters were also 
received. One, citing the bad shape of the economy, urged denial of 
any increase. Another, noting that while the 1978 drought gave 
reason for the increase then granted, could not see why further 
increases were now required. The writer stated that utili1:y-rel.a.ted 
increases will make it impossible for her to afford her home by the 

time she re~ires six years hence. '!'be third writer urged removal of 
"excessive rate base" by use of the "saturation a.djustment technique", 
stating that the surplus well problem is unique to· Stockton and must be 
corrected • 
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In that the applications for all six district con~ined ccmm.on 
issues relating to corporate general office expenses, corporate 
finaneing, and rate of return on common equity, the six applications 
were consolidated for hearing. After notice, puolic hearings were 
held in San Francisco on September 15, 16, 17, 19, and 22, 1980, and 
in Stockton on September 18., 1980, before Administrat:Lve Law Judge 
John S. Weiss (Al.J). 

. 

At the outset of the hearing on Septembe: 15, 1980, Cal-Water 

presented evidence of compliance with the requirements for notice, 
service, and publication as set forth in the Commission's Rules of 
Practice and Procedure relative to this class of application. During 

the hearings Cal-Water presented testimony al'J.d exhibits through i~ 
president, three vice presidents, and an assis tant chief engineer .. 
The staff of the Commission presented test~ny and exhibi~ througn 
a staff project engineer, a rate-of-return research analyst, and three 

utility engineers. At the very sparsely attended hearing in Stockton 
on September 18, 1980, four public witnesses presented testimony, 
and one presented an exhibit. Of these, a. city councilman and ~o 
directors of Stockton East Water District (the latter ewo speaking 
for themselves, not for the district) spoke against the proposed 
increases, while the fourth, a local businessman (a.nd also member of 
Cal-Water's board of directors) spoke in rebuttal. 'l'b.e matter was 
submitted at close of hearing September 22, 1980, with provision for 
an October 14, 1980, concurrent filing of closing briefs. 
Discussion 

Service Territory, Syst~and Service Quali~I 

Cal-Wa~er's S~ockton Distric: includes most of the incorporated 
city of Stockton and certain contiguous territory in San Joaquin 
County. About 150,000 people are served through 37,500 metered 
services. the area served is flat, and the transmission and distribution 
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system includes about 455 miles of mains ranging in size up to 42 
inches . ~ere are approximately 7.3 million gallons of s t:orage 

ca.pacity. A centralized remote control system provides primary 

control for the wells and boosters. A full-time operator has remote 

control of the pumps. Water is obtained primarily from treated 
surface water purchased frOD the Stockton East Water District.1/ 
Supplemeru:al water comes frOD 64 company-owned. wells ranging in depth 
from 232 to 603 feet. ':these wells are located throughout the service 
territory and production from all wells is delivered directly into 

distribution and storage. 
During 1979 cal-Water logged 1,620 complaints from customers. 

During the first four months of 1980, there vere an additional 202 
eompJ..a.ints. Sixty-five percent of 'the complaints pereai.ned to water 
quality. According to our staff such complaints were investigated 
and resolved wi1:hin a reasonable period after notification. Considering 

the single complaint raised on this issue during the instant proceedings, 
it would appear service is generally satisfactory in this district. 

Conservation 

Cal-Water presented evidence of its continuing efforts to 
promote conservation, and recorded data for the years 1977 through 
1979 show the results of residual eonserva'tion from the 1977 drougilt 
period (approximately 4.2 percent). Responsibility bas been delegated 
to the district manager to speak to school a.nd civic groups. Conser
vation comic books in Spanish and English were made available to 
schools upon request. !'he dist:rict maintains a conservation display 
in its office and offers free water saving kits and in£o~tion 
booklets. Apart from bill inserts featuring conservation messages, 
billing information is provided to enable cus-comers to compare current 
usage with previous term usage. 

1/ In 1979 Cal-Wa.ter disposed of 9.a billion gallons of water. It 
obtained 81.5 percent of this from. the Stockton East W'at:er District 
and produced the remaining 18.5 percent frOD company-owned wells. 
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Pump efficiency reports were provided by cal-Water to seaff 
as required by Decis10n No. 88466 dated February 7? 1978 in Case 
No. 10114. These reports indicated that the Stockton Dis1:rict pua:lpS 
are within or above the fair range est:ab1ished in 1:hat decision. 

On bala.nce, conservation efforts continue to be effective 
in Stockton. Nonetheless, the exhibit introduced and the nonspecific 
generalized testimony of Cal-Water's wieness on the subject tend to 
indicate that the conservation program is now coasting. Accordingly, 
we urge that managenent pu=p renewed vigor into continuing ~lemen
tation of this vital program. 

Present and Proposed Ra~es 

'!he last general rate increase a.uthorized the Stockton 
District was in 1978 (Decision No. 89528 dated October 17, 1978 in 
Application No. 57328). Since then there have been one advice 
letter offset decrease, one step-rate increase, and an advice letter 
decrease authorized. 'Ihe ra.tes herein u.sed as "present rates" are 
mose filed under Advice Letter No. 735 made effective May 6, 1980 
by Commission Resolution No. W-263S. '!'hose rates include changes in 

purchased power costs incurred by reason of Pacific Gas and Electric 
Company's (PC&E) April 29, 1980 rate increase. Cal-Water's ariff 
for this district consists primarily of schedules for general tDe1:ered 
service and private fire protection service. No increase is proposed 
for the latter. A comparison of monthly general metered service 
rates, present and proposed, follows: 
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'V.BLEA 

~ SERVICE CCMl?AN't - S~ DIS'I'RIC'r 

CCMPARISON' OF' 'MJN'I'ELY RATES - ?RESnlt' AND ProPOSED 

General Metered Service 
Present,S/6/S0 Prooosed,Rates 

Service O'large: Rates 1981 ' 1982 - -
For 5/8 x 3/4-inch meter $ 5 .. 68 $ 6.15 S 6.28 

For 3/4-inch meter S.28 9.00 9.25 

For 1-inch meter 11..12 l2.25 12.60 

For l~-inch meter 15.1S 17.25 l7.75 

For 2-inch meter 20.24 23.00 24.00 

For 3-inch meter '37.44 40.00 43.00 

For 4-inch, meter 51.61 57 .. 00 59.00 

For 6-inch meter 86.02 92.00 95.00 

For S-inch meter l24.47 137.00 141.00 

For 10-inc."l meter 153.82 170 .. 00 175 .. 00 

Olanti ty Rates: 
For the first 300 cu.ft. 

per 100 cu.ft ........... S .330 S .360 $ .370 

For the next 29,700 cu.ft. 
per 100 cu .. ft ............ .510 .552 .562 

For all over 30,000 cu.ft. 
per 100 cu.ft ........... .370 .392 .399 

'lbe Service Charge is a readiness-to-serve c."large which is 
applicable to ill metered service and to whic:"l is to be 
add.ed the :rcnt."'l1y cMrge COI'!;lutee at the QuMltity Rates. 
Service Charge r~tes include ~,e Fire Protection Revenue 
toss Surcharge .. 
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1983 -
$ 6.42 

9 .. 50 
13.00 
18 .. 25 

25.00 
45.00 
62.00 
98.00 

145 .. 00 
180.00 

S .379 

.573 

.407 
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Under cal-Water' s proposed rates, an average commercial 
(business and residential) customer with a 5/8 x 3!4 ... inch meter, 
using about 20 Ccf of water per month, would have had his monthly 
bill increased $1.27 (8.3 percent) in 1981, $1.60 (10.4 percent) 
in 1982, and $1.96 (12.8 percent) in 1983. An average industrial 
customer, with a 4 ... inch meter, using about 1,200 Ccf of water per 
month, would. have had his monthly bill increased $37.75 (7.0 percent) 
in 1981, $49.05 (9.1 percent) in 1982, and $62.55 (11.6 percent) in 
1983. 

Resul~s of Opera~ions 
As part of its application cal ... Water submitted s\llZDa.nes 

of operating revenues and. expenses incurred in the StoCkton District 
over the 5-ye.a.r period 1975 through 1979. From these it projected 
estimates for the test years at issue, using the latest data available 
to it at the time. '!he suff analyzed these prOjections, examining 
both district and. general office operations of Cal-Water, and then 
prepared its own exhibits introduced at the hearing. cal-Water' $ 

original estimates were completed in March 1980. Between then ,and 
completion of the staff's exb.ibit changes took place. For example, 
the cost of purchased power went up. Instead of amending the 

estimated summaries of earnings previously submitted each time a 
change occurred, Cal ... Water informed staff of the changes &no furnished 
staff with the new or later data so that staff could reflect the 
changes in staff's exhibits. 'Xherefore, when staff's exhibits were 
completed and submitted at the hearing, in some :Lnstances, based as 
they were on more :r:ecent da.ta and information, they differed from 
those of C41 ... Water. In other instances the differences were because 
staff arrived at other conclusions . 

...8-



•• 

• 

• 

A.59664 ALl IbtI 

cal-Water cheeked staff's proposed adjustments and considered 
s~aff's conclusions. In most instances cal-Water took no issue and 
adopted staff's estimates. In some other instances ca.~-wa'ter does 
no't agree, bu't to expedite this proceeding it elected noe to contest 
s'taff's eseimates. Bu't in two major instances Cal-water does not 
agree to staff's proposals. These relate (l) to estimated Public 
Authority sales and (2) to the so-ca.lled "saturation" ad.jusanen'tS 
staff would make regarding inclusion in ra'te base of a well on 
Waterloo Road and a 16-inch replacement main for Airpore Way. 

Table :s which follows, se'tS forth the Summaries of Earnings 

originally espoused by each of the p.a.rties . 
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TABLEB 
o.L-1iZATER SERVICE CO:-1?AN'l - S'l'CCKTON DISl"RICI' 

CCMPARISON - APPL1~"T A..~ STAFF - S"'~ OF ~. 

Test Year 1981 Test Year 1982 
Appll.c.:mt Staff ~olicant 

(OOllirs in 'lhoUkriaS) 
Staff 

Present Rltes 

~ratin9 Revenues $ 8,543.3 S 8,548.6 $ 8,603.3 S 8,595.8 
0gerating ~nses 

Purchased POwer 270.1 235.7 280.0 243.8 
Purc:."lased Water 3,149.7 3,149.7 3,152.4 3,152.4 
Grounc:rwater Olarges 10.1 8.8 10.5 9.1 
Purc:.~ Chemicals U.S 10.0 12.0 10.4 
Paytoll - District 864.1 864.1 937.5 937.5 
Other 0&..'1 347.4 347.4 366.1 366.1 
Other A&G & Mise. 57.8 57.8 59.5 59.5 
Ad Valorem Taxes -

District 195.0 193.5 200.3 197.5 
Payroll Taxes -

District 63.6 63.6 68.8 68.8 
Depreciation 517.1 513.4 535.9 530.6 
Ad Valorem Taxes -

G.O. 3.3 3.3 3.3 3 .. 3 
Payroll Taxes -

G.O. 15.1 15.1 . l6.3 l6.3 
Other Prorates -

G.O. 590.4 582.6 639.3 630.4 
Bal. Acct. - Adj. 195.7 197.5 

Sllbtotal 6,290.9 6,045.0 6,479.4 6,225.7 
Uneollectibles 24.9 25 .. 0 25.1 25.1 
toeal Franchise 

T3X & BI.ls. Lie. 41.7 41.$ 41.9 41.7 
Income Taxes Before 

I'IC 572.3 7$1~3 484.5 668.2 
Investment Tax Credit (79.8) (71..9) (96.4) (a5.7) 

Total Opr. Ex?enses 6 ,~50.0 6,790.9 6,;~4.5 6,~'5.0 
Net Operating Revenues I,6;~.~ I, ,S7.' I,66~.~ I, ,~~.S' 

Pate Base 17,748.2 17,437 ... 6 18,224.1 17,829.0 

Rate of Retum 9.54% 10.08% 9.16% 9.65% 

(Red Figure) 
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'!ABU: B - COntd. 
oo.-WATER SERVICE e<:M?~ - STCCIcr'ON DISTlUCT 

CCMPARISON - 'P:PPLICR."T Al'lD STM'F - stJMMARY' OF ~ 

test Year 1981 Test Year 1982 
AWlica.nt Staff ~t Staff 

(touars in 'l'ho (!' .,.) 

Prooosed Rates . 
Operating Revenues $ 9,243 .. 1 $ 9,243.7 $ 9,503 .. 7 $ 9,490.2 
Operating .~s 
~total 6,290.9 6,045.0 6,479.4 6,225 .. 7 
TJneolleetib1es 27.0 27.0 Zl.8 Z7.7 
I.oeal Franc..1oti.se 

'l'ax & Bus. Lie .. 45.0 44.9 46.3 46·.1 
Income 'l"axes Before 

I'lC 927.7 1,104.3 94l.8 1,122 .. 4 
Invest:nent Tax Credit (79.8) (71.9) (96.4) . (85.7) 
~ Opr. ~nses ,,'l~.S , ,!4~:J ',~~~.; , ,]~b.~ 

Net Cperating Revenues ~/~~~.~ ~,O~4.4 - 2,Io4.~ ~,I;4 .. o 
R.lte Base l7,748.2 17,437.6 18,224.l l7,829 .. 0 

Rate of Return 11.45% 12.01% ll.55% 12.08% 

(Red Figure) 
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In reviewing the est:ima.t:es making up these Sl'nmaries, the 

adjustment:s proposed by su£f and adopted by applicant:, and in 

resolving the remaining issues between a.pplicant a.nd staff, we will 

consider each component: t:o 1:be S\XIID3ry in t:urtl. 
Estimates of Qperating Revenues 

The parties differed in estimat:ing Operating Revenues for 

the test years. !he most significant factors contributing to dlese 
disagreements were divergent underlying estimates of bodl the number 
of customers to be expec'ted in the Commercial class, and tile anticipated 
water consumption for all classes. 

Except for the Commercial class staff accepted applicant's 
estimates of the average nUMber of services, class by class, for each 
tes t year. :Sut while both parties used the same forecasting method 
to ·determine the number of customers in the Commercial class, staff, 
doing its projection at a later time, bad available and used an addid.onal 
five months of later recorded data. whicb indicat:ed there would be more 
such customers than were indica 'ted when applicant completed i~ earlier 
study. 

In addit:ion, after applicant's application was prepared, it 
was ascertained that the University of the Pacific had determined it 
would develop its own water system in 1981, cutting back. its number 
of services from 10 to 2, and use applicant' s water sys'tem. only for 
supplemental fire protection and other emergency uses. 

In the consumption side, staff forecasts higher consumption 
than did applicant for California. Canners and Growers, a large 
industrial account. However, the major area of disagreemen't here 
centers in the Public Authority class, where applic:a.nt foreea.stsavera~e 
consumption per service of 2,957 .. 6 C<:f in 1981 and 2,912.0 Cc£ in 
1982, while staff forecasts average consumption per service of 3,400 
C<:f eacb test year. Applicant's estimates were obtained U$ing a 
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least squares trending of recorded data. for the period 1971 through 

1979 except for use of a 2-year average figure for the housing 
authority (which applicant considers to be the most significant 
consumer in that class). Staff's estimate, on the other hand, was 
derived fr~ an average of 10 years of recorded data (1970-l979), 
tempered by review of later acquired monthly consumption data. through 

June 1980. The company argues that although recorded data. showed 
consu=ption for ~e first 5 years of the lO-year period to be above 

staff's estimate, consumption for 4 of the last 5 years of the 
period was below staff's estimate, indicating a declining ttend, 
and this should control. While we agree that applicant' s depicture 
of the data is correct, we would further note that Public Authority 
consur:o.ption in each of the last 3 years (including or excluding the . 
housing authority), while below staff's forecast for the test years, 
has been directly ascending (for example: 962.9 KCef in 1977, 1,083.3 
KCcf in 1978, and 1,173.5 KCcf in 1979)~/ From that we interpret the 
data as showing a cyclical trend, one about flat at this point, and 
supporting the staff's estimate. ,Accordingly, we adopt the staff's 
estimate of 3,400 Ce£ per service for both test years. 

At the hearing applicant adjusted its Operating Revenues 

projections modestly upward to reflect its adoption of the staff's 
projections of (1) slightly higher sales resulting fr~ the addi
tional Commercial metered customers anticipated, and (2) the higner 
level of sales to California Carmers and Growers. Applicant also 
adjusted its revenue estimates downward to reflect the substantial 
decreases in revenue resulting from the loss beginning in 1981 of 
the Uni vers i ty of 1:he Pacific pa. tronage . However, this latter loss 
will be more than offset by the substantial upward adjustment in 

?:.,/ A trend that appears to continue. Later data for e.a.eh 12-month 
period ending in the month indicated show: March 1980 -
1,180.8 KCef; April 1980 - 1,172.1 KCef; May 1980 - 1,179.1 KCef; 
June 1980 - 1,163.1 KCc£; and July 1980 - 1,164.6 KCef. 
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revenues representing the anticipated higher level of Public Authority. 
sales as forecast by the staff and adopted by this Commission. 

'I'b.e end result of these adjustments to Opera1:ing Revenues 
is se1: forth in Table E, our adopted Summary of Earnings. 

Es~imates of Operating Expenses 
Operating Expenses are those costs which are incurred by 

a utility in providing service to its custaners. ':they includ.e n01: 
only the operation and maintenance costs, administrative and general 
expenses, depreciation charges, and taxes paid by the district, but also 
a pro rata share of these same expenses which were incurred by the 
corporate facilities of the utility in support of the district. In 
the instant proceeding suff ana.lyzed applicant's estimates of eb.ese 
expenses for both the corporate general office faeilities and the 
district • 

With minor exceptions and adjustments resulting in net 
lower prorations of $7;800 in 1981 and $8,900 in 1982, staff found 
applicant's general office eS1:i=ates reasonable. Staff also verified 
that the Stockton District's share was properly allocated to the 
district in accordance with standard four-factor prora1:ion procedures 
accepted by this Commission. Applicant agreed to ene staff-proposed 
adjustments and made appropriate adjustment to its Operating Expense 
forecasts at the hearing. 

TUrning next to the detailed operation and maintenance 
expense estimates submitted by applicant, we note that staff has 
analyzed these and finds them reasonable with ce:ta.in exceptions, wJ:dch 
derive primarily out of differing estimates on wate: consumption 
and differing assumptions as to the source of that water. '!'he costs 
for purchased power, groundwater extraction charges, and purchased 
chemicals will vary depending upon the quantity of water to be 
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obtained out of the company wells. In its application the u1:11ity 
estimated that in 1981, for exa=ple, 13,701.6 KCef of water ove:all 

would be required. Of this it punned to obtain 10,454.6 KCcf (or 

22,000 ac:e-feet) from Stockton East Water District while pumping 

3,247.2 KCef from company wells. 'Io pump- and boost this quantity from 
the wells would require an estimated total power consumption of 
3,483,673 kWh. At PG&E's rate preva.iling February lS, 1980 of 
$0.07741 per kWh, this would cost $270,100 in 1981. The corresponding 

cost for 1982 would be $280,000. On the other hand, staff's estimate 
was that 13,724.3 KCef overa.ll of water would be required in 1981, 
22.7 KCef. more than applicant estimated. But staff would rely upon 

Stockton East Water District to furnish 10,889.9 KCcf (or 25,000 
a.cre-feet) of that water, wi'th. only 2,834.4 KC<:f to be obtained from. 
the company wells .'2/ 'this lower pumped water es t:f.ma te is reflected 

in staff's lower estimates for purc:b.ased power, groundwater extraction 

3/ During the hearing the AU took official notice of the cOntenes 
of Decision No. 89528 dated October 17, 1978 in Application 
No. 57328. '!'herein the sul>ject of water imports from the 
Stockton East Water District is discussed in some deuil, and 
it was esttmAted that Stockton East Water District bad the 
potent1a.1 to deliver 27,000 acre-feet per year to applicant, but 
that it would require a few years for it to coordinate operanons 
to permit optimum use of the 'treatment: plant. 'I'hat this shake
doWn phase has been a.ccomplisbed appears eviden't, for) signifi
cantly, in 1979 the utility obtained 8,002 million gallons of 
water from the district, somewhat more than 25,000 acre-feet:. 
Therefore, the ALJ concluded, and we agree, tilat staff's estimate 
of 25,000 acre-feet to be delivered each year in 1980, 1981, and 
1982 is realistic • 
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charges, and purchased chemicals. Staff's estimate of the total 
power consumption to be required was 3,045,100 kWh, which at the 
February 1980 PG&E rate wouid cost $235,700 in 1981.. '!'he corre~ 
spending cost for 1982 would be $243,800. 

At the hearing applicant accepted staff's assumption that 
Stockton East Water District could be expected to provide 25,000 
acre-feet in both 1981 and 1982, and made coamensurate downward 
adjustments in its estimates of purchased power, groWldwater extr.a.c:tion, 
and pureh.ased chemical costs attributable to that source shift. 

But at the hearing applicant also accepted staff's adjust
ments relating to the additional consumption estimated for the 
Coamercial class and California Canners and Growers. And it adjusted 
for the loss of most of the University of the Pacific patronage. 
At the same time we ado?ted s~ff's estimate over applicant's lower 
estimate for Public Authoriey consumption. ':these adjustments, 
resulting as they do in a requirement for more pumped water from 
the cOtnpa.ny wells, concOUlitantly result in their turn in higher 
purchased power, groundwater extraction, and purchased chemica.l costs. 

At the bearing seaff also adjusted its purchased power 
estimates to cover the cost of the April 29, 1980 PG&E power inerease 
frOtn $0.07741 per k~ to $0.09080 per kWh. These adjustments added 
$40,SOO to suff's original purchased power estimates for 1981, and 
$42,200 to seaff's 1982 estimates. 

The staff estimated DepreciatiOn costs slightly less than 
those estimated by the utility in its original application. 30th 
parties used essentially the same methodology, and the different 
results were primarily derived from differing esttm&tes of plant 
additions. As is discussed elsewhere under Rate Base, applicant 
accepted staff's proposals on a number of proposed items. 1hese 
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inclucled making budget year exchange on t:hree main projects, as well -
as deletions to nonspec1fic ba4get funds proposed for new well sites 
and reductions in budgeted funds for minor structures. On the other haDd, 
not having adopted staff"s proposals pertaining to the Station 79 Well or 
the Airport W~y water main replacement, we cannot include that portion 

'." 

of the proposed depreci~tion expense reduction derived from those· 
rejected proposals. Final~~, we adopted st~ff's weighting 
percentage used to calculate the amount of net additions to be 

included in plant. Although both parties used the same 5-year average, 
staff excluded one abnor.mally high year figure. 

Staff analysis of applicant's administrative and general 
expense for both 1981 and 1982 developed no issues. '!he staff 
concluded they were reasonable. Applicant withclrew its proposed 
Balancing Account adjust=ent • 

No issues were developed in the staff's analysis of applicant's 
estimates of ad valorem and payroll taxes. Differing estimates of 
Uncollectibles, Local Franchise, and Income Taxes arise out of differing 
estimates of Operating Revenues derived from the various customer 
classes, as discussed above, rather than out of differing methodology 
or philosophy. Applicant's and staff's ad valorem tax estimates are 
both based on the 1979-80 full cash value shown on the utility's 
property ~ bill. The recorded c~posite rate, 1.05l percent of 
the full market va.lue, was used. 'Ihe increased 9.6 percent state 
corporate franchise tax rate was used for both. tes't years. Both 

parties used the full flow-through method of comput1ng the depre
ciation deduction in calculating both federal and state income taxes. 
The investment tax credit was determined by using a 3-yea.r average 
at a 10 percent rate for the test years. The net-to-gross multiplier 
estimated by staff was. 2.0646 • 
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Raving earlier adopted staff's est~tes of higher Operating 
Revenues to be derived fr~ higner consumption than applicant estimated, 
we are now constrained to here adopt staff's conjunctive adjusted 
estimates pertaining to Operating Expenses except for the Deprecia:eion 
items noted above. The net results of these adjustments to Operating 
Expenses a.re set for'Ch in 'table E. 

R.a. te Bas e 
Applicant used weighted average bal~ncesto develop its 

depreciated rate base projections for the test years UDder consideration. 
It based these projections on recorded data for a preceding 5w year 
period and upon preliminary construction budgets adopted for antici
pated plant additions in the test years which would be financed by 
the utility. It included in its projections alloea~ed pro rata 
portions of the corporate general operation' s plant, and a.lso made 
adjusenents to incorpora.te a.pplicable weighted average depreciation 
reserves. After analysis of these projections, staff for the most 
part found them reasonable. But staff also developed and sponsored 
certain adjustments. Some of these were acceptable to applicant; 
others of more significanee were not. We will consider the latter 
first. 

In analyzing applicant's existing plant in service and 
proposed additions in the test years, staff proposes two major deletions. 
First, from the 1980 beginning-of-year balance for plant, staff would 
remove $60,440 for a well station that has been in service three years. 
Second, staff would include ander plant additions proposed for 1980, 

. 1981, and 1982, only one-third of the $480,000 projected total cost to 
replace a large main in Airport Way in S·tockton. 

Staff makes these proposals in reliance on statements to 
applicant that we included in Decision No. 89528 dated October 7, 1978 
in Application No. 57328. In that decision we cautioned that in 

Stockton: 
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"Applicant will be expected to critically evalua'Ce 
system improvements and postpone those whic:h are 
not tmmediately necessary to maintain tolerable 
service and/or which will not produce immediate 
operating economies greater than the increase in 
capital costs which the construction would produce." 
To .accomplish these two rate base adjustments, staff asks 

that we expand applic:&'Cion of a correc'Cive procedure proposed to· us 
by the staff several years ago and adopted in Decision No. 8932l da:ted 
September 6, 1978 in AppliCA'Cion No. 56543 (Washillgton water and Ligb.t 
Company). In that proceeding we applied tnis new procedure which we 

named the "Saturation Adjustment Procedure" (SAP) to remove from the 
utility's rate base certain grossly excess faCilities, one a filter 
not even used in the utility operatiOns, and in another inst:ance, 
a plant and a main far overbuilt beyond any reasonable requirement 
for domestic service and fire flow.~/ 

But SAP is not a procedure we intended to be applicable in 

every inseance where a facility has been constructed with immediate 
excess capacity. It is a procedure intended to be applied with great 
discretion to relieve rate base in situations where a utility has 
imprudently or injudiciously overbuilt a facility without a rational 
consideration of future requirements, with the result that in addition 

4/ The filter, a diatomaceous filter, had not worked for four years. 
'!he Southport treatment plant and a 16-inch water main had been 
installed specifically to serve a S,OOO-unit condominium projec~ 
which had folded, leaving a grossly oversized pair of facilities 
to serve between 100 and 150 units wi:h little prospec~ of 
additional u.se either now or in the future.. In addition, the 
main had been designed beyond even the contemplated fire flow 
and consumption needs.. These are clearly different circumstances, 
.as will be discussed, from those applicable to the instant 
facilities . 
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to dubious prospects of full utilization in the near future there 
is a strong probability it will never be used to capaci~y. 

'!he procedure was intended to promote prudent and judicious 
investment of construction :fwJ.ds that ultimately must 'be paid. for by 
the ratepayer. It was never intended to l~it construction to 
immediate short-term ilTproveme1"Jts. Suc.~ a limi~tion would only force 
the utility to choose between incorporating capacity for the future 
and not earning on a portioD. of its investment, or buildillg only short ... 
term requirements, thereby earning on its full investment all the 
time. The la-c-cer would mean a parade of almost continuous retirements 
and replacements as service needs exp.o.nded at far greater end cost to 
the ratepayer. A utility should not be penalized for construction 
of facilities which. are prudently and judiciously sized to meet boeh 

present and rationally dete~ed reasonable future needs • 
Agains t this backdrop we turn to discussion of the ewo staff 

proposals: 
."_. Station 79 Well: The area northeast of urban Stockton 

(that quadrant of land lying east of Highway 99, northeast of the 
Stockton Diverting Canal, and. bisected by Waterloo Road), although 
being a natural channel for the flow of f~t~re urban growth, in 1976 
was but sparsely developed. Apart from the StOCK1:0D. Inn (which had 

and still has i1:s own independent water supply), there were about a 
half-dozen coamercial and il1dustr:t.a.l structures in the area, mostly 
wa.rehouses and service s't3.tions. The area was then served frcm the 
western approaches by applicant's mile-long 12-inch main which reached 
the area after dipping under the diverting canal. '!he theoretical 
capacity of this main (a mile west) was 1,700 gpm at 20 psi residual 
pressw:e. There were no alternate supply sources locally avail.able • 
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At that time Anheuser-Busch was constructing a large 
distribution warehouse a mile down Waterloo Road and wanted utility 
service requiring a water flow of 2,000 gpm to meet fire-flow 
requirements of Genera.l order No. 103. Accordingly ADheuser-Busch 

joined with land developers in the a.rea to form the Waterloo Assessment 

District to bring in supplemental wa.ter. After analysis, applicant 
determined that rather than try to loop the existing system, attachin9 
it at anot:her point in the existing distribution system (which would 
not have added to the quantity of water available), or to enla.rge the 
main already t;here (which would have involved the expensive crossing 
of the 250-foot wide diverting canal), it would be best to construct 
a new well in the area.. Applicant considered this Waterloo extension 
would lead into .a. relatively new service area, somewhat remote from 
exis'ting sources, and that it therefore was a prime example of an 
area which bad to produce its own water supply from loCal groundwa.ter. 

As constructed and operated, it not only supplies the Waterloo area 
but also exports water westward into the Stoek'ton system as needed .. 
And the area. DOW has met the fire-flow requiremenu of General Order 

No. 103. 
!he staff's witness .a3serted that while it was a consideration, 

the fire .. flow requirements of the General Order could not justify the 
well a.nd that: possibly additional water could have been obt:a.illed from 
Stockton East Water District to make up dle fire flow.. Bu.t this 
ignores the fact that: Stockton East Water District's transmission 
line at its nearest poine is about a mile away and that the District's 
water entry point into applicant's syS'te1U is several miles to the 
west and has no effect on flows near St~tion 79 Well. 

Staff also implied that Stockton Inn's water supply could 
have been used to augment applicant's then existing water supplies 
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to make up a 2,000 9pm flow to meet the requirements of General 
Order No. 103. But it produced no evidence that the private well 
Stockton Inn source had either the capacity or capability of producing 
sufficient water to make up the deficit. Nor did it explain how the 
Stockton Inn water would be gotten in~o applicant's syste= if and 
when needed. Significantly, however, Stockton Inn at the time did 
not consider it economically worth it and did not wish ~o extend 
to integrate into applicant's public utility syste=.a! 

Completed in 1977 and in service since, St~tion 79 Well 
cost $120,000 to construet. Staff's argument is that since it serves 
at present only half or fewer of the customers it is designed to serve, 
only half the initial $120,000 cost should now be allowed into rate 
1:>a.s e • Tbe company points out the fa.llacy of this contention by 
noting that had it indeed sized the pump and electric facilities to 
deliver half the water, the cost would have been only about $8,500 
less at the time (since cost for the well hole, pip~, building, 
driveway, landscaping, and site improvement costs would essentially 
have been the same). But then to retire the smaller pump and electric 
features and replace them with larger equipment when demand increased, 
as it must, would involve expenditure of &ppro:x:l.ma:tely $30,000 addi
tional - in 1976 dollars. 

After consideration of all the evidence we find that 
applicant in 1976 acted pruden1:ly and judiciously in constructing 
Station 79 Well when, where, and how it did, a.nd that it would now be 

inequitable to apply ShP to th1s facility. Section 451 of the Public 
Utilities Code requires a public utility to furnish and maintain 
such adequate service as is necessary to promote the safety, health, 
comfort, and convenience of the public. Fire-flow requirements were 
established to set "minimum stanc!.a.rds" to be observed in the design, 

~I Recently, experiencing maintenance problems wi~ its private well 
system, Stockton Inn has initiated discussions with applicant 
relating to possibly joining applicant's syste=. 
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construction, and operation of water facilities. Additional water 
and an additional independent: supply were clearly required under 
the provisions of the General Order. The well site was acquired 
under conditions advanta.geous to applicant frOD the area developers. 
~o now a.pply a corrective measure retroactively wben a.pplicant at 
the time acted in full accord with the law and orders of this 
Commission ·AOuld be wrong. Applicant adopted the option best suited 

to the circumstances and long-range interests of the ratepayers. 
To merely loop the system would have set up alternate sources but 
would have added no water volume. Similarly, to have enlarged the 
existing 12-inch main would mean replacing existing main from its 
source head a. mile distant to the west as well as digging or boring 

a costly crossing under the 250-foot wide Stockton Diverting Canal. 
The nearest point from which Stockton East Water District's water 
could have been made available was a mile away. Applicant properly 
decided to dra.w upon abundant groundwater from the iDmediate area 
to be served, providing thereby an immediate source to handle existing 
and prospective development east of the canal along Waterloo Road. 
'!he latter area. is a natural corridor for future light industri..a.l 
and commercial development, being served by one of the few road 
bridges over the substantial barrier of the diverting canal. Adding 
pump capacity to handle another half -dozen large coamercial or 
industrial customers in a warehouse development area with substantial 
potential at that time in 1976 cannot be said to be f=prudent. 
Certainly growth in the area will resume as the depressed economic 
conditions of the past severa.l years will aga.in ch.a.nge. St.ltion 79 Well 

is not a situation to which SAP should be applied. 
Airport Way Replacement Main: The existing 12-ineh steel 

water main under Airport Way, extending sou'th from Charter Lane 
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'toward the Stockton Mt.micipal Airport, 'Was consuueted under special 

circUl\Sunces in 1940 at the behest of 1:he U .. 5 .. Army to serve 

'the airport. 'Ib.e construction process used proved \JDS8.tisfactory 

and subsequently it became necessary to add c~ps to each joint for 

the entire length of the pipeline to stop l~aks. The normal rll.ted 

life of a steel pipe is 20 to 25 years. This pipe is now 40 years 

old. Althou.gh there were no leaks recently, records show that be1:ween 

197~ and 1978, 17 leaks needed repairing. 

In 1977 applicant had planned to replace the first 2,lOO 

feet of the deteriorated line &$ part of a replacement program. These 
plans were deferred as a consequence of poor economic conditions in 
Stockton which led to this Commission's determination (see Finding 7 

in Decision No. 89528 dated October 17, 1978 in Application No .. 57328) 

that replacement was not necessary in order to maintain the merely 

tolerable levels of service that Stockton's customers were willing 
to accept and pay for. 

However, since 1976 the situation has changed.. The Stock.ton 
Chamber of Commerce, seeking new industry to alleviate high unemploy ... 

ment in StOCkton, successfully attracted a new industry, Corn Products 
Company (Com PrOducts), to lOcate .its· iarge new $60 ~illion chemical' 

plan:C in: the so~thern Airp«t Way a.rea.~/ The capacity of ·the exiseing 

6/ During the last: rate proceeding pertaining to this district, 
Decision No. 89528-, supra, applicant had no knowledge of the 
negotiat:ions beeween Corn Products and the Chamber of Commerce e~c .. 
The negotiaeions resulted in a decision beneficial to StOCkton's 
sagging economy, representing as it does a construct:ion period. 
payroll exceeding 200 persons, and a new permanent payroll for 
the area of 100 people • 
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12-incb. main is 3,300 gprIJ.}i Corn Products wanted an assured 700 to 

SOO gpm consu=ptive flow superimposed on a fire flow of 3,000 gpD. 

Although there is evidenee that immediate demand in 1981 would be 

somewhat less than 700 gpm eonsu=ptive flcw,~/ the total requirement 
in any ease will be beyond the capacity of the existin9 mAin. While 

the existing main is looped to the west of Airport Way to a 12-ineb 
main coming east in or near Industrial Drive (in turn connected to 
a l6 -inch main coming sout:h on McKinley), the mere fact of looping 

does not add to the flow available, it only makes for an alternate 
source for fire-flow protection. In addition, Coru Products 

anticipates that its consumption reqcirements should increase by 
about 50 percent over a .. ppro~tely the next 5-yea.r period. The 

chemical company was also coneerned over potential plant damage 
fran any unexpected shutdown of water supply or prolonged curtail
ment (as in the event of a. major leak in the main) • 

11 As part of the previous water supply transported, 1:he present 
12 ... ineh main, looped as it was, already carried all the wa1:er 
produced from nearby Well Stat:ion S. Originally a booster 
station built when the extension was made to the Airport for 
the army in 1940, this well was constructed about 10-15 years 
ago when the water was needed to provide a fire protec~ion 
function for the Mohawk Rubber Company installa~ion in the 
area. I1:s eapacity is 400 gpm. 

~I At 'the hearing staff introduced a copy of an applicant's in1:er
office memo which tended to show that in providing prel~inary 
estimate data on anticipated cons~er consunptiou, applicant'S 
field personnel had estimated Corn Products' 1981 consanpt1on 
would be 300 KCcf. This works down to an average day-in, day
out: consumption demand of a.bout: 450 gpm. But: applicant 1 s. 
vice president chief engineer had tes1:ified that: 700 gpm had 
oeen demanded.. He expla.ined the difference by stating that 
he had to allow for consumption peaking in designing capa.city, 
not average loads . 
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While the Corn Products' development alone would require 
repla.c:emen't of the existing main, there is a further developmen"t. 
Santa Fe Railroad's land developmen't div1sion is sponsoring a 

SOO-acre residen'tial and commercial development also located on 
Airport way}./ '!his is in the env1ronmental impac't statemen't 
stage now, and applicant anticipates it will have the first service 
reques'ts 'to some par't of 'CQis develo~ent wi'thin the next several 
years. 

Considering these developments, and wi'th the Corn Products' 
plant scheduled for operation in March 1981, applicant proceeded 
with a three-year program of replacing the 8~300 feet of 12-:Lneb. 

steel main in Airpor"t Way. In 1980 it was installing the first 
2,550 feet, using 16-inch asbestos cement pipe. !he l6-inch pipe 
has approximately twice the flew capacity of 12-inch pipe. None

theless, while the full capacity of the new 16·-ineh main will be 
adequate to meet Corn Products' anticipated requirements for Scale 

period of time, and also provide for the initial needs of the 
proposed Sarl1:a Fe development, a still additional water supply over 
and beyond the capacity of the l6-inch main will be needed to meet 
full build-out requirements for the San'ta Fe project when that 
occurs. 10/ 

if '!here is also a ~ssible further developmen't of the balance of 
the Western Pacific's industria.l area. The Corn Products' site 
there covers only part of this area~ and its proximi"ty to the 
airport makes it particularly attrative. 

19/ In its comments in the environmental impact statement prepared 
for the Sanu 'Fe development, applicant assertedly stated ~t: 
it would require still additional water supplies and sources 
beyond the capacity of the 16-inch replacement main were there 
furEher development. It stated it planned to obtain these by 
a.cquiring new well sites in that development area as any develop
ment arose and progresseci. However, there are extreme drops in 
the water level in that area when wells are operated during the 
sumner season, and the water produced has qua.liey problems, so 
it is planned to use that well water mostly to meet peaking 
problems as they develop • 
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In view of 'the foregoing evidence of the almost 1mnedia te 
requirement for increased capacity beyond the capability of the 12-
inch main, we c:armot apply SAP to the Airport "Way replacement program 

as staff proposes.. Suff acknowledges that the existing main is 
quite old and that there are "proposals" to begin new constructions 
in the area served by the old main. It does not show, however, how 
Corn Pl:'oducts' requirements could be met without a new main. This 
despite tile unrebutted testimony that Corn Products' consumptive 
requirements, when taken in conjunction with required fire-flow 
requirements, a.lone will shortly exceed the .3,300 gpm supply, quite 
apart from the existing cons~ptive requirements of the residential 
area to the north of the Corn P.roduc~· plant, the Mohawk R.ubber 

Company plant, the Johns -Manville trans it pipe factory, and the motor 
generator plant in the area. Staff merely asserts that the 12-ineh 
ens ting main was "not: fully utilized", and that the new 16-inch 
main "would obviously not be fully utilized at this time".. But the 
Corn Products' chemical plant is not merely a "tentative" projec1:ion; 
it is a reality~. Staff would a. 1 low only $53,300, or 1/3 of the 
estimated $175,000 a.nnual cost in bo~h 1980 and 1981, and $43,300, 
or 1/3 of the est~~ed $130,000 cost in 1982, to replace the 12-
inch main wim the l6-inch main. (This even ignores the plain fa.c:t 

that had 2,550 feet of lZ-inch pipe been installed instead of 2,550 
feet of the l6-inch pipe a.ctually insulled, the 1980 cost: would 
have been $112,000, not $58,300!) 

Sea,ff states that as wa1:er demands upon the new 16-inch 
main grow it would be perfectly willing to allow the percentage of 
the main fully utilized to be then included in future rate base .. 
It does not suggest that it would have been acceptable were applicant 
successively to have installed larger sized mains from 12- to 16-ineh" 
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each to be replaeed by a slightly larger sized one as demand grew, 
thereby enabling applicant to earn on its full investment. at all times; 
despite the vastly larger cost to the consumers as replacement 
succeeded replacement. Sufi does not contend that a 16-inch replace
ment was excessively sized; rather it asserts that no replacement 
should have been made at all at this time. We cannot agree. '!'he advent 
of the Corn Products' plant on the scene made it impossible for appli
cant to merely make do with the existing 12-inch main. And in 
providing 1:hrougb a 16-incll replacement for not only the Corn Products' 
plant requirements for the next five years, but also for the initi.a.l 
requirements of the probable San1:a Fe development and possible further 
Western Pacific development, applicant a.eted prudently and judiciously. 
We will approve applicant's additions proposed to plant for 1:his 
replacement project for the three years as proposed • 

Other Proposed Adjustments: Next, we turn to staff-sponsored 

adjustments to a.pplicant's estimates for the component accounts which 
go to make up the rate base calculations. These adjustmenes are those 
to which a.pplicant, at the hearing, agreed to aceept. First, we will 
examine the elements making up Weighted Average Plant in Serviee. 

In its anlaysis staff noted that ewo of ~e Utility-Financed 
Additions scheduled for 1980, water main projects estimated respec
tively to cost $29,270 and $13,901, had been delayed to 1981. 
Accordingly, staff proposed to transfer both to the 1981 test year 
estimates. Conversely, a $5,800 water main project scheduled for 
1981. was completed in 1980. Staff would transfer the cost of that 
utility-financed addition to the 1980 accounts. Concerned with the 
order to minimize capital growth in the Stoekton District, staff also 
proposed ~o de1e~e from ~e 1980, 1981, and 1982 estimates, ~e amounts 
of $5,000, $4,800, and $5,300, respectively. These were proposed by 
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applicant to make nonspecific land acquisitions. In addition, staff .. 
would reduce the Structures account to a maximum of $1,000 for each 
test year. 

In examining applicant's proposed Advances for Construction 
accounts, staff determined that at year-end 1979, $137,700 of the 
$390,300 in advances deposited that year with applicant had not yet 
been spent. Staff then checked back five years to find that over 
that t~e span approximately one-quarter of each year's deposits 
(for an average of $26,400) remained unspent at year end. In effect 
this $26,400 was a "bow wave" pushed forward each year to the next 
year's budget. Applicant had anticipated and forecast only ~11,900 
as its "bow wave". Staff accordingly proposed we adopt $26,400 each 
year. 

Staff also proposed a higher est~te for new deposits 
than the $95,800, $99,400, and $103,000 applicant estimated,respec
tively, for 1980, 1981, and 1982. Noting wide fluctuations in recorded 
data for past years, and wishing to avoid 'What it felt would be 

distortions if the least squares methodology were applied (as applicant 
had done), staff used a simple 5-year average eo arrive at an estimate 
of $104 ,600 to be applicable eaeh test year for new deposits. 

Staff accepted as reasonable the remaining other components 
constituting the estimates prepared by applicant to make up the 
Weighted Average Plant in Service. 

Proceeding on 'With examination of the components which led 
to the differing rate base determinations arrived at by applicant 
and staff, we pass fron the Utility Plant in Service to the following. 

Under Working capital, applicant and staff agree on es~ima~es 
for Materials and Supplies, and Minimum Bank Cash Deposits, but differ 
on Working Cash allowances.. In es~ima~ing the latter applicant used 
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the "lead ... lag" metiloci, but: staff used it:s own figures for revenue, 
expenses ~ and ra.te of return. The paueity of evidence int:roduced 
on ~he differing estimates makes analysis difficult. However, ap1'li
can~ agreed ~o accept: ,seaff's estimates and we see no reason to 
disagree. Seaff's estimates increase applicant's estiMates by 

$11,800 for 1981 and $12,500 for 1982. 
In determining Adj\1Stments to Uti 1ity 'Plant, applicant and 

suff agree on Contributions in Aid of Construction, Reserves for 
A.mor'Cization of Intangibles, and. General Office Allocated Rat:e Base, 
but differ on Customersl Advances for Construction. As noted earlier, 
staff estimated higher advances in each test year than did applicant .. 
Again, applicant accepted these higher estimates and. we have no reason to 
conclude otherwise. Accordingly, applicant's estimates of Advances for 
1981 and 1982, respectively, will be increased by $12,800 and $16,300 .. 

Finally, in computing estimated Depreciation Reserves, 
there were minimal differences between the dete:=inations arrived 
at by the parties. Both used 1980 depreciation accrual rates and 
both used a weighting percentage of 53.9 percent in their calculations .. 
Their differences derived out of differing underlying estimates for 
additional plant advances, and contributions.. In that applicant at 
the hearing accepted staff's deter.minations and we earlier had adopted 
suff's higher advance estimates. we must: also here a.dopt suff's 
higher determinations • 
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After the foregoing review we have found the above-described 
staff-sponsored adjustMents to the test year Rate .Base co=ponents, 
apart fron the rejected SAP adj~~ents pertaining to Seation 79 well 
and the Airport Way replace=ent main? to oe reasocable and proper, 
and we will adopt ~hem. Aceordingly, applicant's estimated Rate Base 
figures for test years 1981 and 1982 are adjusted downward by $80,200 
~o $17,668,000, and by $66,000 to $18,158,100, respectively, as set 
forth in ~able E. 

Rate of Return 
His:oric~lly, rates of retu~n ~ctually re~lizeci by this 

utility have consistently f~llen short 0: the rates of return 
authorized by thiS Co~ission. !he C3use for this short:~ll in recent 
ye~rs has been attributable to operational and :inancial attrition . 
Oeerational attrition, generally the largest source of any overall 
decline in earnings, is the deterioration experienced in a utility's 
realized rate of return on rate base between test periods. It is 
caused by ~educed sales a~d r~venUes, increased expenses, and increases 
in rate base. Financial attrition is the deterioration in the return 
to co~on equity holde:s due to an incre~se in a ~~ility's weighted 
cost of long-ter~ debt and preferred stock. It c~n occur even when 
the :ate of return on r~te o~se re~ins constant. It is e~used oy 
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che iss~nce of new debe or ebe retirement of senior sec~ities, and. 
is also affected by change i~ the utility's capital structu~e. 

Until 19i9, financial 3te:1tion was pri:arily the concern 
0: manase:ent. Extended period rates ~ere designed and authorizee by 
the COmmission with the intent of dealing mostly with operational 
attrition. Step or averaged rates were unifor=ly designed to oaintain 
a level rate of return on all 1nves~ents, leaving utility shareholders 
to absorb the ~esults of the i~creasing cost of embedded debt beeween 
test periods. Financial attrition between test periods was treated 
as part of the risk inherent in a regulated enterprise. However, in 

the last several years the ~elentless depredations of inflation have 
served to accelerate the upward :oveoent in the cost of :oney, and 
financial attrition has assumed proportions which no longer can be 
left solely to the shareholders . 

By Decision No. 90425 dated June 19, 1979 in Application 
No. 58093 (a decision involving 6 other districts of this utility), 
this Co~ssion recognized the need to provice for predictable financi3l 
attrition. Departing froe past practice, we adopted an L~novative 
approach proposed by the staff, which, while holding a constant rate 
of retu::n on equi'ty, lets the retu..-n on :a te base vary (in the 
instance of Cal-Water, total capitalization is the substantial 
equivalent of rate base). We'also announced our intention of extending 
this approach to all of cal-Water's other districts in future pro
eeeeings. ~e ~ost recent such applic~tion was in Decision No. 91537 
dated April 2, 1980 in Application No. 58781 (involving 5 additional 
districts of applicant). In this latter decision we :ade reference 
to our extensive discussion of the financial attrition proble: in our 
preceding decision on this utility, and then, with cinor modification, 
we proceeded with the new approach. In that latter cecision we 
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ee~erQineQ tbat a constant 13.2 percent rate of ret~n on co~r. 
equity would be reasonable, and tbat it would result in a return on 
total capitalization of lO.2S percent in 1980, 10.46 percent in 
1981, a~d 10.58 percent in 1982. Accordingly, inereaseci revenues 
and rates to ~roduce these :evenues were authorized. 

rAving obtained rate relief in the ~bove-centioned decisions 
a?plic~ble to other districts, on April 1980 Cal-Water filed Notices 
of Intent for ina-eased rates to be applicable in 6 additional. 
cis:ricts, including the district at issue herein. In these filings, 
consistent witb its past pr~c:ice, the company used its cost recen~ly 
~~own ~nterest rate on financing,1V and projected its future indicated 
financing costs against the tben known financial marke~. Over the 
period 1981-1983 ~he utili~y estima~es tha~ financial requireoents 
will be $67.6 million. It planned to generate $24.6 million of this 
in~ernally ($9.2 million through retained earnings,~/ .and $15.4 
o111ion through depreciation provisions). The re:aining $43 ~llion 

must be raised in the money ~rl~t: $7 ~111on in 1981; $5 million 
in 1982; and $3l ~llion in 1983.~ I~ is ~pp11cant's 1n~cnt1on, 
a:~er discussions wi~b its financial adVisors, ~o finance this 
$43 million ~hrough issuance ot long-te~ deot. w~ile preparing the 
Notices ot Intent and subsequent applications early in 1980 it 
antiei~~eG obtaining this financing at a cost of 12 percent. 

10.14 percent was ~he effective interest rate of Cal-Water's 
Series X bonds, then its most current commi~ent. 
Based upon the assunption that it will be able to produce an 
average dividend payout ratio a~ 62-1/2 percent each year, a 
level that approximates recent company experience. 
Included in the $31 million is $25 million in Series 'I 8-3/4 
percent bonds maturing Novem.ber 1, 1983 which mast be rolled 
over. 
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However, over the SQor~ span of months be~ween s:ar~ing work on ~he 
filings and the act of filing, the ooney :arket had dras~ically 
ciete=ior~teci, and by the time of o~ fall hearing matters were worse. 
In:lation rates had surged for several oonths as the economic outlook 
worsenee. !he now volatile bond markets fell into a seate of 
disarray as the cost of money spurted higher, and the price of bonds 
fell. wai1e on August 26, 1980 Cal~Water obtained a cocmitment 
on its planned 1980 issue of $6 million of Series Y bonds for 
13.1 percent; as October closeci, new A-rated utility bonds were 
listed at 14. 

!he company's initial filing assu~d'that all financing 
during 1981-1983 would be achieved through issuance of 12 percent debt. 
At the hearing its vice ?r~sident treasurer, while retaining the 
utility's request for a ~eturn on cocmon equity of 15 percen~, amended 
its position to project an increase in financing costs from 12 percent 
to 13.1 percent, using end-of-year a~ounts ~o detercine costs, and 
reflecting the cocmieQen~ cos~ of new debt for 1980 as re?resen~ed 
by the Series Y bonds. 

!he staff's re?or~ (subm1~~ed at ~he hearing) had assumed 
issuance of preferred stock rather than debt for the 1981 external 
financing, and, using average capital costs (beginning and end of year 
rather than year-end costsh had assumed an effective interest rate of 
12 percent on the 1980 bond fi~ncing, and a decline to II percent 
for the debt issues planned for 1982 and 1983. It also had assumed a 
fiXed return on common equity of 13.2 percent, consonant with the 
return on common equity authorized in April, 1980 in Decision ~o. 9l537. 
At the hearing the staff's rate of return and cost of capital witness, 
while aoeneing the staff report to accept the 1980 financing of the 
Series Y bonds at the 13.1 percent cost, continued to ass1.:tle an 
11 percent financing cost for 1982 and 1983 financing. 

Table C, which follows, is a co~parison of applican~ and 
staff positions on rate of return: 
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,:,;,.ar, ':' C 

?.a.tl! O~ Re'::":'r:"l. CO:'n~lll...l_~On 

AoolicMt St.\\~!'· 

Capi<;<\l Co~t. ilgt.'d.. Cap;it..aJ. Co~t. i1g-;'c. .. 
?.a-:..io :3.c~or Cost. R.atiO ?a.et.or COst 

1981 
!.or..g-te:::1 debt 54 .. ~ .... /1 9.32% 5.04~ 5O.~ 8.~% 4-.:.2;'0 

Pre!"e:-~e sU)ck 4·3 6.50 .28 8.0 S.O~ .64-

COt:mlO:l. ~t.Ock ll.6 1;.00 6.u. 4-2.0 13.20 2-24-
':'ot.31 100.0 ll.56 lOO.O 10.60 

1982 
I.ong-ter.n eeot 54·3 9·54- 5·18 50.0 8.9'7 4.49 
P:-oe!'er:-ed stock 4.0 6.46 .26 8.0 8.79 .70 
Com:non stock U.7 15·00 6.26 L..2 .. 0 l3.20 2·24-

• Total 100.0 ll.70 100.0 lO.7) 

1983 
Long-ter:n dect 54·7 10.86 5.94 50 .. 0 ~.:39 J..70 

P:-e~e:-red. stock 3·7 6 • .42 .24- S.O 8.79 .70 

Com.'Uor. stock u.6 15·00 6.21. 4.2.0 13·20 2·24-
'rotal 100.0 12.42 loo.O lO.94 

-Stat! ~~eC eo~tant ca~italization rates th--oughout 
the ;-year test pence. to allow ste~ rates tor !1:lancial 
attrition. b~ed on an average tor the :3 ye~ • 

• 
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Tae pri~cipal cif:erence between applicant anc the staff i~ 
the level of return to be allowed on common equity. However, there 
are also two subordi~te issues which preli=inarily we ~ust address: 
:i:st, whet~e: preferred stock rather than debt financing should be 
i~pu:ed for the planned 19&1 financing; and second, the projected 
cost of financing new capital in the test years. 

Preferred Stock or Debt Financing: As was noted' previously, 
ap?licant is faced over the next several years with the necessity of 
obtaining substantial external financing. Its ability to sell its 
bonds at coc?etitive interest rates will depend to a substantial 
degree upon whether it will be able to retain the A-rating presently 
assigned 

agencies 

it by the rating ~gencies. 
One of the important yardsticks~ co~only used by these 

to deter=ine tbe rat~g to be assigned a company is the 
ratio of interest coverage a coc?any is able to caintain. ' Interest 
coverage is measured both before and af~er provision for taxes. 
Rating agenCies use the pre-ta~ interest coverage figure. Applicant's 
financial witness testified that Stanci~rd and poor's looks for before
tax coverage of 2 1/2 to 3 times before assigning an A-rating. Over 
tbe 1974 to 1979 period applicant's pre-tax coverage declined =:00 
3.4 ti~es to 2.63 times. For the mo'st recent l2~month period, ending 
July 31, 1980,'it was 2.46 times (this converts to 2.06 times after 
taxes. ~ereafter, for ease of calculation, we will refer to after-tax 
coverage). Averaged over 1975-1979 post-tax coverage was 2.11 times. 

Other factors affecting bond ratings include management, financial 
history, service areas, future capital require~ents, the utility's 
ability to secure prompt offset relief for increases in specific 
expenses and ability to obtain prompt general rate relief regularly • 
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COQP3rable ?erioci averages r~porteG by staff for Class A California • 
water u~ilities and regional water utilities were 2.61 and 2.22, 
respectively.~/ 

Ass~g that: (1) as planned, applicant relies on deb~ 
financing ~hrough the test period for all financing; (2) as 
an~ieipated, it QUS~ pay 13.1 percent for such debt financing; and 
(3) it were ~o be authorized the lS percent rate of :etu:n on e~uity 
it asks; post-tax.coverage is estimated at 2.29, 2.36,and 2.09, 
respectively, for 1981, 1982, and 1983. 

On the o~her hand, s~aff observes that interest coverage 
can be i:proved in the short term other than by raising the retu~~ 
on COQQon equity as applicant asks. Staff is concerned lest the 
Commission be put into a position where, in order to maintain 
~l-Water's interest cove~age to protect the utility's bond rating, 
it might have to authorize rates of return on common equity higher 
than those granted other water utilities. Staff argues that 
Cal-Water could revise its current external financing plans and 
substitute preferred stock for the $7 million debt issue planned for 
1981. According to the staff such ~ substitution would improve after 
the coverage from 2.29 to 2.40 times without any need to increase the 
return on common equity above the l3.2 percent authorized in Decision 
~o. 91537, our cost recent decision on Cal~Water. Staff is aware 
that the coapany disagrees strongly and while it does not ask that 
the utility be required to make the substitution, for ratecaking 

15/ - However, all the utilities compared are substantially s~ller than 
Cal-Water. Of the California u~ilities, only 2 compare; of the 
regional utilities, only 4 compare. Five-year averages are: 

Southern California Water Co. 2.23 
San Jose Water Works 2.54 
Hackensack Water Co. 2.0l 
Indianapolis Water Co. 2.55 
Elizabethtown r..;'ater Co. 1.92 
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pu=poses only i~ does reco~end ~hat we iQP~~e issuance of preferred 
stock for the $7 ~llion involved in the 1981 external f~nancing. 

The coo~any 'strongly disagrees. With some justification it 
contends that it ~ould be grossly unfair to its stoc~tholders for the 
Comcission to constrain it to change its financing in cid-course. It 
points o~t that in t~e first t~o decisions in this trilogy round of 
Cal-Water general rate cases, we did not require or impute use of 
preferred stock over debt for the forthcoming 1981 financing although 
the financing re~uirements were then known. ~~es of return were se~ 
?redica~ed on use of debt financing and the company is 10c~ed in until 
the next general rate round. It argues that a 1981 $7 o1llion issue 
of preferred stock would carry a $910,000 annual divide~d require=ent 
and that unlike its planned debt finanCing, this would result in no 
tax ~eduction since preferred dividends are not tax de~uctible as is 
bond interest. It points out that until such a dividend requirement 
could be built into the rate structure of all its 20 districts, 
co~n shareholders would have to carry the loss. 

In turn ~his added drain would serve to sharply reduce the 
level of earnings now counted upon as a source for reinvest~nt to 
help meet for~hcoming financing, thereby merely adding to the total 
external fi~ncing the company would have to seek.~/ 

!he staff accepts that under its approach toe bond tax 
deduction would be lost, but argues that ratepayers would fare sub
s~antially better if preferred stock is issued rather than debt. It 
esti~tes that the difference in gross costs between the l5 percent 

The coopany depends upon the comeon shareholder reinvesting 
37 1/2 percent of earnings in excess ot dividends. But cash 
dividends now paid shareholders provide only an approximate 
9 1/2 percent return (based on the current $3.30 per share dividend 
on a market price of about $34.50 per share). To add a dividend 
requirement on preferred stock ~ou1d reduce earnings, further 
depressing market value of the com?any's stock, already selling at 
a 23 percent discount of book value. 
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ret~r~ re~uest~Q by the cocpany and the 13.2 percent r~e~n 
:ecocceneed by the staff woule be aboue $814,000, assumin~ we were 
:0 authorize the fu~l inc~ease reques:ec. The company's response 
is thae this is an oversi:plific~tion and ignores other factors. 
!t goes on to point out that the terz would be set by certain 
instieutiocal fnvestors (wbo comprise the best market for such & 

small preferred offering as would be involved) and would 
include .: rcquire::1ent for a sin!:1ng fund. This would result in a 
much s::'o:ter te:: for the issue, t:l31,1ng it :loe a true pe::anent 
equity, and one offering less protection to First Mortgage bondholders. 
Tnis would oake the combination of interese and preferred dividend 

, coverage require:ents of considerable interest to investors, and in 
this instance it appears thae the coQbination, if financing is 'done 
through bonds or preferred stock at the same assumed interest or 
dividend rate, would result in no difference. 

The utility also dispuees staff's assertion that over the 
near eerm Cal-Water cannot conti~ue to issue long-eer: debt without 
severely straining interest coverage. It argues ehat ies presene 
high coc=on e~uity ratio percits further reliance on issuance of 
long-term debt; thae 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 tbae this is acceptable to rating 
agencies and investors; a conclusion eerived from discussions with 
Standare and Poor's and. Dean "1tter, Reynolds and Company. 'Ib.e former 
reportedly would find a 55 percent debt r~tio reasonable for water 
utilities. !be latter would be satisfied with a bond ratio between 
55 to 60 percent of total c~pit~lization. In a corroboration of its 
view, the company cocpares its 5-year average 41.77 percent cocmon 
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equity ratio with the 35.i8 percent 5-ye~r average reported for 
regional water utilities. 

On balance, after full eonsider~tion of the detailed aQc 
able preseneatioas provided by both parties to this proceeding, 
we do ~ot conclude that a sufficient c~se has been ~cie to induce 
us to resort to the drastic device of ioputation to i=pose upon the 
:anageoent 0: this utility for rate~~in; purposes too 'constr~ints 
0: a :i~nc1al progr~Q which ~nagemcnt does not support, a progra~ 
which places an unfair burden upon its shareholders, an uncertain 
burden upon its custocers, and does not solve the coverage problec. 
Wcile we are well aware of our responsibilities under the provisions 
of Section 816 et se~ of t~e Public Utilities Code to assure that 
a reasonable, prudent, and sutficient baSis ot fi~ncial responsi
bility underpins a utility under our jurisdiction, generally we 
believe that so long as it is not unreasonable, iQprudent, or 
L~suf:icient, the deter~nat10n of wnat is ap~ropr1ate in the financial . . . 
structurizat10n of the utility is the pr1=ry responsibility of its 
~nage=ent. Ioputation carr~es with it a legal attribution of 
censure.ll/ But this applicant has an excellent record of service 

lJi As precedent to i~pute a ca~ital structure stat: relies on the 
recent Paci:ic Telephone rate e~sel necision No. 90642 issued 
July 317 1979 in Appl~catien No. 5~223. In that case 7 among 
many other :Ja.tters, Pacific was concerned that its debt issues 
had been downgraded by reeognized rating agencies over the past 
several years; that its after-tax interest coverage had declined 
to where it was the lowest in the Bell system; and that its debt 
ratio had risen, resulting in its having the lowest cocmon equity 
ratio in the Bell SysteQ. Nonetheless, ~he cocpany currently w~s 
proposing seve~al additional leng-term debt issues. The sta±! 
proposed, and we adopted, imputation of a coccon stock issue for 
one of the long-te~ debt issues in this unusual circt-stance . 
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anc. a :eputation for =esponsible znase::tent behinc. it. ~rne=e, ~s 

here, the a~91icant ,roposes to ,:opor:ion its total ca,it~lization 
st:r:1,lct1J:e for the i::n'1C'diate future within perameters ~,.bich on their 
face cannot be said. to be unreasonable, 'i:lp:uc.ent, or insu:£icient, 
and which clearly ~ve been sh~m not to be out ot line ·~th those 
=.aintai::.ec by cocparable :eg10nal water 1,ltilities, ~'1e will not 
intervene, absent exigent circucstances not present he:e, to ~duce 
the utility by the dr~stic d.evice of i:lputat10n to substitt!te staff's 
jucgoent for its~. Certainly interest coverage is i:port~nt, not 
only to the company, but also to the ratepayers; but as the company 
itself recognizes, the ulti:ate responsibility to caintaln its rating 
must rest with manageoent. wllile we will review the return on equity 
to see that interest coverage ,re2ins acequate and that COQlllon sha:e
holQers are,reeeiving an adequate return compared to the :etu:ns 
required by boncholcers, we will not, merely to protect a bond rating, 
a1,lthorize :ates of :eturn disproportionate to those we would autbo:r:ize 
to other cocparable 1,ltilities unaer si=ilar situations. Here we will 
not i:lpute. 

Cost of Financing New Ca~ita1 1981-1983: In Deeision 
No. 91537 we adopted estioates of financing costs for debt issues 
projectec. for 1980, 1981, and 1982, a~plying our judg~ent to the best 

11/ (Continued) 
This i:lputation, when :ela~ed to the recoccended rate of return, 
se:ved to produce an iQproved after-tax interest coverage, 
~in~ained the existing long-te~ debt ratio, ~nd was in accord 
with Pacif1c·s stated goal of decreasing its long-term c.ebt :.:3.tio. 
In eetercining the return on equity which we would approve, we 
=td.e this unusual imputation, noting that despite belong aware of 
the staff's reco~endation and its own stateoents of its finaneial 

• 
st:ucture goals, Pacific had still proceeced to Erivately place 
issues ot both loug-ter: debt and preferred stoc~_ . 
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i~=or:a:ion available la~e in 1979. At the :i=c a~~lieant had filed 
" " 

i~s application in that matter, it projected ,bone financing :0 be 
~t 9 3/4 ?ercent. But thereafter the bond =arkee together with the 
gene:al economy declined. It beca:e :eadily apparent that 9 3/4 
percent was unrealistic. Shortly after the coapany was able to 
obtain a coc=it:ent at 10.14 percent for its Series X bonds. Tne 
staff tben updated its esti:3te to 10 percent. lSI y~ ado?teci 10 percent 
for all fin~ncing ?rojected fo: 1980, 1981, and 1982, as well as for 
the fir~l attrition allowance adopted in Decision No. 91537. 

Unfortunately in the intervening ~onths leading to the 
instant application, increasing inflation and m~shrooming interest 
costs took a far greater turn than anticipated by the earlier pro
jections. Long-tero bond ~r~ets fell into a state of disarray and 
bond prices dropped as interest rates soared. Earlier this year. the 
best Cal-Water could apparently do was obtain a co~t~ent for its 
fall 1980 $6 million Series Y bonds at 13.1 percent, a 31 percent 
higber cost for 1980 financing than that projected in DeCision ~o. 91537. 

In the instant application, Cal-Water based its original 
request on the assump~ion that new financing for ehe 1980-l983 period 
could be completed at 12 percent; but after obtaining the l3.l percent 
co:=dt:ent on the Series Y bonds and a review of econo=ic trendS, it 
revised its request, and assuced financing costs for 1981-l983 at 
13.1 percent. However, staff continues to project 1981-l983 costs 
at 11 percent, the staff financial witness testifying that this 

18/ The staff's financial witness testified that its recOCQeneation of 
tbe 10 percent cost of financing adopted for the three-year period 
in Decision No. 91537 was merely a coincidence; that it does not 
look at the last coupon rate obtained by a utility and thereupon 
extra~olate a forecast interest rate. In that instance, the 
staff" insists it was purely a staff judg~ent to recomcend 10 ~ercent. 
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largely is in reliance upon econo:et~ic-baseci :oree~s:s fr~ Data 
~esourees, Ineor~orat~d, a Lexing:oc, Y~ssachusetts, econo=ic 
research :i~~. 19V 

He fully ap?rec:iate the cti::iculties 0: project:1ng ~ture 
interest costs in these times, but we are also aware that neither 
the company nor staff in their esticates for test yeers in r~te cases 
s~nce 1976 have ~dequately anticipated the degree 0: io:1atioo and 
interest ine=e~ses. Cal-Water's actual ~eturn on averQze eo~on 
equity :o~ the U months enciing July 31, 1980 was 10.l103 percent, .'3 

:u11 21 t'ercent ·oelow the 13.2 t)ereent return last authorized by 

li/ Data Resources ~ur~ortedly forec~st interest rates for the period 
bet'Neen 1980 and 1983 as ranging bet~.:een 10 and 12 ?ercent with a 
=edian forecast or 11 percent. Staff ado,ted this 11 ?ercent. 
This is, hO ... 1ever, an instance of econo:U.c reality overta~ing 
econocic ?rojeet~on in a period of r~pid ~nd ~expected 
deterioration of the bond carket. 
Otto Eckstein, Harvard eeonoc.1cs professor and president of Data 
Resources, was quoted in the Wall St:eet Journ~l of October 29, 
1980 as st~t1ng: 
r'You've got to 
~ealize that buying 
a bond is t~ldng a 
gamble tl1at the in
flation rate will 
1merove, and that 
isn't a gaQble I 
would t.a~<e. fI 

!he g:apb at the 
right, taken fr~ 
the Wall Street 
Journal ot 
Dececaer 9, 1980, 
depicts bond yields 
for the latter ~art 
of 1980. -
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this Co':'o.:ission in De.cision ~o. 91537. Indeed, it ~..,as even lowe:: than 
the 11.4 percent return fou:lc reason.Jb1e as far bad' as 1975. If we 
we::e to acopt st~:f's projection of futu::e financing costs at 
12 ~e::cent for 1980, anc 11 percent for 1981 through 1983, and we 
approved the lesser aQo~nt recoocenced for fi:l~nci~l attrition by 
the staff, the cocpany ~oulci be unable to recover oore than that 
aoo~nt even if interest rates continue above the 11 percent level, as 
they show eve::y ineication of doing for tr.at period. We will ad~t 
a~?licant's p~ojection of :l~~ncing costs at 13.1 ?erc~nt for 1981-
1983. 

'!'he Level of Rate of R.eturn to be Authorized: ~.J'ith the 
• pre1i::\inary' issues disposed 0:, ~.,e re.turn to a deter.nination of the 

level 0: return on co~on e~uity which we s~ou1d authori:e. In this 
proceeei:lS applicant and staff have supported their respective view
pOi:lts with extensive presentations and testi:ony. The com~any seeks 

• 

a 15 percent retu::n on co~on equity. Authorization of this 15 percent 
would all~l for an increase in the return on tot~l capitalization from 
10.43 percent as of July 31, 1980, to a return of 11.56 percent, 
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?roe~cing (a~te~ adjust:ent to reflect toe fact that t~e 6 districts· 
refleeeeci in this applieatiOn cover 44.$ pereent of the total coapany 
=ate base ~s 0: Dece~ber 31, 1979) ~ total co=pan)~r-cie :et~rn of 
10.95 percent. On the other hand, the staff's 13.2 percent reCOQ
~endation on cocmon equity would allow only a 10.60 ~ercent 
(~djusted to 10.52 percent cocpanywide) return on rate base. Tae 
cO~?3ny ~=sues that a 15 percent return on COQQon equity would raise 
the cocbined inte:es: ~nd preferred diVidend coverage to levels found 
reasonable i~ Decision No. 91537, whereas staff's recoccended 
13.2 percent would actually result in a slightly lower combined 
coverage. Applicant contends that the upward thrust in interest raees 
~ust result in some enbaneemen~ of earnings for common equity 
also. It points out that in Deeision No. 91337 our 13.2 percent 
allowance on comcon equity provided approxi::lately 320 basis points 
over the 10 ,ercent cost of long-ter~ debe at that time. Today the 
seaff continues to recommend 13.2 percent, only 10 basis points over 
the 13.1 percent interest cost for long-ter~ debt (the cost of 
Series Y bones). The company notes that basec on historical di::er
ences, a =eturn on cocoon allowance of at least 300 basis ?oints over 
long-te=: interest rates would suggest a return on cOCQon allowance 
today in the 16 to 17 percent area. Nonetheless, the cocpany asks for 
lS percent, stating that it believes that level would provide a fair 
.;:nd reasonable return to the cot:lmOn shareholder Vis-a-Vis returns 
available in other forms of investment. Also, it notes, were it able 
to earn 15 percent on cocmon stock, its cocmon stock would sell elose 
to book value (based on the average bid price in the third quarter of 
1980, its shares are selling 23 pereent below book value). 

The deter~nation of a fair rate of reeurn necessarily is 
an i=precise art. It is ai=ed at attaining a viable balance between 
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the divergent interests of the utility's cons~ers and its investors: 
A :air =~te of return depencis ~pon the f~cts of the ?artic~la= 
situation, and in the final rec~oning, comes down to ~n a??lic~t10n 
of infor:ed juci~nt. Rates ~ust be cieter~ined whic~ ?rotect the 
short-ter: interest of the consucer in ootaining the lowcs~ possible 
charges, while assuring ~intenance 0: good service over the long 
=un. However, these same rates :ust also ~roduce enough revenue to 
pay ,roper and reasonable o?er~ting expenses, ~intain credit, attract 
capital, pay reasonable diVidends, ~nd provicie reasonable additions 
to su:plus. A reasonably econocically healthy utility is essential. 
Risk capit~l undoubtedly will be reG,u1::-e<i in the future, ~nd risk 
c~pital is not only ti=id, b~t it is :obilc. After consideration of 
all the evidence and arguments produced by the ,artics to this' 
proceedins, we conclude that the co~panyfs proposed lS ,ercent ret~n 
on equity would be too high, and that the staff's 13.2 percent would 
be too low. For these ti:es and circumstances we have concluded that 
13.7 percent return on co=:on equity would be just and reasonable for 
this utility. As shown in Table D, ~ 13.7 percent return on cOQCon 
stock should produce ~n ove:a1l ret~r~ on c~pi~~liza~ion for 1981, 
1982, ~nd 1983, respec~ively, of lO.89 percen:, ll.08.pe=cen:, and 
11.50 percent, and COQQe~su=ate a:~cr tax interest cove=age of 2.21, 
2 .. 17, and 2.08 . 
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'I.;BU D 

Ca1-'Vizt:cr Service C O~':1':':':. ., .... '\.co~t:ec ?.:Lt:c of ;.'_e t:...:.=o:\ 

A.:1:er !a~ 
Capitalization Cost ~";~t ' Go. Interest 

Co~"one~: ?--ltio Factor Cost: Cove=a.ze 
Average "{e,zr 1981 

Lon;-Ie== Debt -4 .,~ ;, .-. 9.071. 4.S2i. 2.21 
P=eferred Stoelr. 4.2 6.50 .27 
COt:lI:lon :::~\;ity 41.6 13.70 5.70 

Iotal 100.0 10.89 
Average Year 1982 

l.ons-'l'er-=- Dect 54.2 9.43 ... , , 
:J ..... 2.l7 

P:eferrecl Steel: 4.2 6.48 • 27 
Co=on Equity 41.6 13.70 5.70 

Total 100.0 11.08 
Average "{eo2: 1983 

!.ong-Ier.:t Debt 54.2 10.20 5.53 2.08 
P=eferred Stocl, 4.2 . 6.44 .27 
Co=:on Equity 41.6 13.70 5.70 

'Iota 1 100.0 11.50 

Assc.m:otions: 
(1) To allow undistorted step rates ~nd provide :or financial 

attrition, we assuced a constant ea~italization ratio for the 
3-year period; computing it as the average of each year's ~veraze. 

(2) Average beginning and year-end capital costs were used. 
(3) Financing through long-term debt: at 13.1% in the 1981-1983 period. 
(4) Return on cocoon equity was held constant at 13.71. • 
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Authorized Revenue Increases 
Table E, our adopted Summary of Earnings, follows. It 

reflects our resolution of the issues pertaining to opera~ing 
revenues and expenses, including the impact of ex'Cernal financing 
'through use of long-term debt a,1: 13.1 percent, anc sets forth 
operating revenues which would be provided at present rates and 
those which will be req~ired to produee the 13.7 percent rate of 
return on common equity we are authorizing for the tes~ years • 
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TABLE E 
CAt-WATER SERVICE COMPANY - STOCKTON DISTRICT 

ADOPTED SUMMARY OF EARNINGS -
At Present Rates 

Operating Revenues 
Operating Expenses 

Purchased Power 
Purchased Water 
Groundwater Charges 
Purchased Chemicals 
Payroll - District 
Other 0&:.1 
Other AScG $I ~lisc. 
Ad Valorem Taxes -

District 
Payroll Taxes -

District 
Depreciation 
Ad Valorem Taxes -

G.O. 
Payroll Taxes - G.O. 
Other Pror~tes - G.O. 
Bal. Acct. - Adj. 

Subtotal 
Oneollectibles 
Local Franchise Tax 

& Bus Lic. 
Income Taxes Before 

ITC 
Investment T~x Credit 

Total Opr. Expenses 
Net Operating Revenues 

Rate Base 
Rate of Return 

Test Year 1981 Test Year 1982 
(Dollars ~n Thousands) 

S 8,548.6 $ 8,595.8 

276.5 286.0 
3,l49.7 3,152.4 

8.8 9.1 
10.0 10 .. 4 

864 .. 1 937.5 
347 .. 4 366 .. 1 

57.8 59.5 

194.8 199.9 

63.6 68.8 
516.0 535.8 

3 .. 3 3.3 
l5 .. 1 16.3 

582.6 630.4 

6,089.7 6,275.5 
25.0 25.1 

41 .. 6 4l.9 

682.0 581.2 
(79.7) (96.4) 

6,';~.6 6 ,e~7 .~ - I,';'HL~ I, IE .. 

17,668.0 l8,153.1 
10.13% 9.74% 

(Red Figure) 
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TABLE E - Contd. 
CAL-WATER SERVICE COMPANY - STOCKTON DISTRICT 

ADOPTED SUMMARY OF EARNINGS 

At Rate Levels Adopted 
Operating Revenues 
Operatin9 Expenses 

S1.1btotal 
Uncollectibles 
Local Franchise Tax & 

B1.1s. tic. 
Income Taxes Before 

ITC 
Investment Tax Credit 

Total Opr'. Expenses 
Net Operatin9 Reven1.1es 

Rolte Base 
R.lte of Ret1.1rn 

Test Year 1981 Test Year 1982 
(Dollars ln fhousands) 

S 8,825.3 

6,089.7 
25.8 

43.0 

822.5 
(79.7) 

6,901.3 
1,924 .. 0 

17,668.0 
10.89% 

(Red Figure) 
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S 9,098.3 

6,275.5 
25.6 

44.3 

836.4 
(96.4) 

7,OSb.4 
2,011 .. 9 

18,158.1 
11.08% 
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Contrasting the operating revenues set forth in ~able E, 
it is apparent that the rates of return which we are authorizing 
will produce additional gross revenues of $276,700 in 1981, an 
increase of 3.2 percent over the revenues which the existing rates 
would produce. In 1982 an additional $227,400 ,will be produced, 
an increase of 2," 6 percent. 'these authorized increases also provide 
for increased power costs derived from the April 29, 1980 PC&E 
increase. In conformity with ow: previously stated preference that 
districts of Class A water utilities not file general rate applica
tions more frequently than once each three years, a third set of 
rates in the form of a step increase will be authorized for 1983 
to allow for attrition, bo~ operational and financial, after 1982 .. 
Following methodology used in our most recent decisioQS in sim:Llar 
applications (DeciSions Nos .. 92244 and 91537 in Cal-Water Live~ore 
and Southern cal-Water Metropolitan, respectively), the operations 
component, as indicated by the decline in the rate of return at 
present rates fron 10 .. 13 percent in 1981 to 9.74 percent in 1982 
(see Table E) is 0.39 percent.. '!he financ1a.l component 1.s represented 
by the difference of 0 .. 42 percentage points between the ra.tes of 
return we adopted (see Table D) for 1982 and 1983, respectively, 
11 .. 08 percent and 11.50 percent.. 1'0 offset this combined 0.81 
percent (0.39 percent -+ 0 .. 42 percent) operational and financ1a.l 
attrition we will authorize a 1983 step rate increase of 
$303,700 :?:!ll 

On or after November 15 in the years 1981 and 1982, appli
cant will be authorized to file advice letters (wieh appropriate 
work papers) to justify implementation of the step rate increases 
herein postulated for each of these years.. These supplemental 
filings will permit review of achieved rates of return before each 
seep rate increase is authorized. 

~I Using the formula: Rate 'Sase x Rate of Combined Attrition x 
Net-to-Gross Multiplier - Step Increase, we find: 
$18,158,100 x 0.81 percent x 2.0646 - $303,700 
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'Iable E and Appendix C will provide a. basis for review 
of these fu~e advice letter reques ts • '!he purchased power ra.te 
utilized is the composite PG&E rate of 9.0BO cents per kWh which 
became effective April 29, 1980. '!'he purchased water rate used 
is the Stockton East Water District charge whiCh became effective 
April 1, 1980. 'the composite effect of the assumed rates for 
purchased water and power and groundwater extraction eba:ge is 

an average cost of $0.230 and $0.229 per Ccf of water sold 
during 1981 and 1982, respectively. The Stockton District effective 
ad valorem tax rate is 1.05l percent of estimated beginning-of-year 
net plant plus materials and supplies. '!he correspond:Lr1g effective 
rate for prorated general office and ad valorem taxes is 1.109 percent 
of beginning-of-year net plant plus materials and supplies. The 
local franchise tax and business license rate is the 1979 rate of 
0.487 percent of gross revenue. !he income ~x rates are the 
current 9.6 percent state, 46 percent (wi~ inter.mediate steps) 
federal rates. The uncollectible rate used was 0.292 percent, and 

the net-to-gross multiplier was 2.0646. 
Rate Design 

In a rate proceeding after total revenue requiremenes 
are determined, the next step ~t be to provide for equitable 
distribution of the increases found necessary to the co=ponents 
of the rate schedules. In the Stock.ton District the accumula'ted 
revenue increases authorized since January 1, 1976 have exceeded 
25 percent ~ Therefore, me increases we will a.uthorize by this 
decision for 1981, 1982, and 1983 will be spread equally to all 
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three tiers of the quantity rate schedule, including ~e lifeline 
tier, and to the service c:ba.rges. 

No increases will be authorized to be applicable to either 
the Public Fire Hydrant Service or to the Private Fire Protection 
Service. 

Appendix A to this decision sets forth the rate structure 
approved to be made effective and applicable to the year 1981. 
Appendix ~ contains the step increases in rates authorized for 
fu:ure years. Since rates are very likely :0 be revised through 
advice letter offsets during the interim period ahead, it is doubt
ful that schedules for 1982 and 1983 prediC4ted upon rates to be 

authorized for 1981 would be the correct rates at the time the step 
rate filing is to be made. Therefore, the increases contained in 
Appendix B can be added to the rates that would otherwise be 

effective on the date the step increase is to go into effect in 
order to develop the appropriate rates for filing. 

Other Issues 
Elimination of Private Fire Protection Rates: Following 

the January 25, 1979 hearing in Marysville during which the local 
fire chief reco=mended elimination of private sprinkle~ protection 
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rates as a way to spur sprinkler installations,l1/ by Oreer1ng 
?~ragra?h ~o. 4 in Decision No. 90491 dated July 3, 1979 in 
Applic.ltion No. 58094, we directed .lpplicant to prepare a study 
the equity .lod advisability of such a step. 

. 
into 

Applic.lnt complied with this directive, submitting a short 
but to the point study, Exhibit 5 in the installt proeeed1ng. 
Therein applicant noted that while there is some public benefit to 
be derived froe private systems, the principal beneficiaries would 
be the owners or lessees of the specific private structures protected. 
'IZley would obtain free service. 

But someone ~ust pick up the cost, s~ll as it ~y be 
(depending on size and oo;.mership the charge varies froe $1.17 to 
$3.00 per month per inch of diameter of service). Although if passed 
on to the general service customer, the addit10nal charge would be 
small, ranging fro~ 3 cents to 33 cents per month per custotler; 
depending upon the nature (residential or,industrial) 0: the service 
territory involved, equity does not justify general eustomers 
subsidizing private enterprise. Further~re, current sprinkler 
water service charges are insignificant cocpared to the other con~ 
siderations which determine the economic feasibility of installing 
sprinkler syste~, namely installation costs and significant 
insurance savings. 221 

Interestingly, ~rysville had no ordinance or building code re¢ula~ 
tions requiring fire s~rinkler systetlS. It appears to us that a 
more appropriate and effective way to induce installations than by 
giving free fire sprinkler water service would be to adopt the 
Unifor: Building Code and/or the Uni£or~ Fire Code~ which in 
appropriate circu~tances would require such installations. 
~et savings resulting froe typical situat~on installat1¢ns requi:e 
from 8.1 to 13.2 years for the cu~lative savings to pay for the 
invest~nt, according to the st~dy. Elimination of charges to 
the owner or lessee would shorten this perioe only to a range 
of 7.9 to 12.2 years. 
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As the study indicates, installation of sprinklers results 

in couside:ably lowe: fire insurance premiums. '!hese savings are a 
~h stronge: incentive to ins:all sprinklers than would be the 
elimination of charges for private fire protection service. 

We concluce that it is equitable that private fire ~rotec:ion 
cus:o~e:s shoulci continue to ?~y the present rates. 

W.:ze ~nd Price Standards: By Reso lution No. ~I-4 704 dated 
JanU3ry 30, 1979, the Co~;ssio~ ordered all utilities requesting 
general rate increases to sub~: an e~hibit to acco:pany ~hcir 
a"lications to show,whether the requested incre~se co:plies ~:h 
the vol~"lta::y Wage and ?=ice Standards issued by the federal ~:a;e and 
?=ice Stability Council. Ap?licant coaplied and it5 Z:~iait ~o. 6 
in this proceeding shows that (1) w.lge increases grantee by applicant 
~nd (2) the =equested rate increases, tosether with step incr~ases in 
otner districts, .lre within the est.lblished guideli?es. However, in 
addition to approval of a cajor portion of the increases requested by 
the cOQpany in its applic3tion, at the recoc=endation of staff we are 
providing in our adopted rates for the additional cos~s of purchased 
powe: and w~ter derived from the very significant April 29, 1930 PG6£ 
energy i::l.c:ease. this pa,s~-through of specific costs accords wi.~h 
ComQissio::l. policy, and while it ~y serve to place applicant 
technically ou~ of compliance with ~he general price declaration 
standards of the Council, not to approve the exception would result 
in gross inequity and could unreasonably and detri:entally handicap 
~he utility in i~s critical :or~hcocing refin~ncing of large voluQes 
of long-tero debt • 
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Protestants t Contentions: The Board of Supervisors of 
San Joaquin County, concerned aver the econanic impact of rate 
increases, asked that public hearing be held in Stoekton to give 
interested parties, opportunity to express concern and investigate 
the adequacy and accuracy of the application. During the subse'" 
quent hearing September 18, 1980 in Stockton, the county counsel 
appeared to state that because of a series of coamitments and 
unanticipated emergencies the Board was unable to be present. 
Leave was requested and granted to submit a brief written statement: 
within one week. No such statement was received from the BOard. 
However, one Board member, Jose L. Alva, on September 24, 1980 
wrote the ALJ "on behalf of those citizens in my district who 
obtain water from the California Water Service Company." 
Supervisor Alva stated ehat any increase places the c~ty of 
Stockton and the county in an uncompetitive position in trying to 
attract industry. He then went on to state tb.a.t the effect of 
failure to retire cal ... Water I s "numerous wells no longer necessary" 
creates a dual system, the cost of which is borne by the local 
consumer, in part the reason for high water rates. 

The city council of Stockton authorized councilman 
Arnold I. Rue to appear to present its arguments to 1:b.e point 
that a rate increase would i~ essence be unfair. On behalf of 
:he council he asserted that applicant's Stockton rates are the 
highest in central californi,alll' and asked that these rates be 

equated with those of Bakersfield, or that all cal-Water's 

23/ - The council and Rue offered into evidence, a.nd the ALJ &ccepeed, 
a bar chart graph dated June 1980 (essentially an update of & 
similar graph. introduced. in the proceed.ings in Application 
No. 57328) which purpor1:ed to compare annual water costs to 
average customers of 17 water distributors, 12 of which are 
public agencies, 2 cal-Water companies, and 3 priva.tely owned 
u1:ilities . 
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cus tomers, wherever located in the State, pay the same rates. And 
finally, a local veterinarian, Doctor Joe Waidhofer, and a Mrs. :setty ~ 
Ma.eNea.r, both directors of Stockton East Water District, but speaking 
for themselves and their adherents, argued the-unfairness of having 

to support two systems, Waidhofer concluding that: applicant: should 
be required to shut down 28 wells, thereby removing from rate base 
a "guesstimated" $3 million and lowering rates. 

These arguments are similar in thrust and content to those 
advanced back in 1977 during the hearing on Applieation No. 57328 ~ 
In Decision No. 89528 in that matter we discussed at length these 
contentions. We pointed out that any com:parisons based on the 
bar chart there presented were invalid, stating: "Unless 
the systems to be compared are selected for comparability, or unless 
adjust:ments are made for items sueb. as purchased water and taxes, 
the comparisons would be as meaningless as a horse race where one of 
the horses =ust carry two riders. ff 

Similarly, throughout the protests in the illstant proceedings, 
there is threaded the idea. tba.t: now that Stockton East Water District 
provides a duplic~te flow of imported water,24/ applicant should be 

~/ Prior to 1975 water for applicant's Stockton District was 
obtained from 66 company-owned wells located throughout the 
service area. In 1975 these wells produced 33,000 acre-feet 
of water, but the service area had developed to the point: that 
water extraction exceeded replenishment with the resule thae 
saltwater trapped in the Delta islands was being drawn in .. 
To alleviate the overdraft and salewa~er intrusion, a master 
plan was drawn which expanded a local water conservation district 
formed in 1948 into the Stockton East Water District. The new 
district developed a surface water supply fro= the Calaveras 
River to supply Metropolitan Stockton using applicant's distri
bution system.. After construction of a treatment plant, since 
March 1977 Stockton East Water District has become the major 
supply source to Cal-Water.. A large proportion of the paymene 
fr~ applicant to Stockton East Water District covers fixed 

(Continued) 

-56-



•• 

• 

• 

A .59664 ALJ /bw 

forced, without compensation, to remove many of i1:S wells from rate 

base, but that these same wells should in some manner be continued 
to be dedicated to public use against the contingency that they might 

aga.in be needed.. But these wells were prudent investments of capital 

when constructed and are in partial back-up status today only as a 

result of the construction of Stockton East Water District's facilities. 
Applicant's stockholders are therefore legally entitled to recoup 

their investment (see Sections 1501 and 1503 of the Public Utilities 
Code). There is no action this CQnmission can legally take which 
would relieve Stockton customers of the obligation to repay the 

undepreciated cost of duplicated plant. In Decision No. 89528 we 

fully explored the alternatives and indicated that it should be 

Stockton East Water District, not this Commission, which should 
determine which alternative payment method would be in the public 

interest }J/ We will not repeat those discussions here. In suamary 

it suffices to say that there are constitutional prohibitions against 
confiscation of private properey without compensation. Nor can 
Stockton customers be subsidized by customers in other areas .. 

?!if (Continued) 

~/ 

charges, therefore annual payments do not fluctuate much 
regardless of the water delivered. To lessen the production 
costs of water drawn fran applicant I s wells we require appli
cant to maximize the quantity of water received from ~e 
district. Essentially therefore, what has developed is that 
to some considerable degree a duplicate water supply facility 
has been developed in the Stockton East Water District's facility. 

Meanwhile applicant' s customers will continue to pay in t:heir 
rates for the undepreciated plant in periodic instal~ents 
together with a retum on the declining balance. 'these 
installments will continue until the wells, pumps, etc. are 
fully depreciated or until Stockton East Water District decides 
to purchase or condemn them . 
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Effective Date of Order: The rates of return found reasonable . 
in this matter were determined and based upon the effect of the rate 
increase for full year 1981. Accordingly, in order to re~in as much of 
that effect as possible, and since the only active participants as 
parties to tnis proceeding are applicant and the ~ission s~ff, 
the resulting order should be effective on the date of signaeure. 
Findings of Fact 

1. Applicant's senrice territory is efficiently served wi1:h 

satisfactory results, and the water quality is satisfactory. 
2. Applicant's conservation program has lost vigor and should 

be reinvigorated. However, its panp efficiency program meets or 
exceeds standards. 

3. Applicant requires additional revenues, but the rates it 
proposes would produce an unjustified rate of return • 

4. 'Xo avoid a duplicity of effort we provided in the rates 
we adopt herein' for the additional purchased power and water costs 
derived fro= the April 29, 1980 PG&E increase. 

5. Staff's prOjections of anticipated water consumption, 
class by class, i~ofar as they differ from those of applicant, are 
more reasonable than applicant's. Accordingly, staff's estimates 
of operating revenues and expenses at present and proposed rates, 
as derived from those consumption projections, should be adopted 
over those of applicant. 

6. Other than adjustments proposed relating to Station 79 Well 
and the Airport Way replacement main, staff's estimates of rate 
1?ase, totaling $80,200 for 1981 and $66,000 for 1982 less than 
applicant's estimates, are reasonable and should be adopted. 

7. Applicant in 1976 aeted prudently and judiciously in 

constructing Station 79 Well where, when, and how it did. Accord
ingly, it would be inequitable and unreasonable now to apply saturation 
adjustment procedures to the faeility • 
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8. Location of a large new Corn ?roduc1:S' chemical plant wl:th 

substantial initial and increasing cotlS1.1mption and fire-flow require
mena On Airport Way made replacement of the existing 40-year-old 
l2-inch main necessary.. Its additional requirements, plus pending 
development of the Santa Fe residential and commercial development 
in the area, and potential development of the balance of the Western 
Pacific industrial area, made replacement by a. 16-1nch main over a 
3-year period a prudent and judicious investment. Accordingly, it 
would not be reasonable to apply satura.tion adjustment procedures to 
the replace=ent project. 

9. !he adopted estimates of operating revenues, operating 
expenses, and rate base for the test years 1981 and 1982, and a 
decline of 0.39 percent in rate of return into 1983· as a consequence 
of operational a.ttrition at the present authorized rate level 
reasonably indicates t:he results of applicant' s operations in the 

immediate future. 
10. At this point in time applicant's capitalization structure 

and general financial circumstances do not preclude reliance upon 
long-te~ financing through the test period for all financing 
anticipated herein. 

11.. Applicant's estimate of 13 .. 1 percent as the anticipated 
cost of such debt financing is reasonable. 

12. Rates of return of 10.89, 11.08, and 11 .. 50 percent, 
respectively, on applicant I s rate base for 1981, 1982, and 1983 
are reasonable. '!he related return on coa:mon equity each year is 
13.7 percent. !his will require an increase of $276,700, or 3.2 
percent in annual revenues for 1981, a fur'ther increase of $227 ,400, 
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or 2.6 percent in 1982, and 01 further increase of $303,700, or 3 .. 3 
percent in 1983. 

13. The adopted rate design is reasonable .. 
14. The increases in rates and charges authorized herein are 

justified; the rates and charges au~orized herein are reasonable; 
and the present rates and ch.arges, insofar as they differ from. 
those prescribed herein, are for the future unjust and unreasonable. 

15.. The further increases authorized in Appendix :s should be 
appropriately modified in the event the rate of return on rate base, 
adjusted to reflect the rates then in effect and nor.=al ratemaking 
adj ustments for the 12 months ended September 30, 1981 and/or 
September 30, 1982, exceeds the lower of (a) the rate of retum 
found reasonable by the Commission for applicant during the 
corresponding period in the most recent rate decision or (b) 10.89 
percent for 1981 and 11.08 percent for 1982. 

16. Applico.nt's private fire protection service rates do not 
act as a deterrent to the installation of fire sprirakler systems in 
private buildings, and it would be neither equitable nor reasonable 
to elimdnate all private fire protection service rates with ~e 
resulting transfer in costs to applicant's general service customers .. 

17. The revenues authorized herein, pursuant to provisions of 
C~ission Resolution No_ L~213, incorporate the present public fire 
protection surcharges offsetting loss of fire hydrant revenues. No 
refund is necessary. 
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. 'I'he effective date of 'the following order should 'be the 
date of signature since there is an immediate need for the rate 
increase. 
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ORDER ... -,..., ...... 
IT IS ORDERED that: 

1.. After the effective date of this order, applieant, 

California ~ater Service Company, is authorized to file for its 

Stockton District the" revised rate schedules attached' to this 

order as Appendix A.. Such filing shall comply with Genera.l Order 

No. 96-A. 'l'he effective date of the revised 'schedules shall be 

fow: days af'ter the date of filing. 'I'he revised schedules shall 
apply to service rendered on aad after the effective date hereof. 

2. Oa. or after November 1·5, 1981 applicant is authorized to 
file an advice letter, with appropriate work papers, requesting the 

step rate increases attached to this order as Appendix R, or to file 
a lesser increase which includes a uniform cents per hundred cubic 
feet of water adjustment from. Append.ix :s in the event that the 
Stockton District rate of 'return on' ra'te'"base, adjustecr·t'o··re'fl~C:t"" ~~ 

.,. • 'f' "". I" .... ".. • j. •• • ... ,,' 

the rates then in effect and normal ratemaking adjustments for the 

twelve mouths ended September 30, 1981, exceeds the lower of (a) the 

rate of rerum found reasocable by the Commission for applicant during 
the correspouding period in the tben most recen't rate decision, or 
('b) 10.89 percent. Such fili:tg shall comply witb. General Order 
No. 96-A.. !he requested step rates shall be reviewed and approved by 

the Commission prior to becoming effective.. !he effective date of 
the revised schedule shall be no ea:rlier than J~uary l, 1982, or 
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thirty dJys after the filing of the step rate, whichever is later. 
T~e revisee scbedule shall a?ply only to service rendered ~n and 
after the effective d~te thereof. 

3. On or after Nove=ber 15, 1982 ·applicant is authorized to 
file an advice letter, with appropriate o;.70rl( ?"l,ers, requesting the 
ste, rate increases attached to this order as A~pendi~ B or to file 
a lesser increase which includes a ~~ifo=m cents per nundred cubic 
:eet 0: water adjust:ent froa Appendix B i~ the event t~t the 
Stockton District rate of return on rate base, adjusted to reflect 
the rates then in effect and normal r~te~king acjust~nts for the 
twelve conths ended SepteOber 30, 1982, e~ceeds the lower of (a) the 
rate of return found reasonable by the Coc=ission for applicant 
during the corresponding period in the then co~t recent rate decision, 
or (0) 11.08 percent. Such filing shall comply wita General Order 
No. 96-A. Tae requested step rates shall be reviewed and approved by 
the Co~iss1on prior to becoming effective. Tne effective date 0: 
the revised schedule shall be no earlier than January 1, 1983, or 
thirty days after tbe filing of the step rates, whichever is later . 
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The revised schedule shall apply only ~o service rendered on and 
af~er the effective date thereof. 

The effective date of this order is the date hereof. 
Dated FEB 1 B ~. 

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

Commissioners 
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A:PP.ENDIX A 

scm:t>UIE NO. 31.-1 

~..oc:kton Taritr Area. 

GENERAL MEtEllEJJ SElNICE 

Appl1ea.'ble to all metered. vater .:e1"Y'1c:e. 

'!ERRnOR! 

Stocll:to:l aud. Vie1n1ty, San JO&q~ County. 

For 5/8 x 3/4-inc:hmeter •••••••••••••••••••• 
For s/4-1nehmeter •••••••••••••••••••• 
For l-~Chmeter ••• _ •••••••••••••••• 
For 1t-1nc:h meter •••••••••••••••••••• 
For 2-1nehmeter •••••••••••••••••••• 
For 3-1neh meter •••••••••••••••••••• 
For 4-1nc:hmeter •••••••••••••••••••• 
For 6-1nchmeter •••••••••••••••••••• 
For 8-inehmeter •••••••••••••••••••• 
For lO~inc:hmeter •••••••••••••••••••• 

Q,uant1ty RB:tes: 

lor the tirst 300 eu.ft., per 100 cu..ft • 
For the next 29,700 cu..ft., per 100 cu.tt • 
For nl1 over 30,000 eu .. tt., :per 100 cu..:tt • 

....... ...... 

...... 
:he Service Cb&rge 1s a. rea.d.i:l.es:; .. to-serve charge ·N"llieh 
i: a.ppl1ee.ble to e.ll. metered serv1ce a:o.d. to which 1::; to 
'be &d4e4 the mcnthl;y' c:barge computed. a.t the Q,ua.tity 
Rates. . 

Per Meter 
Per Month 

$ 5.85 
8.60 
ll .. 50 
15.70 
21.00 
39·00 
53.00 
89·00 

129.00 
159.00 
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Ea.eh ot the tolJ.Qw1ng 1'I1Cre&3CS in n:te, mAY be put into e:!!eet on the 
ind1c:e.ted d&te by t~ 8. %'&te sched.ule vb1ch a.d.d4 the 8.ppropr1a.te increase 
to the n.:te wb1eh would. otherw'1se 'be :1n en'ec't on tbe.t d.a.te. 

Service Charge 

For 5/8 x 3/4-ineh meter 
For 3/4-inchmeter 
"For l-121eh meter 
For l*-inch meter 
For 2-inch meter 
For 3-inch meter 
For 4-1nc:ll meter 
For 6-1nc:h meter 
For 8-inch meter 
For lO-1l1ch meter 

Q;ua:c.tit:r :R&tes: 

For the tint 300 eu..fi., pel' lOO cu .. !''':,. 
For the next 29,700 eIl.tot., per lOO cu.!'~. 
For all over 30,000 c:u.ft., per lOO cu.ft. 

O.lS 
0.20 
0·:35 o.w 
0·50 
1.00 
2.00 
2.00 
3·00 
1.. .. 00 

0.006 
0 .. Ol3 
0.010 

0.20 
0.30 
0.40 
0.50 
0.50 
1..00 
2.00 
3.00 
5.00 
6.00 

0.012 
O.Ol$ 
O.Ol4 
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APPENDIX C 
Page 1 of 3 

Cal1!Ol"D.ia 'Water Service Compaxzy 
Stockton District 

1. Water Pl'oduetion: Cer(lOOO) 
Wells: 

Purchased Water: 

2. Electrie PoYer: 1.0743 kWh per Cer 
KWh: 

Cost: 
Cost per kWh: 

Supplier: 
3,045,100 
$216,500 
$. 0.0908 

1982 
13,82l.1 
2,931.2 

10,889.9 

PG&,E' Date~ 4/29/80 
3,149,000 

$286·,000 
$ 0·0908 

3. PUrehased 'Water ~se~: 
Purdl. Water~ SEWD)Y 
Grd.'Water Chrg.(SM)Y 

$3,149,700 
8,800 

$3,152,400 
9,loo 

4. Ad Valorem Taxes: 

Tax Rate: 

5. Metered 'Water Sales: 

:Block 1 (l1!ellne) 
2 
3 

0-3 
4-300 
> 300 

'J»tal 'O'sage 

1/ Stockton-East Water District 

194,800 
1.051~ 

1,213,350 
1,288,803 
3,'2:79,248 

ll,S4i,401 

1,279,017 
7,294,.223 .. 
3,351~ 

11,92500 
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.A2m'mIX C 
Page 2 or 3 

Cal1!oma liater Semee CompaIIY 
Stockton District 

6. Number or Services: 
No. o'! Serv1.ces 'O'sase-KCe'! AVtt:.'O'sase-Ce'!~. 
19B1 1902 . 1981 1982 19S1 l· 

Commercial-Metered 37,241 37,42l 8,900.6 8,943.6 239·0 239·0 
Com.Large Metered 2 2 48.6 9.7 24,300.0 4,850.0 
I::u1u.str141 84 85 535·0 549.0 0,369.0 0,458.8 
Induetrial-Large 14 14 1,140.0 1,2~.0 81,428.6 85,857.1 
Public Authority 283 284 962.2 965.6 3,400.0 3,400.0 
Public Auth.-Lrg. 5 5 250·0 250.0 50,000.0 50,000.0 
Other 4 4 ~.o 2.0 1:2~.O 1:2~.0 

SUbtotal 37,633 37,815 11,841.4 11,924.9 
Pr1vate F1re Prt. 354 364 
Public Fire Prt. ~2 ~2 

Total 38,022 28,2l.4 

Water toss 13. 5~ 1,882.9 1,896·2 
'l'Ota1 W"ater Pro4uced 13,724.3 13,821.1 

7. Revenue ~ ~ ~ 
Metered $8,776,500 $9,048,500 $9,352,200 
Publ1e F1re P:rot. 3,900 3,900 3,900 
Pr1 'late lire Prot. 31 ,500 38,500 38,500 
Mise. 7:400 7:400 7:400 

Total 8,825,300 9,098,300 9,402,000 
Attrttion in Rate o'! Return: 0.81.~ $303,700 
1982 Rate :Base (adopted): $18,158,100 
Net-to-GroS8 MIllti:p11er: 2.0646 

8. Usage and Bill (Commercial) 
Average Usage: 239 Cct/r:wr,tomer-yr. 
Average :Bill, IIOnthly i15.7'T $16.17 
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Csl1torn1a Wa.ter Serv1ee C~ 
Stockton :D1:str:1et 

O&M Expenses 
Parella.3ed Paver 
Pt1rcha:sed Water 
CX'o'l.tDd Water Charge 
Pureb.. Chem1eal 
Payroll 

INCOME TAX CAI.COtATIOl1S 

Other: OM. 3. Moo 
t1nc:oUect1ble at O.2;92!j, 
IDeal. Franeh. Tax a.t 0 .48~ 

~oll1'axes 
Ad. Valorem 'rues at 1.OS1~ 
c;..O. Alloc:ate4 Expenses 
~ .. ~e.Adj .. 
G.O. Depree. .AdJ. 
~oll ~s C&p1tal1ze4 
Interest 

~otall)eduet1ona 

ste.te Tax Depree1a.t1on 
Net ~axa.ble IDeODIe' 

Sta.te Corp. Fraceh. 'l:e:lC at 9.~ 

Federal. Tax Depree1&t1on 
State Illeome Tax 
Pref'erred Stock D1voo Cred.:1t 
Net '!'a:lcable Income 

Federe.l I:ccome ~8X at ~ 
Grad. Tax Adj. 
Ac1.j.. Invol.. Conversion 
Imestment Tax C:r~t 

$8,825.3 

276·5 
3,149·7 

8 .. 8· 
10 .. 0 

864.1 
405 .. 2 
25·8 
43.0 

63 .. 6 
194·8 
601.0 (1H' .. ) 
lO·9 
8~~.l 

6,448.6 

7'68.5 
1,608.2 

l54·4 

751.4 
l54.4 

5·7 
l,465.2 

674.0 
~) di1) 
J!i.:J.) 

• Tot3l Federal. Income Tax 588.4 
Net .. to-Cros8 Multiplier: 2.0646 

(Red F1Ee) 

.$9,098.3 

286.0 
3,152.4 

9·1 
10.4-

937 .. 5 
42$.6 
26.6 
44.3 

68.8· 

I .. ) 
.. ) 

:U·9 
§21·I 

6,671.7 

rJ·2 
1, 34..4-

l57·0 

114.6 
l57.o-

5 .. 7 
1,489.4-

~ 2. , 

~) . ) 
583.0 


