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Decision 93263 \AlL _ 71981 

BEFORE THE PUBLIC UTILITIES COMMISSION OF TEE ST~TE OF CALIFORNXk 

In the Matter of the Application ) 
of CALIFORNIA-AMERICAN WATER ) 
COMPANY for an order authorizinq ) 
it to increase its rates for ) 
water service in its CORO~ ) 
DISTRICT. ) 

--------------------------) 

Application 60092 
(Filed ~ovember 19, 1980) 

Lenard G. Weiss, Attorney at Law~ for 
California-American Water Company, applicant. 

Brian T. Cr~gg, Attorney at Law, Donald Ye~, 
David K. Fukutorne, anc. Terrv R. Mowrev, :or 
the Commission staff • 

By this application, California-~~erican Water Company 
(Cal-Am) seeks authority to increase rates for water service in its 
Coronado District to produce an annual revenue ine=ease of SSS6·,700. 
or 18.9~ in 1981. Additional revenue increases of S120,400 or 3.7~ 
atlc. S134,000 or 4.0" over 19S1 are requested. for the years 1982 and 
1983, respectively. 

On March 24 and 25, 1981, public hearinq on this application 
was held in San Dieqo, California, ~~fore·Aamdnist=ative Law ~udqe 

Sara S. Myers. Copies of the application were served and notice of the 
hearing was published in accordance with tr~s Commission's Rules 
of Practice and Procedure. The matter was submitted upon the filing 
of concurrent briefs on April 20, 1981. 

During the hearing, three ·~tnesses testi:ied on behalf 
of Cal-Am, incluc.inq Cal-~~'s vice president of :i~anee, Robert w. 
Bruce: Cal-~~'s assistant director of rates and revenues, John S. 

Barker: and an independent consultinq engineer, John E. Housiaux • 
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The Commission staff's (staff) testimony was presented by three 
members of the Commission's Revenue Requirements Division: Donald Yep 
and David Fukutome, 'both utilities enqineers, and Terry R. Mowrey r 

a financial examiner. 
The public hearing in this application was preceded by an 

informal public meeting held at the Coronado City Ball on January 15, 
1981. The meeting, 'N'hich was jointly sponsored by Cal-Am. and the 
staff, was for the p~se of receiving customer comment on Cal-Amf s 
water service. Notice of the meeting and the public hearinq was 
proVided by bill inserts :nailed to each customer. At neither the 
informal meeting nor ~he public hearing were any complaints received 
concerning Cal-~~Is water service in its Coronado District. Only one 
Customer attended the informal meeting, providing no comment, and 
none appeared during hearing. 
General Information 

Service ~re~ and Water SVstem 
Cal-Am, a California corporation, is a wholly owned 

subsidiary of the A.~erican Water works Company, Inc. of Wil:ninqton, 
Delaware. Cal-Am operates public utility water systems in portiOns 
of San Diego, Los Angeles, Ventura, and Monterey Counties. 

I:l Cal-Am' s Coronado District, public utility water service 
is provided to appro~tely 16,570 customers in the Cities of 
Coronado and Imperial Beach, a portion of the City of san Die;o, 
and contiguous unincorporated areas. All of these areas are within 
San Diego County. 

The total water supply for the Coronado District is 
purchased from the City of San Die90. By contract aqreement, cal-Am 
has the riqht to purchase from the City of San Diego all of the 
potable water required to serve its Coronado District customers • 
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CUstomer Service and Conservation 

The staff investigation related to this application shows 
that durin~ 1979 and 1980 eustomer complaints filed at the district 
office concerned hiQh bills; leaks, low pressure, and water odor and 
taste. The staff is satisfied that all complaints, includinq 10 for 
disputed bills filed with the Commission's Consumer Affairs· Branch, 
were properly handled and satisfactorily resolved. Althou;h cal-Am 
received ~ore odor and taste complaints in 1980 than in previous 
years, this circumstance was largely due to a one-time water supply 
problem at the Otay Lakes Reservoir which has now been corrected. 

The staff report also shows that Cal-Am has continued to 
promote its water conservation proqram. Water conservation kits 
are available from Cal-Am and customer relations remain conservation­
oriented. According to the staff, the role of electric enerqy 
conservation in the Coronado District operations is ~nor. The 
entire water supply is purchased, and delivery is at sufficient pressure 
to make boosting unnecessary. 

Based on the staff's report, we conclude that Cal-Am is 
providing a satisfactory level of service. 

Rate Increase Recuest 
In its application cal-Am proposes rates which will increase 

its annual revenues ~y $556,700 in 1981 and an additional $120,400 
in 1982 and $134,000 in 1983. Each of these rate increases reflects 
a requested rate of return of 11.621. for each of the three years. 
This rate of return is oased on an embedded cost of debt of 8.63% 
and a cost of eommon stock equity of 14.S0X~ 
Discussion 

. During hearing, Cal-Am aceepted the staff's estimates and 
reco~~endations on all of the issues related to its rate increase 
request except: (1) rate of return, (2) consumption estL~tes for 
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all classes of Coronado District customers, and (3) the proper rate 
trea~~ent of the fee charqed by Cal-~~'s consultant, John Housiaux, 
for appearinq durinq hearing. Cal-Am's stipulation resulted from 
staff estimates', included in Exhibit 12, ,l3, and 14, being based 

on later information and recorded data which were not available to 
Cal-Am at the time its application was prepar~. 

Rate of Return 

The following ta~le compares the rate of return requested 
by Cal-Am and tbat recommended by the staff: 

':tABLE 1 

PROPOSED R.~TES OF R'E'!'CRN 

Component 

Cal-Am 
Long-':term Debt 
Common Equity 

Total 
Staff (Average Year 1981) 

Long-Term Debt 
Common Equity 

Total 

Capitalization 
Ratios 

49.11~ 
50.S.9~ 

100.00~ 

48 .. 00% 
S2.00~ 

100.00% 

8 .. 63~ 
14 .. 50% 

8.74% 
13.00% 

Weiqhted 
Cost 

4 .. 24% 
7.38% 

11.62X 

4.20~ 
6.7& 

10.96% 
In support of its requested 14.50~ return on equity, cal-~~ 

presented testL~ony by Robert W. Bruce, Cal-AmOs vice president of 
finance.. Bruce's oral testimony during hearinq was supplemented 
by three exhibits.. In Exhibit 2, Ca1-~~ts report on its results of 
operations, Cal-~~'s cost of capital, recorded co~on equity, total 
adjusted capitalization, and weiqhted cost of capital was set forth 
along with a comparison of Ca1-~~'s recoreee ~e autborized rates of 
return over the past 10 years.. The t"IIO other ex.."libi ts sponsored by 
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Bruce included Exhibit 3 which listed the rates of return requested 
by 10 separate water utilities over the past two years as well as 
those reeommended by t~e staff and ult~~ely granted by this 
Commission. An excerpt from one of the related decisions was also 
provided. The other exhibit, Exhibit 4, presented total company 
recorded rates o~ return and returns on co~~on equity from 1970 throuqh 
1981 estimated. In both E~bits 2 and 4, Cal-Am's recorded common 
equity had been adjusted .. to reflect the elimi::.ation from common 
equity of the unamortized balance of the utility plant acquisition 
adjustment." 

!n addition to these exhibits, Bruce testified that the 
14.5~ requested return on common e~ity had bee~ the one adopted by 
Cal-Am's board of directors as recommended to the board by Bruce. 
i<;ith respect to the analysis supporting that judgment, Bruce stated 
only that he took into consideration "the risk involved, the economic 
requirement, (and] expectations of the stockholders." . (Transcript (1':'.) 

23-23.) Bruce also indicated that Cal-~~'s common equity ratio was 
presently 52~, and that if Cal-A."'n's Coronado District were able to 
earn the return on equity recommended by the staff (l3"), cal-Am would 
experience sufficient earnin~s for future financinq. ('1'r. 33.) 

The staff's testimony presented by Terry Mowrey inclUded 
a report providing an analysis of ~owrey's recommendation of a 13% 
retur~ on equity (Exhibit 13) and oral test~~ony further explainin; 
the report·s tables ~e text. In reachi~g his recommendation, Mowrey 
gave consideration to ca1-~~ls average, as opposed to year-end, capital 
structure: its avera~e capital costs for the test year, its forecasted 
financinQ needs: and its ability to attract capital. (Exhibit 13.) 
It was Mowrey's opinion that the use of average year capital 
structure and average year capital costs was consistent with 
his recognition of financial att:ition and his recommendation that 
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the rate of return be adjusted in 1982 and 1983 to reflect the 
attrition. Accordinq to Mowrey, the use of average year mor~ 
aceuratelyindicatesCal-Am's capital costs during the year that the 
rates are in ef:ect. To use year-end capital costs toqether with a 
step rate increase for financial attrition would overstate those 
costs. 

Staff's recommendation of l3.0~ return on equity was based 
on an analysis of many factors which affect the cost of equity capital. 
In particular, Mowrey was quided by the followinq standards which 
have been developed in judicial and administrative proceedings: 

.. a. The return to the equity hole.ers should be 
commensurate with returns on investments 
in oth~r enterprises having similar risks. 

Itb. The return should be sufficient to enable 
the utility to attract capital at 
reasonable rates and to assure confidence 
in the utility'S financial integrity • 

lie. The return should balance the interests 
of both the investors and ratepayers." 
(Exhibi t 13 .a t page 5.) 

With respect to the influence of recent rates of return 
authorized by this Commission for other water utilities, Mowrey stated 
in his report: 

"The returns authorized by this Commission 
(since May 1978J and especially those of the 
last two years. show on increasing trend as 
well as a wide ranqe of returns. The 
increasing trend is to be expected given 
the surge and volatility that interest rates 
have demonstrated in the recent past. These 
higher borrowing costs have an impact on 
reasonable equity returns and thus we have 
seen hiqher rates of return as well as 
equity retur~s being authorizee :or 
California water utilities. The wiee range 
of retur-...s is also -:0 be expected, i::.::lY 
opinion. Obviously n~ two companies ~re 
exactly the sa.."ne. Capi tal structures varf, 
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financing needs are ·different, interest 
coverages vary depending on earni~qs, also 
interest require~ents and ~y other factors 
are different. This is why staff recommendations 
as well as utility requested rates of retu-~ 
vary. All factors affecting a particular 
utility's risk ~ust be analyzed, both historical 
as well as projected, before a reasonable rate 
of return can be established. To say that 
because one utility was authorized a particular 
return on equity that another utility should 
receive exactly the s~~e equity return is to 
disregard all of the factors I have discussed. 
and in ~y opinion is unrealistic." (Exhibit l3 
at page 6.) 

Staff also pointed out that its recommendation would permit a rate of 
return on common equity 175 basis points over Coronado Distriet's 
last authorized retuc. on equity of 11.25%. (Decision (D.) 90925, 
October 23, 1979.) The recommendation is also 150 Oasis points over 
that found reasonable in Cal-Am's ~ost recent rate increase applications 
which involved six of its ot=er districts. ~hat ret~~ on equity, 
11.SO~, was adopted by the Co~~ssion in :0.91910 on June 17, 1980, 

and :0.92238 and 92241 issued September 16, 1980. 
While the determination of an appropriate rate of return 

requires considerable j udc;ment , we have never dispensed with the 
evidentiary requir~ent that the basis for that jud~ent be fully 
de~onstrated.. In contrast to the staff's testi:nony ·..,bieh provided. 
a detailed analYSis and application of factors upon which the rate 
of return recommendation for this particular utility was based, 
Cal-Am's test~~ony pr~~rily consisted only of Srucets statement of 
three qeneral factors which he considered in making his recommendation 
and a recitation of ~ecently requested, reco~~ended, and authorized 
rates of ret~. The opinion of staff witness Mowrey was reiterated 
by staff counsel in referrinq to cal_~~ls Exhibit 3 in his brief: 
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"It was unclear, however, if this exhibit was 
intended to show the rates of return which 
other california water companies have regpested, 
which indisputa~ly provide no material basis 
for the Commission's decision in this 
application CRT 23:27-24:10) ~ the relation 
between staff's recommendations in other 
water company rate cases and the rates of 
return authorized by tbe Commission in tbose 
cases, which is likewise irrelevant to the 
issues of this application (RT 24:l6-25); or 
the 'drift or trene' of the rates of return 
authorized by the Commission, which again is 
of doubtful pertinence to Cal-~~'s specific 
fi:ancial neees in connection with its 
operation of the Coronado District (R1' 26:3-8}." 
(Staff brief at page 2.) 

Further, as also pointed out by staff counse~the relevant figures of 

Exhibit 3 support staff's, not Cal-~~'s, 'recommendation. 

"First, it is clear from Exhibit 3 that the 
Commission has recognized that greater risk, 
as expressed by a relatively lower common 
equity ratio, should correspond with a hiqher 
authorized·rate of return. ~:. Bruce 
endorsed this principle. (R~ 29:2i-30:S.) 
In the decisions s~ri:ed in Exhibit 3, a 
return on equity greater tr~ the 13.0x 
recommended by staff was authorized for only 
those utilities with a lower common equity 
ratio tr~ applicant. Applicant inconsistently 
asks the CommiSSion to authorize it to earn a 
return on equity that woule Oe the hi~hes~ of 
any california water eompar.y ~ even. tbough it 
~ai~tains a relatively bigh equity ratio, and 
thus presents less risk to its investors. 
(RT 31:5-19.) 

"Secone~ E:xhibit 3 is useful to show the rates 
of return aeeually authorized by the Commission, 
rather th~~ those requestee by utilities or 
reeommeneee by staf:, in recent deCisions. 
Using the same approach taken by applicant in 
comparing its request with those 0: other 
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utilities - an averaQe which excludes recent 
rate decisions for Cal-~~'s other districts -
the mean authorized return on equity for the 
listed water utilities is l2.99~~ only 
sli~htly less than the staff's reco~~endation 
in this case." 
In support of its request for a l4.SX return~ Cal-Am's 

brief, like the testL~ony of its witness, focuses not on an analysis 
of Cal-Am's specific risks, capital costs, and capital structure, 
out on the rates of return granted to certain other Class A water 
utilities. ~~phasis is placee particularly on the eissentinq opinion 
of the Commission's president in San Jose Water Works, D.92719 
(February 18, 1981). That dissent, which is attached in full to cal-Am's 
brief, critically examines the staff's methodology for determinin~ 
rate of return under present economic conditions. Cal-~~Is brief also 
notes cal-Am's "severely depressed economic history over the past few 
years." 

Although the staff's methodolo.;y may have been criticized 
in a recent dissenting opinion, in this particular case we have been 
presented with no other evidence or contrasting methodology supportinq 
the adoption of a rate of return different from that reco~~ended by 
the staff. Nowhere in the record did Cal-~~ present the detailed 
analysis of this particular district that was provided by the staff. 
We also concur with staff counsel that the evidence presented by 
Cal-~~ in fact provides further support for the adoption of a 13.0~ 
ret'Ur.l on equity. While it was Sruce' s opinion that Southwest Suburban 
Water Company (Southwest suburban), ~rantee a 13 .50~ return on ecruity 

in February of this year CO. 92666)" was the :nost comparable to Cal-;:"'~' s 
Coronado Dist:ict, Bruce offered no speeific reasons to support this 
opinion. ?urther, Southwest Suburban's eo~~on equity :atio (48.50) 

is almost four percentage points less than cal-Am's (52.00). 
We note also that the authorized return ~n equity for Southwest 
Suburban was 13.50%, not the l4.50~ requesteC by Cal-;:"'~ • 
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There is no doubt that Cal-Am is in neee of an increase in 
its return on equity. cal-~ provides a qooe level of service t~ 
its customers and has an active conservation ,roqram. We believe~ 
however, that a l3_0~ return on equity, which even by·Cal-Am's own 
admiSSion would provide it ~th sufficient earnin~s to meet its 
indenture requir~ents and its financing neees over the test period, 
is appropriate. ~~le Cal-Arn's earnings in the past may have been 
p~r, we concur with the staff that a rate of return reco~~endation is a 
statement of capital costs for the f~ture and not a catchall for defi­
ciencies in other areas. As stated in our decisions in Cal-h~ts most 
recent rate applications, we believe the newly instituted Regulatory Lag 
Plan :or wa~e: utilities~ which provides for the intro~uetion of 

a utility'S newly authorized rates at the co~~encement of the test 
years~ Will provide Cal-Am with the opportunity to earn its authorized 
rate of return for those years. (D.9l910, June 17, 1980.) 

Based on the record in this proceeding, we find a ret~ 
on common equity of 13.00" is reasonable to yield a rate of return 
of 10.96~ developed as follows: 

'l'A.BLE 2 

Capitalization wei~hted 
Component Ratios , £2.tt Cost 

Lon~-'l'er.n. Debt 48-.00% 8.74Y. 4.20% 
Common Equity 52.00% 13.00% 6.76% 

'l'otal 100.00% 10.96" 
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Attrition 
The purpose of an attrition allowance is to give recognition 

to costs occurrin; beyond the test year over which the utility has 
little or no control. Operational attrition is defined as the decline 
in the rate of return in the years follo~ng the test year caused by 
increases in expenses ana'rate base which are not offset by increases 
in productivity and/or revenue. For ratemakinq purposes, finanCial 
attrition is the change in a utility's cost of lonq-term debt 
due to the issuance or retirement of senior seeu:ities. 
Financial attri~ion which will occur in the year followinq 
the test year can be estL~ated from the utility'S projections of 
future financing. In this proceedinq the staff recommends an 
allowance for both financial and operational attrition. In particular~ 
the staff recommends that the rate of return be adjusted in 1982 and 

1983 to recognize the impact of financial attrition and to allow Cal-~~ 
a reasonable opportunity to earn a 13.0~ retu.~ on equity in those 
years. The corresponding reco~ended rates of retu~ on rate base 
are 10.98% for 1982 and ll.03% for 1983. 

The staff also recommends step rates for the year 1983 
based on an analysis of the operational attrition in rate of retu.-n 
between the test years 1981 and 1982. The staff's esti~ted rates 
of return at present rates indicate an operational attrition of 
0.83~ between the years 1931 and 1982. A 0_83~ attrition allowance 
would provide an appro~~te increase in gross revenues for 1983 of 
$91,700 based on staff·s 1983 est~~tee rate base. 

We adopt the operational and fi~aneial attrition allowances 
recommended by the staff. Cal-Am ~11 ~ required to file an advice 
letter with supporting work papers on o~ after ~ove~r 15~ 19S1, 
and ~ove~er 15, 1982, to justify the step rate i~creases for the 
years 1982 and 1983, respectively • 
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~ormalizee Consumpt'ion 

A ~jor difference of opinion and result developed ~tween 
Cal-Am and the staff With respect to their estL~4tes of residential~ 
commercial, and public authority cons~~tion for the test years. 
Table 3 below shows recorded 1980 consumption per customer for these 
three classes as well as the staff's and Cal-~~'s estimates for 
test years 1981 and 1982. Cal-Am's oriqinal estimates were revised 
durinq hearing basee on more recent data. 

Class 

Residcntl.al 
Commercial 
PUblic Aut~ority 

TABLE 3 

RECORDED ~~ ESTI~~ CO~SUMPT!O~ 
(Per CUstomer - CCF/Cust./Yr.) 

1980 
Recorded 

179 .. 9 
1,ll6.0 
3,886 .. 0 

Average for 
Test Years 1980 and 1981 

Cal-Am Staff 

176.9 
1~140 .. 0 
3;824.0 

184.1 
1,123 .. 0 
3,877.0 

Residential Consum~tion 
The starting point for both Cal-~~ and the staff in 

estimating reSidential consumption was the Modified Bean Method, 
described in Comr~ssion Standard Practice U-2S.. This basic methodology; 
which has since been modified by the Co~ttee ~ethoe. is used to 
dete~ne the no~lized consumption.. ~or=~lized consumption is the 
average cons~~ption per customer during an average year of temperatu=e 
and rainfall.. In the present application this multiple reqression 

analysis was further modified to different degrees by both the 
staff's and Cal-Am's ·~tnesses. In both eases, the chan~es were made 
prL~arily to qive some recoqnition ~o ~he drought years (1976~l977) i~ 

estir"..ati::.g ::,oC'4lized residential eons=:9tion for test years 198'1 a::.e. 
1982. For the ~ost part, however, the staff followed the basic 
Modified Bean ~ethoeoloqy, while Cal-~~ si~ifieantlydeViated from 
that approach • 
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In its briefs in this application, both the staff and 
Cal-A."n provided ~:"orough d.iscussions of the cesti:nony in this proceeding. 
and lenqthy arqument on their respective positions. From the hearin~ 
record and the briefs, the followin~ conclusion~ can Oe reachee: 

1. In this case, as with Cal-Am I s most' 
recent rate cases, the method employee 
by Cal-Am's witness John Housiaux 
resulted in an est~"nate below the 
recorded use for the year prior to test 
year 1981, and a predietion of a 
downward trend in consumption despite 
a gradual upward trend since the drought 
year 1977. No external factors other 
than the results ~roduced bv Sousiaux' 
::lethodoloqy were lntroduced·to explain 
this significant change in the recorded 
trend. 

2. Sousiaux' use 0: a "reSidual conservation 
factor" results in an. exercise of 
judqment and has the effect of over­
emphasiZing the impact of the drou;ht 
under cir~stances in which normalized 
consumption is being estL~ated. 

• 

Of note is the following comparison proVided by staff 

counsel of the different approaches to the drought taken by the staff 
and Cal-Am: 

liThe approach of staff's witness, r.'.r. DaVie. 
Fukutome, to the deviation from normal 
consumption patterns during the drou;ht was 
to elL"ninate cons~"nption data for 1977 and 
1978 in the development of the regression 
equation. ••• Even though the Coronado 
area die. not experience the a:astic drop in 
rainfall that took place in much of the 
state and was not sUbject to mandatory 
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conservation, staff believed that the 
extraordinary emphasis on conservin~ water 
throuQ'hout the state had operated as an 
extraneous factor affecting consumption in 
the Coronado District. (RT 117:8-15~ 
119:24-28.) this belief was reinforced by 
the rapid drop in actual cons~~ption which 
occurred in the Coronado nistrict in 1977. 
(See Ex_ 12, p. 43.) To include such 
eccentric data in the development of the 
reqression equation, staff felt, would distort 
the forecast for the test years. 

"The soundness of staff's approach. is 
demonstrated in two ways. First, Mr. Fukutome 
testified that he tested staff~s approach by 
includinq the 1977 and 1978 consumption data 
in the computation of forecasted cons~~ption. 
With the drought data included, the projected 
consumption chanQ'ed only sliqhtly, but the 
coefficient of correlation dee1ined. CRT 
121:25-122:7.) Thus, excludinq consumption 
data from the drouqht years resulted in 
virtually identical forecasted cons~~ption 
and in im;roved statistical reliability. 
second, the Commission in other water utility 
rate cases has accepted consumption forecasts 
which were developed using weather data 
which excluded drought year figures. (See 
D.92874 (April 7, 1981), mL~eo. p_ 14.) 

"In excluding t·N'O years of consu:::ption data, 
however, staff does not ignore the effect of 
the drought on consumption. The combination 
of staff's use of time as an ineependent 
variable and the inclusion of consumption 
data fo~ the ~st-erou~ht years of 1979 and 
1980 accurately reflects the lor.q-te~ 
conservation induced by the drouqht, as 
well as other economic and social trends and 
influences. CRT 117:l6-20~ 118:24-28~ 
120:l5-19~ 123:23-124:7.) 
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"Mr. Housiaux' attempt to accot':m.odate the effect 
of the drought was his use of a 'residual 
conservation factor' as an independent va=iable 
in his forecastinq equation. The factor has 
the value l.O in drought and post-drought 
years, and 0.0 in pre-drouqht years. CRT 
74:17-21.) Thus, Mr. Housiaux' method assumes 
the same level of conservation for 1977, the 
middle of the worst drought in memory, as for 
the normal rainfall year of 1980 and for the 
test years of 1981 and 1982. The conservation 
factor was not based on data, but on 
Mr. Housiaux' judgment. CRT 69:3-S: 70:26-30.) 
Moreover, to call the conservation factor an 
independent variable is deceptive, since the 
only factual basis =or the conservation 
factor is recorded consumption, which is the 
dependent variable in the regression equation 
used to develop Mr. Housiaux' forecasts. 
(!C' 68:28-69:5. See R'r S7:13-23; 72:29-73:3.)" 

We believe that the staff's methodoloqy has provided the most 
accurate estimate of future cons~ption and that that estimate is the 
most compatible with recordee year 1980. This conSistency is significant 
Since 1980 is the latest recorded year and reflects the consumption 
or use pattern whieh has actually developed sinee the 1977 drought. 
Aceordingly, we will adopt as reasonable for both test years, 
1981 and 1982, the staff's est~~te of 184.1 Ccf per residential 
customer per year as shown in Exhibit 12. 

Commercial and Publie 
Authori tv Cons,umption 

Because co~ercial consumption and public authority 
cons~~ption are less influenced by weather co~ditions than residential 
consumption, both Cal-~~ and ~~aff considered only tL~e and recorded 
consumption in developing estl-~tes for the test years. For 

the public autbority class, staff used an average of recorded 
consucption for 1976 tbrough 1980 as the est~te for the test 
years. For the co~ercial class, staff used tbe nor=41ized 
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1980 recorded consumption per customer as the estL~ate for the test 
ye~rs. The difference in staff's approach t~ these two classes was 
based on an e~nation of the historical consumption data for each 
class. The method selected was the one most appropriate in 1iQht 
of consumption patterns in past years. 

Cal-Am used the same approach for both the commercial and 

~Ublic authority classes. Recorded 1980 cons~~ption fiqures were 
extrapolated on the basis of the normalized trend line to arrive 
at test year projections. (Exhibit 8, paQe 3.) Cal-Am's approach 
gives greater weight to recorded 1980 consumption and less to long-te~ 

consumption than staff's method. 
In each case, the staff's est~~te produced less drastiC 

variations from 1980 reeorded eons~ption. Therefore we adopt the 
staff's estL~te for test years 1981 and 1982 of 1,123.0 Cc: per 
customer per year for co~~ereia1 customers and 3,877.0 Cef per 
customer per year for public authority customers. 

Consulting Fee 
Cal-Am aqreed with all .of staff's requlatory Commission 

expense est~~ates and recommendations with the exception of staff's 

elimination of the $6,000 fee for consultant :!ousiamc' testifyi::lQ 
on consumption estL~tes during heari:;. Originally, the staff based 
this position '·on infor:nation from the utility ••• that the consultant 
[would] not be called on to testify _ t. (Ex."'libi t 12.) While Housiaux 
did testify at the hearinQs, the staff maintained. its position, but 
for different reasons. 

In particula~ staff witness FUkutome testified that the major 
differences between the staff's and Eousiaux~ methods of calculatin~ 
cons~~ption had already been considered in Cal-~~'s five previous rate 
increase applications. It was Fukutome's opinion that Cal-h~ should 
not have had Eousiaux update the staff's report "u5in~ a method that 
had already be~ rejected by the Commission a:d to prepare his 
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testimony from that C::l.ethodoloqy] and come nere ane. testify on it.·· 
The staff did include appro~~tely $5,400 in its estL~te of regulatory 
CoIMnission expense "to cover expenses incurred. in the preparation 
of the consumption study prior to all the decisions in the five 
previous rate cases." However, the staff believes "that any 
~ubsequent e~ense incurred after the decisions. on the other districts 
was not prudent on the company's part." (':r. 110.) 

The cross-examination of the staff Witness and direct 
testimony of 

1. 
Cal-Am's witnesses also eemonstrated. the followinq: 

Cal-Am's indication that Houisaux might 
not be called to testify came ~rior t~tne 
issuance of the staff report. the 
reason for so indicating may have been 
based on the ass~ption that the 
differences between the e~o parties' 
consumption estL~ates ~ght not be 
great. 

2. Cal-Am never indicated a lack of faith 
in its consultant. 

3. Cal-Am has never explored the possibility 
of using any other consultant, determined 
what the fees ~qht be for comparable 
services, or fixed Housiaux' fees by 
contract. 

4_ Bousiaux resides in and is headquartered 
in Chicago. 

5. Housia~~ r~s worked with Cal-~~ since the 
prior Coronado District rate case. 

6. the decision to continue to retain 
Housiaux was not necessarily based on his 
effectiveness in prior cases, but his 
access to and familiarity with the 
relevant data and Cal-Am's districts. 

7. Sousiaux did not revise r~s :nethodoloqy 
as the result of the previous Cal-~~ 
rate i~c=ease deeisions, but made some 
changes as a result of staff objections • 

-l7-
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8. After two of the =ate deeisions~ Housiaux 
had an L~proved analytical system 
available to ~~_ 

Since the last Coronado District rate application~ the 
methodoloqies used by Housiaux and the staf~ have been discussed in 
three Commission decisioes relating to five Cal-Am rate increase 
applications. In some instances the staff's estimates were adopted 
for reSidential, commerCial, and industrial consumption: however, in 
none of these cases did the Commission ever "reject" or "approve" 
either of the particular methodoloqies used by the staff or. Cal-~~. 
In D.9l9l0, at page 23a, we concluded: 

"The witnesses for cal-AIr. and the staff are 
both well qualified ~d experienced experts 
in estL~ating water consumption. However, 
it is apparent from the testL~ony that there 
is no formula wr~ch will yield a preCise 
answer in est~~4ting test year water 
consumption. It is also apparent that the 
Modified Bean Method, which worked 
=easonably well up to the tL~e of the 19i7 
drought, should be used With some 
modification to reflect residual conservation. 
following the drought, impact of utility 
conservation proqr~~, changes in building 
codes, and growing conservation awareness by 
customers." 

These recent decisions also include situations in which neither the 
staff's nor Cal-~~ts specific esti-~tes were used CD.91910 (industrial 
class consumption) at page 24) ~d others in which the parties were 
in agreement (D.9l9l0 (public authority consumption) at page 25). At 
most, we concluded in t~ose decisions that the results of Sousiaux' 
methodoloqy often did not produce results co~patible with the recordee 
consumption of the year prior to the test year~ 

We note that Housiaux' ~ethoe has undergone further 
refinement sinee the last Cal-~~ rate application. ~evertheless, the 
res~lts which it~roduced were a~ain incompatible with reeorded 
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results. We co~eur, however, With coa:sel for Cal-Am that there 
has been :0 specific rejectio~ of Eo~siaux' ~ethoe ana t~4t the 

el~~ation of his fee may have a chilli:q effect o~ attempts by 
utilities or the staff to explore ~~roved acalytical and :orecastinq 
~ethoes. We also a;ree tr~t a =ore appropriate challen~e to 
Housiaux' fee would r~ve been on the basis of the reasonableness 0: 
the charges. ~le staff's cross-e~~natio~ die elicit testi=ony 
relatee to Sousiaux' travel expe~es and the absence of a?y comparison 
of other co:sultinq fees for si-~lar services, this test~o~y was not 
supportive of the staff's recom=endation to el~~~natethe entire fee 
:or 'HaS t~e record s~fficie:tly developed to justify e1i=i:ation of 
pa~i~lar ,ortiocs of that e~ense. 

t'i~ fi.~ t."'.ac S:;jusiaux' fee for tes-::y:.:'lg c.urine ~earing is a 
reasonable r~ulatory e~ense. However, we ~ote for the f~ture t~at we 
do not-fine staff's objections frivolOUS. =~e utility is put on 
notice that it must :nake a sincere effort to Obtain cor.su"lting service 
at reasonable costs~ ei~er ~~rough a for~al bidding procedure or 
some other ~et~od ~=~t will er.sure that ot~er consu!t~nts offering 
si~ilar services are cO~tac:ec. 

of Cal-Am's districts for test years 19S1 a~e 1932, respectively, 
(1) at ~resent :ates ~sinq staff's, Cal-Am's, ar.~ tee adoptee rates 
0: =etu~ an~.e~e:se esti-~tes, and. (2) at the rates a~thorized. by 

this eeeisiol:.. The authorized. :=ates reflect our aeoption 0: t::'e 
staff's reco~e:c.eee rate of return ~d consumption esti-~tes ane the 

inclusion of Eousiaux' consultin~ fee as a reasonable reqalatory 
expense. 

~e a~thorizee rates will increase a~nual reve:c.~es by 

5320,800 or 9.91~ :or test year 1981, ~ci. ~ill produce ~~ acci.itior.al 
increase of S191,300 or 2.9= for test year 1982 . 
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CAl.ttORNIA-AMERICAN WATER COMPk'rf - CORONADO DISTRICT 

Item 

Operating Revenues 

0Eer~tin~ E~ses 

Operation & ~intenance 
Administra~ive & General 
General Offiee ?rorate~ 
Depree~tion Expense 
'I'axes Other than Ineome 
Income !."lXes 

Es~ima~e~ Resul~s of Operations 
'I'es~ Year 1981 

Present Rates 
Ad.opte~ 

Utili~ Staff Results 
(Do1lars-rn 'I'ho~san~s) 

$2~947.1 $3~238.4 $3~23S.4 

l~801.3 l.984.9 1,983.8 
326.7 301 .. 4 309.4 
16l .. 4 156 .. $ 156 .. $ 
194.4 193.3 193.3 
96.6 89.7 89 .. 7 
12.9 8$.3 87.9 

Total Operating Expenses 2~593.3 2,820.4 2,820.9 
Net Operating Revenue 353.8 4l8.0 417.5 
Rate Base 5,372 .. 8 5,232 .. 4 5,232 .. 4 
Rate of Return 6 .. 59% i .99% 7 .. 98% 

-:0-

," 

Authorized 
Rates 

Adopted 
R.esults 

$3~S59.2 

1~9$5.0 
309.4 
15~.$ 
193 .. 3 
89.~ 

251.5 

2,98S.7 

573.5 

S ~232.4 

10.96% 
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CALIFORNIA-A.."-mR.ICAN W"'A.n:R. COMPANY - CORONADO DISTRICT 

Item 

Estimated ReS\tlts of Operatioo.s 
'test Year 1982 

?resent btes 

Uti1itv , Staff 
Adopted. 
R.esults - (Dolyars-in !housand.s) 

Operating Revenues . 

Q?eyating Expenses 

Operating & Maintenance 
Admi~$Crative & General 
GeneX'3l Office Pror3t:ed 
Depreciation Expense 
't3Xes Other !h3n IncO'tle 
Income 'taxes 

Total Operating Expenses 

Net Operating Revenue 

Rate B.1se 

R.at~ of Returc. 

$3.00l.2 $3,,317.4' 

1,878.3 2,079.7 
365.5 343.5 
176 .. 9 liO.7 
200 .. 5 201.2 
101.7 94.3 
(35.3) 43.3 

2.687.6 2,,932.7 

313.6 384.7 

5,529.8 5,314.5 

5 .. 67: 7.16% 

(Red Figure) 

-21-

53 .. 317.4 

2,,078.6 
345.5 
170.7 
201_2 
94.3 
42.8 

2.933.1 

384.3 

5,374.5 

7.15% 

Authorized 
Rates 

Adopte4 
Results 

$3.740.5-

2,080 .. l 
34$.5 . 
170.7 
201 .. 2: 
94S 

258.6 

3.150.4 

590.1 

5.374.5 

10.98% 
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Rate Design 
Cal-Am did not take issue with the staff's rate desiqn 

proposal. The staff recommendations include: 
1. The staff agrees with Cal-~~'s two-block 

rate structure. The staff recommends, 
however, that when final quantity rates 
are desiqned, the difference between the 
first and second blocks be reduced to 
50% provided that no rate block receives 
a severely dispropo~ionate increase in 
rates. 

2. Because the ac~ulated revenues since 
January 1, 1976, have exceeded 25%, any 
further authorized increase should be 
applied to both lifeline and nonlife line 
quantities. 

3. Rates for private fire protection, 
private fire hydrant, and flat rate 
services should be increased by 
approximately the overall ?ereent 
increase for each test year. 

Findings of Fact 

1. Cal-A.."n's water quality, conser'V'atior:. proqram, and service 
in its Coronado District are satisfactory. 

2. Cal-Am is in need of additior:.al revenues, but the rates 
requested would produce an excessive rate of ret~. 

3. 'A rate of return on COr:lmon stock equity of 13.0r. and overall 
rates of return of 10.96%, 10.98=, and 11 .. 03= for 1981, 1982, and 
1983, respe~ive1y, are reasonable. 

4. The staff's esti-~tes of cons~ption, rate case, and 
operating expense, with the exception of the el~~nation of the 
$6,000 fee for Cal-A..~'s consultant test~ony, reasonably indicate 
the results of ca1-A.."n's Coronado District operations for the test 
years 1981 a:ld 1932 al:d should be ac.opted. The estbat;ed $6,000 fee 
for the test~~ony of consultant Eousiaux is a reasonable requ!atory 
Commission expense • 

-22-
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5.. An allowance of O.8ax in rate of return. to compensate for 
operational and financial attrition in the year 19S~ is reasonable .. 
~his allowance will require an increase of $97,200 or 2 .. 6~, in 
annual revenues for 1983. ~his step rate increase for 19a~ should be 
adjusted so that the authorized 11.03~ rate of retu--:c. will not De 

exceeded for the 12 months ended september 30, 1982. 

6. The staff's rate desiqn proposal is reasonable. 

7. ~he increases in rates and charqes authorized in this 
decision are justified~ the rates and charges authorized in this 
decision are reasonable; and the present rates and charges, insofar 
as they differ from those prescribed in this decision, are,for the 
future unjust and unreasona~le. 

s. App~ndix C contains information regarding adopted data for 
this proc~eding. 
Conclusions of Law 

• 1. The application should be granted to the extent provided 
by the following order. 

• 

2. Because of the ~~ediate need for the increased revenues, 
the effective date of this order should be the date of siqnature • 

.Q.R!2.~E 

IT IS ORDERED that: 
., .... After the effective date of this order, California-American 

water Company (Cal-~~) is authorized to file for its Coronado 
District the revised rate scbedules attached to this order as 
Appendix A.. Such filing shall comply with General Order 96-A. 
~he effective date of ~~e revised schedules shall be 
the date of filing. The revised schedules shall a~~ly to service 
rendered on and after the effective date of this order • 
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2. On or after Novemoer 15, 1981, Cal-~~ is authorized to 
file an advice letter, with a~propriate work papers, requesting the 
step rate increases attached to this order as Appendix B or to file 
a lesser i~crease which includes a unifo~-cents-per-hundred cubie 
feet of water adjus~ent from Appendix B in the event that the 
Coronado District rate of return on rate base, aejusted to reflect 
the rates then in effect and normal ratemakinq adjustments for the 
12 months ended Se~te~r 30, 1981, exceeds the lower of (a) the 
rate of return found reasonable by the Commission for Cal-Am during 
the correspondinq period in the then most recent rate deciSion, or 
(b) 10.98%. Such filing shall comply with General Order 96-A. Tbe 
requested step rates shall be reviewed and approved by the Commission 
prior to beCOming effective. The effective date of the revised 
schedule shall be no earlier than January 1, 1982, or 30 days after 
the filing of the step rate, whichever is later. The revised 
schedule shall apply to service rendered on and after the effective 
date thereof. 

3. On or after ~overnber lS, 1982, cal-~~ is authorized to 
file an advice letter, with appropriate work papers, requesting the 
step rate increases attached to this order as Appendix B and to file 
a lesser increase which includes a uniform-cents-per-hundred cubic 
feet of water adjus~ent from Appendix S in the event that the 
Coronado District rate of return on rate base, adjusted to reflect the 
rates then in effect, and normal ratemakinq adjus~~ents for the 12 
months ended september 30, 1982, exceeds the lower of (a) the rate of 
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return found reasonable by tbe Commission for Cal-Am during the 
correspondinq period in the then most recent rate deci$ion~ or 
(b) 11.03%. Such filinq shall comply with General Order 96-A. Tbe 
requested step rates shall be reviewed and approved by the Co~ssion 
prior to becominq effective. The effective date of the revised 
sche<iule shall be no· sooner than January 1 ... 1933, or 30 days after 
the filinq of the step rate, whichever is later. The revised 
schedule shall apply only to service rendered on and after the 
effective date thereof. 

This order i~ effective today. 
Dateo. _______ L __ 7_19_81 ___ ; california .. 

''Colllll1SS1one:r Richard D. Gravelle. being 
neee:::sarily absent.. did not. parUc1pat.e 
~.:tb.o d.iSl)O:::1t1on o~ tlUs proeee~ 
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APPLIC1\Bl"tITY 

APPE..'IDIX A 
Paqe 1 

Schedule CO-l 

Coronado District Tariff Area 

Applicable to all metered water service. 

TERRITORY 

) : 

Coronado, Imperial Beach, and portions of san Dieqo, and vicinity, 
san DieQo County. 

RAT'E:S Per Meter 
per Month 

Service Char<;e: 
For SIS x 3/4-inch meter .......••.••..••. 
For 3/4-inch meter 
For l-inch meter 
For l~inch meter 
For 2-inch meter ...... -------- ....... 
For 3-inch meter ...•..•...•...... 
For 4-inch meter ....................... 
For 6-inch meter ... _ •..••.•...... 
For 8-inch meter .--••............ 

Quantity Rates: 
First 300 cu.ft., per 100 cu.ft. 
Over 300 cu.it., ~er 100 cu.ft. 

$ 1.80 
2.00 
3.25 
6-.. 00 

14 .. 00 
25 .. 00 
45.00 
60 .. 00 
95 .. 00 

0.4l9 
0 .. 6-35 

The Service Charge is a readiness-to--serve 
charqe which is applicaole to all metered 
se=vice and to which is to be added tbe 
monthly charge computed at the Quantity Rates_ 

(I) 

(I) 

eN') 

\ 
I 

eN) 
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APPENDIX A 
PaQ'e 2 

Schedule CO-4 

Coronado Distriet Tariff Ar~a 

PR~TE P".!;RI: PROT'£CT!O~ ~VIC'E 

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

TERRITORY 

Coronado ~ Imperial Beach r and portion of San Dieqoo and vi.;:i.ni ty. 
San Dieqo County, all as set forth on Service Area maps o~ file with 
the California PUblic Utilities Commission. 

Private Fire Protection Systems: 
For each 4-inch connection or smaller ••••• 
For each 6-inch connection •••• ~ ••••••••••• 
For each a-inch connection •••••••••••••••• 
For each 10-inch connection ••••••••.•••••• 
For each 12-inc!l connection •••• __ • _ - •••• ' •• 

The rates for ~rivate fire service are 
based upon t~e size of the service and 
no additional char~es will be made for 

?er Month 

$11.00 
22.00 
33.00 
49.00 
71.00 

fire hydrants. sprinklers, hose connections. 
or standpipe connected to and supplied 
by such private fire service. 

eX) 

(X) 
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APPtIC1>.BILITY 

... 

APPENDIX A 
Page 3 

Schedule CO-4H 

Ap~licable to all water service furnished for fire hydrant service. 

TERR!TORY 

Coronado, Imperial Beach, and portion of san !)ieqo and vicinity, 
San Dieqo County .. all as set, forth on file with the calif.or=.ia Public 
Utilities Co~ssio~. 

RATES 

Pri vate &'ire Hydrant Service Installed a.t Cost 
of Applicant. 

For each Fire Syerant Insta.lled •••••••••••••••• 

Per Mon t."l -

$6.50 
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APPLICABILITY 

APP~'"DIX A 
Page 4 

Schedule CO-6 

This rate is available only to a subeivieer buildinq a minimum 
of 5 homes within a tr~ct approved by ~~e County of San Di~o, 
the Cities of Coronado, Imperial Beach, and a po~ion of San Diego, 
in the area served by the Coronado District. 

T'E:R~!TORY 

This rate shall apply within the Cities of Coronad¢~ Ilnperial Beach, 
and portion of San Dieqo and vicinity, San Diego County, all as set 
forth on Service Area ~~ps on file with the California PUblic Utilities 
Commission. 

BATES 

Monthly ~harge per Water Connection $lO.OO (I) 

(END OF APnNOIX A) 
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APPENDIX B 

Each of the follo~ng increases in rates may be put into effect 
on the indicated date by filinq the rate schedules which add the 
appropriate increase to the rate which would otherwise be in effect 
on tha.t date. 

schedule- CO-l 
Quantity Rates: 

Effective Dates 
1-l-82 1-1-83 

For the first 300 cu.ft., per 100 cu.ft... SO .. 013 
For allover 300 cu.ft., per 100 cu.ft. ••• 0.019 

SO .. 018 
0.019 

Schedule CO-4 
For ea.ch 4-inch connection or smaller ••••• 
For each 6-inch connection .................. . 
For each 8-inch connection ................ . 
For each 10-inch connection .......... w ....... . 

For each l2-inch conneetion ................ .. 

Schedule CO-4Ft 

Sl.OO 
3.00 
4.00 
6.00 
9 .. 00 

SO.o 
0 .. 0 
0.0 
0.0 
O~O 

For each Fire EyCtrant Installed .............. SO_50 $0.0 
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>:COPIED <::CaN rrrrm 

, . 

Company: Calitonli&-Amerie.a:n Water CQmp~ 
District: Coronado 

12,81 ~ 

1 ... 1Tate%- Production: Cet(lOOO) 5,2.4o.e 5,,69.6-
Purchased Water:- .5,240.e 5,:369.6 

Wells: 0 0 

2. Purehased wa;t.eor 

• Cost: $ lpJ.67,400 $ 1,503,;00 
S/Cet: 0.'<80 0.280 

(Cit,. or San Diego) 
(Jan. 1,1981 rate ) 

3. Purchased Power 
Cost: $ 100 $ 100 

4. Ad Valorem Taxes: $ 58,500 $ 59,500 
'rmt Rat.e: 1.lJ32 % 1.ll32 % 

• 
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APPmDIX C 
~2 

5. Number of Senices-Metet" Size: 1m. 
5/S x 3/4 147125 

3A 0 
1 1,772 
1, 303 
2 290 
:3 30 
4 Z7 
6 la-
S 4 

Total l67 569 

o. ~.fetered W:tter Sales: 
Range-Ccf 

0-:3 
Over :3 

':i:ot.al r.r;.age 
7. Number of Senices: 

No. o~ Serv'ices 
1981 1982 

Camn. Re!iid_'!et.ered. 15,009 lS,)04 
Comm .. B~V.etered. 1,391 17445 
Public .A.~orit,. 169 171 
Other 

Subtotal. 16,569 !6,920 
Pri va:te Fire Prot. 82 qJ 

'tot.U 16,65l 17,013 
N".at:.er toM: 4.7% 

Total. Water Prod.uced. 

S. ReTenue 19S1 

Metered. $ :3 ,..524,:300 
Private F1l'e Prot ... 14,200 
Mi,c ... 20.700 

Tot.al 3,559,200 
Attrition:O.S8% 

1082' 
14~ 

o 
1,.$15 

310 
296 
30 
ZT 
1a-

16,9~ 
~ 

585,300 
4,517 . qoo 
5,103,200 

Usgge-KCer 
1981 1982 

2,763.2 
1,562.1 

655.2 
14.0 

4:,994 .. 5 

9. Average Residential Usage: 184 ... 1 Cc!/cu3tomer-yr .. 

Average Y.cntq Bill: $ lO.68 $ 10.94 

1&,.1 
1123.0 
)877.0 

184 .. 1 
1123.0 
3877.0 

1m 
$ 3,799,500 

16,400 
21.800 



• 

Operat~ Rev'en'tles $ 3~559~2 $ 3,740.$ 

O&K~es: 
Pureh&3ec1 ·..tater 1,467..4 1~503 • .5 
Pttrch.a3ed.Pover 0.1 0.1 
Pa;yroll 4Z!. .. 1 473.S 
Postage 17 .. 2 17.5 
Otb.~ OM. &- Ni. 375.J. 4l.7.2 
Uncollectible 0 0.37% lJ..2 13.$ 

P~ll 'l'a:x:es :31.2 34.8 
Ad Valora 'l'axes @ J....l.l3Z' sa.;' 59.5· 

• General. Ot!1ce Alloca:ted ~.s lS6..8' . 170.7 
?~1I T.;xe, Capitalized.· 21.7 24.6 
Interest 231.1 2:36.0 

Total. De<iuetiol1$ 2,793.7 2,951.2: 

S~ Tax. !leprociation 222.7 ~.S 
Not. Taxable Income 5L2.e 556~5 

State Corp. Franeh .. tax @ 9.6% 52.1 53-4 

?edO%"al tax: Depred.at!.on 2:33 .. 7 249 .. 3 
St.a.t.e I:teome tax 52..1 53.J. 
Net 'l',axab1e Income 474 .. 7 l.S6,.6 

Fecleral Income tax @ 46% 2l8'.4 223.S' 
tess: Graci. :.0: A.d.j. 2...8' 2 .. 8: 

Inve:rt.ment Tax Credj.~ 16.2 15.$ 
Total Federal !:leome Tax 199..4 205.2 

Net to Gros, Mult.iplier: 2.0561 

• (~OF~!xC) 
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Commissioner S~on, Concurring 

r concur with the Commission's decision today to grant Ca1ifornia-

American Water Company (Cal-Am) a rate increase Dr'oducing a return on equity 

of 13%. ! reach this conc1usion not because I be1ieve 13% reflects the 

company's current cost of equity c~pita1. but because the company in its 

application did not present evidence in suppo.rt of a higher return. Had 

the compan~presented a case based on current capital market costs, ! would 

have supported a higher return. 

The company·s on1y exhibit in this case relating to rate of return was 

a one-page presentation of recent Commission water company decisions compared 

with company requests and staff recommendation's. The on1y conc1usion I can 

gleen from this tab1e is that the staff recommendation of 13% is 'rOughly 

equivalent to rec~nt water company decisions. and that Cal-Am's request 

wou1d result in the highest return we have authorized for a water company. 

This'is hardly a compelling showing for Ca1-Am. 

Whi1e I concur in the decision based on the record before US~ other 

evidence not presented wou1d 1ead me to conclude that the 13% return ;s too 

low. Treasu~ notes due at the end of 1933 (the period covered by the de­

cision) currently yield 13.79%. While water companies are not particularly 

risky businesses. I cou1d readily be persuaded that Cai-Am should be allowed 

to earn at least as much on equity as do treasu~ bills backed by th~ U.S. 

government. I would also expect that the comp~ny's current debt costs 

would provide persuasive evidence that the company's equity return should 

be higher. 

In a dissenting opinion in the San Jose Water Works rate case (0.92719). 

• I asked the staff to fundamentally rethink its metho~olosy in reaching rate 
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Of return recommendations and to ma~c recommendations which reflect current 

market conditions. I would suggest today that uti1ities also shoUld present 

evidence in their ~pplication$ about current market conditions and how 

utility e~uity returns should compare with returns on other available in­

vestments to make the most per$uasive case to the Commission. By re1ying 
~ 

on historical Commission decisiqns .. Cal-Am in, this case did not make a 

persuasive ~ase for a higher return authorization. 

San Francisco. Ca1ifornia 
July 7.1981 


