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Decision No.

SPORE THE PUBLIC UTILITIES COIMISSIZON OF THE STATE OF CAL’FOQUIA

In the Matter of the Appilication of
California Water Service Company,

& corporation, for an order
authorizing the establishment of a
new rule and regulation soveraning
water main extensions.

Application No.29535

— N A e S S

In the Matver of the ApnllcatLOﬂ of

San Jose Water Works, a corveoranion, for
an order authorizing the establ:shmeﬂt of
a new rule and regulation governing water
main extensions.

Application No.29536

e e P e e e P

McCutchen, Thomas, Matthew, Griffiths & Greene,
by Rohert Minge | F*own for applicant; Edward C.
Jatson, for oan 1ateo Airport.

IITTELSTAEDT, COMMISSICNER:
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California Water 3Service Company and San Jose JWater Uorks,
each'of which is a corp o*aulo“, are enraged in rendering public
utility water service, the former in 21 separate service areasi/ln
the state, and the latter in the city of San Jose and environs. By
separate application each of these water utilities has asked this
Commission for authority to file a rule and regulation governing
water main extensions differ from and in certain r espects more

restrictive than that now filed by each.

1

—/&he 21 service arecas or districts of California Yater Service
Company comprise the following localities in the statve: Atherton,
Bakersfield, Eroadmoor (San lMateo County), Chico, Concord, Crockett,
Danville, Dlxon, East Los Angeles (Belvedere), Hanford, Hermosa
Feach, leermo“e, Lomita Darr:, Los Altos, Mertinez (w .olesale),
xarysville, Menlo Park, Oﬁovxlle, Petaluma, Port Chicago, Port Costa,
Redondo Beach, San Carlos, San Mateo, South San Francisco, Stockton,
Valona, Vlsa’za, Walnut Creek (wnolegale) wWillows, and ‘Joodside.




For purposes of hearing and decision, these matters were
mergec and a public hearing was held in San Francisco.

For a veriod of years prior to March 20, 1945, these two
utilities were related to the extent that effective cornorate con-
trol of each was vested in General Vater, Nas & Dlectric Company;
however, on that date the latter holding company divested itself of
its entire interest in each of these utilities, and at the prescnt
time thelr stock is widely held taroughout the United States. |

California “fater Service Company, in its 21 districts, at
the end of 19L7, owned 1,755 miles of mains and served a total of
about 125,600 water consumars. In adéition, this company delivers
water at wholesale to the cisties of Martinez and Walnut Creek. As
of the close of 1947, San Jose W: Jorks served about 35,700 cone
sumers in the city of San Jose virons, and owned 507 miles of
mains.

The main extension rules presently filed by the two
utilities are identical in content and became effective on the same

" date, February 15, 1946, Prior to the filing of the existing uni-

form rule, Califernia Water Service Company had several different

extension rules, such rules in most instances having bcen‘carried
over from prodecessor companics.

Applicants' present uwniform rules were filed as a result
£ the recommendations of thiz Commission in Case No. 4701, an
investigation on the Commission's own motion‘into'the rules and
regulations of water utilities. The present rules provide basically
that each bona fide individual consumer, to the extent'neccséary to
serve, shall be allowed o main extension of 100 feet to.be con-
structed entirely at the oxpense of the utility, the estimated cost
of oxteonsions beyond such so-called free allowance or free footage

to be advanced by such individuzal consumer, based upon mains not
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further collects advances for extensions in excess of 200 feet,
subject to a maximum of 50% refund. The remaining five examples
cited reflect more liberal allowances than above, with the most
liveral ziving a free footage of 150 feet and providing fof
immediate refund eof the full amount advanced for excess footage if,
at any time within a 15-year poriod, the annual revenue exceeds 2C%
of the cost of the entire extansion.

Applicants each presented a computation showing the amount
¢f {ree footage that would result from the assumption that the
proper dollar'allowance should be based upon varity on the part of
new consumers with existing consumers in terms of averaze ratio of
investment in distribution mains to annual gross revenue. Using
data as recerded for the vears 1945, 1946, and 1947 on end-of-vear
investment in distribution mains and annuzl gross revenue, California
water Service Comvany obtained an aversee ratio of 32.50 of invest-
ment for each 31 of gross revenue. Multiplying the recorded éverage
annual revenuc of “31.42 from metered residential consumers by the
2.5 ratio yielded an alleged justifiable comvany investment or free
allowance of ﬁ78.55, which is equivalent to the installed cosﬁ of
slightly over LO feet of four-inch main. This eouivalent footage
was comnuted on the basis of an average unit cost of %1.95 per foot
installed, which was determined from the actual amounts of various

kinds of four-inch pipe laid in 1946, adjusted to 1948 cost levels.

San Josc Water Works, in a similar manner, showed an averaze roatio

£ investment to revenue y G0 averaze annual fevenue per con-
sumer of 332, and & unit co3t of four-inch pipe installed of about
wl.70 per foot, yielding an alleged justifiable free allowance of
596, which is equivalent to the ingtalled cost of slightiy over 56
feet of four-inch main.

In support of apvlicants' proposal that the revenue bhasis
of refund (applicable ©o real estate subdivisions only) be reduced

-5
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from 35% to 30% of gross revenue, there were submitted computations
purpoerting o show the approximate return on the over-all invest-
ment per consumer, includine the maximum investment in distribution
mains that could be fully refunded in a teﬁ-year period, under each
of these percentages. These computations were predicated upon the
urrent average annual revenue from metered residential consumers
and upon tetal lnvestmcﬁt per consumer, excluding distribution
rmains and hydrants and intanqgibles, to which'&as added the maximum
investment in distribution mains that ¢ould be fully refundad in
ten years, determined as the average nnnuwal revenue divided by each
of the revenue basis refund percontares. Reducing current operating
and maintenance expenses, taxes, and depreciaticen to a unit cost
per consumer, applicants showed ~nc“eub‘ual rates of return on the
two revenue basis refund percentages. California Water Service
Company showed a 3.5% incremental return on the 35% basis and a 3.8%
raturn on the 30% basis, whereas the-coﬁparable results for San
J63e Waser Works were L.4% and L.7%. It was brought out that these
in¢remental rates of return on the pronosaed 30%-of-revenuc refund
basis, although higher than on the 35% basis, were still lower than

the respective system-wide rates’ of return. It would appear that

these computations allow applicants a return on the full investment

in distribution mains, whereas in reality this amount would be
advanced by the subdivider and would then be refunded in eaoual
annual amounts over the ten-vear neriod. Accordingly, it is con-
cluded that the investment base should irnclude only half this
amount for distribution mains, whereupon California Water Service
Company would show rates of return of L.8% &nd'5.1% for the 35%
and 207% bases, respectively, and San Jose ater ‘orks would show
rates of return of 5.8%4 and 6.1%, respectively. .

Applicants supplied certain exnerience data in support of
their reguest for authority to c¢cllec depos t of not to exceed

b=
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$100 ger consumer in cases where free footage is to be allowed two
or more prospective consumers in computing the advance required on
a single general extension, which deposit allemedly is desired to
orotect the utilities from failure of prospective consumers, for
whom free footaze is allcowed, to make comnection within a reasonable
time aftcr’completion of the main extension. California Water
Service Company submitted for each of its service areas the footages
and corresponding costs of main laid at company expense due to such
ailure of prospective customers for which free footage had been
allowed, which totaled about 7,00C feet and 312,500 for the year
ended June 30, 19L8. San Jose Water “orks during the same period
showed corresponding ficures of adout LOO feet and about 3500. .

AS an indication of the magnitude of the capital outlay
required of aoplicants under their present main ¢ xtension rules,'it
was testified for Californiaz Water Service Company that 37% of the
total capital added to the system in 1947 was for frec extensions,
which amount was equal to wbout 190% of the company's net income in '

at year. A witnoss for San Jose Water Works cstimated that free

9LE would amount to about 1203 of net revenuce for

ilon brought out that very fow real estate

subdivision extensions would not be fully refunded as a result of

the proportionate cost or freo footage basis of refund as proposad,

and applicants produced cvidonce showine that on the averaee, unde:
the presoent rulc; only fractionnl occupaney of a subdivision suf-
ficed to refund the full amount of the advance upon the proportion-
ate cost basis. It was rointed out that very few subdividers

¢leet to have their advances refunded upen the revenue basis.

' Asked why four-inch mein was uscd in computing justifiable
length of free footage rather than smaller-sized pipe, applicants
answered that in their opinion the weighted averase diameter of
distribution mains now install:d would in fact exceed four inches.

-7
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‘As o further erivorion of parity between existing and
prospective consumers with respect to main extensiens, in addition
to the investment-to-revenue ratic basis previously discussed,
apvlicants submitted ratios of average length of distribution main
per consumcr as actually experienced. California Water Service
Company at the close of 1940 showed 79.1 feet, this raﬁio diminish-
ing to 68.7 fcet at tﬁe end of 1947. Corresnending ratics of
averace length per consumer for San Jose Wéter Yorks were 73.4 feet
and 74.1 feet.

The data of record in this proceeding permit yet another
approach to the. problem of ascertaining a proper free footasze
allowance. Assuming for this purvmose that for a particular main
extension no increases in capital other than distribution mains
will be necessary, what may be termed the incremental cost basis
yvields resuits somewhat higher than the caleculations of apolicants.
This method, in eflfect, gives the investment that could be supported
by the net revenue curreantly realized by applicants, or the net
revenuc (expressed as the ratio of net revenue per dollar of mross
revenue) capitalized. In szscerzainin~ this net, taxes and deprecia-
tion are excluded from exvenses, as these are a function of net
revenve. rrom the record it is deemed proper to express taxes as
1¥% and depreciation as 3% of this net revenue before taxes and
depreciation, and adding thereto 1% for maintenance and operation

expenses and 5%% as a tentative reasonable return on the investment,

a total of 117 is obtainad to use for the purpose of capitalizing

the net revenue. Mor the year 19,7, Californiz Water Service Com-

pany realized grdss revenues of 34,808,620 and incurred expenses of
82,576,610 excluding taxes and depreciation, yieldinz a net revenue
of 32,232,010 or a2 ratio. of “C.LAL net per dollar of gross revenue.
Capitalized at 11% this yields a supportable investment of &L.21
per dpllar of gross revenue, or multinlied by the average revenue

-8
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per consumer of $3l.42 and divided by the average c¢ost per fdot
~of main of $1.953, an equivalent {ree footaze of 68 feet is obtained
San Jose Water ‘Jorks in 1947 showed gross revenues of:$l,360,772,
expenses excluding taxes and depreciation of 3506,090, giving a net
of 5854,582 or a ratio of £0.628. Capitalizing this av 11% gives
35.7%, and multiplying by 432, averame revenue per consumer, and
dividing by 31.7C3, average cost per foot of main, yields 107 feet
of free footame. It is apparent that under this c¢riterion, wherecin
justifiable frec footage is a direct function of net revenue, the
question is imnlicit as to whether the desired end is to be reached
by changing the free footame allowance or by chanzing rates. 7
Applicants' computations df justifiable free allowance on'
the investment-to-reévenue basis, whefein Californié Water Service
Company arrived at 4LO feetv and San Jose Water Jorks 56 feet,
although mathematically accurate, would imply that, to qualify for
free extension, new service are2s would need to have consumer

density much higher than the remainder of the system which has

reached its present consumer density only after many years of

deveclopment. Surely a new utility enterprise would not expect to
attain such a hirh consumer density until well after the close of
what might be considered ﬁhe developmental phase of its operations, -
il ever. The gquestion might well be raised in this connection as
to possible discerimination between the utilities’ original consumers
and their prospective consumers.

Although still. ubject to the limitations just discussed,
it would appear that a similar and perhaps somecwhat more meaninge-
- ful computation could be ma-de by takine the average distribution
main canital per c¢onsumer for the vears 1945, 1946, and 1947 {same
veriods used by applicants) without bringing in revenue at all, and

converting such unit capital to footage of free allowance by use

-




of the 1948 level of costs. This would yield 42 feet instead of
LO for California Yater Service Company and 67 feet instcad of 56

for San Jose Water “orks.

The computations submitted by applicants in support of

reducing the percentage under the revenue basis of refund to real
cstate subdivisions from 35% to 30%, adjusted to reflect in capital
only one-nalf of the cost of extension as previously discussed,
showzd that the incremental rates of return on the 30% ﬂasis on
such business were 5.1% for California Jater Service Company and
6.1% for San Jose “Jater Works, béth'su:h percentages being 0,3%
highef than yielded by the 35% refund basis. Althqugh‘the end
i result of these computations would appéar to yield not unreascnably
high rates of retufn, their significance is questionable for the
reason that the level of rates as reflected in the computations is
50 critvical in the end result, It is impossible to conclude from
the computations whether the'present parcentaze under theirevenue
basis of refund should be changed or the rates changed.

It would appear that the most direet approach to the
determination of footage allowance would be to take the system
average footage of distribution mains per consumer as the criterion,
69 feet fof California "Tater Service Company and 74 feet for San
Jose Water Works as of the and of l?h?.L Ascertaining justifiable
free footage by this means has the advantage sf being in no way
affected by the level of raves, whiéh aré properly not within the
scope of this proceeding. These system averzze footagzes per con-
sumer rcfleet for the most part fairly well built-up areas, the
prcscht consumer density of which was reached some time o2fter the
original main installation. It is acknowleodred that the develop-
ment of & real aétate subdivision usually ic concentrated into a
relatively short period, and its ultimaté consumer density for all
practical purposes is reached within ten years, which would be

=10




within the refund period. Exteonsions to scrve indiViduals, however,
can be expected to inerease in consumer deasity cuite materially
siderable period of time, gmenerally not reaching their

timate density until after the ten-year refund period. From this

ifferencs in consumer connection characteristics, it appears that
a different troatment of exteonsions to real estate subdivisions and
of extensions to individuals is justified, in so far as footage
allowance is concerﬁed. Accordingly, it is concluded that the
present cystem average Sootase par consumer would be appropriatc to
use for real estate subdivisions, where ultimate density is closely
approacherd within the ten-year refund period, but, for extensions -
to individuals, where ultimate density is often nét reached until
after a ten=year pariod, that sdditionnl footage be 2llowed.

In view of the-sinmi i 2a¢n of the applicants’
figures on averame footage ner ¢o end the desirability of
uniformity betweer utilizics whenever procticable, a footage allow=
aace for refund surposes of 75 feet per consumer in recal c¢state
subdivisions is deemed proper - of the opplicant utilities
herein, and the order will so provide. Relétive to extensions to

serve individuals, in consideration of materinl increases in con-

suner density whigh reasonebly mev De antieipsted after the ten-yaor

roefund pariod, a footame allewsnce of 100 feect per consumer will be
ordered.

As to the recuest of applicants to reduce the refunds to
real estate subdividers under the revenuc basis from 35% to 30%, it

is concluded thet the results under the 35% basis are not unfair to

the utilitics, and, accordingly, no change in this vercentage will

e ordered..

. The resuest for authorization to - collect a deposit from

cach prospective consumaer, av the option of applicant utilities, to

11—




assure prompt conncction of service as described heretofore where

free footaze has baen allowed two or more prospective consumers in

2

a single cxtension, is deemed to be rcasonable and nceded to protect

the utilivies. Howevef, it is concluded that the deposit amount of
not in excess of %100 per consumer as reguested by applicants would
be excessive and would place an undue durden on the prospective
consumer. j accordinsly concluded that 350 will be adequate to
secure the needed protcetion, and, %0 avoid any possibility of dis-
crimination, that the collection of the $50 deposit should be made
mandatory upon the utilitics with resmsct to all such prospective
consumers. It is deemed appronriate that =ach prospective(éonsumer
having made =z dencsit hercunder be protecteé against retention of
his deposit by the utilities for an unduly long period. This will
be accomplished by adding a provision to :hé rule requiring the
return of the denmosit on demand in the event of an uareasonable de-
iay in completing the extension from which service is to.be sécurcd.
In casc of disacgrecment bestween utility and consumer ﬁs to the
unreasonableness of the delay, the matter may be presented,'to this
Commission by either party for ssttlement. The rule to be ordered
will rcflect these orovisions. .

The following form of order is recommended:
Ot R

Good cause avoc:r:nr, IT IS HERTBY ORDERED that California
Water Service Company and San Jose Wa Jorks be and they are
authorized to file with this nissi fectlve on the effective
date of this order, the rule a2nd regulation appended hereto 28
Ixhibit A, aonliczble to all water main extensions applied for on

or aftar «he effeetive date of the rulns
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JUIE AND TRCULMTION
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Ne, WATER MAZN EYTENSTIONS

&, Gonernl Fx*orcions:

(1) The Cempany will extend 4ts water distribution mains to new consumers at

43 own exponge when the required total length of moin extension from the existing
Sacilitizo 13 not in excecs of 100 fect per service comnection. If the total
leneth of waln oxtonsion 1s In excess of 100 feet por gerviee, the spplicont or
npplicant for cuch gervice az2ll be reguired to sdvenmec that portion of the reasson-
able eotina® total inagtalled coat of such coxteonsion over and above the catimetnd
total ins% allcd cost of the snid 200 feet of maln per aorvice; provided, however,

that in no cnee will the sbove eatimste be dased upon a 2ain iIn exceoss of four (L)
inches in dlamater. The moeney 20 ndvenced will de rcfunded, witheut intercst, upen
tho Yagiz of the totnl ingtnlled cogt of 10N feet of main Tor each additionnl bons

fide congumer directly conmected within 2 period o* ten (10) years from the dnte
o* completlon o* the extension for which advance nos deen onde, tut in ne ceze
ghall the total refund exceed the oriminel advonce without intersps. 4HdJustment
of mny &ifference betweeon the estimnted and the rensonnble actunl totel instelled
cent will oo made after completion of the inatnlletion,

(2) In the cnge of a ninzle extcmgion made Turzunnt to ap;licﬂ lons by 4w

or more applicanta under Section A (1) of tiai rule, in which the Company s qu«
8 pereservice footage sllownnee 1in compusizg the advance reoguired, the Company

chnll requi the egpplicants o deposit with the Com =peny. cach security, in the
amount 250 per aorvice eennecticn, te izsure thet each service for whick footazce
nllown1cﬂ nag been made will be iz fast utilized by & bors flie conguner upon
completion of ingtnllation of %he cxvensina. Uron egtebliskuent of service con-
acction to an applilieant dercunder, Or UpdL recelipt bF the Compeny of written
verification from ths applicant to tae effect that his facilities are yoedy for
comnection, within one hu 1d*ed *wen » (220) doys after complotion of vhe mrin
‘ﬁsva-_.v,oﬁ the fu)l amount vhc ge0 “‘*y de git ahall o sublect to immedinte
rofund wit ho.h interest; however, falling suck gservice comnectlon within this periocd,
the Compnnyr way rcimbu.,‘ i%3elf from such gecurity depesit for the ¢coat of the
footame nllowance therctofore made in vegpect of such gervice. ~Anry amount used

7 the Company in ouck reixburaement ohell decome an amount aublect to refund iz
nccovdance witin the provisions of Soction A (1) Hereof. In the ovant of na unrone
gonadic delay in tho ceomplstion of o wain extenszion heveunder, the Company will,
upen domend by eny depositor, retura the full somount of the crol accurity depesit
o such 42 nociﬁor, nnd concurvently the Company will tendar the retura of accurity”
depesits to oll onher depositors involved Im the prospective aingle mein extension,
tomesher wish ﬂl‘ r~mounts wdvaﬁCﬁd for congtruciion, wicreupon the oxtension agrce-
ont will bo torminated. In case of disngroament bYetwoen the Company rnd an
roplignnt or applicnnts hereunder na to the uaressonnbleness of the dnlny, the
2aiter may de presented %o the °ublic Utilitics Comnigsion of the Qt“tu of Californin
by onny of the pertics for gottlexm

No extunsion advanes will be reguired Irom nn sppilcant regueatine service
from » modin alrendy Iin place :

Tho footame allownace instnlled a4 Company expense will de installed only
ho benetit of o bonn f: o conauner ns defined by the terms of this rule.

for %

-
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RULE AND REGULATION

No. WATER MAIN EXTENSIONS (Continued)

B, Extonaiona to Serve Subdiviaions, Tracts or Housing Projects:

Applicants for mnin extensions to secrve subdivisions, trncts or housinz pro-
Jects shall be required to advance to the Compnny before conatruction 1s commenced
the estinated reasomable totol instnlled cost of the necessaxy faclilitics exclusive
of service connectiona nnd meters., The size, trpe ond gqunliity of materinls and
locntion of the lines shall be specified by the Company nnd nctual construction will
he done by the Compnny or by n contractor acceptable to it. In cesc of disnarce~
ment over size, type and loention of the pipe lines and the constructing medlum,
the matier may de referred to the Public Utilities Cormission of the Strte of
Cnlifornia for settlement. 2djustment of any difference deotwoen the estimnted oand
rensonndble actunl total fnstalled coagt thereef shall be zade after the completion
of the Znotalletion sublect to review b7 the Commissien.

AY the time of znking 30id ndvance of the cstimnoted reonsonadle total installed
cost the spplicont shall de entitled 40 elect elther of the two refund methods _
next hereinafter set forth, provided that the clectlon, once made, shall be binding
upon the Company and the applicant and nny not theresfter be changed:

(1) Rovenne Method. For n period not exceeding ten (10) yenrs
from the dnte of cozpletion of the main extension, the Comzpeny
will refund to the periy mnking the advence, or ctker party
entitled tliereto, annually, 35% of the mross revenwes collected
from consuners occupying the property to which the sald” oxten-
sion has deen mede; provided, however, thot the total payments
thug made by the Company shell not exceed the nmount of the
original advance without interest.

(2) Provortionate Cozs Method. For o peried of not excecding
ten (10) yesrs from the date of completion of the mrin extension,
the Company will mnke wefund to the party making the ndvance, or
other pearty entitled thereto, for ench bona fide consumer within
the subdiviglon or tract iz nn amount cqual to the average total
ingtrlled cost of 75 feet of mrin within such subdivision or
trnct; provided, however, that the total payments thus m=nde by
the Company sholl not oxcced the nmount of the originnl ndvance
without interest. DTach such refund will be made only at the dnte
of oriminnl instnllation of service pipe ~rnd institution of service
o n bona filde ennsumer and any subsequent change in the identity
of the congumer receliving service throush the same service pipe
shall not zive rise to ary 2dditlonnl refund right.
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RULE AND REGULATION

No. WATER MAIN EXTENSIONS (Continued)

c. Excepgiondl Cegesn:

In unusual circumgtences, when the npplication of the provisions of this
rule appear impracticadble or unjust to eltker porty, the Company or the applicant
wry refer the matter to the Public Utilivies Commission of the State of Celiforain
for special ruling, or for the approvel of specinl conditions mutually ngreed upox,

The total cstimnted inst rllcd cost of an cxtenslion to supply » housinz project
or premiscs contalning wore than one housinz unit where the water dlstridution:
pipres nre on privete property shnll be advonced dy the applicent nnd repryment
will only be made in accordance with the Revenve lMethod of refund.

*

A bona fide congumer entitling the npplicant to refund, no referred %o in
both Sectiona A ond B hercof, shall bde a consumer, exclusive of a renl estnte
developer or builder, who occuples premises which 1s Improved and contnins per-
menent structures with sultnble facilities for the use of wrter nnd who hng received
wnter service from the mnin for which extension deposit was mnde for thrce con-
secutive months.




The foregoing oninion end order are hereby approved and
ordered filed as the opinion and order of the Public Utilities
Commission of the State of Califormia.

The effective date of this order shall be twenty (20) days

from the date hercof.

Dated at San Francisco, California, this /5 = day of

, 1949,




