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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFOQ

In the Matter of the Application of
CALIFORNIA WATER SERVICE COMPANY, a-
corporation, for an order authorizing

it To increase rates charged for water
service in the cities of Atherton, Menlo

Application No. 30049
Park, Woodside and vicinity. | '

!
.

MeCutchen, Thomas, Matthew, Griffiths and Greene,

by C. E. Finnev and Robert M. Brown for applicant;

C. L. Longson, City Manager for the City of Menlo
Park, James Armstrong, for the City of Menlo Park
and Menlo Parx Property Owners Association;

W. C. Black, City Attorney, for the Town of Atherton;

H. L. Churchill; Creed R. Haberlin; John C. Gates;

T. 3. VMolsbergen; ALbert Brown as their iNTerests
nay appear. | |

- cPINION

In this application Cali:ornia Water Service Company requests.
authority to increase rates chargeé for water service in its Bear Gulch
District. The district embraceS-cu$£omers-in'the City of Menlo-Park,'
the town of Atherton, the community of Woodside, and adjoining unin-
corporated areas in southern San Mateo County. Applicani es@;ﬁateé
that the proposed rates would increase revenues about $69,OOQ;45}.
about 16% under normal rainfall conditions at the 1949 level-df'buéi—
ness, and would yield a return of about 5.7% on its hiStoxicalﬂcost
rate bhase.

Public hearings on the application were held in Menlo\Pafk-
on October 31 and November 1, 1949 before Examiner,ofBrién and the
matter was taken under submission upon the filing of written statements
by the City of Menlo Park, Mr. H. L. Churchill, and a reply théretoibyf

-applicant.
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At the end of 19L8 applicant served 6,809 customers in its
Bear Gulch District. During 1948 water hecessary to supply customer
requirements totaled about l-i/h billion gallons. About]69% of the
supply was purchased from the municipal water department of the Ciﬁy
of San Francisco, 25% was obtained from applicant's diversion project
on Bear Gulbh Creek and the remainder was producéd from a well. More
than a score of storage tanks and two reservoirs provide storage |
capacity of almost 1/L million gallonms. The transmission and distribu—
tion system totals nearly 790,000 feet of pipe and serves customers
located at clevations ranging'from sea level to about 800 feet.’
Pressure requirements to éerve such customers reculre the maintenance
and operation of ll automatic booster pumping stations.

In support of its request for increased rates, applicant
points out that the present schedule of rates has been in effect
without material change for 20 years. Since then, iatistics indicate
a sharp increase in costs has occurred and that the upward trend has
been most pronounced since the'end of the war. The record shows that,
comparmng the year 1941 wnth the 12 months ending June 30, 19a9, the
rumber of customers has inereased 73% and fixed capital 56%. Water
consumption as reflected by metered sales was 116% gréater'than.in |
1941, producing 109% more gross revenue. However, increases of 132% 
in hourly wage rates, 272% in local property taxes, 188% in total
taxes, and inereases in the cost of materials and other services
purchased by appllcant have rosulted in an inecrcase of 2L2% in
operating expenses. As a result, applicant's net revenue declzned
10% and the ratio of net revenue to fixed capital showed a 42% drop
in this period. Construction costs which are reflected in the
inereased fixed capital have likewiSe risen sharply, averaging about -
- OL% above 1941 levels. E:ght-znch mains show an ine¢rease in unit cost
installed of about 1C0% for cast iron 2nd 977 for steel p*pc, ~and a
'serv1ce and meter now cost about 77% more than in 194l. Fzre.hydran;s ‘

eflect a 200% increase. | | |
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Both applicant and the Commission staff presented esiimatesr
of applicant's earning position under several assumptions as to the
level and conditions §£ operations and for a number of different oper-
ating periods. | |

Based upon operatibns under assumed average rainfall condi-~
tions, average Opeéating_costs, 1949 customers,}andIWith both'the
preseﬁt rates and the proposed rates in cffect for the entire year, |
the respective cstimates compare as follows:

Estimated Results of Operation
l9LY = Average

: Presenﬁ Rates Proposed Rates
Applicant crlC Staff Applicant CPUC staff -

Operating Revenues $ 425,450 & 438,350 & 494,356 $ 509, 527
‘Qperating Expenses 255,975 265,530 255,975 26,,530
Taxes 59,181 60 360 | g5, 1365 89,170
Depreciation (L) 17,000 12,275 17,000 12,275
Total Expense 332,156 338, 165 358 340 366 975
Net Revenue 93,294 100,185 136, 016 142,552
Rate Base 2,405,000 2 3b6 000 = 2,405,000 2 3&6 Q00
Rate of Return 3.9% L.ZZ%‘ . 5.7% 6.08%'

) 5% Sinking Fund Depreciation Annuity.

The staff revenue estimate under present rates exceeds appli-

cant's estimate by $12,900. Both witnesses predicated the estimates

on historical records, using 1949 actual statistics in so far as they
were available when the estimates were macde, and estimating_thé balance
of the year 1949 under the conditions as-anticipatedyfor'the balance

of the year. Sales and revenues were then adgu,ted to an average leve*
whlch would have resulted if rainfall in 1949 hud approx;mated the
long-tlme average rainfall in the arca. Applmcant's witnees seleczed
the four scasons 19h2 1943 te l9h5-19b6 as representative of’ unit sales
volumes under average rainfall condltions, whzle the staff wmtness used
statistics for the four calendar years 1943 to l9h6 thle the avcrage

for thesc four years was somewhat below the long-tmme average,,tne,




A-30049 DH .

staff witness testified that allowance was made in the estimate‘for ,
that deficiency. In view of the methods u§ed'in‘the revenue éstimaﬁes,"
it appears appropriate¢ to‘give egual weighﬁ to the two studies in
reaching a conclusion on the amount of revenuc and salés-applicanz

would have experienced in 1949 had rainfall conditions.épproximétedvan
average level. | o

The staff estimate of total expenses uﬁder present rates,
also exceeded applicant’s estimate By,approximazély-$6,ooo. The

'difference‘in estimated costs of source of water supplf;.pumping and
purification is attridbutable lafgely to the difference in the estimates
éf sales and revenues under averagé conditioﬂs; ‘Since equal weight is
to‘be givén to the revenue'estimates; it is reasonable to accord‘the-
same treatment to water Supply expense. The estimatésﬂof commerci§l‘
and general and miscellaneous expense when taken together arelsub-
stantially in agreement dnd need no adjustment. 7The staff estimate of
transuission and distribution expense was $3,375 léss than applicant's,

' The difference apparently results from the methods used in deriving an
average ievel applicable to 1949 for this item of expense. The staff
estimate will be'accepted. Applicant estimated a depreciation annuity:
which was. pL,725 highér.than that préposed by the staff. In‘l937.the
stdff made a study of applicant's depreéiation practiées\and,recom-
mended certain dépreciaiion rétes which were'then adopted by appiicant
and form the basis for its present estimate. For.this-proéeeding; the
staff has again reviewed the depreciation experience and now recommends
fu:ther decreases in depreciation rates. The staff estimate of deéreéie' |
ation annuity will be adopted. I | | "

| ‘The staff rate base is 359;QOO less thaﬁ that proposed by
applicant. That differential results from use by the staff‘of fixed )
capital figures about $7,3OO greater than applicaﬁt's; a fixed capitél'
adju;tmént,$51,900 highet, and material and suppliés and working—cgsh

’
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33,000‘and $11,SOO IOWer, respectively. . The two prinecipal items of

difference result from exclusion by the staff of 153 acres of'lénd
which is held for a future reservoir site and from the staff method of
allowing a credit in the computatiqn of the working cash allowance for'
taxes acerued in advance of payment. Other differences arise from
minor variations in methods of allocation or in the methods of avers
aging book figures. The treatment of rate base by'the,étaff;is‘con- :
‘sisteht with that heretofore accgrded such items by the Commission and’
will be adopted herein. On the basis of‘the record in this proceeding '
and the adjustments to the estimates discussed above, itvappearslﬁhét.
with the present rates, under averége rainfall conditions, applicantj
in 1949 would have earngd zbout L4.3% on the historic#l cost of‘its
properties used and useful in the sérvice of water tofitS-Beaf.Gulch'
District customers. o |

‘Applicanp's witﬁess estimated the weighted averége‘effective‘
interest rate on the outstanding bdnds,;sérial notcs, preferred stock,
and reserves at 3.997%, including in the calculation certain items of
discount, premium and expense relating to refunded issucs which noJ
longer appear on the books and do not reflect chargesicurrently Being
made against income. The Commission staff witness estimated phe
average effective rates, excluding charges-pertaining~td refunded’
issues, at 3.71% and at 3.86% including those charges which currently
are being amortized against the company's income. As to_the common
stock, the record contains testimdny shbwing_the terms under which it
was issued, the earnings and dividends in preceding years and present
market prices. It shows, anong othér things, tha; dividéndsfin vér?ing
ambunts'and at_varying rates have bccn paid annuallysinée‘l?27v” :
(excépt‘in 1931) and that since 1942 dividends ha&e"been paid in thef
anount of %2,per share, being at the rate of &% 6f'thé'§ar valué,_with -

average earnings per share of 4$2.65.
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The mayor ofvthe‘City of Menlo Park, in a statement filed in
this pfoceeding, calculates the weighted average yiecld on applicant7s‘
outstanding bonds, preferred and common stock, basing'his-aliowance ;
for common stock on earnings-price‘ratios, at 5.05%. He conéiudes'
that the open market evaluates an adéquate return for applicant at
5.05% and that making an allowance for security selling_éosts, a return
of ‘5-1/L% on the rate basc is ample. The statement is predicated on
prevailing market prices and the conclusions do not‘feflect nééesSarily
the ¢costs actually being incurred by‘applicant to service its outspénd-,
ing securities. Nor does it include an allowance for mbneys.reptg-‘
sented by depreciation reserves which are being accumulatéd on thé‘-
sinking fund basis and require charges against income for intérest;

The over-all yield as thus developed refers only to the.presént;capi-
talization. Furthermore, if a réte of reﬁﬁrn, developed as suggested.
by the city, were to be adopted it would necessitate use of a raté_
base which reflected the present value of the properties rather‘thén
the historical cost as presented by the staff. “

Applicant's presently outstanding bonds represent approxi-

tely 56% of its capital structure. It is faced, dufing the coming
year, with construction expenditures in excess of $3,000;OOO; Appii-v
cant?é witness reﬁorted‘that additional comhdn stock financing is
coﬁtemplated during the coming year and he estima%edlﬁhatiearnings of
not less than 32.75 a share arc required in order to sell such stock.

A review of the record indicates that the revenues under
present rates would be insufficient to yield applicant a fair retﬁrn-
on its investment. We believe that consideration should Se givenfai
this time not only to applicant's present financial s;ructurc; but

also to its need for additional capital and to_the deéifability,of.
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equity financing. Upon the basis of the information submitted in this
proceeding, we conclude that ar increase in rates should bé-authorized
to pfovide additional revenues of $47,500. Such an increase should
result in a return of approximately 5.5% on‘the rage base‘réco&mended
by the Commission staff, which feturn, in,our’opinion, is not unreason-
‘able and will not result in an undue Bﬁrden on appliéant*S-customers;
The City of Menlo Park through its enginecr, Mr. James E
Armstrong, also filed an engineering-cconomic analysis of the record
in which is concluded that fqr:the period 1950-1951 épplicant would
earn under présent rates a return of 5-1/4% on a rate base of.
$2,4L79,L00. This conclusion is based upon an estimated incféase in
| customers to 8,870 average for the yeér 1951, reflécting an increase
equal to the average éxpefienced in the-four'yea:s endingﬁOctcber 31;
19L9. Revenues and expenses per customer are.baséd updn consideration
of the recorded results from 1943 to Octover 31, l9h9;and‘are‘set forth
at $65.25 and 350, respectively, derived from the most. recent four-year
average ratios. The report likewise suggests that applicant might 
f£ind it more economical to dispose of its watershgd'properties]and
purchase all of its requirements frdm-ﬁhe City of San Francisco. fA‘
final suggestion made by the c¢ity was that water‘pre5en£1y~séld'ﬁnder
contract at cost-plus‘rates should be sold at the higher regular rate
as an added source of income. The estimate presented by the city makes
no adjustment for the effect of séasonal rainfall bn sales although
the record shows that thg two are interrelated. Even so, the
unadjusted net revenue estimated for 1950-1951 in relation to the rate
of return herein found»reasonablc is insufficient to support fhe
capital additions which would be required tofscrve-fhe estimated in-

¢crease in customers. The record also shows that not onlyviS-it_more

economical to supply water from its own watersheds than to purchase

-7-
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water from the City of San Francisco, but applicant's'genefal managér.
testified that a slight increase in water rates charged by San

| Francisco would make attractive economically the installation of
further storage and diversion facilities even ac\thé current high
level of construction costs. The record shows thatjthe'sérvicd
rendercd at the contracﬁ rates, which the city suggests be changed,

is supplied, not from applicant's distribution system, bﬁ£‘direct.from
pipe lines of the City of Sah Francisco. Those rates were estéblished -
by Decision No. 38676 daved February 13, 1946 (hé CRC 3&7) upon:
applicatzon of applmcant herein for authorzty o zncrease the rates
theretoforc in effect, -

Mr. H. L. Churchill, a custoner apﬁearing'on his own behals,
filed a written summary'upon'conclusioﬁ of the testimony, directihg-
the Commission's attention to certain phases of the case upon wh;ch
he based his objections to an increase. He suggested a possible
rcduction in oxpense by a change in commercmal practzces and. use of
' blmonthly or less frequent billing. During the war many of our
California utilities were forced to adopt bimonthly biliing becéuse
of a shortage of manpower. Since the end of the war mahy havelreturned
to monthly billing, while others have retained the longer biliing;
period. The result of the practice as an economy measure dcpends upon
‘operating conditions as well as customer acceptance. S;nce the return
allowed herein is less than thatlsought by applicant, it is to be |
expected that 2 re-évaluatioh will be made of the possible economices
from'a change in commercial prﬁctzceg.. This customer also suggestcd ,
that applicant is seekzng a return on facllltzes 1nstalled in sub~
divisions in anticzpatzon-of future customers. Under applicant"
ruleo and regulatlons subdividers advance the cost o+~ pzpmng sub-
d;vzsxons which advance is repazd as service in thc subd;v;sion

dcvelops. The unrcfunded amounts of these advances stand on

-8
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applicant's books as Advances or Donations in Aid of Construction.
Both applicant and the Commission staff have excluded such,unrefunded
amounts from rate base.

Mr. Churchill suggests that increases in cost éauéed by the
necessity of purchasing large quantities of water from the San
Francisco system might be more fairly laid at the door of commerczal
and industrial customers who could in. turn pass on such costs to their
customers. The Commission has frequently held that no customer or
class of customer has a preferential right to any éarticuiér advan-
tageous System ¢ost. In establ;shing schedules of ratea from time to
time, the Commission is confronted with the task of apportmonlng
system operating costs to classes of customers and to_cuscomers‘wzthih
each c¢lass as equitably'as circumstances permit. Since ratéfschedﬁles
must be devised to reflect customer characteristics of one or more
claSses of custoher, and since it is frequently advisablé tb-make _
changes in the form of schedulés to meet changing,operating conditions,
uniform percentage chapgés in billing for particular customers, or
even for uniform consumptibns, is rarely possible br apbropriate, The
schedules hereinafter adopted are designed to spread to each 5f'appli-
cant's customers his reasonable proportion of the cost'to-applicant of
providing water service in thi$ district. |
- The rates herein authorized, which are estimated to produce
the inereased revenues tofwﬁich applicant'isventitléd, differ only in
level from those proposed by applicant. The minimum charge ﬁill be
$L.70 instead of #1.75. ‘For consumption betweén 500 and 3,000 cubic
feet per meter per montﬂ, the rate will be 29 cents per 100 cubic feet;.
instead of 32 cents, or threé‘cents less'than pfoposed; the rate for.
the second bloeck of 27,000 cubié feeﬁ'wiil be sef.at 25 cents, whichf'
is the rate proposed; and the terminal rate for consumption over |

30, OOO cubic feet per month will be set at 20 cents per 100 cubzc feet,

one cent hzgher than the proposed rate of 19 centu,_ Although-applzcant

-5
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offéred ﬁestimony to the effect that factors contributing to the
deterioration of net revenues\would continue to be active in thé‘nearv
future, vhe Commission believes thut ‘the rates herein establishéd,_
coupled with efficient and economical operation on the part of‘apﬁli-
cant, will produce a proper return on applicant's used andfuséful
properties in the Bear Culch Diétrict foi a reasonable period in the -

future.

California Water Service Company having applied To this
Commission for an order authorizing inereases in rates in its Bear

Guleh District, a public hearing having been held, and the nmatter

khaving been submitted for decision,

IT IS HEREBY FOUND AS 4 FACT that the increases in rates and
charges authorized herecin are justified; thercfore, |

IT IS HEREBY ORDERED as follows:

1. Thav applicant is authorized to file in quadruplicate
with this Commission after the effective date of this
order in conformity with the Commission's General -
Order No. 96, the schedules of rates shown in Exhibit A
attached hercto and on not less than five (5) days’
notice to the Commission and the public to make said
rates effective for service rendered on and after
:\pril l, 19500

That applicant is authorized to withdraw and cancel
existing rate schedules superseded by the schedules
hereinabove authorized, concurrently with the filing
thereof.

That applicant within forty (40) dayes from the effective.
cdate of this order shall file with this Commission four
copics of a suitable map or sketeh drawn to an indicated
scale upon & sheet 8% x 1l inches in size, delincating |
theraupon by distinctive markings the boundary of appli--
cant's presont service area and the location thercof with
reference vo the immediate surrounding territory provided,
however, that such filing shall not be¢ construed as a -
final or conclusive determination or e¢stablishment of the
dedicated area of service or portion thercof. ;
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L. That applicant within forty (40) days after the effective
date of this order shall file four copies of a. comprehen-
sive map drawn to an indicated scale of not less than
400 feet to the inch delineating by appropriate markings
the various tracts of land and territory served and the
location of various properties of applicant. :

The effcetive date of this order shall be twenty (20) days
after the date hereof.

Dated at San Francisco, California, this 7 day of

(-€27R10vb4443 _1950.

ﬂ -?_, M '

Comissioner@als - ., :
Cozmisslonor. % : rmsneas ;foi:g;'
nocossarily absoat, ald noyupart;c’pal_ |
12 tho Aispocition o thic‘procoqd¢ng?:




Schedule No.l
" GENERAL METERED SERVICE

APPLICABILITY

“ Applicable 0 all water service furnished on a metered basis.
TERRITORY -

In the communities of Atherton, Menlo Park and Woodside and the territory ‘
imomediately contiguous thereto, in San Mateo County. '

RATES ‘
‘ Per Meter
Per Month

Quantity Rates:

First 500 cubic feet, or less . . . . .. & 1.70
Next 2,500 cubic feet, per 100 cubic feet. ; 29
Next 27,000 cubic feet, per 100 cubic feet. 25
Qver 30,000 cudbic feet, per 100 cubic feet. .20

Minimpn Charge:
For 5/8~inch meter
For 3/L=-inch meter
For l-inch meter
For li-inch meter
For 2«inch meter
For 3ainch meter
For L4-inch meter
For  6-inch meter
For 8-inc¢h meter

1.70
2.75
425
8.00"
22,50
35.00-
70.00
205.00
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The Minimum Charge will entitle the consumer to the
quantity of water which that menthly minimum ¢harge
will purchase at the Quantity Rates,

EXHIBIT A
Page 1 o: 2




Schedule No. 2
PUBLIC FIRE KYDRANT SERVICE

APPLICABILITY:

. Applicable to fire hydrants attached to the Company's distribution mains for
public fire protection. ‘ . -

TERRTTORY

In 't)hc communities of Athorton, Menlo Park and Woodside a.nd the territory
imnediately contiguous thereto, in San Mateo County. '

RATES

Per Hydrant
Per Month

For fire hydrants owned and maintained by a mundicipality
or district, installed on a water main four inches in
diamctcr,orlargero--..--.-.....--.-0 -31-00'

For fire hydrants owned by the Company, installed on a
water main four inches in diameter, or larger . . . . . 1.50

For fire hydrants owned and maintained by a mnici.paiity
or district, installed on a water main less than four
inchcs in dimctcr - - - - - - - - - L] - - - L J l' [ ] - [ ] .50

For fire hydrants owned by the Company, installed on a
water main less than four inches in diameter . . . . . . | 1.00

For water drawn from fire hydrants for fire drill purposes,
perdrin.----.---o---.o---....... L.w

EXHIBIT A
Page 2 of 2




