Decision No. 45540 | @%g@ﬁ&q’@ &

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE COF CALIFORNIA?

In the Mattcr of the Application of
MILiBRAE HIGHLANDS WATER COMPANY Applicatioh No. 31604

for an order authorizing it to increase
rates charged for water service.

For applicant: GCaylord and Gaylord by

Robert B. Gaylord; McCutchen, Thomas,
Natthew, Gri%?itﬁs and Greene, by Robert
Minge Brewn.

In this application, filed July 21, 1550, and as anmended
on February §, 1951, Niels Schultz (Millbrae Highlands Water Com-
pany) recquests authority to increase rates charged for generalﬁwater
service rendered in'the City of Millbrae, Califorqia.

A pudlic hearing was held before Examiner Emerson in
Millbrae on March 19, 1951, at which time the matter was submitted
for decision. No one appeared at‘the'hearing in protest of the
requested increase in rates.

Applicant-supplies domestic, commercial, and indust;;al
weter service in the portions of the City of Millbrae known as Mill-
brae Highlends'and Bayside Manor subdivisions under certificates of
public convenience and necessity gronted by this Commission's
Decisions Nos. 22071 and 374L99. The service aféa is epproximately
three-tenths of a mile wide and 2 miles long, extending from Skyline
Boulevard, at an elevation of about 600 feet, casterly chrough
residential areas and the main business section of Millbrae to the
flat lands, near sea level, adjacent to the Bayshore Highwa&..‘

Adjacent verritories are served by California viatver Service Cbmpany,
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Millbrae Public Utility District, and Millbrae Hills Mutual Water
Company, the latter two being whoiesale customers of applicant.
The water systeﬁ was begun in 1927 in conjunction with
the real estate development of the area by Mr. Schultz and has
grown step by step with the subdivision development until, at the
present time, about 75% of the enti;e service area (l,;Zl out'of
1,492 lots) receives water service. In order to maintain reason-
able pressures, the system is divided into zones. The zone at the
higher elevations, with a service density of 56%, is servéd from
two wood-stave storage tanks, of an aggregate capacity of 255,000
gallons, into which water is pumped {rom lower levels. The lower
zone, with a 91% density, is fed by gravity flow and the pressure
£ the San Francisco Water Department line. Nearly all expansion
of the distribution system can occur only at the higher elevafions
where higher costs to serve prevail.
| ~ During the early years of development this water system
sustained financial losses. Notwithstanding such losses, water
rates were reduced voluntarily by ébOut"lO% in 1934 and by a second
10% in 1o40. A comperison of the principsl monthly charges for
water service is as follows:

1930 Present - Proposed
Item Rates Rates. Rates

Service Charges ' '
5/8™ meter $0-. $0.70 $1.00
3/L™ meter l 1.10 -

1™ meter 1 1.60 2.20

Quant ity Charges
First 1,800 cu.ft. /lOO cu.ft. ‘ 2L 35
Next l 700 cu. ft./lOO cu.ft. «R2 .31
Next 30 000 cu.ft./100 cu.ft. ' .20 .26
Over 33,300 cu. f£./100 cu. . 216 .18 .19

Applicant's entire supply of water is purchased from the
City of San Francisco Water Department and is received through

three combinations of metered connections. The cost of purchased




water during the past four years has been approximately 61% of all
of applicant's utility operating expenses.. Effective February 1,
1951, the City of San Francisco increased by 4.2¢ per 100 cubic
feet the rates charged for all water deliveries over 333,000 cubie
feet per month to its consumers on the San Francisco Peninsula. .
An engineering consultant, on behalf of applicant, and
members of the Commission staff presented testimony and ente;ed‘~
exnibits in this proceeding relative to past and present operating
revenues and expenses, together with estimates of such items for
the year 1951 at both present and proposed fapes. Because applicant
ié engaged in enterprises_other than the utility water bdusiness, .
applicant's consultant estimated “normal" operating expenses en the
basis of anticipated operations of the utiliﬁy,if it were operated
as a completely separate entérprise, with revenues estimated on a
revenue-per~-customer basis normalized for weather conditions. The
staff presentation was made on the basis of book figures, adjusted
as a matter of judgment gained from knowledge ef other water system
operatiohs, with revenue es;imates on a consumption—per-cusiomer
basis with recognition accorded the numbers and types of customers.
In essence both presentations regarding operating revenues and
expenses are on the same basis, differing only in détails ofvthe
nethods used. Both presentations indicate fhat the utility will
operate at @ net loss if opresent rates arc to continue in effeet -

during 1951.

Using the proposed rates and assuming full year operation

under them, 1051 revenues as estimated by the staff 2nd applicant
are in relatively close agreement atv approximaiély $85,800. Isti-
mates of 10951 operating expenses, before taxes, depreciation,4ahd"
anortization of the extraordinary costs of a rate proceeding, are

even closer in agreement at ~Approximately #57,970.
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Taxes applicable to this utility are levied by city,
county, state, and federal taxing authorities. Although state and
federal income taxes arec not charged on the utility's books, these
items must be givcn proper consideration in & rate-fixing proceed-
ing. In estimating such taxes, applicant’s consultant used‘tax
rates and computations applicable to a large corporation, thus
assuming thet this utility's operations are only a part of'a larger
utilivy corporation. The staff used tax rates and computations
applicable to a single individual. The two methods produce a dif-
ference of about 52,200 on an annual basis, the utility*s being the

igher amount. A third method by which taxes may be estimated is
to consider the utility to be a single corporaiion. It can be
shown that such a method will indicate an income tax liability
slightly lower than that estimated by the staff. For the purposés
of this proceeding, however, we shall adopt the staff method of
determining income tax liability. |

With respect to 1951‘depreciation expense the staff devel-
oped a weighted average figure, while the utility considered that
1951 additions to plant werc completed in the beginning of the year.
Testimony relative‘to actual construction corroborates applicant's
position in this regard and we shall consider applicant’s déprecia-
tion expense figure as being applicadble. The staff, in estimating
ﬁonrecurriﬁg expenses connected with this rate proceeding, arrived
at its expense figure as a matter of judgment based on experience
gained in other similor procecdings, assigned such costs on a per-
customer basis ond assumed a five-year amortization of such expenses.
The utility indicated the costs already incurred and obligatéd 2nd
~assumed they would be amortized over a four-year period. We shall
recognize applicant’s total figure ond, in this insﬁance, the sug-

gested four~year period for amortization of such expenses.
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In summary of the above; we conclude that the following
tebulation shows fair and reasonsble estimates ef operating reve-
nues, operating expensés, and net revenue for an assumed l2-month
period in 1951 at the rates proposed and requested by applieant:

Amount
Ttem . Detail ~ | Tosal

Operating Revenues ‘ : | "’$85;800
Operating Expenses ,
Excluding taxes, depreciation, proceeding .
costs %67,970
Taxes . . 12,160
Depreciation (5% S. F. annuity) - 1,400
Amortization of rate proceeding costs 1,970
Total operating coxpense . 73,500
Net Revenue 12,300
The system of applicant has been instolled from time to
time to keep pace with the development of real cstate properties .
in which Mr. Schultz or a member of his family has had an interest.
The initial installations through the year 1027 represcnted an
investment of about $20,000. From the system's beginning to the
end of 1949, however, the installation work has been done by
employees of Mr. Schultz who also have been engaged in other pris
vate construction projects. No accurate records as to the actual
cost of installations made prior to 1950 are available, the figures
entered on applicant's books being simply incomplete -allocations of
costs and without allowances for conmstruction, engincering, or
general utility overheads. From January L1, 1950, to date, appii-
cant has, in the main, contracted for imstallation woerk and complete
and reliable records have since been kept. In order to provide a
bese by which the reasonableness.of applicant's proposed rates
mizht be tested, five rate bases were presented in this proceeding;
one by 2pplicant and four by the staff, Appiicant'SAdetermination
of fixed capital and rate base was determined as the result of on

appraisal as of December 21, 1949, known as the Kennedy report.
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The staffts rate base determinations were ﬁerived by (a) using the
utility book capital based on the Wade appraisal, (b) using the
¥Melvin apprrisal plus book additions since 1939, (¢) using utility
book capitrl of the Wade appraisal plus estimated overhesds, and
(d) using the 1939 Melvin appraisal plus utility book additions
plus as zxmated overheads. Rote bases s0 determined range between
421z,8L1 2nd 3176,900.

In view of the urgent need for esrly rate relief occa-
cioned by the inerease in water supply Costs already‘in effect,
and also in view of the fact that determination of estimated
original historical cost figures which this CGommission would
authorize as entries on apblicant’s wrility books will require a
shorough investigation end considerable time to prepare 2and present,
neither applicant nor the stalf preuented evidence vh T will permit
2 conclusive determination of the{;nvcszmenxjon which
applicant is cntmtléd to earn a roturn. With respect'to the
five estimoted rate bases before us, evidence presented in this
proceeding indicaves thatvthe base to be finally determined will
undoubtedly be above the lowest presented. For the purpose of this

proceeding, therefore, we shall 2dopt & historical rate base of

3195,000 which amount is derived by using the utility's book capital

slus overheads, meteriels and supplies, ond working cash as csti-
nased by the staff. Using suqh rate bose for the purposes of this
proceeding shall not, however, be construed to be a final deter-
mination of such base nor shall its use herein precludé‘applicant
from having a proper basc est2blished dy this Commission in an
approprisate future proceeding.

In summary of the above, an estimated net revenuwe of
12,200 applied to'a rate base of $195,000 producés a rate of

return of 6.3%. It hos been shown that continuation of present
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rates will produce a net loss iﬁ lQSl.Y We conclude, therefore,
that applicant is entitled to relief in the form of increased
rates and substantiall§ in the amount sought. Minor revision of
the requested rates for the first two quantity blocks will be made,
however, and the order herein will provide for raéesiwhich’will
yield a return of slightly less than 6.3% on the assumed rate base
of %$195,000.

Applicant has urged that increased rates be authorized
at the earliest possible date in view of the water puréhaSe cost
increase‘already in effect. If serious reductions in 3pplicant”s¢
ecarning position are to be avoided, it appears that the requested
increase in rates must be promptly authorized and made effective.

Applicant will prorate water quantities indicated by readings dk

meters subsequent to April 10, 1951, on the basis of averagq daily

consumptions.
QRIER

Niels Schultz (Millbrae Highlands Water Company) having
applied to this Commission for an order authorizing increases in
rates, a public hearing héving been held, the matter having been
subnitted and now being ready for decision,

IT IS HEREBY FOUND AS A FACT that the inereascs in rates
and charges authorized herein are justified and, to the extent
that the present rates differ from the rates hereinafter presceribed,
gaid present rates are unjust and udreasonablc; therefore,

IT IS KEREBY ORDERED that applicant is authorized to
file in quadruplicate with this Commission, in conformity with

General Order No. 96, the schedule of rates shown in Exhibit A

-
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Schedule No. 1
CENERAL METERED SERVICE

APPLICABILITY

Applicable to 21l metered water service.

TERRITORY

In and about the tracts known as Millbrae Highlonds and Bayside Manor, in
the City of Mllbrae, San Mateo County, as delincated on the wap included in the
Tariff Schedules.

RATES.
Quantity Rates: |

First 1,600 cu.fb., per 100 CUaflerivrirerccrecncenne
Next 1,700 cu.ft., per 100 cu.fluvivescnccscecnrecas
Next 30,000 cu.ft., per 100 cU.fterrieancevcrcronccne
Over 33,300 cu.ft., per 100 cuofte.cieseiincnconrvans

Service Charge: /
FOr 5/8 % 3/L=50Ch MOtO e weveceeoseeronrsaassosrscancss
For 3/Lmineh DEtCT . cvvereassnessconnsssevreneran
For 1inch MO e e ererccacrcnrsranssrovocansves
For  1A-iNCh MEECTeeaceeucnricincinosonironanias
FOZ‘ Z‘mCh mc‘ber....-.......-.-..--...-...-...
For d=inth MOt ereeecreertverccnvironsosconsons
FOI‘ L&"‘inCh meter.........................-..-.‘
For b=inCh ML eT e sesrarercrorsiionesasannncen
For 8=inch MOterecreciecsscrrorasrnsnnvanssncs
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The monthly Service Charge will be added to the
¢harges for water at the monthly Quantity Rates.

" EXHIBIT A
Sheet 1 of 2
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Sehedule No. 2
FIRE PROTECTION SERVICE

APPLICARILITY

Applicable to all fire hydrants within the area of service.

TERRTTORY |

-

In and about the tracts known as Millbrae Highlands and Bayside Manor, in
the Clty of Millbrac, San Mateo County, as delineated om the '
map included in the Tariff Schedwles.

RATES

For each fire hydrant comnected with distribution system, ‘
per Wdrmt pcr mon.th-.-.-..‘.'.‘..--.-..---..--..--a---.-......-.- szqw

EXHIBIT A
Sheet 2 of 2




attached hereto and to make said rates effective for all service
rendered thereunder on ond after April 10, 1951.
The effective date of this order shall be thc date hereof.

Dated at San Francisco, Calm*ornia, this jz day of

April, 1051. | '
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