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Decision No. 50705

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application of

CITIZENS UTILITIES COMPANY OF CALIFORNIA,

a corporation, for Authoxity to lIncrease

its Rates and Charges for its Water Application No. 40665
System Serviee the Niles~Decoto Area in

Alameda County.

Graham, James & Rolph by Boris H. Lakusta, for
applicant.

Harold J. MeCarthy and _John Gillonders, for the
Commission stats.

OPINION ON REHEARING OF DECISION NO. 58851

Perition for Rehearing

Citizens Utilities Company of California® on August 31,

1959, filed its petition for rehearing of Decision No. 58851, dated
August &4, 1959, in the above-entitled proceeding, clociming that the
rate basc adopted by the Commission in said decision f£for the test
year 1959 erromeously excluded an item of 1959 comstruction amousting
to $16,000, thercby producing a deficiency im the rates authorized
Citizens. Applicant did not take issue with any other conclusion of
the Commission. An order granting rehearing was issued on

September 29, 1959; however, the increases in rates, estimated to
produce $16,850 of additiomal ampual revenues, authorized by said
Decision No. 58851 were duly f£iled and became effective on ”
September 1, 1959;

Public Hearing

Aftexr due notice, rehearing of Decision No. 53851 was held

before Examiner William W. Dunlop om Novembexr 17, 1959 in San

Francisco. Citizens presented ome exhibit and testimony through one

4 Hereinafter sometimes called Citizens.
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witness in support of its claim. The Commission's staff cross-
exsmined applicant'slwdtness. At the conclusion of the rchearing,
the matter was token under submission. Thereafter, on Jonuary 11,
1960, Citizems filed its petitiom to set aside submission of
rehearing In order to present am estimated 1959 earnings statement
which was asttached to said petition. The petitior to set aside
submission will be denied without prejudice, however, to the £iling
by applicant, if it so désires, of & mew application. 7The rehéarihg
matter now is ready for decision.

Results Adopted in Decision No. 58851

The results of operation adopted im Decision No. 58851 for
the Niles-Decoto water system of Citizems for the test year 1959 as
estimated st the rates authorized in said decision are set forth in

the following tabulation:

1959 Estimated
at Rates Authorized
Ttem by Decision No. 58851

Operating Revenues $111,250
Operating Expenses, Depreciation and Taxes 84 000
Net Operating Revenues 27 250
Weighted Average Depreciated Rate Base 381 100
Rate of Return - 72157

In Decision No. 58851 the Commission allowed for‘a.decline
0f .65 percenmt in the rate of return during the next twelve wonths,
fiading a rate of return of 6.5 percent to be fair and reasomable for
applicant’s Niles-Decoto system and concluding that the water rates
authorized in said decision would produce sufficient earnings to

afford applicaent an opportumity to eamrm a 6.5 percent rate of return

for the immediate future.

Applicant's Position

Citizens claimed in its petition for rehearing that the.

estimated year 1959 weighted average depreciated rate base of
v

$381,100 adopted by the Commission in its Decision No.58851
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erromeously excluded anm item of $16,000 from its 1959 construction
budget as set forth io Exhibit 3, Table 8-D Revised, Item 7. At

the rehearing Citizens revised its request and asked that its 1959
rate base be increased by $19,018, that its anmual met revenues be
inereased by $1,235 and that its snnual gross revenues be increased
by $2,580 over and above the increases In rates authorized by said

Decision No. 58851. Citizens developed these claimed amounts from
its Exhibit No. 16, as follows:

Iten Amount

1959 Comstruction, Excluding Work Covered
By Line Extension Advances:

Actual Expenditures to 9/30/59 $76,998
Estimated Additiomal, Last Quarter 1959 3,010

Total Claimed 30,008

Allowed in Decision No. 58851 60,930

Claimed Over Qedision Amount 19,018
Additional Net Revenue

Claimed ($19,018 x 6.57 Rate of Return) 1,235
Additional Gross Revenue

Claimed ($1,235 x 2.17 Net to Gxoss Factox) 2,580

Citizens represeats that a major portion of the $19,018
amount by which its claimed 1959 comstxuction expenditures exceed
the amount allowed in Decisfion No. 58851 are novnrevenue producing
backup and replacement facilities. In effect, Citizens asks that the
$19,018 amount be included in rate base for the entire year 1959 and
that a rate of return of 6.5 percent be allowed om such amount‘fox
the full year.

- While applicant's counsel at the rchearing stated that in
conmection with the claimed increase of $19,018 in rate base there
are certain increases in depreciation expemsc and ad valoxem taxes
that also should be reflected, applicant did not present amy specific

amounts f£or such items.
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Commission Staff Position

The Coumission staff did not c¢hallenge the cléim of
Citizens that its actual expenditures for 1959 construction up to
September 30, 1959 and as estimated by applicant for the remainder
of 1959 exceeded the amounts allowed in developing the test year
1959 weighted average depreciated rate base of $381,100 adopted in
Decision No. 58851. The staff did, however, take exception to
applicant's claim that the entire $19,018 amount should be added to
the 1959 weighted average depreciated rate base without application
of an appropriate weighting factor.

Findings and Conclusions

The evidence is clear that the company is catitled to
consideration of this $19,018 in its rate basec. However, the eviderce
is equelly clear that a substantisl portion of the facilities repre-
sented by the $19,018 smount, which applicant claims should be
included without weighting In the estimated year 1959 weighted
average depreciated rate base, was nmot included in applicant's plant
accounts until the month of September 1959. Further, under applicent’s
accounting procedures, Interest during construction was taken on this
item for a portiom of the year 1959.

It is not proper to include in rate base construction work
in progress om which interest during comstruction is being a;crued.

To do so would penmalize the xzatepsyer. In its Decision No. 58851,
the Commission specifically rejected the use of a year-end rate
base and adopted a weighted average depreciated rate base. This
conclusion of the Commission was not challenged by Citizens in iﬁs
petition for rchearing.

It is revealed in Exhibit No. 16 that expenditures for
subdivision extensions on which line extension advaﬁces for construc~
tion were collected by Citizens in its Nilcé-Decoto area excceded by
$12,806 the original estimate made by applicant. The Commission in

its Decision No. 58851 used Citizens' original estimate for this

' lm
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item. Line extension advances for comstruction are an offset to
rate basec.

We note in passing that Citizens im its showing on rehear-
ing did not reflect any additiomal revenues for additional customers
that may have been served by the additionmal expenditure of $12,806
for subdivision extensions.

Based upon a careful review of the evidence we find that
the estimated year 1959 weighted average depreciated rate base of
$381,100 adepted im Decision No. 58851 should be increased by $6,400,
ox to $387,500, which xate base we £ind to be fair and reasonable
for the Niles-Decoto area for the test year 1959.

The cost of plant copstructed or Imstalled by Citizens,
with some exceptions, includes a 10 percent overhead charge as shown
in Exhibit No. 9. Overhead c¢redits to operating expensces as developed
by the staff in Exhibit No. 10, awounting to $5,140 for the estimated
year 1959, were adopted by the Commission in its Decision No. 58351
based upon Commission adopted net additioms to plant of $73,390 for
Niles-Decoto arca iv 1959. Thus, the overhead exedits to operating
expenses amount to 7 percent of adopted net additions to plant.
Citizens in its showing on rehearing failed to reflect the additional
overbead credits to operating expenses resulting from its claimed
net additions to plant of $109,614 estimated for 1959 as shown on
Exhibit No. 16. Based on met additions to plant of $109,614 for
Niles-Decoto axea for 1959, which amount we have used in developibg
the weighted average depreciated rate base of $387,500 for 1959
mentioned sbove, we find the reasonable overhead credits to operating
expenses to be $7,670, or $2,530 more than reflected in Decision
No. 58851.

Giving effect to the above-mentioned additional overhead
credits to operating expenses, allowing foxr appropriate increases

in ad valorem taxes and in depreciation expense to take into account

-5-
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the increased plant, and reflecting the effect of such changes in
expenses on income taxes, we £ind that Citizens ir its Niles-Decoto
area will realize ret revenues sﬁfficienc to produce 2 rate of retura
of no less than 7.15 percent on a weighted average depreclated rate
base of $387,500 for the estimated year 1959 at the rates authorized
in Decision No. 58851. We further £ind that the rates authorized by
Decision No. 58851 will produce earnings sufficient to affoxd appii-
cant an opportunity to earm a rate of veturn of 6.5 percent for the
{immediate future, which rate of return we find to be fair and
reasonable. Accordingly, we find that the rates authorizéd by
Decision No. 58851 and mow in effect should remain in effect and that

applicant’'s request for additiomal increases in rates should be
denied.

ORDER ON REHEARING OF DECISION NO. 58851

Rehearing having been held on the above-entitled matter,
and the Commission having been fully informed thereon, the matter

having been submitted and now being ready for decision and based

upon the evidence and the findings and conclusions expressed in

the foregoing opinion,
IT IS ORDERED that applicant's petition to set aside
submission is denied.

IT IS FURTHER ORDERED that the rates authorized by

Decision No. 58851 shall remain in effect and that applicant's
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request for additional increases in rates sought by its petition
for rehearing is denied.

The effective datc of this oxder shall be twenty days
after the date hereof.

Dated at ___ San Frnefsco , California, this _ L3 ~—
day of FEBRUARY , 1960.

President

Commissioner..EVOnott C. MeKeago . belng.
necessarily adsent, did not participate
in the disposition of this procoeding.




