
Decision No. 66738 

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 

In the Matter of the Application of ) 
ISLETON WATER COMPANY, a corporation, ) 
for authority to increase its rates ) 
and charges for its Water System ) 
serving the community of Isleton and ) 
adjacent territory in Sacramento ) 
County. ) 

Application No. 45171 
Filed February 11, 1963; 
amended June 3, 1963. 

Bacigalupi, Elkus & Salinger, by William G. 
Fleckles, for applicant 

Lawrence Q. Garcia, L. L. Thormod, R. W. 
Beardslee, tor the Commission statt. 

OPINION - _ ....... - -.... .... -
This application was heard before Examiner Coffey at 

Isleton on July 15 and Septe~ber 17, 1963. It was submitted upon the 

~eceipt of a late-filed exhibit and the filing of the hearing tr~ns

cript on October 16, 1963. Copies of the application and notice of 

hearing were served in accordance with the Commission's procedural 

rules. 

Applicant presented six exhibits and testimony by three 

witnesses in support of its request for authority to ~ncrease its 

~ates and charges for water service in the City of Isleton and adja

cent territory in Sacramento County. Four witnesses from the 

Commission staff presented the results of their independent studies 

~nd investigations of applicant's operations. Portions of the 

record in the application of Citizens Utilities Company of California 

(Application No. 45164) for increased rates for water service in its 

Boulder Creek District relating to rate of return and to expenses to 

be allocated through mutual service accounts were incorporated in 
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this record by stipulation of the parties. Public attendance at the 

initial hearing was approximately 75 persons. One public witness 

protested the amount of the requeste~ increase in rates. 

Sxstem and Service Area 

In May 1961, applicant bec~me a wholly owned subsidiary of 

Citizens Utilities Company (Citizens Delaware) headquartered at 

Stamford, Connecticut, and is, together with nine other Califo=nia 

water servic~ companies, an affiliate of Citizens Utilities Company 

of California (Citizens California), with headquarters at Redding, 

California. Citizens Delaware operates or controls utility cocl'an:i'..cs 

with gas, electric, telephone and water operations in nearly 400 

coi.tmunities in the United States. Citizens Delaware engages actively 

in the administrative direction of applic.:lnt and pcrfo~s ce:-t.:l:i.n 

.:ldministr.:ltive, fin.:lncial, engineering snd purchasing services for 

~pplicant as well as for its own operating districts and other sub

sidiary corpora~ions. An office is maintained by Citizens California 

in Redding, California, where administration and engineering for the 

telephone department of Citizens California and general accounting, 

includi~g billiDg, for the applicant and t.he California affiliated 

cO:O?~:lics are performed. Administration of .:.pplicilnt) of Citizens 

California ":l7ater dep~rtment operations in five districts and of other 

California affiliated companies is performed from an office main

tained in North Sacra=ento. 

As of December 31, 1962) applicant served approximately 

337 metered se~ice customers and 32 public fire hydrants in an area 

i~cdiately adjacent to the Sacramento River. The water system was 

in existence prior to 1911. Water is plentiful, being obtained f=om 

low lift wells. 
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Applicant's Request and Rate Proposal 

Revenues received by applicant are pr~sently obtained from 

the sale of water to both business and residential customers at 

meter rates. Upon becoming aware that many of its meters were aged 

and inoperative, applic~nt amended its original request for increased 

meter rates to request in addition the authorization of residential 

flat rates. The following table summarizes applicant's present and 

proposed rates, no increases being requested fo~ private and public 

fire protection, sewer flushing, and construction services: 

GENERAL METERED SERVICE 

Per MctQ~ Per. Month 

Quantity Rates: 
Present Proposed 
Rate Rate 

First 
Next 
Next 
Over 

5,000 gallons or less ••••.•• 
15,000 gallons, per 1,000 gal. 
30,000 gallons, per 1,000 gal. 
50,000 gallons, per 1,000 tal. 

YJinimum Charge: 

For 5/8 x 3/4-inch meter · ........... 
For 3/4-ineh meter · ........... 
For l-ineh meter · ............. 
For l~-ineh meter .. · .......... 
For 2-inch meter · .. " ....... 
For 3-inch meter · ... ., .. ., .... 
For 4-inch meter · .. ,. ... ....... 

$ 2.25 
.25 
.20 
.15 

$ 2.25 
3.00 
4.50 
7.00 

10.00 
16.50 
24.00 

The Minimum Charge will entitle the c~stomer 
to the quantity of water w'!:lich that mOi."lthJ.y 
minimum charge will purchase at the Quantity 
Rates. 

RESIDENTIAL FLAT RATE SERVICE 

$ 4. {loS 
.49 
.40 
.30 

$ 4.45 
5.95 
8.90 

13.85 
19.75 
32.61 
4.7.4S 

Re.te: 
Per Service Per Month 

proposed-&ate 

For each service ..................... ,. $5.65 

Under applicant's proposed metered service rates the bill 

for 14,000 gallons, the approxim~te aver~gc monthly water use for 

service, would increase from $4.50 to $8.86, or 97 percent. Under 

applicant's proposed residential flat rate t~e bill would be $5.65, 
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~ amount which is approximately 25 percent higher than the fore

going average use bill. 

Issues 

The following are the issues in this proceeding: 

~. Reasonableness of the estimates of operating revenues, 

expenses, including taxes and depreciation, and rate base. 

2. Reasonableness of the rate of return. 

Results of Operations 

The following tabulation compares the estimates made by 

the staff and by the applicant of the results of operations in the 

test year 1963 under present and proposed metered service rates and 

flat rates. 

SUMMARY OF E~~INGS 
(Yc~r 1963, Estimated) 

~ 

Operating Revenues 

Operating Expenses 
Oper.& Maint. Expenses 
Adcin. & Gen. & Misc. Exp. 
!~,es other than Income 
Depreciation 
Ir.come Taxes 

Total Operating Expenses 

Net Revenue 

Depreciated Rate Base 

Rate of Return 

Meter Rates 
Present 

CPUC 
Appli- Staff 

C.1nt Exh.6 

$17,403 $19,160 

16,367 9,540 
3,238 3,340 
1,715 1,110 
2,413 2,930 

100 340 
~3-;-S"33 I7,260 

(6,430) 1,900 

79,311 70,420 

(8.1)% 2.70% 

(Red Figure) 

Meter & Flat Rates 
proposed -

App.l.1- CPUC 
cant Staff 

Exh. 4 Exh.$ 

$32,500 $32,590 

13,806 9,010 
4,687 3,340 
1,298 1,110 
3,153 2,760 
3~235 5,200 

26,I79 2r,42"O' 

6,321 11,170 

81,728 61,200 

7.7% 18.25% 

The estimates of revenues at proposed meter and fl~t rates 

~re substantially the sa~e. Since operating revenues recor~cd in 

1962 amounted to $17,707, it appears that applicant's estimate of 

revenues in 1963 under present rates, $17,403, does not take into 
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account that many of the meters were nonoperative. We find reascn

able the staff estimate of revenue at present rates in the year 1963, 

$19,160. 

Applicant's estimate of operation and maintenance expenses 

at proposed rates exceeded that of the staff by $4,796. The account

ing records maintained by this utility were not adequate prior to its 

affiliation with Citizens Delaware in mid-196l, consisting of books 

of origin~l entry and a general ledger without invoices and other 

supporting detail. L3cking reliable accounting data, the st~ff 

estimated operation and maintenance expenses in general by applying 

unit costs. Applicant's estimates were developed by estimating 

major categories of salaries and wages, pumping power, material, 

services, communication, transportation or miscellaneous expenses. 

The weighted average transmission and distribution expense per 

customer in 1962 of applicant's affiliates in California was $2.32, 

the range being from approximatcly $1 to $6.50 per customer, exclud-

ing appllca~t ~~d the Inverne~~ Water Company. For the purpose of 

this procccQ1ng 1 wo f~nd th~t $6.50 per customer is a reasonable 

~~nunl allowance for transmicsion and distribution expense. !he 

staff witness testified that much of the current ma1necnancc 

expense is properly classed as deferred maintenance. 

A~plic~nt and its affili~ted interests are reminded that 

it is a long-standing policy of this Commission that, under the 

circumstance of the accumul~tion of deferred maintenance at the time 

of purchase of utility properties, such deferred maintenance costs 

should not be directly assessed to operating expenses but should be 

considered for rate making as a part of the purchase cost of the 

properties as this deferred maintenance existed at the time the 

properties were purchased. The cost of deferred maintenance is 
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a further payment for the property acquired and therefore is not 

properly chargeable to operating expenses in establishing rates, 

(24 CRC 33, 37). 

In Decision No. 66366 (November 26, 1963; A.4S176) this 

Co~ission found reasonable the operation and m3intenance expenses 

estimated for 1963 by P~rkway Water Company, an affiliate of appli

cant. In this estimate the customer accounting and collecting 

expense less uncollectibles amounted to $1.79 per customer per year. 

Inasmuch as the rate structure hereinafter authorized is comparable 

with that of the Parkway Water Company, we find that $2 per cus

tomer is a reasonable annual allowance for customer accounting and 

collecting expense less uncollectibles. 

We find reasonable the staff estimates of operation and 

maintenance expenses, modified by the foregoing findings on unit 

costs and the adjustment of uncollectibles to reflect the revenues 

found reasonable, $6,330. 

Applicant's estimate of administrative and general and 

miscellaneous expenses exceeds that of the staff by $1,347. Of 

this amount, $830 results from the staff elimination of a portion 

of the pension expense associated with Stamford personnel as a 

direct charge and the inclusion of it in the Stamford Mutual Service 

Account, $852 results from allocated mutual service expenses, and 

the foregoing are partially offset by a staff estimate of regula

tory Commission expense $320 higher than that of applicant. 

In Decision No. 66366, Parkway Water Company, we reviewed 

the record of the prescnt application relative to the foregoing 

issues of pension expense ~nd allocated mutual service expenses. In 

accord with said decision, we find that applicant's estimate of 

$752,000, plus $28,000 for pension expense, is a reasonable esti~ 

mate of the amount of salaries, wages and other expenses which in 
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1963 will be incurred at Stamford and should be distributed in part 

to California operations, and that it is reasonable to deduct 

$178,500 of direct charges from the foregoing expenses incurred in 

Stamford. I'le find that $2,000 is a reasonable estimate of the por

tion of the expenses w~ich should be alloc~ted through the mutual 

service ~ccounts. This allowance is $200 greater than that of the 

staff, includes the effect of elimination of direct charges from 

Stamford expenses and increases direct charges to California. 

We find reasonable the staff estimate of administrative 

and general expense, modified by the foregoing findings, $3,540. 

The difference, $188, between the estimates of taxes other 

th~n income results mainly from the various estimates of payroll 

t~xes. We find reasonable the staff estimate of $1,110 for taxes 

other than on income, being based on procedures and rates for 

estimating payroll taxes which this Co~ission has considered to 

give reasonable r~sults. 
The staff and applicant difference in depreciation expense 

~sti~ates mainly results from the staff use of longer remaining 

lives, from staff adjustm,ents to plant accounts I and the amortiza.

ticn by ~p?licant of the reconstruction of the filter plant over a 

f;.ve-year period. We find reasonable the staff estimate of $2,760 

for depreciation expense. 

We find the staff method of computing income taxes 

reason~ble. We have revic~ed the differences between the st~f£rs 

and .'lpplicantrs methods of computing income t.~es in other proceed

ing: involving affiliates of applicant (Decisior. No. 66365). 

The difference i~ the r~tc bases estimated by sZ.'lff and 

~pplicant m.'linly results from the staff elimination from intangible 

pl~nt of $28,790, which properly should have been treated for 
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rate-fixing purposes as a plant acquisition adjustment, from the 

lesser staff allowance for working cash and the inclusion by appli

cant of an amount for "rate case expense. tl We find the staff rate 

base reasonable. 

Service and Rates 

A staff witness testified that when Citizens Delaware 

acquired this system in 1961 it was in poor operating condition, but 

the applicant bas since made efforts towards rehabilitating it, 

particularly in the field of filtration and billing. 

No service complaints were made at the hearing on this 

application. 

Inasmuch as applicant's operations are well suited to the 

application of flat rates and in order to effect metering and bill~ 

ins economies, we will authorize flat rates for residential service 

and meter rates for general service. 

In line with a continuing policy to achieve as much uni· 

formity as possible in the form of rate schedules as set forth in 

General Order No. 96-A and for convenience of comparison, the 

schedules of rates for metered service will be stated in units of 

100 cubic feet instead of in units of 1,000 gallons as at present. 

While applicant will not be required to convert the dials of its 

existing meters from readings in gallons to cubic feet, it is 

recommended that applicant make such conversions whenever replace

ments and repairs to its existing meters make such conversion 

feasible and that all new meters purchased should register deliveries 

in cubic feet. Applicant will be required to post in its office, for 

the convenience of all customers, a table illustrating the conver

sion of meter readings in gallons to billing quantities in cubic 

feet, together with the appropriate charges therefor. 
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Adopted Results 

The staff recommended that the rate of return for appli

cant be within the range of 6.4 to 6.6 percent. The applicant 

testified that a fair rate of return would be between 6.5 and 

6.9 percent. 

We find that the estimates, as set forth below, of oper. 

ating revenues under present rates, including taxes and depreciation~ 

rate base and rate of return for the year 1963, reasonably represent 

the results of applicant's operations for the purposes of this 

proceeding, and said rate base and rate of return we find reasonable. 

ADOPTED SUMMARY OF EARNINGS 

Item -
Operating Revenues 

Operating Expenses 
Operation & Maintenance Expense 
Admin.& General & Misc. Expense 
Taxes other than Income 
Depreciation 
Income Taxes 

Total Operating Expenses 

Net Revenue 

Depreciated Rate Base 

Rate of Return 

Findings 

Meter and Flat Rates 
Present Rate Level 

$19,160 

6,330 
3,540 
1,110 
2,760 
1 .. 500 

15,Z~0" 
3,920 
3,920 

61,200 

6.4'70 

Upon consideration of the evidence the Commission finds 

that: 

1. Applicant has not justified a need for its rates to be 

increased. 

2. The present rates and charges, insofar as they differ 

from those herein prescribed, are for the future unjust and unreason

able. 
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The Commission concludes: 

1. Ihis application for increased rates should be denied. 

2. Applicant should be authorized to file the schedules of 

rates for water service attached to this order. 

The rates and charges herein authorized will not increa.se 

applicant's gross revenue. 

ORDER 

IT IS ORDERED that: 

1. Application No. 45171 is denied. 

2. Applicant is authorized to file with this CommisSion, 

after the effective date of this order and in conformity with Gencrcl 

Order No. 96-A, the schedule of rates attached to this order as Appen-

d;~ 0 and! on not l~ss tha~ ~i~~ aays~ notice to the Commission' Dna 

to the public, to make such rates effect~ve for se:vice rendered on 
and after ~~rch 1, 1964. 

3. On or before March 1, 1964, and continuously thereafter, 

until such time as applicant no longer has in service meters cali

brated in gallons, applicant shall post in its office, open to public 

inspection, a table illustrating the conversion of ~cter rcadinzs 

for c~ch 1,000 g~llons) from zero to 50,000 g~11ons, to billing c.~ac

tities in cubic feet, together with the appropriate chcrgcc therefor 

a.t: the currently effective rate schedule or schedules. Within ~eT.'\. 

days after the initial posting, applicant shall file with the 

Commission two copies of such conversion table . 
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The effective date of this order shall be twenty days 

after the date hereof. 
-/. 

Dated at ____ ~S~an~.Fm~n~C~'y~o~ ___ , California, this ~ .. -"~.~~~~ ____ _ 

day of ___ ....:~ ..... E .... R ... R.I.l.I!~AR ... y~ __ , 1964. 

cotmUissioners 

COUlci::.zioner Pot.or E. Mitcholl. b01ng 
nccc::.o~r11y QCscnt.. 41d not pert1cipQ~O 
in thO disposition of th1a procee41ns. 
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APPENDIX A 
Page 1 of: .2 

Schedule No. 1 

G~L M€TF...RED SERVICE 

APPLICABILITY 

Applicable to all metered ~ater ~orvice. 

T'8RRITORY 

The City of Isleton and vicinity, Sacr~ento County. 

Quantity Rates: 

First 700 cu.it. or les5 •••••••••••••••••• 
Next 2,000 cu.it., per 100 cu.ft ••••••••••• 
Noxt 4)000 au.it., per 100 eu.it ••••••••••• 
Over 6,700 cu.rt., par 100 eu.rt ••••••••••• 

!v'J.nimum Cho.rge: 

For 5/S x 3/4-inch meter 
For 3/4-ineh meter 

• • ill ................. . · .... " ............ ,. ... . 
For l-inch meter · ....................... .. 
For l~ineh ~eter · ...................... . 
For 2-inch meter ,. ........... ,.. .............. " ... 
For 3-inch meter • .... It ....................... .. 

For 4-inch meter · ............... " ................ . 
The Y~nimum Charge will entitle the customer 
to the quantity of ~at(.'Jr ~hich that minim\.U'll 
charge will purchase at the Quantity Rates. 

Per Meter 
Per Month 

$ 2.25 
.25 
.20 
.15 

2.25 
;.00 
4.50 
7.00 

10.00 
16.50 
24.00 

(T) 

(T) 

(T) 

l 
(1) 
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APPENDIX A 
Page 2 of 2 

Schedule No. 2ft 

RESIDBNTIAL ~ ~ SERVICE 

APPLICABILITY 

Applicable to all flat rate residential ~ater service& 

TER,.'qITORY 

The City of Isleton and vicinity, Sacramento County. 

For a 3ingle-family rosidential unit, 
including premi~es ••••••••••••••••••••• 

SPECIAL CONDITIONS 

Per Service Connection 
Per Month 

$ 3.40 

1. Th~ above flat rate applies to sorvice conneetions not lnrger 
th~ one inch in diameter. 

2. All :lervice not covered 'by the Ilbove elo.ssification sho.ll 'be 
t~ished only on a metered 'basio. 

:3. For service covered by the above eln.ssif:1eation, if' the utility 
or the c~tomer so electa, a meter shall be installed and service provided 
under Schedule No.1, General Metered Serviee. 


