
·" 

. 
. NB/GH 

.ORIGIIAl 
Deeision No'. 70510 ----;;;..-.-..;.---

BEFORE THE POB'LIC UTILITIES COMMISSION OF ,THE STATE' ,OF CALIFORNIA 

In the Matter of the Application of ) 
AMERICAN UTILITIES" INC., .9 California ~ 
corporation, under Section 454 of the 
Public Uti11eies Code, for authority to, 
increase rates for water service. 

Application No. 47834 
Filed August 23, 19650 

Robert E. Kuerzel, for applicant 
J .. E. jolUison, Cor the Commission staff. 

O'P I N ION - ... ~ .... - ... ~ 
Applicant, American Utilities, Inc., seeks herein authority, 

to increase its rates for water service. 

A duly noticed public hearing was held in this matter 

before Examiner .Jarvis at Boulder, Creek on .January 20, 1966, and it 

was submitted on ,that date. No one appeared as a protestant at the 

he.a.ring.. The Presiding Examiner indicated to the members of the 

public, who attended the hearing" that anyone who desired could make 

a swore. statement to· the Commission about· the proeeeding..;No member 

of the public made a sworn statement. 

Appl1eantprovides water service ina subdivision knO'Wn.llS 

Bear Creek Estates loeaeea near' Boulder Creek in Santa Cruz· cOunty_ 

Applicant presently provides service to' 63 residential customers, 

'2 commereial customers and .a sewage plant. It is ese1mated that, 

when the subcl1vis1on is fully developed. applicant: will serve s. 
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,total of 115 customers •. A comparison of applieant's.present'and 

proposed rates is 4S follow$: 

Meter Rates 

Presently Effective Raees 
And Proposed Increased Rates 

Per Meter' Per Month 
Preserlt. ' proposed' 

Monthly Quantity Rates: 
Rates " ' Rates 

First 
Next 
Next 
Next 
Next 
Over 

500 cu. ft. or less 
1,500 cu.ft.; per 100 cu.ft. 
2,000 cu.ft., per 100 cu.ft. 
3,000 cu.ft.; per 100 cu.£t. 
5,000 cu.ft .. ; per 100 eu .. ft. 

12,000 eu .. ft;., per 100 eu .. ft. 

$ 3.50 
.. 55 
.45 
.40 
.35 
.. 25· 

$ 7.00 
1.10 

..90 

..80 

.70 

.50' 

Annual Miuimum Charge: 
Per Meter Per Year 

For 5/S·x3/4-inchmeter 
For 314-ineh meter 
For. I-inch'meter 
For 1-1/2-1nchmeter 
For. 2-inch meter" 
For, 3'-incih meter 
For 4-inch meter 

· . . . . . . . . · . . . . . . . . · . -. . . . -~ · ,.. ........ . · -. . . . . . . ............ · . . . . . . . . 

$ 42 .. 00" 
60.00 
96.00: 

168:.00 
2'52.00 
480·~OO 
960.00,. 

the Annual Minimum Charge will entitle the 
custome:-to the' quantity of water each month 
which one-twelfth of the annual minimum· 
charge wil1purehaseat the Monthly Quant1ty 
Rates. 

At present rates, an average monthly consumption of 800' 

cubic feet would' be' billed at $:5-.. 15,. At rates proposed by appliea~t ~ 
the bill 'for 800 cubic feet would be $lO.30. Although the staff's 

recommended rates and applicant's proposed rates do not differ in' 

amounts, the seaff recommended that the full increase be authorized 

in two equal stages spaeed> not more than two years apart. 

Applicant f s . present' rat'es were authorized in Decision No • 
. , 

62623 (Application No. 42985) issued on October 3, 1961. Applicant 

and the Co'Ol'Cllission staff presented results of operations for the,re­

corded year 1964 and the. estimated year 1967, which are as. follows,: 

-2-



:e 

e 
~ 

.~ 
«> ,..... 
~ • • 0:( 

fiPPLtCANT 
Q.e.erat1n5 -Re"~nues --

Metere Revenues 
Fire ProtectionServlce 

Total Revenues 

Deductions _ 
Operating Expenses':. 

Salaries or Payroll 
Outside services = ' 

Management $ervi~es 
Ac.& Bkkping Services 

POWe-r &. Pumping Expenses: 
purchased Power 
Maintenance 

Water Treatment Expenses: 
Water Testing 
Chemicals 
1-1ateria1s 
Maintenance 
Miscellaneous 

Qffi¢eSupplies __ 
Transmission & Distr.Exp. 
Insurance 
Miscellaneous Expense 

Subtotal 
Depreciation Exp~nse_ 
Taxes Other Than Income 
Income Taxes 

Total Deductions 

(Red Figure) 

Actual C~le~\dat' 
Year 1964-,' 

$ 3,187.9? 
180.00 

3,367.99 

none 

1,700.00 
l,~11.23 

4'.37.87 
71.76 

100.00 
412.55 
61.20 

550.88 
12.90 

137.'72 
5.00 

104.56 
84.24 

~~r 

4,634.61 
1,497.30 .. 

11,027.82 
(7,6$9,83) 

909.84 
(8,569.67) 

! 
1 

I 

~ .i 

STAF~ .~- -Recorded' 
Year 1964 

operatitlf Revenu~s" 
Metere Sales. ,,' . 
Fire. _ Protection -
. Total . 

Oper. Rev. Deduc-ti6ns 
Opel". Expe~ses: ,c , , 

Outside Servl~es) _ " 
'-. .'_ Management Service 
''-Opel'.6c Maint. Labor 

Accounting Service 
Purchased Power 
Chemical 
0& M Material & Exp. 
Office Supplies' 
Insurance 
Water Analysis 
Rate Case 
General Expense 

Subtotal 
....... ' .. -

Depreciation _ 
Taxes Other Than Income 
Income Taxes 

Total Deductions-
Utility Oper. Income 
Rate Base 
Rate of Return 

(Red Figure) 

$ 3,2828 

180 . 
3 .. 462 

l,700b 

623 
1 ,21~b 

438 
412 

72 
138 
105 
100 -53c 

_ ~ ;852,::" 
4,635 
1,497 

IU;"J8li 
(7,522) 

-% 

a. 

b. 

c. 

I. 

Increased -met~J:ed SAle$ by $94 . £oru~l;'eeCt>rded 
water sales to sewage:disposal ope:rati6t\._~ , 
No portions o,~" tlt~se' recorded charges' haVe " 
been allocate<;I to' sewage dispOsal operation. 
$44 identifiable-~s applicable to and -
transferrea to sewage operation.' 
After staff accounting adjust~erits. 

J -
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. Estrmatea Year I907 .. .. Present ~'Ces : Pro2osea Rates 
Item ;A22Iicant: Statr :A22Licant: Statt 

c~ratin~ Revenues 
Metere ,Sales ' $ 8,165 $ $,16,,330 
Fire Protection .. 215 .. ' 430' 

Total 7,867 ,8,380 IS',73ZZ ' 16,:1&0" 
°EeratingRev.DedUctions 
Operating, EXpenses: 

Outside '" Services: 
900d 900d Management'service l,8'OO, 1,800 , 

Oper.&' Maint. 'I.abor . 1,050 1,050 
Accounting Service· 1,125 400 1,125 400 

Purchased'Power . 1,000 900 1,000 900 
Chemical 1,000 900 1,000 900. o & MMateria1 . & Exps .. 100 200 100· 200 
Office Supplies 150 150 150 150;' 
Insurance lOS 270 lOS. 270 Water '" Analysis, 100 100, 100 100" 
Rate Case SOe SOc. 
General'. Expense 100 100 ,100· 100" 

. Subtotal 6,53'0 3,970 6,530 . 3,970 
Depreciation 3,971 4,040 3,971 4 040 , , Taxes Other Than Income 1,606 1',620 1,606- 1 620:' ,. . Income ·Taxes .. - 633: 1 z320 

" Total Deciuctions 12,107 9,6!so 12,740' lO,95U " 
Utility Opera IncOtne·, (4,240) (1,250) 2'994 5,810 Rate :Sase 94,034 89,500 94:034 89,500' Rate' of Retur:l -% -% 3.19% 6.51. 

(Red Figure) 

d. Ineluciesoperation atlclmaintene.nce 
labor for water utility only. 

e. Staff prorated $250 over a five-year 
period. ." .. 

It is clear from the foregoing that applicant's rates are not 

sufficient and that it is entitled to an increase in rates. 

• .. .. · · .. 

The primary matters of' controversy at the hearing r~lated 

:0 the amount which should be allocated for working cash and the 

cost of certain land includable in applicant's rate base. 
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For the estimated test year 1967; applicant used the amount 

of $1,088 for the working cash item in ra.te base. The staff used the 

figure of $120. On cross-examination a staff witness indicated that 

~he'$120 figure was not correct because it took into considerat~on 

customer advance payments. which would not be available to any degree 

in the future. The witness estimated that the S1Jm of $810 woUld be. 

a reasonable, figure for working cash. !he ,Commission, having 
"' 

considered the evideneeon this point, finds that the sum of $900 is 

.a reasonable' amount for working'leash for :he test year 196,7' for the 

purpose of prescribing rates he~einafter set forth. 

Applicant listed the v.g,lue of two parcels of l~d used for 

utility purposes as $6,~OO. Onappl:tcantrs books the cost of the 

tankage area parcel was shown as $1,500 and the treatment plant 

p:zrcel was shown as $5',000. The land' had been trans'ferred to appli­

cant from its parent company, Bear Creek Esta.tes, Inc., the or1g1:la.l 

subdivider of the service area here in'Q'olved. '!he staff accepted 

the $1,500 figure .as a reasonable estimate of ori'ginal cost of the 

tankage area parcel. 'l'b.e staff contends that the' sum. of $S~OOO wa~ 

not a reasonable amount to have been paid for the treatment plant 

p:lrcel) and estimated $2,500 as the original cost of that parcel." 

Apr1icant's president testified'about the value of the two' parcels. 

Be stated that the parent company, Be~r Creek,EstAtes, Inc., hael 

placed a value of $3,084 on the treatment plant parcel =d $3',044 on 

the tankage parcel, and rounded: out the amount o·f $6·,500 to refl'ect 

intangibles. No explanation was given of why the ta:nkage parcel was 

stated At $1,500 on applicant's books. The Commission, hAving co'o.­

cidered the record on this matter, finds that, in the light,of the 

dealings between parent .and subsidiary, theorigin.al cost of the two 
, , 

pare~ls for rate-making and accounting purposes should be $1,500. for' 

1:hetankage parcel and $3,~OOO for t:he treatment plant parcel. 
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Absent specia.l circumstances> .a utility cannot be compelled 

to operate at a loss, and A rate. which causes operations at a loss 

is confiscatory. (~th v. ~, 169 U.S~ 466,546; Federal Power 

Commission v. Hope Natural Gas Co., 320 U.S. 591.) The record 

indicates that applicant operates a well engineered water system and 

gives good service to its customers. The staff's exhibit states .that 
" "Apl>licant serves in a high standard service area with a sewage 

treatment plant, paved roads, country club ancl expensive homes.. The 

syst~ is well built and provides high quality water service; how­

ever, the large frontage lots, treatment plant and standby equipment 

all contribute to· the relatively high investment per service con­

nection.". 

Applicant would be·forced·to continue operating at a loss 

if the rates were now to be increased by only SO%~ and the ·staff's 
. . 

recommendation for authorization of only half of thepropo~d :tn-

crease will not be adopted. 

In considering what constitutes an adequate return in this . 

proceeding, the Cotmn1ssi.o~ has taken into consideration that th~ 
division involv~d is still in development and.th2t applicant is owned. 

by the developer. In the circumstances, the Commission is of the· 

opinion that at this time rates yielding a rate of return· of four 

,ercent, based on the estimates of revenues, expenses and rate base 

hereinafter adopted. ~ will be reasonable., SUch rates . al though less 

than those requested ~ will permit applicant, even at the present: .. 

state of development, to· obtain revenues in excess of its out-o:f-

pocket costs. (For average consumption of SOO'cubic feet, the/monthly 

bill will be $8.45.) 

No other'. points require discussion. The Commission makes. 

the following findings and conclusions:·· 

Findings of Fact 

1. The following estimates of revenues, expenses (including. 

taxes and depreciation), the rate base and rate of retu~for the 
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estimated test year 1967 3t the rates hereinafter authorized reason-.. 

ably represent the results of applicant's opera.eions for the. purposes·' 

of this proceeding. 

Operating Revenues. 
Meterect·sales 
Fire Protection 

Total 

Oper.ating Revenue Deductions 
9Pe::at1nF Expenses 

Outside Services: 
Management Service 

Oper. & Maint. Labor 
Accounting.Service 

Purchased Power 
Chemical 
o &MMaterial··& Exp. 
Office'· Supplies. 
Insurance... , 
Water-Analysis 
R:a.te:case-. . 
Ceneral .. Expense 

'Subtotal' 

Depreciation 
taxes Other Than Income 
Incomel'.axes " 

Tot~l Deductions 

UtilityOper .. , Income' 
Rate'Base' , 
Rate of' Return 

$13,440 
360· 

13,800" 

900 -. 
400 
900 
900 . 
200 
lSO 
270/· 
100-

50·.···· 
100> 

3,910/ 

4,040' . 
1,620 

540'-
10,170 ' '. 

S 630-'. 90 .7S0 
4.0%, 

2. The estimates' set forth in .Finding of Fact No-• .-1, for . the 

test year 1967 are reasonable for the purpose ofprescrib:[ng rates.' 

herein. 

3. '!he rates- proposed by applicant will yield a rate of·ret'C-l:n 

of 4.0 percent oc an average. depreciated raee, base of $90,780,. and: '" 

the:-;e rates. are reasonable-. 

4. The increases in rates and charge's authorized by this 

de.cisio:l are justified)l the ':oates and charges set forth in Appendix A 

attached hereto are fair and reasonable· for the service to be'ren­

dered and the present r~tes and c~rgc$) i~sofar~s they differ from 

those hereinprescr1bed, are for the future unjust nne unrc:JIsona.'ble •. 

5. As set forth in footnote .a in paragr.aph 17 of Exb,ib-it>.l, 

various items- in applicant's plant account are noe correc,tly stated 
.' 

on'its books. 

-7-

'" 



6. Applicant also provides ~ewage disposal service which is 

. not subject to regulation by this Cotmnission. 

Conclusions of Law 

1. 'Applicant should be authorized to charge the rates set 

forth· in Appendix" A. 

2. Applicant should be ordered to adjust its plant account to 

reflect the s·taff' accounting adjustments in footnote a in paragraph' 

17 of Exhibit 1, and to reflect on its books the' sum of $3,,000 as 

original cost: of the water treatment' plant· site and the sUm of $.1,500 

. as original cost of the tank site. 
. , 

3. Applicant: should be ordered to' install and maintain such 

accounting procedures as are necessary ~o eventually allocate joint 
. . 

operating eXpenses between its water utility and other operations .• 
. , \'. 

o R'·D E R ........ - ......... 

IT IS ORDERED that: 

1. Applicant, American Utilities, Inc., is authorized to f1~e 

with this Commission, after the effective date of this order and in 

conformity with General Order No. 96-A, the schedules of rates 

attached to this order as Appendix A. l'he effective. date of the 

revised schedules shall be May 1, 1966 or four days after the date 

of filing, whichever is'laeer. The revised schedules shall apply 

orLly to service rendered on and after the effective date thereof. 
, .. ' , , 

2. Beginning with the year 1967, applicant shall apply the 

depreciation rates set forth in Table l-A of Exhibit 1. Until review 

indicates otherwise, app11cantshall c:on'tinue to use·these rates. 
, 

Applicant shall review its depreciation rates at intervals of five 

years and whenever a. major change in depreciable plant occurs. Any 

revi.sed depreciation rates shall be determined by subtracting the 

estimated future net salvage and the depreciation reserve from the 
Original cost of plant; dividing the: result, by the estitnaeed, remaining. 
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life of.plant; and dividing the quotient by the original' cost of 

plant .. ' The results of each review shall be submitted promptly to: 

the Comm.ission. 

3~ Applicant shall prepare and keep current the system map 

required by paragraph 1.10.a of General Order No .. 103,. Within ninety 

days after the effective date of this order, applicant,shal1 file 

with the Commission two copies of this map, drawn 'to, an indicated 

scale of not more than 400, feet'to the inch. 

4. Applieant shall maintain records supporting,overhead con;" 

structiou'costs capita.lized, shOwing the total amount of each over­

head expenditure and the, basis of distr,ibution of such costs to' 

ut11ityplant accounts,_ 
, 

5. 'Applicatl;t shall adj:ust its plant account to refleetthe 

accounting adjustments in footnote a in paragraph 17 of Exhibit 1, 
'. ~ 

and to reflect on its books the sum of $3:,000 as original cost of the 

watertreat:ment plant s.ite '.and $1,500 as original cost of the ,tank' 

site. 

6. Applicant shall install and maintain such accounting pro­

cedures as are necessary to equit.~lbly allocate joint' operating 

expenses between its water utility and other operations. 

'l'he effective date of 'this order shall be twenty days 'after 

the date hereof. 

Dated at,_· ____ SIOl.l~illlljD~Fra.n.:..;.;.;;.'_ClS_·_~ ______ , California, this .;f'??;" 
":fjARCH dayof ___________ ~ 1966. 

',' .'. 

..,~ 
'ft":~ '.- ....... ' .I....... . 

, CftIzr.!:::toner Fredorick' B-. Rolobott' ~ , bei%l8 
... ,9 "heeo:::;arlly a'bze%lt.. e!4 not partieipato 

.tn tho 41'spos1t1on ot thi::J proeee41ng.. 

CommiSSioner W1111~ M. Bennett. be1~ 
Zleee:~r11y absent. did not pArticipate 

',.,.}, . 
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APPUCASnITY 

Arm."DIX A 
Page 1 of .3 

I, 

Schedule No. lA 

.ANNUAL GENERAL METERED SERVICE 

Applicable ,to all metered water service furnished on' an annual basis. 

The unincorpox-atod area know. as Boar Croek Eota.tos 1 and vicinity, . . 
located approximately ~ miles northea..st ot Bould.er Creek" S.:lX'ltaCru.z COlmty. 

Monthly Quantity Rates: 

Por Meter, 
Per Month, 

First 500eu.1"t. or less ••................... $5.7.5 
Next l,.500.eu.1"t., per 100 eU.i't. 
Next 2,OOOcu.tt .. "per 100 cu .. ft. 
Next 3~000 cu.:rt. , pe::- 100 cu • .t't. 
Next. 5,000 cu ... 1't., per lOOeu.:f't. 
Over l2,OOO cu.tt.,:,per 100 cu.l't. 

Annual Minimum. Charge: 

.............. .90 

.............. ' .74 

....... "" ....... 

.............. ............. '. 
.66 
.sa 
.4l 

. , 

Pcr Meter 
Per Year ~. 

For SIS x 3/4-1nch meter ....... '....... ............... $69.00 
For 3/4-inch meter ..................... '........... 99.00 . 
F~ l~1nch meter................. .... ... ••• ..... 156..00:' 
For l~ineh meter, .' ••• ~.......................... 276.00' 

(I) 

I 

Ft:Jr 2-inch:' meter ~. '.: ~ ................. '.. .. .. •• .... .. 408' .. 00" 
For .3-inch. meter'·~ ............................ '... 792.00,' I 
F('\r4-inch meter:,.~ ......... ' • .: ..................... l,S84.00 (:c) 

.,; I' 

The Annu.s.l MinimW!'l. Cllarge w-".u.l enti tl~ the eus­
tome~ to the quantity ot water ~aeh month which 
one-tweltth 0'£ the a.."lnual minim'Wll eharge will 
purchase at the Mon~ ~tity Rates. 

(Contin'C:.ed) 
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SPECIAL CONDITIONS 

mElmIX A 
Page 2 of :3 

Schedule N,., _ lA 

ANNUAL GENERAL !1ETERED SERVICE 
(Continued.) 

1. The 3l"..X:I.'UAl minlmwn charge applies to service during the 12-month 
period commencing Janu:;:r:y 1 and is d.ue in adv.ance. It: a' permanent reoi­
dent or the aroa has been a customer of the utility for at least the 
preceding 12' months" he may eleet~ at the 'ooginr.ling 0'£ tho calend::l.r year, 
to pay prora~d minimum charges 1n ~dvance at interval$ of loss than one 
year (monthly, 'bimonthly or quarterly) in accordance with the util1tyTs 
established 'b1lling periods tor wa.ter uscd in excess 01: tho monthly allow­
ance 'Under the annual minimum ch.argc.. When ,meters are re.'ld bimonthly 
or quarterly, the. charge ,will be compu~d. 'by doubling or tripl:ing" 
respectiv~~, the n'Wnoer or cubic teet to' whi.ch oa,t;h block rate is a.ppli­
cable on a. monthly basis._ 

2. The ,opening 'billto'l: motered service, except upon conversion 
trom nat rate service i shall be the estaolished .a.nnuall'llin:tmum·. eh.a.rge . 
for the service.. Where initial service is established after the first 
day of .any year,. the portion or such annual charge applicable to the 
current year shall 'be. doter.nined. 'by l'I'1'Illtiplying the. omnual charge 'by. 
one three-hundred-six'ty-fi1"th (1/365) of the n~er ot daysremaini:ng 
in the cQ.lenciar, yea:r. The bal,'lllceof the payment or the, initial annu.;,J. 
charge shall 'be credited .against the charges!or the sueceeding annual 
period. If. service i::; not, continued for ",t. least one year a£t.er the " 
date of i."'lit1al service, no re~ or the ini.tial annual charges, shall ' 
be due the eust<lmor. . .. , 

, " 

('l') 

I 

I 

I 
I . 
I, , 
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APPLICABIL!TY 

APPENDD: A 
Page 3 o! :3 

Schedule No. 5 

_POB;.-...LI .... C ~ HYDRANT SERVICE 

Applicable to all t'5.re hyc£rant service !urn:5.shod to mwlicipalit1os,· . 
duly organized f1re districts and other pclltical subdivisions ot the ·Stato. 

TERRITORY 

'Xhe·1.mincorporated area known as Bear Creek Estates" .and ViCinity .. lo­
cated approXimatel::r 2i- mile:: northea.::t ot Boulder Creek". SM.ta Cruz County. 

RATE . Per Month -
Po~ each hydrant .•.•...•......•................ . $ 3.30(1) 

SPZC!AL CONDITIONS 

1. Porwater d.elivered for other than fire protection purposes" 
charges ·shall.be 1I".a.de at the q,uant1ty rates 'Ullder Sell"dule No. lA. .. Annual 
General Metered Service. 

2.. Relocation of :my hydrant ~ha.ll be at the expense of the party' 
requesting relocation. 

3. Fire .hydrants sr.all be attached to the util:S.ty's di.:::trlcution (N) 
mains upon receipt o! proper au~horiza.tion trom the appropriate public \ 
authority •. Such authorization shall designate the specific 10e:.1.tion (I) 
at 'Which·.cach is to 'be installed.·· ~ 

4. The utUity will supply only such water at such pressure 3.S 
l':1ay be available from tim.eto· time a.s.a result of 1 ts..%lol'1/W.l operation 
o! the systeITL':' 


