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A. 48905 Mjo 

OPINION --------
-Fros:eedin, 

This application was heard before Examiner Coffey in 

Guerneville on September 23 .. 26 .. 27 .. and November 4 .. and in 

San Francisco on Novem~r 6, 12, 1), 14, 19, 26, December 11, 1968" 

January 22, 30, 31, March l7 and March 21, 1969. On December 23:, 

1968, January a: and 21, 1969, this matter was called· for hearing 

and adjourned without the receipt of any evidence .. at applicant's 

request. The matter was submitted on April 3, 1969 .. upon the . 
1/ 

receipt of the reporter's transeripe.- On March 21, 1969, 

applicant filed a petition requesting a proposed report which was 

distributed on October 9, 1969. Exceptions to the proposed report 

and replies to the exceptions having now been filed and considered 

by the Commission.. this matter is now ready for decision. Copies 

of the application and notice of hearing were served in accordance 

with the COmmission's procedural rules. 

11 Concurrently with this application, applicant requested in­
creased water rates in its Niles district, Application No. 
48906, and applicant's affiliate, North Los Altos Water Company 
requested increased water rates for service in Los Altos and 
Mountain View, Application No. 48907. On December 14, 1966, 
applicant requested increased water rates in its Montara district, 
Application No. 49023, and applicant's affiliate, Inverness 
Water Company requested increased water rates in and near 
Inverness, Application No. 49024. Since certain issues are 
common or related in these proceedings, counsel for these­
affi11a~ed corporatiOns agreed with staff counsel that ~he 
records of all of these proceedings can be considered in 
arriving at the decision in any of these proceedings. 
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In addition to the foregoing days of hear1ng~ on 

September 7 and 8, 1967, Commissioner Bennett and Examiner Coffey 

beld hearings on the issue of the refusal by Citizens Utilities 

Company,. a Delaware corporation (Citizens. Delaware), to permit 

scceS$ to and r~ew by the Commission's staff of certain of the 
'~ 2/ 

books and'r~eords of applicant,- applicanefs. affiliates, and 

applicant's parent corporation, Citizens Delaware.. By Deeision 

No. 7l701, datea February 6, 196a, ebe Commission after approving 

the staff-requested information, found that applicant, its parent 

and its affiliates had obstructed and delayed this proceeding. A 

ruling on the stafffs motion to dismiss Applications Nos .. 4890'5-, 

489~6, 48907, 49023 and 49024 was. reserved pending amendment of . .. . , 
the applications to include a more recent test period' and" compli-, 

ance with the order to supply the staff-requested ma.terisland to 

pe:tm1t access to records.. On April 23', 196a, the amended applica­

tions in these proceedings were filed, and subsequently the staff 

continued its investigation, but without full disclosu=e of pert1nc~t, 

information and availabi11~y of certain underlying and necessary 

~eco~ds and documents. 

3.1 Herein "applieant rT refel:'s to Citizens Utilities Compa.ny of 
CalifOrnia and its Guerneville district~ and nappl~cants" 
refers to Citizens U~ilities Company of Californi~, North 
Los' Al~os Water Company and Inverness Water Company. . 

-3-
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On August 21, 1969, applicant filed a petition for 

interim rate relief pending conclusion of these proceedings. 

Decision No. 76169, dated September 10, 1969, partially granted 

the petition by authorizing an interim ra.te increase, subject: to 

refund, based on the estimates of operating revenues, expenses and 

rate base submitted by the staff for the test year 1968 and a rate' 

of return of 4.5%. 

Applicant presented 48 exhib1ts and testimony by seven 

Witnesses, including two consultants, in support of its request 

for authority to increase its rates and charges for water service 

in its Guerneville district in Sonoma. County. Six witnesses from 

~he COmmission staff presented the results of their independent 

study and investigation of applicant's operations and those of its 
3/ 

parent.- Public attendance at the initial hearing. was approxi-

mately 200 persons. All of the public present opposed ~he 

requested rete increase, 150 of those present had water quality 

problems and thirty people believed they had unsatisfactory water 

se~ce. Twenty-nine customers made statements or testified. 

Half of the Witnesses ~estif1ed relative to dirt, heavy ehlorina­

tion, and leaks. Other complaints related to the magni~ude of the 
---------------,------------,--
2./ 'Z'his S'tIXmn3.ry does not include the c:ax.'1ibits in.troduced and wit­

nesses who testified on September 7 and 8, 1967, and does not 
inelude exhibits and ~tnesses who testified on rA~C of return 
in Applieaeion No. 49023. 
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requested increase ~ rates and the poor public relations a~d 

t3riff administration by applicant's local management ,,!!I 
Corporate Operations and Service Area 

Applicant is. a wholly owned subsidiary of Citizens 

Dalaw:lre~ headquartered at Stamford. Connecticut, is affiliated 

with six other california water service companies, and furnishes 

water service to ten separate areas to five counties. Telephone 

service is furnished by applicant to six separate operating areas. 

Citizens Delaware is a public utility company whiCh directly or 

through its subsidiaries provides gas, electric, tele:t:>hone and water 

and sewerage service to approximately 115,000 customers._ In addi­

tion, Citi.z.etJs Delaware engages in gas transmission and' conducts 

in Alaska cold storage and related operations. 

As of December 31, 1968, the Guerneville Distri.et served 
"." ~ . 

approximately 3161 metered customers, 7 private fire connections 

and 193 public fire hydrants in t:b.e resort areas of GUerneville, 

G'.:ternevill.e Park, El Boni.ta, R.io N:r:.do~ Vacation Beach, East 

Guernewood~ Monte Rio, Villa G:ande and Monte Cristo aloes the 

Russian R:Lver.. During, 1968, applicant delivered 142~ 674 httndree 

cubic feet (c.c.f.). Monthly sales ranged from 26~077 c.c.£.',in 
I. 

~tember 1968 to 4,829 e.c.f. tn April 1965. At the end of 196$ 

Y The nuxober of public witnesses is not truly indicative of the 
volume of the public protest due to limitations of daily hear­
ing hours and the statement by the Examiner to the public that 
eumulative e\."idencc was not required, desired or added to the 
weight given the. evide:lce by the Cotc:nission. '!he first: day of 
hearings i:l. Guerr!eville was entirely take.n up with public wit­
nesses. Applicant requested that the hearings .scheduled with 
applicant t s coneu--rence for September 23· and 24, 1968" not be 
held. This inte:n:uption of the announced heao:-ing sch~ule' 
would p'reclude a n'lJInbe":.".of part-time X'esi<ie'tl.ts from testifying. 
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there were about 410,000 feet of mains ranging from 1/2 to, S inches 

in diameter. Water produced from 26 wells and creek diversions is 

boosted to different elevations by pumps ranging from 1/4 to· 15 

horsepower and held in storage having a total capacity of approxi­

mately 1,200~OOO gallons. The increase in th~ number of customers 

since the last rate application has been small but signific~ntly 

:he size of the operations by other measures has steadily increased. 

Applicant's Rate Proposal Request 

Applicant's present tariffs provide for an annual service 

charge for all metered service plus an additional quantity charg~' 

for any water used. 

The proper allocation of costs between summertime and­

all-year residents of resort areas has been a recurring problem 

which was considered for applicant previously by the Commission 

after public hearings in 1962 on the request for increased rates 

(Decision No. 65425, d3ted May 21) 1963) in Application No. 44209) 

and after receipt from applicant of an order cost of service study 

(Decision No. 67141, dated April 28) 1964, in Ap?li~ation No. 44209) .. 

The service charge type of rate was authorized to eliminate subsi­

dization of the seasonal customer by the year-round customer and t~ 

eliminate the payment by the season.ql e\'lstomer for a water allowance 

which W8S not used. 
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The following table summarizes applicant's present and 

proposed rates, no increases being requested for private: and pub-lie 

fi=e protection services: 

Present and Proposed Rates 

Item 

Service Charge: 

For 5/8 x 3/4-inch meter 
For 3/4-inch meter 
For 1-inch meter 
For l-1/2-inch meter 
For 2-inch,meter 
For 3-iuchmeter 
For 4-iuch meter 

Quantity Rates: 

All Quantities, per ~OO cu.ft. 

Service Establishment Charge 

Per Meter Per Year 
Present proposed 

Rates Rates 

$ 36 •. 00 
48.00 
75.00 

132.00 .' 
204.00 
488.00 
600.00 

.24 

4.00 

$: 5&.00, 
75.00 

l18:.00 
207.00 . 
320.00 
765-.00' 
940.00 

.. 40 

4.00 

Increase 

66.7 

The average annual metered sales over the past several 

ye~rs were approximately 4,400 eu~ic feet per customer.. The cus­

tomer wi~h the smallest meter receiving 400 cubic feet per month 

would receiVe an average bimonthly bill of $7 .. 92 under present ra'tes 

and $12.54 under proposed rates, au increase of sa percent .. 

Results of Operation 

From Exhibits Nos. 19 and 71, estimates of the results of 
operation made by the applicant and the sta'ff unde':' present and, 

p~oposed rates are compared in the following tabul~tion with the 

.smounts adop.ted in this proC'e-ed:ing at rates which are ~uthorized 

herel:c.: 

-7-
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SUMMARY OF EARNINGS 
(Year 1968 Estimtlted) 

~rat:tng .. :E:lt'Oenses 

Prosent RatesC 

CPiJC 
Applicant ~ 

45,940 45,940 Cper. & Ma1n'!',. ~. 
Adm1n. & ~n. ~ lIJ..se. 

!X;? .. 26;,784 21,440 
~cia:tiol: 21,434 2l.,320 
'1:axe~ Other T'r.'ln 
<b Incom.e ~6;t4J$ 25, 630a T8:lI.~ on Incom$ e,9818. 12.130 
~~"'..al. Oper. :xp. 129,~ 126,460 

Net Reven\lc 21,79S . 25,940 

Depr. Rate ~~ 752,S9S 726,800 

Rate 01' Ret'Ul'n 2.9~ ~.6% 

Proposed. Rates 
CPUC 

AEPlics.nt ~ 

416,234 45,940 

26;t7S4 2l,440 
21,434 2l,320 

26,448 25,630a 52,1923, 55.S70 

173,092 170,200 

62,263 66,900 

752,69S' 726,800 

8.3% 9.2% 

Adopted Results 

$l68,.2oo 

45~990 

19,400 
21,320 

2$,63?o 
l7·370 

129,710 

38,490 

69>,800 

$.53~ 

3. Ex:el~ive 5% s'U,X'c::bArge, ,and. invcl':ln't3.r,r eonV"ersion eti'eet, inclU5iv¢ o! 
iX' .. ve~ttr.~r.t ~ credit.. -

'b Excl~ive 5% s'Urc::ha.rge and. invectment tax endit, 1ncl'U5iv~ or e.:f':t'ect or 
involun'tar.1 conversion. 

e Ra.t.e~ in. effect prior to 1nterl:m. ra:t.~$ authorized Septpmber 10, 1969. 

Operating Revenues 

!he esttmates of revenue made by the staff and applicant 

agreed to -...71thin 11.. Applicant, however, contended that the staff 

estimates of commereialrevenues gave undue weight to the extra 
, 

consumption of water during tWo-recent flood seasons~ and that the 

staff bad used the same-adjUstmen.t for customer refunds at· proposed 

rates as at present rates. Applicant used a 12-year average of 

consumption per customer.1ndeveloping its estimated commercial 

revenues and the staff used a five-yea.:- period. 

A review of metel;'cd ~en'\les for the four years 1964, 1965,. 

1966 and 1967, since the last rate increase, discloses that 

the average revenue during the -period is $147,894, without adjus-tment ~ 

-8-
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for refunds which were estimated by the staff to be '$240 per year. 

Comparing this actual average performance with the staff's estimate 

of $145,,700 and applicant's estimate of $144,.636 for commercial 

revenues in the test year, it appears that the revenue estimates of 

both the staff and applicant sre too conservative. However" sinee 

the differences are small and the st3ff estimate of revenues appears 

to be more reasonable eha~ that of applicant, the staff method of 

estimating commercial revenues will be adopted for this proceeding. 

The estimates by applicant and staff of revenues other than commer~ 

cial were identical.. At a 5·.53 p~rcent rate of return the adopted 

results require $16S,200 of operating revenue in the test year,. au 

annual increase of $15,,800 or about 11 percent. If applicant were 

now providing good service c rat~ o~ return of 7.2 percent would 

be reasonable and the adopted resu.lts would require $193~OOO- of 

operating revent.:e, in the test year, an annual increase of $4'0,,6.00 

or about 27 percent. 

Operating and Y~intena~ce Expenses 

The scaff reviewed applican~ts estimate of operating and 

~intena~ce expenses and concluded that it a~pe3red reasor~ble for 

the purpose of this proceeding. Since the staff est:i:.m.ated uncol­

lectible expense to be the same under ?oth present and proposed 

rates, applicant's esti;nate under proposed rates is about $300 

higher than ~t of staff. An increment of uncollectible expense 

will be incl~ded in the adopted-results at au~hor!zed rates,. based 

u?on the staff recommendation of the use of .s.pp:icant's actual 

uncollectible expense experience. 

Applieant requested that its estimEltc of these expenses 

be adjusted for the seaff's reelass~f:ie.etion in 1967 of pump OVQr­

haUl expense amounting to $1" 081 from· a plant aeCO\1nt to' sn expense 

-9-
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account. The primary purpose of the staff adjustment was to, correct 

an unacceptable accounting practice. Since applicant did not dis­

close the basis of its estimate or what allowance for extraordinary 

expense was therein included, and since the staff witness was uncer­

tain of the inclusion of the amount in question, applicent's request 

for upward adjustment of its operation and maintenance expense is 

not reason3ble. 

Applicant's estimate of operating and maintenance expenses 

as accepted by the staff are found reasonable with an uncollectible 

expense increment as previously discussed. 

Administrative and General 
and Miscellaneous EXpenses 

Exhibit No. 19, the staff's original results of operation 

presentation, indicates a difference of $11,014 between the estimates 

of applicant a.nd staff for administrative anc general expenses. In 

Exhibit No. 71, the staff reflects modificatior .. s of its estim3tes so 

that the difference is reduced to $5,344. At first glance, the 

amount of this diffe::-ence does not appear very substantial;l but the 

issues encountered here in this proceeding were sharp and contro­

versial out of all propo::'tion to the amounts involved. It appears 

that matters of policy, precedent, and overall impact on applicant 

and its parent ~orporation are 'of concern here, not only in the 

water operations but in the more rcm~nerative telephone operations. 

The expenses here being considered divide int~ two' main 

groups, direct and allocated mutual service expenses. Direct 

expenses are those directly idcntif~able with operations of ~he 

Guerneville? District, wi"..ile por~ions of mutual servic(l' expenses· 

incurred at both the Rcdding~ California, and St3mford~ Connecticut, 

offices are allocated and re~llocated ultimately to district expense 

acco~ts .. 
-10-



A.4S905 ds/nb 

Substantial issues were raised regarding the following 

administrative and general and miscellaneous expenses: 

Direct: E:feenses 
Injur1es and Damages 
Employees' Pensions and Benefits 
Regulatory Commission Expenses 

Allocated ~es 
Mtie.:tal ~e Charges: 

Salary Normalization 
Accotmting and Internal Auditing Department Salaries 
E:lg.ineering Department Salaries 
Leasehold Improvemenr;s and Furn1eure and Equipment Purch3ses 
Executive Compensation. 

b iuries and Damages 

I 

Applicant estimated $1,169 for this expense; and the staff 

esttmated $1,000, a difference of $169. Applicant fmplies in its 

brief that its estimate is better than that of the staff since· the 

s~aff utilized an estimate derived by averaging. recorded charges for 

tae last five years while applicant used tfactual" insurance rates in 

its estimate. Applicant's position is without merit since charges. to 

this aceotzn.t mAy include not only the cost of insurance or reserve 

acCJ:'tlals but losses not covered by insurance mld expenses incurred 

in the settlement of claims. During the five years considered by the 

staff the amounts recorded varied from $566 to $1,723-. This record 

does not disclose how applicant's estfmate was made but 

the magnitude of variations in rccord~d 'amo'f.Cts carmot be explained 

as v.ari.'::.tions in "actual" insurance rar;es~ We will .adopt the staff 

esti:mate despite the eleven-year average of this aceout'l,t: being $747 

and the most recent three-year average amount being ~703. 

Employee Pensions and Benefits 

Applicant es't).matcd $4 ~ 988 for this expense in 2.968.. The 

staff, not being furnished with suff:tc:ten~ informD.tion by ttpplic.:mt 

-11-
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on which to base an estimate~ in its initial presentation did not 

include an allowance for this expense. Thereafter, in this record, 

applicant assumed its proper b'UX'den of proof and produced sufficient 

information to permit an evaluation by the staff which resulted in 

the staff recommending $3,970 as a reasonable allowance,. or $1~018 

less than that estimated by applicant. Between 1966 and 1967 the 

amount of this expense sharply increased from $1,940 to- $3,679. 

This expense item is a very controversial issue. Citizens 

Delaware adopted a new' pension plan which provided exten~ed: and 

additional benefits for its. employees and employees of its subsidi­

aries effective at the end of 1967. These pension costs are· not 

distributed through the Stamford mutual service accotmt, but BrC 

separately distribueed by an account~ allocation based on payroll. 

Pensions and other termination benefits for employees of 

Citizens Delaware and its subsidiaries are provided in accordance 

with the terms of two trust agreements setting up a "Citize:lS' 

Utilities Employees' Efficiency Incent1ve Fund" and an ''Employees f 
I 

Pension Trust", Exhibits Nos. 28 and 29. 

the employeeste££iciency incentive plan providesth8t a 

~d will be created and administered by the management of -Citizens 

Delaware. Payments into this fund to provide bonus benefit"·, in 

addition to those provided by the employees r pensio:c. t:rus t;, are 

made in any year to the account of any employee entirely at ~e 

discretion of the Board of Directors of Citizens Delaware. All 

company operations are reviewed and the board decides which operation 

a:nong the many operations has demonstra.ted performance and results 

warranting a bonus to the employees involved. Employeos at Stamford 

have had a s'Ubct3nt1.albonus dQclared on their behDlf every year 

-12-
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with the exception of two, with the executive group being. the biggest 

beneficiaries. Employees of California telephone operations have 

had subseantial bonuses each year until reduced substantially in 

1967. Employees of california water operations since about 1964 

have not received bonuses. 
, . 

Without consideration of the reasonableness of benefits 

of thi.s efficiency incentive plan~ no showing of reasonableness 

having been tIlB.de by applicant ~ we shall not include any amount :i.n 

expenses for this plan since the basis of the granting of bonuses 

is not specified. The grants are arbitrarily determined by, and 

at the sole discretion of» management as a sharing of the profits 

of certain operations when the profits are considered to be 

satisfactory or superior. No bonus has recently been awarded to- ' 

employees of water operations. It appears that the basic- intent 

of the plan is a diviSion between. responsible employees and stock­

holders of such levels of profits judged by ma:o.agement to- warrant 

employee reward. Under the circumstances the funds for tbep1an 

should be allocated from profits and not charged to expenses in 

rate re~lation considerations. 
". 

The Employees' Pension Trust fund provides for the 

pension and other benefits usually associated with a pension plan 

and is under a contract with the employees by the company ~ imple­

mented by trustees appointed by the Board. of Directors of Citizens 

Delaware. 

In the actuarial determination,of employee' pension 

expense an interest rate of 3-1/2i<o ?C~ ycar was. :!ss~cl ~d the 

use of a 10% amort~~At1.0n ~a~p for pA9t service costs was advocated 

by applicant. After analysis of the sbowing. ~dQt by At>pli.cant 

-13-
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• f 

herein, ~cludfng testimony by a consu1eane ac~ and answers to 

staff cross-interrogatories, a staff wieness recommended th.a.t a 

3-3/4 percent interes t ra.te be assumed in actuarial calculations 

and that the unfunded past service liability be amortized over the 

estimated future payroll of the present group. The record is not 

clear if the recommendation pertains to present group of employees 

or present group of partic:tpa:olts in the retirement plan. It should, 

however, apply to only those plan participants who are eligible for 

benefits as a result of service prior to the inception of the 

pension plan .• 

Applicant presented expert acttulrial opinion that the 

ass'Ulllption of an interest rate of 3-1/27. is appropriate, based on 

a review of the earnings performance of the trust fund for the past 

seven years and that the rate must project prudently the csr.afQgs 

ability of the trust fund from 30 to 50 years. 

The staff witness based his recommendation for the use of 

3-3/4% rate of interest on the 1967 earning of the fund of ~.69% of 

book value, the large proportion of investment in low yielding 

U. S. Treas'UXy bills and Farmer Home notes and the sizable invest­

ments in common equities yielding low eivide1\d returns on book 

value but b.D.v1ng substantial appreciation in value. The witness 

stated funds will in the future be available fox: investment at 

higher interest rates sinee new money will flow into the fund in 

the future in steadily increasing amounts and there has been a 

long-term secular upward trend in interest r.ltes. 

It appears that both the applicant and the staff are too 

eonservo.t;'ve i=. thair estiJ::Dz.tes of future eo.xning of the pencion 

:fund. '!'be O'p<!Ir.n:d.on of the present: Citizens' p~n$ion p.lan trust 
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fund began :in 1960~ with annual interest, dividendS and :e.a.lized 

gains increasing from $50 in 1961 to $43,737 in. 1967. Consideration 

of fund performance durixlg the past five or six years is appropriate. 

Ye::lr End 

Interest, 
DiV"idends , 

Realized Gains 
% Book Value 

Unre~lizec. Gains 
% Book Value 

1962 2.46% (4.46)% 
1963 4.23 3.85 
1964 3.56, 7.92 
1965 4.40 2~.30 
1966 6.62 S.15 
1967 3.69 25.64 

S-year average 4.16 11..73 
5-yea.r werage 4.50 14.96 

,/ 

Considering that the expenses. of the fund are paid" by 

Citizens Delaware and its subsidiaries tllat participate, that 

officers and directors of Citizens Delaware are the trus,tees of the 

fwd, that interest and dividend earnings are trencli.:ng. upWard, and. 

the above-delineated fund performance, a 4% assumed earning rate 

for the pension fund actuarial determinations will be adopted in 

these proceedings. We are aware that actuarial calculations will 

be conservative , long periods of time being postulated, when made 

to serve ba.nktng, insurance, trust and other fiscal purposes. 
, , 

However, due to continuing inflation, chanses in salary levals and 

u~ers of employees, upward trends of interest., dividends and 

othe.r factors, aC1:Uarial requirements of the pension plan should 
, 

be ::cstud1ed, reea.lculated and reeval:uated at intervllls of less· 

tha::l. five years. At such time all deficiencies or excesses should 

be take:e. into account. Ioday's ratepayers have as much right to 

peJ.Sion e~ that .are not excessive es employees Mve tl'Ult their 

~ions he assured. Too low an interest :ate assumption is as 

wcair to customers AS. ,too .high; an. interest: rate Slssumptioo. is to 

-15-



e 
A.4~905 ds/~jo/nb 

employees. We are aware that unrealized gain$ are not generally 

taken into aecowt iu determining either the assumed interest rate 

for fund earnings or .annual deposits to a trust fund until such time 

as the fund manager is. convinced t:hat the unrealized gains are 

permanent ones. Corporate pension funds tnvest in equities with 

the hope of obtaining capital gains to supplement earnings fx:om 

interest and dividends. It is appropriate to weigh such unrealized 

gains. To do otherwise would be to deny the wisdom. of pension 

investJ:nent in eq,uities. In arriving at this conclUSion little 

weight has been given to earni.ngs relative to market value except 

in evalua.ting unrealized gains. While not passing on the reasonable­

ness of contraetual pension benefits, the relative current· revision 

of the Citizens r pension plan, including vesting participants with 

increasing pension rights after eligibility, has been considered. 

Because of inflationary trends in employee wages, 

probability of plan extensions in the future and the average age 

of the covered group, 'tt1i:tc.ess for applicant recommended that past 

service costs of -pensions be atnortized as quickly as possible, at 

a rate of 10% a year over a period of 12 years. This is the miniIm..ml 

period allowed by the Internal Revenue Service of the Federal 

Gove:rnment for income tax purposes. It would appear that maximi, ... 

zation of ~ent tax benefits controls the period of amortization. 

'l:b.e staff re~'D.datioll that unf\mded past service liability be 

:J.mor1:ized over the estimated future payroll of the present group 

appears to be based on Decision No. 67369, dated Jtme 11, 1964, in 

case No. 7409, the investigation of operations of the Pacific 

Telephone and Telegraph Company .. w.rhout: e01.l~ideX'a.tion of factors 

which differentiate the 'tWO eases, such as history of uo.funded 

-16-



A.48905 INB 

amounts, average age of participants and changes in management 

policies. The amortization rate of 101. per year will be adopted 

for this proeeedtng only. 

Applicant and staff also clif£ered in thatapplic:ant 

would eliminate any allocation of pension amounts based on payroll 

to Washington Water & Light Company, Port Water Company and 

Larl<field Water Company since these utilities were purchased by 

Citizens Delaware tn 1967 and the pension plan provides coverage 

for new employees after two or five years of continuous se-rvi,ce ~exc:ept 

by special action of the Board of Directors. the staff would 

allocate to all Califomia properties, including' the rec~tly 
acquired utilities, such applicable pension costs for puent 

c:ompany employees at Stamford. 'the staff procedure is reasonable 

in that costs 'Will thereby follow benefits if it: is assumed that 

operations at Stamford benefit all properties. 

The following. reasonable pension expenses for applicants 

in the year 1968 will be adopted for the purposes of these pro­

eeed;;ov: 

Citizens Utilities Co. of california 
Guerneville District 
Y~ntara Distrl.ct 
Niles District 

Inverness Water Co .. 
N. Los Altos Water Co. 

(A. 48905~ 
(A. 49023 
(A. 48906 
(A. 49024) 
(A. 48907) 

$2,701 
l,501 
4,225 

971 
1,. >55. 

'Ihese amounts reflect accepeance of the staff adjustments 

of Stamford payroll expense. 'While these amounts appear too small 

to justify the controversy and discussion, the gross total of the 

amounts recorded on the 'books of Citizens' affiliates in Call.f­

orc.ia~ before capitalization:. was $181,315 in 1963-. Of this amount 

$147.322 was made on a special charge to the telephone operations. 

Exhibit No. 69 demonstrates that app]J.eBnt's original estimate of 
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1968 Guerneville pension expense of $4,988· is excessive when com";' 

pared wi1:h $4,261, the amount finally recorded' in 1968. Much of 

this controversy, wh .. tch conslJmed many staff man-days of labor and 

many hours of hearing time, could have been avoided if Citizens 

Delaware bad cooperated with the staff in its investigation by pro­

ducing promptly aud without obfuscation for its review the substan­

tial amounts of pension data chae were ultimately produced for and 

tested in this record. 

Regulatory Commission Expense 

Applicant initially estimated regulatory commission 

expense in the test year for the Guerneville Distric·t to be $4,653 .. 

'Xbl.s estimate includes $2,892 for amortization of the cost of the 

1962 rate case despite the Commission finding then of $:1,900 per 

year as a reasonable amortization of regulatory expense over five 

years. The cost of the current rate case was estimated by a·pplicant 

at $8,810 and amortized over five years with an annual amount of 
$1,762. Exhibit No. 53 increases applicant's estimate of regulatory 

commission expense for the Guerneville District to $19,346, with an 

annual amortization of $3)870. This exhibit increases the estimate 

of regulatory commission expense for the five appli.cations· being. 

currently considered from $40,615 to, $88,045. 

!he staff estimated regulatory commission expense to be 

$1)600 in the test year for the Guerneville District, prorating its 

esticate of the cost of the eurrent proceeding and the unamortized 

amount of $1,900 from 'the last rate case over a five-year period. 

The staff reduced the estimate made by applicant by assuming two 

days of hearing instead of four, one copy of the reporter's tran­

script instead of cwo, one trip from Stamford and per diem for the 

lesser number of assumed hearing days. 

-18-
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Applicants argued that the uniform assumption of two· days. 

is unreasonable since it ignores the relative sizes of the districts 

involved~ the complexity of the substantive issues, the lack of 

applicant's control of direct staff testimony and cross-examination 

by the staff and others. Applicants countered the staff view that 

good service minimizes hearing ttme required by customers by arguing 

that other factors cause customer turnout, such as relatively high 

percentage increases in rates because of the lapse of many years 

since the last increase and customer telephone and public ownership 

campaigns. 

It is true that the actual number of days devoted to these 

proceedings exceeded the original estimates of both applicants and 

the staff. However, applicants cannot disavow responsibility for 

this length of hearing ttme or assume that they will be permitted 

to recover in rates unreasonable expenses merely because they were 

incurred. Not only would applicants burden the consumer with exces­

sive expenses but they have caused the California taxpayers unneces­

sary regulatory burdens in these proceedings. 

In preparing for its timely presentation, the staff has 

been forced by Citizens Delaware in effect to" make two investiga­

tions and two sets of reports because· of the delays caused by the 

initial refusal to provide adequate access to the books and records 

kept for the convenience of the Citizens corporate complex at 

Stamford. Applicants and their parent have refused to make requested 

studies~ provide needed information, and have generally obs.tructed 

the staff in its efforts to efficiently and timely process these 

applications. 

Other arguments presented by applicants in support of 

this regulatory expense ~ as set forth on J?.:lges 47 through 52 of. the 
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hearing memorandum~ dated February 28, 1969, have been considered 

and rejected. We will adopt the staff-recommended regulatory com­

mission expenses in these proceedings. 

The operations being considered here are of, such small 

and local character that it is not reasonable to expect them to 

support excessive regulatory expenses arising from the complexities 

of a holding-company type structure, remote headquarters with 

attendant added time and travel requirements, and'duplication-of 

efforts. The magnitude of the regulatory commission expense 

incurred by applicants would be more appropx:iate for a major inte­

grated utility rate proceeding than for five small, local district 

operations. 

Mutual Service Charges 

In summary, applicant states that the Stamford offiee, in 

addition to providing general management and supervision, initiates 

or reviews all of the operating and construction engineering on 

other than routine projects and is responsible for the final approval 

of such engineering~ initiates or reviews all proposed construction 

other than minor extensions and is responsible for the authorization' 

or disapproval of such construction, provides legal services or 

engages suitable attorneys therefor, prepares annual operating and 

construction budgets in final form~ negotiates the purchase of large 

equipment and construction contracts, and provides all the financing 

required by the parent corporation and its affiliates. Theaccount­

ing department of the Stamford office provides general accounting 

management and superviSion, prepares all income and franchise tax 

accruals and returns ~ reviews- invoices of $1,000 or more and makes 

payment thereof, administers all employee benefit ~lans and insur­

ances, supervises audits,prepares studies pertaining to and selec­

tion of accounting machinery, trains senior accounting personnel,. 
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prepares or reviews and finalizes reports to regulatory agencies, 

determines correct accounting entries in other than routine matters, 

and prepares consolidated financial statements, for the parent,cor­

poration aud its affiliates. 
\ 

The administrative office at Redding performs bookkeeping 

services, maintains plant records, does the billing. and maintenance' 

of accounts receivable records, reviews and pays invoices under 

$1,000, prepares in draft form reports for regulatory commissions, 

prepares basic data for pro?Osed operating and construction budgets, 

prepares monthly operating statements, and prepares monthly and 

other reports as requested by the CommiSSion, for the parent corpo­

ration and its California aff1lia'tes. 

The accounting records maintained in Stamford by and for 

Citizens Delaware consist of general ledger, and' supporting sub­

ledgers and 1:he necessary books of original entry, including a 

journal, cash book and voucher register. A mutual service ledger 

contains all of the postings of original entry accumulating all 

costs of the parent comp~ny' s general office in Stamford" with the I 

exception of certain items with respect to federal income taxes and 

interest on debt. Distributions are made from the mutual service. 

accou:o.t for any direct charges, allocated accounting services and 

accumulated construction overheads. The remaining balance is then 

allocated to the operating districts or subsidiaries using, the 

four-factor method for California properties, and a revenue basis 

for all othex properties. 
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It is noted that differences arising from the use of four­

factor method iu California and revenue basis with respect to other 

operating districts and subsidiaries are reflected: in an operating 

reserve account" which in effect contains the excess of costs 

allocated over costs actually incurred.. Approximately $1/2 million 

has been so accumulated in this operating reserve account since 

1961 and, by the end of 1967. The effect of this practice is to, 

record on the books of subsidiaries and operating distri.cts expenses 

never incurred and thus misinform regulatory commissions of true 

operating results. 

The staff has repeatedly,recommended~ and the Commission 

has accepted as reasonable, that the allocation of administrative 

and general expenses be made after items applicable to- specific 

operations are first segregated and assigned directly to these 

operations. It is especially important ehat effective measures 

be taken to assure that as many of these expenses ~s possible are 

assigned directly. Indirect general expenses which have a signifi­

cant relationship to a particular factor, such' as pension expeuse 

to payroll~ should be prorated after segregation on the basis o·f an 

.appropriate single £:lctor.. Only the r~tl\ainder" which should· be '.a 
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relatively small portion of the total~ should be allocated by the 
5/ four-factor method.-

4 4 W 

il See Decision No .. 66366. New. 26. 1963-~ Application No. 45176~ 
and Decision No. 60443~ Jan. 12, 1965, Application No. 45625- in 
'Which the Commission said: 

II .... Applicant has failed to produce any convincing evidence 
that (1) the Commission should not follow theJeneral 
principle guiding the staff, to wit, that Sta ord expenses 
should be cbargea to california operations only to the 
extent that such expenses are in the interest of California 
consumers~ and (2) the proper method of effecting such 
charges to California operations is to allocate by the four 
factor method. only those items which remain after the eli ... 
~tion of amounts 'Which can be identified and assigned 
directly, which result from activities of no benefit to 
California consumers and which relate to construction 
overheads. 

'''In order that the Commission may be informed of staff 
recomm~dation of the amount of Stamford expenses which 
should be ~ed to California operations, it is necess~ 
that the staff examine the Stamford books and records and/or 
the applicant make adequate responses to staff requests for 
data. It is not in the public interest that california. 
consumers be required to bear the expenses of. an audit ~ 
Stamford eaCh year that applicant or an affiliate requests 
a rate increase. Applicant and its af~iliates are placed 
on notice that the expense of such out-of-state audits may 
be disallowed in the future as a rate-making expense, or 
that the production of appropriate books and records in 
California may be required, or that the Commission will 
disallow expenses which are not proved by applicant to be 
reasonable ••••• " 
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These more direct methods are in coutras t with the method 

used by Citizens Delaware, which, in effect, allocates practically. 

all costs accumulated :in "mutual service" on the blanket four­

factor for its California operations and on a revenue basis for. all 

other· properties. C1t1z~ns Delaware·s persistence in i~s un-

acceptable accountin~ practices unduly complicates. and prolongs the 

regulatory process as the following discussion of me Stamford 

Mutual Service Account demonstrates. 

Selary Normalization 

Durixlg the years 1964 through 1967 the mutual service 

acco'lmt was charged each year with the purported cost of salaries 

and related expenses of executive, administrative, engineering, and 

other personnel. Such charges did not represent aeeual expenditures 

for salary payments and related costs, did· not represent liabilities 

incurred for the payment of such salaries, but instead· included the 

estilDated annual salaries applicable- to vacant positions in the 

company's current table of organization. The following tabulation 

shows the staff adjust:z:ncnt to the year 1967 of these purely ficti­

tious COS1:S, and the amoun.ts applicable- to 1:be yesrs 1964, 196.5, 

and 1966. 

Year 
1'964 19b5 1956 1901 - - - -

$l.36,940 $140~S69 $137,378; $179,012 

Applicant argued that these normalization procedures are 

neither mysterious nor evil and were made known to the staff prior 

eo :Lts audit in Stamford. However, applicant made no adj.ustment for 

this item 'When making its estimate of 1968 expenses, although it 

eliminated these expenses in re~orting to the Federal 

Internal Revenue Service for-:income tax purposes. These costs 
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which have not been actually incurred have been reported 

in operating report:s eo thiS and presumably to other regulatory com-

missions so that thus they m.:ly unwittingly permit unreAsonably high 

e~rnings to continue. We find t:he staff adjus,tment reB.sonable'~ 

Accounting Department Salaries 

With minor exceptions all accounting. department salaries 

incurred in Stamford are charged to mutual service accounts. At 

time of distribution of the mutual service accounts ~ 507. of 

acco~ting department salaries are billed directly to other than , 

California subsidiaries and districts, and thereby removed from the 

mutual service accounts. Accounting functions as they relate to 

Ca'ifornia operations perfo:med at StQlford are limited to certain 

general accounting and administr~=ive duties and the preparation of 

income tax returns.. '!he Stamford accounting department is involved 

principally in maintaining the books of account of Citizens Delaware 

and subsidiaries and districts other than in Cal:L£ornia, Vermont:, 

at'ld a nonutility operation in Alaska. The accounting service, 

functions and records maintained at Redding for the California 

operations are essentially complete. For these reasons,. the staff 

ej~minated all Stamford accountfQg department salaries charged to 

mutual service except one ... balf of the chief accountant· s salary and 

has also adopted applicant's elimination of the deduction of SO per­

cent for "Accounting Billed Directly." The following tabula-tion 

shows the computation of the staff adjustment of accounting depart­

ment salaries allocated in. part to California for the year 1967. 
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Accounting Department Salaries Charged to Mutual Service 
50% Eliminated by Company as Direct Charges 

. Subtotal 

Staff Elimination (All but 1/2 of 
Chief Acco\mtant t s. Salary) 

Adjusted Accounting Department Salaries 

Year 1967-

$88,.866· 
.. (44,433) 
'44:.433 

(37,746). 

$- 6,687 

Two officials of Citizens Delaware testified at . length in 

support of applicants' position that acco\m.ting;. tax and internal 

audit personnel at Stamford perform a wide range of functions for 
6/ 

California operations. - '1'b.e witnesses maintained that Redding 

personnel perfo:z:m ''bookkeeping'' functions; that they could -not 

adeqtzately perform or were not qualified to perform the accounting, 

tax and fnte--nal audit ~~ction and services acc~lished at 

Stamford. Applicants also argued that "~lif~ia operations could 

not afford" the "services accomplished at st:m!ford for tee benefit 

of the california operations", that it :t~ not likely th.:lt 

employees having the requisite skills woule be interezted in working 

for water utiLity operations of the size iavolvedfn these pro-
7/ 

ceedings.-

Applicants' presentation is not convincing. Not only is 

the so-called direct charges for aCC0t44ting services a 

6/ As an example of the application of accounti:lg principles by 
Citizens Delaware 't-1hicn cause wonderment is the following state ... 
cent: in applicant's. Exhibit No. 69: 

"Ae the end of 1968 the company decided 
after some discussions with the staff, to begin 
cap;'ta.lization of the portion of the welfare 
and pension costs that is applicable to payroll 
capital.iz4tion." 

7./ What is involved here in fact is a large combination' of water 
and telephone operations. 
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misnomc=~ when an UD.$upported~ a:-bitrary percentage :r.:s used to 

determine the "direct charge" but no factual study was presented of 

thc actual time devoted by employees to various functions and 

entities. It Su1tS the purposes of Cieizens D~lsws~e eo ceneralize 

ito .accounting) ~uditj:ng .:n<3. tQX f '.lnctions and to effect 

eont401s which would not be possibl~ With the dispersal o~ 

these functions to operating units. We find the staff adjustment 

reasonable. 

Internal Audit Depart::ment Salaries 

Included in this category are salaries of certain internal 

auditors as well as the salary of the tax 3ccounUlnt. It is not 

known to what extent the CalifOrnia subsidiaries benefit from the 

work of the internal auditors. It is known that the income t3X 

returns for all subsidiaries are prepared in Stamford~ Connecticu'C. 

It is also known that Citizens of call.fornia does have included in 

its personnel in Redding two internal auditors. The staff has 

e1im;Dated salary expense of this department charged to mutual 

service in excess of the salary of one internal Jluditor and the 

salary of the tax accountant. The following tabulation shows the 

development of the staff e'imin.,tion of internal auditors r salaries 

as ~1ell as the appropriate amount chargeable 'Co mutual serv:tce 

account for the year 1967. 

Intemal Audit Department Salaries Charged 
to Mutual Service 

Staff ElimiD3tioc 

Adjust:ed Mutual Servi.ee 

Year 1967 

$30,113 

<9z 176} . 

WaJNr 
App.liea.nts r position on this issue w~s s1.lt:lXllAr:i%od and 

discussed when considering the salaries of the 8ccoonting department. 

We find the staff adjustment re.a.soc.a.ble. 
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Engineering Department Salaries 

Engineering department personnel in Stamford are involved 

in hydraulic, gas, electrical, telephone and sanitary eng:lneerlng. 

Most of the work as it relates to california properties involves 

:functions of an admiD ... ..s-::rative nature rather than actual engineering. 

Responsible engineering persamel are employed by the telephone 

department of applicant. It is believed that engineering work 

performed 'by this department can be reasonably identified directly 

'With a particular property and that related administrative work is 

done by two engineers. For the above reasons, the staff has 

e JimiD8eed all engineeriag department salaries except those of one 

engineer and one-balf of the salary of another. The following 

tabulation sbows the computation of the staff adjustment of 

engineering department salaries allocated in part to C3liforni.a for 

the yea-r 1967: 

Engincc.ri:og Department Salaries Charged 
to Mutual' Service 

Staff EJ imi:natiOll 

. A.djusted Mutual Service 

Year 196'" 

$-6&,,595" 

(45,096) 

$21,l:.99; . 

A Witness for applicant maintained that electrical, 

telephone, water and sanitary engineers at Stamford perform 'fJUl%ly 

val~ble functions for Cal ifornia operations, that California 

operations do not and could not afford to employ a fraction of the 

qualified persotmel necessary to accomplish all of the engineering 

functions and services carried out a.t St3mford. 

The testimony is not convincing since it deals ~th 

genera11~1es and presen~s no specific instenccs to demonstrat~ 

the validity of applicants f viewpoint .• 
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We are not convinced that remotely located engineering is 

in the interest of california customers. 

"'Ioo little and too late" engineering results are indicated 

by the almost universal complaints of customers regarding serviee~ 

A remotely located engineering organization obviously cannot see 

the need and feel the demand for adequate service •. Adequate engi­

neering solutions to service problems over many years generally 

just have not been timely developed and implemented. 

We find the staff adjustment reasonable. 

Leasehold lmprovements and Furniture 
and Equi~ment purchases Erroneously 
~pensea in Year ot EXpenditure 

An analysis of the records for the years 1966 and 1967 

disclosed that certain office equipment and furniture purchases 

and substantial alterations and improvements to the leased 

Stamford ·premises were charged in their entirety to the mutual 

service account, and thereafter allocated to divisions. and subsid­

iaries. It is the staffts position, based upon sound accounting 

practice, that such costs with respect to depreciable assets'should 

be expensed over the service life of such equipment and that lease­

hold improvements should be amortized over a period no shorter 

than the remaining term of the present lease which expires in 1969. 

It is not known at this t~e if the company will negotiate for a 

new lease of the present premises or seek quarters elsewhere. In 
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the event the present premises are retained, the amortization period· 

for the leasehold improvements might properly be extended to the 

terminal date of the new lease. However, to be conserva.tive, the 

staff concluded that the amortization period should begin with the 

year of expenditure and conclude at the end of 1969. 

!be following tabulation shows the effect of the staff 

adjustments spread1ng the equipment costs and leasehold improvements 

over the respective depreciation and amortization periods: 

capital items expensed: 
Office Equipment 
Leasehold Improvements. 

Adjustment: 
Depreciation expense allowable 

on office equipment (5%) 

Amortization of Leasehold Improvements: 
1966 - 1969 
1967 - 1969 

'rotal Amount Charged Mutual Service Account 
Staff Elimination (20,824 - 9,010) 

1966 -
$- 7,262· 
15,247 
22,509 

Adjusted Office Fum. and Equipment Expense 

Year, 
1967' -

$' 7,440-
13,384 
20,824 

737 

3-,812 
4,461 
9,OlO 

22 480 
!II:@.!> 
§10'.666; 

App1icant~wi~ess testified Chat the parent corporation 

has consistently followed the procedure of charging to mutual 

service the cost of items of office equipment and improvements 

purChased for the Stamford office. The witness stated· that the 

s.taff use of a 5'7. aonual depreciation charge is unreasonable. 

considering that the major item of office equipment purchased during 

lS67 ~ electric typewriters which have a useful life of S to7 

years. Applicants presented no testimony as to- what they considered 

to be a reasonable remaining life depreciation rate on items which 

had not previously been expensed.. Applicants mAintained that this 
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mcth.od was reas01l3ble since their Exhibits Nos. 48 .and 49 demon­

strate that depreciation and maintenance of Stamford admi:aistrative 

office fur::dture and equipment for the past 10 Ye13rS would s:veragc­

$19,158 and for the past 20 years would average $18,016. 

The record does not indicate applicant's basis for 

!ncluding '~ten.ancen items in the depreciation or amortization 

sChedules» an item normally accounted for as an item of expense. 

However, we do no'Ce that the annual total amounts shown in Exhibits 

Nos. 48 and 49 vary from less than $1,000 to Over $43,000. Of 

co':).ce:rn to us here is this variability that distorts operating 

rcs~~s and can result in regulatory inequities. 

We find the staff adjustment reasonable. We cannot 

~cep~ ~ reasonable the results shown in Exhibits Nos. 4S and 49 

without f~ investigation and verification. 

!he staff believes that the f.uncriOll$; 'of ehese departments 

lend themselves to identification with specific subsidiaries or 

districts, and need not: be allocated. The staff did not eliminate 

a:a.y of the salaries of these departments allocated to Cali.fornia. 

!he staff reco~ded that in the future the parent corporation 

make every effort to determine the amount of s~laries that could be 

charged O~ a direct basis to subs!diarics and districts. 

st:eno~aphic and Filing D~artment 
!~a 6 ~ General Office !aries 

The staff does not knO'Y7 to whae specific or x:easurable 

~cnt ~lifo~ operations bcn~fit from the duties pe~formcd by 

~hcs¢ dcpart:en'Cs. It was assumed that the benefits· so derivcc 

'Y~oulcI be in the same relationshi? as t:b.e staff-adjusted cost of the 
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above departments allocable to Caliform.a for the year 1967. 

Therefore, the staff eliminated an amo\mt equal to the percentage 

elim-rnAtion it found appropriate in all other departments includable 

in I:lUtual service. The following tabulation shows the staff 

computation of adjustment of stenographic and f!l:i..1:1s department: 

an¢. all other general office salaries for the year 1967 .allocat:ed 

to California: 

Stenographic and Filing: Dept. Salaries 
Charged to Mutual Service 

Less 59.40% Elimination 
Adjusted Stenographic and Filing. Dept. Salaries 

Other General Office Salaries Charged 
to Mutual Service . 

Less 59.407. Elimination 
Adjusted Other General Office Salaries 

Year 1967 

$82,970 
<49,284) 
$33z68~ 

41,271 
(24,Si}) 
$16,756 

Applicznts did not specifiC311y argue this adjustment .. 

We find the staff adjustment reasonable. 

Other MUtual Service Accounts Relating to Salaries 

!he staff found ~t ce:tatn accounts are more or less 

directly related to the functions of the various departcent 

ssla--ies. An analysis of t:hese accounts indic~tes that no ?ractic~l 

eccotm.ti:l.g methods would give sufficient data to identify and 

deter.:n:tne an equitable basis for distribution; therefore:. the staff 

el;m~nated the ~ortion of the costs in ~hese acco~es ~t is ... 

re~ted to salariez eliminated as they affect C~li£ornia. The 

following tabulation shews the various accounts, the am~unts 

recorded in x:n:t:ual service for tae year 1967, and s·taff adjustments 

to ~he amo;:nt$ allocated to California in 1967. 
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AmOtlnts Charged to Mutual Service - Year 1967 

Telephone and Telegraph 
Stationery and Printing 
Electricity~ Postage and Other Office Supplies 
Insurance and Employee Benefits 
Unemployment and Old Age Benefits 

Less 59.40% exclusion 
Adjusted Expenses 

the staff adjusted amounts for telephone and telegraph, 

stationery ~d printing) electricity and postage and other office 

s~plies ~d employee wage benef~ts and taxes to reflect not only 

elimination of ccrt~tn of these costs not considered appropriate 

for inclUSion in. mutual service, but also an el'i.miDation of a 

portion. of the above expenses in ratio to the salaries of the, 

various categories described above which have been elfminated or 

adjusted by the staff. The staff adjustments also include reduction 

of office rents a:o.d property taxes on approximately the same basis. 

Amo\lllts Charged to Mutual Service - Year 1967 

Rents 
Property Taxes 

Less 59.40% exclusion 
Adjusted Expenses 

Applicants did not specifically argue with this adjustment, 

appa:eutly since it: also follows £rem the basic adjusemones. 

We find the staff adjustmell~ reasonable. 

P~~ts to Florence Fetherston Q~S~d to' V~tual Service 

Citizens Dcl.:xw-are p~chasc.d the stock of the Felton Water 

Comp.a.ny) a Califor:lia utility, .md c:crt.:1.in parcels of real propert"j 

d-.::r-:-X48 1961. A par~ of the consideration was in the form of a note 

:.n the ~t of $159,320, with. interest at the ra'l:e of 3%. 'X'!lP. 

amOtmts of principal and interest p.s.1d to Mrs. Fetherston since 1961 
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were charged in thei::- entirety to mutual service through the'year 

1967. However, payments in the year 1967'were reversed out of 

mutual service at the end of 1967 ~nd charged to investments in 

associ3ted companies in the amount of $14>814. 

the effect of this accounting for the principal aed 

inte:est payments prior to 1967 was the inclusion in mutual service, 

as an expense, of expenditures which are properly chargeable to 

."lccounts otb.er than mutual service. In total, $-79,072' was unduly· 

cr~rged to the mutual service account during the years 1962 throu~~ 

1966 .and a substantial por'tion of this amount thereafter ':"as allo­

cated to capital and expense accounts pertaining to California 

telephone and water operations. Although no adjustment of 1967 

operating expenses for california telephone and water. operations is 

"'~a:r:rant:ed beea'.'Lse of the end of year 1967 adjustments, it r.emains a 

fac't that california plant and expenses for the prior ye~rs and the 

test year rate bases and depreciation expenses .nre undulY inflated. 

Decision No. 66729, dated J.!lnuary 28, 1964, in Ap?licatio:l. 

l~o. 45164, discusses the cirCUI:lstanccs of the purchaSE:: by 

Citizens Delaware of the entire stock of the Felton Water Compcny 

£::-0In: its owner for $225,920. Applicants alleged that $135,000, the 

excess of the stock purchase ptice over the $·90) 920 net book value 

of the stock, represented the cost of 18:.866 acres of land which l-iad 
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in fact been owned and dedicated to the public by the previous 

owners of the utility. The Commission did not permit applicant to 

burden the consumers with the speculative amount of its purchase 

over a reasonable original or historical cost. 

Y~scellnneous Adjustments 

The mutual service account for 1967 was adjusted by the 

staff to exclude charitable contributions in the amount of $1,650. 

A charge for consulting fees relating specifically to' an economic 

or business survey in connection with the company's ice and cold' 

storage operations in Ketchikan,. Alaska, in the amount of $4,.398 

was also excluded and costs of a manager's meeting held in the year 

1967 in Arizona were normalized by amortizing the costs 0.£ such 

meeting over three years, "Which the staff is informed is the normal 

interval between such meetings. Total costs of such meeting 

amounted to $9,593 ane the cost for the year 1967 is calculated to 

be $3,197 requiring an exclUSion from mutual s~rvice account of 

$6,396. 

Counsel stated that applicants agree with all of these 

staff adjustments with the exception of that for charitable contri­

bution, but applicant's pr~sentation did not reflect the ag:eemcnt. 
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We find the staff adjustments reasonable. 

Construction Fees Capit~lized 

In accounting for plant construction overhesds, Citizens 

Delaware utilizes for California a rate of 3.5% of direct charges 

to construction work in progress as an additive cost for expenses 

incurred at Stamford relattng to suCh eonstr~tion. This ra~e of 

3.5% was established in connection with an earlier rate proceeding 

involvr...ng 'Utility operations in California and was recommended and 

adopted by the Commission staff at that time. No subsequent s.tud.y 

has been mada to ascertain whether such rate is still appropriate. 

Construction overheads capitalized with respect to non-california 

properties range from 3.5% to 8% and in s~e instances· the initial 

=ate 'tlSed wi·~ respect to a property is thereafter reduced as s. 

concession to that p~ticular property. Since all administr3tive 

and other costs associated with Stamford operations· are accumulated 

in the mutual service accotm.t,. including those relating to 

coostr.J.ction" it is logical that ~y por~ion of such costs c~pital­

izec1 should be removed from mutual service account before the 

r€:1J:8."nder of that aCC01Jnt is allocated to the various districts and 

sUbsidiaries~ including those in California, as charges to oper3ting 

expc:scs. !be examination diselosed, however,. that in 1967' construc­

tion fees c~pitalized in certain of the ~on-california properties 

were not credited to the mutual service account, but instead were 

credited either to the operating expense accounts of Citizens 

Utilitie~ Com~an7 {Delaware) or c~editedto the account representing 

the invest:::nent of C1tize:lS Delaware in operating. subsidisries in 

states other than Califo:nia. The effect of this· unacceptable method 

of aceountiDg was to o".rerst:ate the a:nOtlnt of expenses pexo'tl1ining to 
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operations included in mutual service account~ and thereby to over­

state the amount 0= such mutual service costs allocated to- the 

expense accounts of operating districts and properties and subsidi- . 

~ries~ including those in cal1fornia. 

The accounting error in 1967, however~ was corrected by 

year-end adjusting journal entries removing from mutual service 

aCCO'Ullt $154,715.00" of which the California portion was $53,,779.00. 

It follows that no adjustment of 1967 allocations to california is 

=equired. However, to the extent that such unacceptable accounting 

practiees we're followed in prior years (the staff could obtain no 

information in this respeet) ~ plant overheads and operating expenses 

a.lloeated to Califo:nia in such prior years were also overstated. 

The effeet of such una.cceptable accounting and over-alloc~t1on of 

costs to California utility operations, both telephone and water, 

in connection with this and prior rate proceedings or telephone rate 

=eductions~ is not known at this time. The need of further study 

of the effect of past erroneous charges on current plant and 

c.ep:-eciation expenses is indicated here again. 

Other Adjustments 

In addition to the numerous staff adjustments to recorded 

transactions anG cntries of specific amounts explained in some 

detail, ~d reflected in various tsbul~tions and tables herein~ 

~he staff wholly excludee the total recorded co~ts in the following 

Co'1t:~gorias: 

e. Officer's salary, President and Chairman 
b. Officer's expense, President and Chairman 
c. Pension Fund payments to trust: £unci 
d. Po'1~oll eaxes applicable to exclud~d salary 

$ 78.~250 
19 .. 969 
279~OOO 

2~720 

Steff exclusion adjustments were based upon lack of 

3dc~t~ i:for.mat1on and data from which could be drawn conclusions 

that: 
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4. The: expenditures and charge,s represented 
v£lid costs capable of analysis, verifica­
tion and determination of their reasonableness 
for rate-making purposes and in some cases, 
it was noe possible to obtain verification 
as to whether or not they are properly 
accounted for as charges to utility operations. 

b. The eY.penditures and charges were reasonably 
identified with and/or applicable t~ utility 
operations in California and to water system 
operations which are the subject of the 
cur=er£t proceedings. 

This record indicates that the maMgement of the p.s.rent 

COtllpany, if it wished, could have provided or given the staff timely 

~cces~ to the necessary information and data, thus avoiding burdening 

this record with unnecessary detail and hence prolonging these 

p:'oceed1ngs. The disposition of these issues is considered else-

where .. 

Summary Steff Seem£o~d Mutual Service Adjustments 

Adjustments resulting from the staff audit in Stamford 

are s~rized as follows: 

Stamford Mutual Service 

1966 1967 Staff 196-7 Item Recorded Recorded Adjustrtent: Acjustcd -
Total Expenses $903>067 $-972 1407 $CS~~,z S('j~) $-383-~901 

Cha~gee ~o Capitel 250~9S4 488-,,246 (~~~24~) 192,75-7 Accounting Billed 
(6':tI~) Dl.:rectly 56 z439 67 189 

Net Expense $595,674 $4i~~'2 $~~~)~ a-2"B1 $191,l4C ' 
Allocation to Califo~-1a 

2erce:'lt: 34.39% 34.76% 34.761.. 34.767. Amount $204,852 $144~939 $ 78,.497 $- 66',442 

(Red Figure) 

We ~ot:e that Citizens Dela~7are made nU1lle:-ous accounting 

adjustments. only at 8. time, 1967, when it3 records would be audited 

~n cO~j~c:1on ~th these rate proceedings. 
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Redding Mutual Service Account 

the salary and expense of the administrative officers at 

Redding. and Sacramento axe included in the Redding Mutual Service' 

Aeeount. with the exception of expenses relating to' a new office 

building in Sacramento. No substantial issues,were raised regarding 

this account. Differences between estimates are adequately 

explained j.n the staff Exhibit No. 14. We find the staff, estimate 

reasonable. 

Officers' Salary and E!Penses 

A staff witness testified that Citizens Delaware pays its 
'. 8/ 

P:esident and Chairman of the »oard a salary of $79,500-and provides 

him with an expense allowance of approximately $20,000, a total 

cO!Ilpensation of approximately $100.000. Since the president appeared 

to be a man of many activities associated with a number of corpo­

rations and utilities, a staff investigator requested information 

and data. needed to make a. judgment on the amount and value of titi:.e 

which should be reasonably allocated to california operations for 

rate-caking purposes. The response was a statement of generalities 

~1it:h fe"'~" .if any, specific facts other than the s:slary received' from 

another nOldi:l,g company with a number of subsidiaries. Since the 

tnfor.mation ~ished was not helpful to the staff in discharging 

its function of evaluating the reasonableness of applicants' rate 

increase requests, ~ince it is the burden of applicants to clearly, 

convincingly 3nd persuasively deconstr~te the reasonableness of 

their req't:<!sts, and since applicants have not only the resources 

but the ~alent to comply with, the s·taff request~ the staff wi~ses 

§./ Appli~t's answer to cross-interrogatory No. 7,dated Januar.y l~ 
1969;o lDdicates that $84,157 was i:l.cluded in the Stamford . 
rtUtual service aCCOl.mt in 1968 as the president r s salary. 
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correctly eliminated the prorated amounts of officer salary and 

expense being questioned. 

A w:ttness for applicant in general terms described "the, 

functions of the president of Citizens Delaware in more' than 15 

pages of transcript. Again no specific information was presented 

which would per.n1t an evaluation of the amount and value of this 

officer"s time to California operations;. 

In response to a staff cross-interrogatory, Exhibit No. 6l, 

zpplicant presen.ted testimony that between $36,000 and $40,000 would 

be r-equired as sal..o.ry compensation for the president of Citizens 

Cali'fornia if it were 'Unaffiliated and unassociated with Citizens 

Delaware, if it ope:~ted the same fac:f'.lities it now had in 

California, and if it was a wholly oor..med and. operated california 

u~ility. Applicant also testified by the cross-interrogatory that 

the following a:nO\l1lts of the president's salary would be allocable 

to both capital and e.~e charges to the operations account, 'being 

consid~ed: 

~ue.-nevil1e Water District $657 
MOntara Water District 253 
Niles Water District 870 
Inverness lr7ater Company 126, 
North los Altos Water Company 452 

A staff wii:ness made an independent study of the amOtlnts 

which could be added to the staff results for execu=ive s8~ies if 

the abov~ assumpti?nS of an indepencent California utility were 

s.dopted. Based on the relationsr.1~ of the executive payroll as ~ 

percentage of operation and mainten.a:-..ee. eA1>ellses by the size of 

selectee California water utilities, the staff witness cO'Ccludcd 
" 

that the following a:couc.t could be added to the staff, results: 
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Guerneville Water District 
Montara Water District 
Niles Water District 
Inverness Water Company 
North Los Altos Water Company 

$1,700 
500 

2,000 
300 

1,100 

The staff study indicates the maximum which reasonably could be 

allowed for this item but it does not purport to be· .the amount of 

expense incurred for these California operations. 

The testimony adduced in this proceeding by applicants· as 

to the reasonableness of the amounts allocated ,for presidential 

salary is neither clear, convincing nor persuasive. We find that 

the staff included .:In estitDated allowance for the ,// 

presidential expense, however, we shall include in the adopted, 

results an arbitrary allowance approxim8ting one-half of the allo­

cated reported presidential salary and expense for this item, since 

applicants have not established its reasonableness. While the 

staff has frequently made operating estimates which we have accepted 

as alternates for unconvincing utility showings,. this is one of the 

few instances a utility with adequate resources has directly and 

indirectly refused to S\lpply requested information and data. 

We find $19,400 to be a reasonable amount to' allow for 

administration and general and'miscellaneous expenses in this pro-, 
ceeding. 

Depreciation Expense 
~ 

'!be differences between the staff and applicant's estin:lates 

of depreciation expense are small and result From the staff adjust­

ment for applicant's plant accounting errors of charging some main­

tena.nce items to plant accounts and not retiring from the- plant:: 

accounts items no longer in service. Such practices serve to 

unjustifiably inflate the depreCiation expense which customers are 

called upon to pay ill the form of rates. We find the staff esti­

mate of depreciation expense reasonable'. 
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Taxes Other Than On Income 

The staff and applicant used siml.lar methods of estimating 

ad valorem taxes. The applicant's estimate is higher by $814 

because it ".lsed beginning-of-calendar-year plant, in contrast with 

the staff use 0: adjusted weighted-average plant, and a great~ 

increase in the composite effective rate from the actual rates in 

1967 to the estitnated rates in 1968. The utility based its estimate' 

of the trend of tax rates on an eight-year period while the' staff 

considered a number of different periods. We find the staffrs 

estimate reasonable. 

Taxes on Income
t 

10% Surcharge 
andl:nvestment: ax credit: 

Both the staff and the applicant computed federal income 

taxes by using the combined ra te of 48 percent and deducting the 

portion of the total company surtax credit allocated by the company 

to the districts. Subsequent: to filing of the amended application, 

a 10 percent surcharge to federal income taxes w.zs imposed effective 

for the full year 1968. Si.nce this tax was to expire June 30, 1969, 

this tax was not included in the summary of earnings. Since a 

5 percent surcharge to federal income taxes will be in effect for 

the first six months of 1970, we will include a 1.1 percent tariff 

surcharge in the authorized rates. Reflecting current income tax 

regulations, we have excluded. the investment tax credit in tbe i 

calculation of income taxes. 

Taxes on Income 
InvoI~tary Conversions 

Involuntary conversions occur when .a utility sells ~rop­

erties in the face of threat :Iud imminence of condemnation by a 

public agency. The United States Internal Revenue Code permits an 

election to be made by a utility facing such a situation whereby ehe 
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utility may escape ixrmediate recognition of the taxable' cap-

ital gains on such sales. The utili~ymay~ instead of ~e-

diately paying capital tax on such gains, spread the tax conse­

quences over the service life of substituted depreciable 

replacement property purchased with the proceeds of the sa·le. 

The tax basis of the replacement property is. its cost less the 

amount of the gain not recognized. This adjusted basis results in 

lower future annual depreciation cbarges allowable for tax purposes~ 
wi~h consequent increases in the amount of future inco~e tax expense 

based on ordinary income at the corporate rate. The ef£ect~ in 

essence, is that instead of applicant's paying a capital gain tax 

of 25 percent at the time of sale, applicant's future customers, for 

an indeterminate period in the future, would be called upon, through 

rates, to provide for applicant's corporate income tax on the dif­

ference in depreciation charges. In such situations, when the 

utility's capital gains become part of earned surplus or surplus 

reserves and the higher income taxes part of operating expenses, 

the tax burden is shifted from the owners of the property to the 

ut.ility's customers unless rate-making adjustments are made. The 

COmmiSSion has previously found it reasonable to make such adjust­

ments.2.l 

Four of the five districts and affiliates of Citizens 

CalifOrnia in the current proceedings are affe~ced by such a tax 

burden shift. Staff Exhibit No. 54 shows the amount of revenue 

burden on customers for added state and federal income taxes, 

reSUlting from plant being financed by money obtained from 

tiecrs:i:Oii~0-:--63530~~Qatea-Aprn ·s:;--,:sr62-(S9-Ci!. "l? :Yr.C:-S2'S, 
526-528.>. , 
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involuntary conversions on which the capital gains taxes were noe 

paid, in the Guerneville district to be $10,400. We find it reason­

able to increase depreciation deduction used in the income tax com­

putation for the Guerneville district by $-9,750. 

Rate Base 
, 

!be staff rate base for the test year is $26:,098 less than 

that of the applicant. Applic.9nt' s plant accounting errors of 

charging some maintenance items to plant accounts and not retiring 

from plaut accounts items no longer in service significantly inflates 

applicant's rate base. Such practices serve to increase the amount 

of net revenue required without justification. 

!he applicant deducted from plant included in rate base 

the balance of unrefunded advances for construction reduced by the 

accrued depreciation on the plant constructed with such advances and 

also claimed said depreciation 8S an expense. This procedure 

increased applicant's rate base $10,.645 above the staff procedure: 

of deducting from plant all unrefunded advances for construction. 

Applicant argued the long ,standing staff procedure caused confisca­

tion of a portion of plant equivalent eo the amount of depreciation 

in plant financed by uurefunded customer advances since the'''8ccrued 

amount of this depreCiation is deducted from'plant as a part of the 

depreciation reserve in arriving at a depreciated rate bl!se. 

Applicant would eliminate .this supposed double deduction 

by reducing the amount of advances for construction by the amount 

of the accrued deprceiation on the advance-financed plant. Applicant 

errs in assuming confiS<::.QJ:ion. Applicant ignores the fact that the 

owners of applicant made no invesement in the plant financed by . 

advances for eons eruct; CD ~ except for refunds, and have no right to­

expect to either earn on plant financed by others or to· earn on 
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plant provided by the reinvestment of amounts allowed for the· 

depreciation of said plant. Depreciation on plant financed by 

unrefunded advances for construction is allowed to help, provide for 

refunding and thus insuring investor capital against dissipation .. 

We find the staff method fair. and reasonable. 

The Ccmnission normally islclucles in the rAte base an 

. allCMance for worid.ng cash in order that investors may be compen­

sated for mon:tes wbich they have supplied over and above the 

investment in tansible and intangible property ~ to enable the 

utility to pay its bills pending receipt of revenues. Applicant 

included $8~839 tn its rate base as an allowance for wor~ cash. 

The staff;, following past practice for small water \,ltUities, did 

not include any allowance for working cash since the rate structure 

.and 'bill~ procedure provided the district in the first two months 

of 1967 with $92;,294» or about 647. of the total gross revenue 

received in 1967. This c1.istr1ct is unique in that its rate schedule 

for metered service provides for the· payment of service charges in 

advance in bimonthly or axmual amounts. After considering the lead 

in the receipt of revenues over the lag tn payment of expenses, and 

the allocation. of a reasonable amount of the current assets of 

appl.ic.a.nt to the operations of this district» we are of the opinion 

that the prepayment by customers of revenues generates funds ava.il ... 

able and used by applicant to provide utility serv:[ce.l:2! We find 

it ~easonable to reduce the staff rate base by not less than 

$31,000 as the average amount of working cash advanced by customers~ 

which app1.ie.ant was prov1.d~d in excess of the needs for dle paymez:lt 

lJl7 see Decision No. 67369, dated JUne II, I9~; Case No. 740'9. t,;/ 
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of operating expenses in advance of the receipt of revenues and for 

other necessary current assets, such as work1ng f-.mds, special 

deposits, bank balances and prepayments, and which al?p11cant could 

use for other corporate purposes. 

We find the reasonable weighted average depreciated rate 

b.a.s.e to be $695,800. 

Rate of Ret'llrn 

Two wi~esses offered testtmony in the MOntara proceedin&, 

Applieation No. 49023, on the proper rate of return for the 

GuernQVille, MOntara and Niles districts of applicant and for 

!nverness Water CQmpany and North LoS' Altos Water Comp8XIY. 

A witness for applicants concluded that a reasonable rate 

of return would be in the range of 8.5 percent to- 10 percent, and 

a staff witness recommended a range~tn the rate of return of 6.9 

percent to 7.2 percent.' Applicants' witness stated t:hat he believed 

an 4llowance for attrition in the rate of return should be ,made if 

appl:i.eants are to earn an adequate rate of return in the future. 

Without bavitlg made specific study for each of the properties, be 

expected the average attrition to be approximately 0.5 percent per 

year. 

Applicants t witness presented comparative cost data for 

debt capital and utilized the alternate investment theory to deter­

mine the cost of the equity capital of Citizens California},l/ 

Based on data encompassing two decades of the increases 

in the Federal Reserve Bank discount rate ~ yields on long-term; bonds 

of the United. States, bank pr:1me interest rate and· Moody I S Average 

Yield on A Rate Public Utility Bonds, together with the cost and 

yield of recent ueility debt offerings and changes subsequent to 

1.17 EXhibl.t 18, App"Iication No. 490Z3. 
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his studY:t applicants I witness concluded that the current cost of 

long-tum debt capital to Citizens Delaware would be about TI.. 

The current cost "of short-term"capital was reputed to, be 67.. 

However:t the cost of senior capital would ,be higher for any of the 

operating properties if they were considered independently of the 

consolidated system. 

Applicants r witness utilized the alternate investment 

theory to deteJ:m1ne the current range of the equity earnings 

requirement for Citizens Delaware and its California subsidiaries. 

Applicants used Moody's 125 industrials, ,Class A & :s electric 
I" .:, 

utilities:t Moody f ~ 24 utilities, American Telephoc.e .and telegraph 

Company (consolidated), and ~O water utilities 'as samples for 

analysis. He delineated for each ~f these gxoups, except the 

Class A & B electric utilities, the armual growth from 1955 to 196-7 

in dividend yields, earnings-price ratios and investor average 

annu.a.l. return~ inclwH'Dg market appreciation and cumulative divi­

dend.s.1:~/ Data for these groups on the ratio of market price to' 

book value and the position of equity was also presented. 

The w:Ltness concluded that the current range in equity 

earnings req,uixement for the various California operating divisions 

and affiliates would be from 10.5 percent to 12.5- percent, the 

lower range betagmor~ appropriate for the consolidated syst~and 
. ... , . 

the higher r~e being more appropr~te for the various operating 

di~lsions and aff~liates'if theywerecon~idered tndependently. 

The staff w:i.tD.ess presented for consideration by the 

C01l1I:Ilission a report on :tb~ eos.t of money and rate of return# 13/ 

12/ Exhibit No. 18, Application No. 49023. 
Uj Exhibit No. 21:. App1iea.ti:~ No~ '49023. 
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The exhibit contained financial infomation on Citizens Delaware" , 

a comparison" of earnirlgs on total capital s.nd on eolllDOD· stock equity 

of combination utilit:Les and of Class A california utilities, a 

Iro:Illmary of rates of return recently authorized by the Commiss1on,oD. 

water utilities and a tabul&tion of rates of return·-required to 

recover the embedded cost of debt to· Cit:tzens Delaware ·and to . 

produce various earnings on common equity. Upon request, applicants· 

also placed in evidence data on the growth and' performance of the 
141 

Series A and J3. cca:mon stocks of Citizens Delaware. -

The staff witness stated that a comparison of the earnings 

of other Class A California wa.ter companies is a useful start:1n5 

point for the reeomwendation of a reasonable rate of return fer 

app1.ic:auts, after rejecting the use of eam:l:ngs of Ci~izen8 .. :Delaware 

and Citizens Californ1.a as guide~. Stating that "a rate o£ return 

re«uawendation must of necessity be dle result of lnfo~d judgment 

afeer a careful consideration of all relevant element:A and factors 

pel:tajniDg to the utility in question ~I ,! the staff w1.t:ness enumerated 

~e follow:tng O~e& and fac'CDrS' he considered :f.:1 arriving at his, 

reeommended rates of return: 

1. Earnings record of Citiz~. California and of other Class 

A Ca.li£oraia -water utilities. 

2. C1tiz~ Delaware bAd .EU:quired three additional California 

water utilities in 1967. 

3., the high common eq1Xlty ratios of Citizens Delaware 

and a.tize-os' CaUfornia .. 

4. The very l:lmited need of Citizens Delaware for external 

financing due mainly to :Lts sale of properties> its steadily 

~/ Appl.1eants objected - th.it' ~a is irrelevant and immaterial 
.end that it is not p:rope.r to COl)l::tder rtone ' S . seif" in determining 
eost of equ:U:y. 
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iucreasing earnings and its unique Class A shares" of common stock 

which receive stock dividends,only. 

5. The control which the .pa~ent company exercises over the 

operation of applicant eompa~es. 

&. The trend toward highe~ debt cost. 

7. The growth potential in areas in which the company operates. 

8. The essentiality of ,the product, to the public. 

9. The relative size of the individual,water operations. 

The staff witness considered it proper to use the capital 

ratios and debt cost of Citizens Delaware. He .calculated the effec­

tive interest on long-term debt to be 4 .. 30 percent. This is lower 

than the 4.47 percent derived by, applicant primarily because the ,staff 

wieness included the ,effects ,of 2 percent R.E.A. 3$-ye~r notes 

applying to a telephone subSidiary and the first mortgage notes of 

a recently purchased subsidiary. 

Both witnesses used 6.50 percent as ,the current eost of 

short-term debt. 

In. arriving at the rate of return to be allowed a.pplicant, 

we find that 1:be -reasonable effective interest on long-term. debt· is 

4.30 percent and the current cost of short-term debt is 6.50'percenc .. 

Applicants are fiuaneed by their parent by internally generated 

funds without recourse to the financial marketplace.. A subscantial 

portion of 1:he profits of Citizens Delaware in California is ....... 

derived from purchase of small water properties and their subsequent 

sale to public age~cies. All capital gains from this type of buying 

and selling of utility property have accrued to the benefit of the 

investors and were not substantially reflected in the earning 

requirements of applicants by either witness. The alternate invest­

ment theoX')l' is not applicable in rate of return detenninations'unless 
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the real earnings of utility and associated nonuti11ty operations 

are fully disclosed. 

Giving weight to the value of service rendered',. delays' in 

service improvements, overstatement of expenses and plaut accounts, 

and the failure of applicants to provide adequate service to the 

customers, we find that the reasonable range of earnings on equity 

is &.0 to 6.75 percent, or a rate of return on rate base from 

5.53 to 6.0 percent. We will adopt specific rates of return for' 

various districts and affiliates of applicant appropriate for the 

quality of service rendered. Under present operating conditions for 

the Guerneville district we find' a rate of return of 5.5> percent on 

rate base to be reasonable. When applicant has upgraded' service to' 

its customers in this district and demonstrated it to the satisfac­

tion of this Com.ission, a 7.2 percent rate of return on rate base 

would be reasonable. 

Service 

Exhibit No. 52 swcmarizes the s.~rvice complaints of 16 cus­

tomers and indicates the results of the investigation by the utility 

as ordered by the examiner. The comments of one customer on the 

report on his service complaints, included in this record as Exhibit 

No. 58, indicates substantial variation in factual interpretation 

between applicant and the customer. Since neither of the exhibits 

was tested by c:oss-examination we will not attempt to, resolve the 

conflict therein presented. 

Applicant's report of its service investigation can be' 

given little weight. For example, the first public witness who, 

~de a service complaint, at page 52 of the transcript, objected~ 

that a charge of $8 was excessive for turning the water off and on 

so a faucet washer could be insealled'.. .hpl>lieant did not r<e[>Ort,. 
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'. " . , .. ~ . : ~, ,. ... 
as direc,ted, on its standa,rd practice and charge for such mainte,:," 

nance assiseance to customers. 'the report did contain' a" nonres'pon­

sive comment on the purpose of the tariff prOvision of" a '$4 se~ce 
establishment charge. 

It appears from public testimony and admissions.in·Exhibit 

No. 52 that the quality of service in the Guerneville district con­

tinues, as it has for many years, to be a source of dissatisfaction. 

to many customers and substantially below Commission standards, 

although it does not appear to be a menace to health. Promises and ,/ 

studies of service improvements once more appear to be made to get 

applicant over the obstacle of another rate increase p~oceeding. 

This record does not permit orders of sufficient detail on service 

deficiencies to insure compliance by a reluctant utility. However, 

the Commission will give great weight to the continued se,rvice 

deficiencies when weighing the value of service in its determina­

tion of a fair and reasonable rate of return, anticipating that 

applicant may be motivated to make efficient and timely service 

improvements. Promises of improvement are not adequate or accept­

able in lieu of satisfactory service performance. 

Customers complained of discoloration, sediment, chlorine 

taste, contamination, low pressure, outages and other miscellaneous 

items. In preparation for this' rate proceeding applicant engaged a 

consulting engineer to prepare a long-range plan of service improve­

ments. The consultant has proposed a lO-year plant improvement 

program estimated to cost $446,000 at 1968 cost levels· (Exhibit 21). 

If applicant ~~re to undertake such improvement program, it is 

likely that many of the service deficiencies would be alleviated.' 

Even if only the higher priority items of construction in the 

program were completed within the next year:' or two, 11" s.u~stsnti.al: 
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upgrading of service should result. The order which follows will 

provide additional revenues should applicant: complete within a 

two-year period the items numbered'l through: 10151 in Exhibit 21. ~ 
The additional annual revenues will approximate $48~OOObased upon 

the 7.2 percent rate of return previously found reasonable and the 

estimated additional ad valorem taxes and depreciation ou'p1ant 

investment associated with the improvements. 

Accounting 

In 1962, during the hearings on the rate request, of the 

Inverness Water Company, Application No. 44221, as a result of an 

audit conducted at the Stamford office, ehe staff recommended that 

all identifiable direct charges be eliminated from the mutual 

service account and that the remainder in the mutual service account 

be allocated by the four-factor method. The staff also recoJllmended 

that the percentage addition to California construction for Stamford 

office construction overheads be 3-1/2 percent and for Redding. 

office construction overheads be 1-1/2 percent. Decision No. 65404, ",. 

dated May 14, 1963, in this matter adopted operating results which 
., 

included the effect' of the staff recommendation, as also did'Deci-

'sion No. 65425, dated May 21, 1963, in Application No. 44209~ for 

increased rates in the Guerneville district. 

Decision No. 66366, dated November 26, 1963, in Applica­

tion No~ 45176, of the Parkway Water Co. for iccrc.flsed ra,tes., 

specifically noted that applicant had failed twice in the proceeding 

to produce any convincing evidence that the general principles 

guiding the staff should not be followed. 

Decision No. 68443, dated .January 12, 1965-, in Application 

No. 45625, of the North Los Altos Water Company for increased rates~ 

'll.1 See page 52a. 
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157 Item 
- No. 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

Priority 
Description Level 

Scheduled program for im-
proved circulation and valv-
ing of system-, lO-year 
progl:"am • • • • • • • • • • • .. .. .. ...... • • ea • yr . 
Neely Road main repla'cement 1 
Circulation line~ S.S ... Guerne-
ville Bridge- ••.•• ,.............. 1 
5~OOO gal.Ridden Valley tank 
replac:em.ent .. .. .. .. • • • .. .. .... • • .. .. 1 

10,000 Sal.Russer Tank re· 
placement (Replaces 50,000 
't.a. 'nlc.) • • • • • • • • • • • • • .. .••. ~ •. • • • 1 
Monte Cristo main rep'lace-
ment ...................... e' __ ••• 

Canyon No.2 Spring line re-
placement .................. . 
10,000 gal.Breen Tank 
replacement ••••••••••••••• 
20,000 gal.Northwood Tank 
replacement (existing tank 
10,000 gal.) ................. . 
Russian River Heights mn1n 
replacement ............... . 

-S2il-

1 

2 

2 

2 

3 

e· 

Es.tiiiJited Cost 
:Current ,Cost Level 

$22,.500 
25,000 

2,000 

4,000 . 

6,000 

10,000 

6,000 

&,000 

8,000 

12 .• 000 
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again reviewed the showings on dUs controversy. The decision 

advised applicant that its showing did not eontain factual informa­

tion on whieh the Commission could judge the cost of services 

Stamford rendered California operations and that ap~lieant had 

failed to persuade the Co'Clmission that substantial amounts of 

Stamford expenses cannot be identified and/or directly assigned to· 

specific operations. 

Decisiou No. 68443 recounts that a proportional part of 

Stamford accounting salary and associa'Ced expenses are allocated as 

direct charges 'Co those non-California operations for which the 

Stamford office performs general accounting service. Applicant's 

construction overheads, accumulated to remove from Stamford office 

expenses those executive, engineering and accounting items chargeable 

to construction, are based on a 1955 study. The staff in the current 

proceeding noted that no study since the staff recommendation in 

1962 bas been m.acle to ascertain if the 3-1/2 percent rate for 

Stamford construction overheads is still appropriate. 

We find it reasonable that beginning with year 1970, the 

only charges for service performed by the S~amford office which will 

be considered by this Commission for rate determinations. will be 

direct charges for identified specific services that have s~1!fficient 

doctJIllentary support on file in California to permit verification of 

the reasonableness of the charges~ including names of individualS, 

amounts of individual time~ time charge rates, overheads applied, 

a~d basis of overheads. No overheads for construction or expense 

items ~~ll be considered that are derived from c~earingaccounts 

which includ~ it~ which can be directly identified and charged. 

All overhead rates shall be based on current $~udies of operations 

which are reviewed for J:casonableness periodically at: intervals not 
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exceeding three yea:"$. Data justifying all overhead rate determina-

tions shall be kept currently on file in California. , 

It is greatly desired that applicants demonstrate con­

vincingly the reasonableness and validity of all accounting entries •. 

This would be conducive to mutual respect and would implement 

effective regulation, so that the needs of investors and the inter­

est: of customers may both be assu:ed by the availability of reason­

able service at reasonable rates. 

The staff during this proceeding recommended that appli­

cants should not: capitalize tIlllintenance expenses, should retire 

property from the plaut accounts when it becomes no longer used and 

useful in s~rving the public, should adjust advances for construc­

tion to the actual cost of a construction project when the actual 

costs become known, and that the Uniform System of Accounts should 

be applied correctly. We find the staff recoll'lmendat:r.ons reasonable. 

Without having obtained authorization from the Commission for an 

accountiug deviation, applicants are reminded that the prescribed 

Uniform System of Accounts must be followed:, as promulgated, and . 

that compliance is insured by the force of law. 

Findings and Conclusions 

The Commission finds that: 

1. Applicant needs revenues in addition to those produced 'by 

rates in effect on and before September lO) 1969_ 

2_ The adopted estimates, previously discussed herein, of 

operating revenues, operating expenses and rate base for the test 

year 1960 rc~sonab1y indicate the probable results of applicant's 

operations for the near futu:e. 

3_ An average rate of return of 5.53: percent on applicant's 

rate base for the Guerneville district is reasonable. It is 
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estimated that such rate of return will provide a return ,of 6,.0 per­

cent on common equity allocated to the Guerneville 'district. 

4. An average rate of return of 7,.2 percent onapplicant"s 

rate base for the Guerneville district is reasonable if applicant 

completes within two years the first 10 plant improvement items of 

Exhibit 21. It is estimated that such rate of return will proVide 

a return of 8.68 percent on common equity allocated to the Guerne­

ville district. 

5. The rates and charges authorized herein are j,ustified; 

the rates and charges authorized herein are reasonable; and the 

present rates and charges~ insofar as they differ from those pre­

scribed herein. are for the future unjust and unreasonable,. 

G. Applicant bas not conformed its accounts .to the Commissions 

Onifo~ System of 'Accounts for Water ,Utilities (Class A, Class Band 

Class C),. effective January 1,. 1955. 

7. Applicant has not conformed to its main ejC,tension rule by 

adjusting estimated advances for construction to actual costs. 

The Commission concludes that the application should be 

granted in part until applicant's service has been demonstrated to 

conform to the standards of General Order No. 103-, or authorization 

has been obtained to deviate from said standards and applicant has 

comi>lied with all provisions of the folloWing order; and that appli­

cant should be required to. conform to prescribed ac.count:ing and to­

its main extension rules. A customer receiving 400 cubic feet per 

month will receive under the rates herein authorized an average 

bimonthly bill of $8 .. 83, an increase of 11-1/2 percent. 
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ORDER 
~--.-.--

IT IS ORDERED that: 

1. Within thirty days after' the' effective date of this order , 

applicant Citizens Utilities Company of C&lifornia:may' file for vi 
its Guerneville district the revised rate schedule attached to this 

order as Appendix A. Such filing shall comply with General Order 

No. 96-A. Ibe effective dace of the revised schedule shall, be four 

days after the date of filing. ':the revised schedule shall apply 

only to service rendered on and after the effective date thereof .. 

2. In the event applicant undertakes to install plant improve­

ment items numbered 1 through 10 of E-"Chibit 21, within fifteen days 

a.fter the end of each month, until completion of .. such construction, 

a.pplicant shall file a progress report showing the cumulative net 

doller amounts expended for each nUQ~ered construction item. Each 

listed item in the p=osress reports shall include a brief descrip­

tion of tbe size, type and quantity of materials used as 'well as its 

location. 

3. Upon complet~ the require~ent of Ordering Paragraph 2 

before June 30, 1972, and upon re~eiving further authcr.iz~tion of 

this Commission by supplemental order herein, applicant Citizens 

Utilities Company of California, may file for its Gue .. --neville 

district the revised rate schedule attached to this order as 

Appendix:S. Such filing,~ s.hall comply,. with General Order No. 96-A. 

The effective date of the'revise~ schedule shall apply only to 
" " 

service rendered. on and after the effective d'ate tbereof. 

4. Citizens Utilities Company of California shall submit in 

writing to the Commission on or before December 31, 1970, proposed 

journal entries which remove from applicant's plant" accounts all 
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expenditures which should have been charged to the expense accounts~ 

showing the disposition to other accounts of the amounts thereby 

credited to plant. 

S. Citizens Utilities Company of California shall submit in 

writing to the Commission on or before December 31, 1970" proposed 

journal entries which remove from the plant accounts all property 

no longer used and useful in rendering public utility-water service, 

showing the disposition to other aceoUDts of the amounts thereby 

credited to plant. 

6. After December 31, 1969', Citizens Utilities Company of 

California shall use the reserve method of accounting for uncollect­

ibles and shall record tbe actual write-off and collections in the 

reserve account. The estimated provision for uncollect1~les shall 

be charged to Expense Account No. 775, Uncollectible Accounts and 

credited to Account No. 254, Reserve for Uncollectible Accounts 

based on applicant's experience. 

7. On or before June 30, 1970, Citizens Utilities Company of 

California shall submit: in writing to- the Commission proposed 

journal entries wbich reflect the adjustment of all advances for 

construction for main extensions. which have been collected based 
; . . 

upon estimated costs, to the actual costs:, including; any overheads, 
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of the completed main extensions. On or before June 30, 1970,' 

applicant shall refund to or obtain from all persons making an 

initial advance for construccion the difference between such advance 

and the actual cost of construction. 

The effective date of this order shall be twenty-five days 

after the date hereof. 

Da ted at San Francl.'IIeO ~ California, this ::;;.L J;: , 

day of ___ t'--MA_RC_H _____ , 1970. 

~1SS'!oef~ I.... ~~,~ov. ~fI!~ 
%!&ees5111"U,. ~(iftt ,~!~ .nl,~t fJ:-.r't1c·!pa't'f 
in th~ ~1:PoS1tloh ot.th1: procoo~. 
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APPLICABILITY 

.APPENDIX A 
Page 1 or 2 

Schedule No.. GU-lA 

Guerneville Ta.ri£f Area 

Al'OOJAL GENERA!. METERED SERVICE 

\ 
I 

Applicable to allmeterc~ water service. 

Guerneville," Rio Nido~ East. Que:rnewo~, Guernewood P3l"k" North:wood.~ 
Xonte Rio" Vacation Eoach, R::i:vcr Moadows and v1cird.ty, Sonoma County. 

Qc.a.n.t.ity P.:l. to : 

Per l'Ieter' 
Per Month 

All Qc.anu ties, per 100 cu .. tt. .....••...•.•....•. $ O.~7 

Fer: }!eter 
Pel"" Year 

For S/8 x 3/4-:inch meter ~ ................ , .............. ~ ... .. 
Por 3!4 ... ineh tl.eto~· 4o ........... " • # ...... " til • '" •••• 

For l-illcll meta .............. . ' ••.•.. ~ ", ......••• 
For lS-inenmeter .e .... ~ ........ ~ ... ~ .... . 
For 2-ineh moter ............ ......... ' • ........ ...... 
For 3-inell moter #} • • " •• flo ... ... __ ~ • ., ••• Ii' • ... • ,.. •• 

For 4~inenmeter •••••••• # •••••••• ~ •• _.~~. 

The Service Chargo is aJ?:?licable to <lll !!lot<ll."ed 
service. It ic a readine~s-to-zerve ~ze to 

...... hich is added. the charge computed. at tho 
Q1uI.ntity R.s.te~ for water usod during tho biJ.lil'le 
pcr-;'od. 

Sc:"'licc Est.ablisbmont. Charge: 

$ .1...0.00' 
54.00 
~OO 
~oo 
,22&00 
462..00 
672,..00 

For ca.eh ostablisbment or roes~lish."Il.ent of wa.ter 
service •••••••••••• -••••••• ~ •• , •••••••••• _ •••• ~ •• $. 4.00~ 

(Cont::inued) 

(r) 
! 

I 
(I) 



SPEClAI. CONDITIONS 

APPENDIX A 
Pase 2 or 2 

Schedule No. GU-lA 

Gu~rneville Ta.riff Area 

ANNUAl GENERAL METERED SERVICE 
(Continued.) 

1. The <l.nn\1r3.l service charge applie~ to ~ervice during. the l2-month (N) 
~eried com::ncnci."'l.g J:m.W3.r'Y 1 and. i~ d.ue i...'"1 advance. It a. permanent resident 1 
of the area has been a eu~tomor or tho utility for at least 12 consecutive 
::l.ont.h!S~ be m:l.y elect, at the beginning of': the calendar ye~, to p:lY pro-
ra.ted se:-vice charges in advanco at intervals or les~ than one yetJ:: 
(mQnthly~ b:i.::lonthly or quarterly) in accordance with tho utility's e:5ta'o­
lished bi~'"lg perioas excopt that meters ~y CO read and. quantity chargc3 
billed d~~'"lg the winter season at intervals greater than three months. 

2. The openi:lg bill tor general metered. :5ervico :5hall be the ectab-
1ishee ~UAl service charge. \~ere initial sorvice is e~tablished atter 
the i"irst dAy or ~ year1 the portion or ~ueh annual charge a.pplicable to 
the C'lJrrent year :ha.ll be det.er.:ninod by multiplying the JJ.n..'"lual charge by 
O:le three-h'U.."1dred-sixty-fitth (1/,65) of the number of days remaining in 
the calend.ar yeo::. The balance or the pa~ent or the initial 3.n1'l'IUU. charge 
shall be c:r-edited ag~t the chargeo. tor the succeeding romual period.. It: 
s<)rvice i~ not continued. for at least one year a.ttl!lr tho d3.te ot: initial 
service, no retuna of the init~ annual c~go~ shall eo aue the eusto~or. 

3. T.ne ~ervice est.3.blishmont ch:l.rge provided for herein is ir. :3.ddi­
tio:l to the e.."largO:3 ~C\:lated ir. accordance with this schedule and 'Will 
be mde each time an acco'Unt is opened. or reopened for a customer at the 
ti:e .... '3.tor ~:-v:i.co is to be establish¢d. .. restored a....f't:.er diseontin\:.l.Ulce at 
¢'CStomer"s r«:'.le~ or ·~rans!'crred. to ~ cli!!'"rent C'U!ltomer which r~1Jirec 
a ::~~ reading. 

I 
I . 

eN) 

(D) 

(T) 

4. Until the 5 percent surcharge to Feder.~ I..'lcome T~e3 i:: romovec. (N) 
ill bills COl:lputed. lJIlder the above ta.r:trr -Hill be increased by l.l percont. (N) 
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AP?UCABIUTt 

APPENDIX B 
Page 1 of' 2 

Schedule N~. CU'-lA 

ANNUAL METERED SERVICE 

Applicable to all metered water ~orvico. 

Gucrnoville, Rio Nido, EIlst Guernowood." GuornewOOd, Park" Northwood, 
Monte Rio, Vacation BGaeh, River Me£l.doW$ and Vid.nity, SonomA. County. 

Quantity Rate: 

Per 100 cu.rt • ..... ~ ...........•...•.......... 

Amr.la.l Service CMrgo: 

Por 5/Sx 3/4-5.:n.eh me't¢r ...................... . 
For 3/4-1:tJ.eh meter ............... ., ..•••. " .... .. 
Por l-ineh meter .•.••••••••.•.•.•••••• 
For l~inen moter ••••••••••••.••••••••• 
For 2~inen ~etor ••••.••••••••••••••••• 
For :3~ineh meter • ~ .. ~ ................... ' ..... .. 
For 4-inch meter .~ ..•.••••••.•....•.•• 

The Service CM.x-ge i~ applie.:l.ble to ell 
me~~ service. It is ~ r~~diness-to­
S():'Vo eM.rgc to which ieJ oldded tho ch.ergo 
eor.:putcd. ~ ".:.ho Qu3ntity R.::t.e.. tor water 
usee d,1.:rinz the b:i.lling period .. 

Service EsUlblishment Chc.rgo: 

For o.:.eh. es~blis:hment or roe:stablisl".mcnt of 

Per Meter. 
PCX"" Month 

Por Meter 
PerYcnr 

$ 56·.64 
75.00 

ll4.OO 
204..00 
32.4.00 
640·.00 
930 .. 00 

Wtnl.ter .50MCe- ••• -- ......... __ ...................... 4'. • • $ 4.00 

(Continued) 

(I) 

I 
1 
I 

! 
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SPECIAL CONDITIONS 

APPEN:O:D: B 
Page :£ of 2 

Sehed.'Ule .No. GU-lA 

ANNUAL l-~ SERVICE 
( Continued) 

1. '!ho annunl sorvice cho.rgo ~pplie~ to service during the 12-month 
per-.i.od. co:z:mend.ng JanWJ.ry' 1 and is due in advance. It a porma.nont resic.ent 
ot the are~ haz boen ~ customer ot the utility for at least 12 consecutive 
:mont.h~, he may elect, at tho beginning of the calond.ar year, to pay pro­
r~tcd service eharge~ in advance at interva.l~ of less thM. ono yeo.r 
(monthly, 'bit:ont..~ or quarterly) in accordance with the utilityt: e::tab­
lished billing periods. Meters will be re:ld al'ld. q'-lant1 ty chargos billed 
monthly, bin:onthly' or quarterly in accordAnco w.i.th tho utility's estab­
lished b~JJ;n.g periods excopt that meters 'tIlJ).y '00 read. and q,ua.ntity charge:. 
billec. euring the ~~nter oea30n at interval3 greater than three months. 

2. The opening bill for catered s~rvico shall be the establ:t:'Jhed 
~~ual service charge. ~~ore initial service is established atter the 
first C:J.y 01' err;- yoa:r, the :portion ot such annual charge applicable to 
the current yc:J.r shall be c.etcrmine<i by m'Jltiplying the annual charge by 
one tl".ree-hundrod-sixty-fitth (1/365) of the n\lmber ot days remaining in 
the c.:l.lendar year. The balance or the payment ot the initial annual chQrge 
shall be credited against the cha:ges for the succeeding annual period.. I.t 
5e~ce is not continued for ~t lc~~~ ono yo~ ~cr the dato of initial 
~crvie~~ n¢ refun~ of the initial annual chArges shall 00 due the customer. 

3. The service e$tabli3bmont charge provided tor herein is in ad.di­
tion to the eharge, calc1.llated in accordance w.i..th this SChedule and. will 
bo made each time ~ account i: opened or reopened tor a customer at the 
time water service is to be established, restored ~er discontinuance at 
eu.~o=er's r~est or tr~rerred to- a different c~tomer which requires 
a :t:leter readingr 


