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Decision No. - .... 7(-7~5~GUoOIl9'-'- I,. ,. 

, I 

BEFORE THE PUBLIC UTILITIES. COMMISSION OF'!HE STATE OF 'CALIFORNIA ' 

In the Matter of the Al??liczt:::'on ~ 
~f FRANCIS R. FER:RJ.RO, doing bus- <-
l.ncss as 'KAVANAGH VIsr,CA WA'I'ER. ~ 
COMPANY, under Section 454 of the ~ 
Public Utilities Code, for author-
ity to increase rates for water ~ 
service. ) 

Application No. ,51534 
(Filed December 8, 1969; 

Amended J.zlnuary 29" 1970) 

F:r:a:lcie H .. Fer=sx'o, applica':lt. 
Jolin D-:-Reaaer ar/.Cf I. Ns~ao, for the 

Co~ssion staif. 

OPI!~!ON ..... __ ~ ....... _1iIIIIIIIIt 

Francis R. Fcrr~ro, doing business as Kavanagh Victa 

W~ter Company (applicant), seeks authority to increase rates for 

water service to approximately 605 customers in an unincorporated 

area six miles north of Fresno" Fresno County. 

Public hearing was held' before'Examiner Coffey in Fresno 

on April 21, 1970. Copies of the application have been served and 

n,c>tice of hearing 1135 been mailed to customers in accor&lnce with 

this Commission r s rules of procedure. The matter was submitted on 

YUlY 5, 1970, with the receipt of' Exhibit No.6" a report on the 

status of assessment bond financed plant in !hunderbird Estates, 

Tracts Nos. 1614 and 1639. 

A staff financial examiner and an engineer presented the 

results of their field investigation of applicant's operations. 

Plant faci1itie~ were inspected, pressures checked, and customers 

interviewed in M.-:!rch 1970.. The staff examined app,l:i.cant' s books 

and other ~cccuneingrecords .. 

Applicant generally accepted the staff report but pres~ 

ented evidence and argued that certain itemkq in the estimate of 

results of operation were u~deX'estimated. 
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Five customers protested the amount of the proposed rate 

increase. Several witnesses complained: of sand, low pressure and 

unannounced interruptions of service but stated that' service bad 

improved since the system was acquired by the present owner in 196,7. 

Rates 

Applicant's present fl~t rates, became effective on . 

J~nuary 18, 1964, by Decision No. 66291, dated NovemberS, 1963. 

Applicant's present meter rates became effeetive on August 10, 1963 

by Decision No. 65664, dated' July 9, 1963. The proposed increase 

amounts to about 50 percent for meter rates and an average of about 

105 percent for flat rates. Only four eustomers receive service 

through meters. Applicant also proposes to add minim~ charges for 

larger size meters and to change and enlarge the classifications for 

flat rate service to business establishments. 

The follOwing tabulation compares applicant's present and 

proposed rates for flat and meter r~tc service. 
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Metcr'Ra.te~ 

Quantity Ratco.: 

First 900 cu.tt. or 10'3 ••••••••••••••••••• 
Next 1~1~ cu.tt. per 100 cu.tt ••••••••••••• 
Next :3~OOO· cu .. tt. per 1(')0 cu.tt ••••••••••••• 
Over $,,000 cu.!t. per 100 cu. ft ••••••••••••• 

,Y~ Charge: 

For 5/S x 3/4-1neh meter •••••••••••••••••••• 
For 3/4-1nch meter •••••••••••••••••••• 
For l-ineh'metor •••.•••••••••••••••• 
Fer l~inch meter' .................. , ... . 
FQr 2-1llch meter *' ••• ' III •••••••••••• IfI .. .. 

For 3-ineh meter .' ..................... . 
For 4-".lneh rnetel" ........... e ........... . 

For 6-ineh meter ..................... . 

The M.nimum Charge ~ entitle the euotomer 
to the ~tit:y of W'S.ter which that minimum 
charge 'Will purchase at the Q\l8.ntity Rate,. 

I 

I 
Per M.eter I per ..... 'Ionth 
Presenti PropoSed. 
Rates . Ra.tee· . 

$ 2'.6; 
.18 
.12 . 
• 06· 

$ 2.65 
3.60 . 
5.25 
8.50 

11.00 

$4.00 
.Z1 
.lS 
.09 

$.4 .. 00 
6.00 
9.00 

14.00' 
20.00 
40.00 
60.N"- . 
120.~ 

Flat Rates Per Service Connection Per Month 
3/4=1neh' 1-1neh _IF£neh 2--ineh 

Pl"es.. Prop. Pres. Prop. Pro:). Prop. Pres •. Prop. 
Rates RAtes Rhtes Rates Rate~ Rates Rates Rntes 

1.. For :)1ngle-iamily Hzident1a.l 
\mit~, including premises 
h~ving an area. or: 

e~lOo 3quare feet ()r lO'os 2.90 6.00 2.90 6.00 ll.oo - 16.00· 
B,.lOl to 1.4,000 eq,ua.re 
teet .... -.... •.••. •.• 4. 10' 6, ~~ 4. lO S ~S I:. 1:.0 II 00 - 16.00' . o.~,.. ~J . ~.~ .. 

14,001 to 25,000 3q,uare 
teet· .• ' •••••.••••• 

Over 25;000 square teet or 
each additional 100 sq,uare 
teet or fraction·thereot: 
?resent . Proposed . 

For each" ad.d.it:toiJ·~e 
t~ rO$idonti<ll 'lmiton 
the 3mne promisos· ntld -servod. 
from the samosorVice 

5.00' 10.00 6·.50 13' .. 00 8.00 16.00 

.. .... 

eonnection................... 2.30 4.65 2 .. 90 5.90.3 .. 25 6.60 3.25 6.60 
2. For each automo'oUe ·"ervice 

station 1 re~Ul.urant 1 hosp11'.l).l .. 
beauty salon ••• '.,.. ••.••••••. 6 .. 00 1.~.~ 

:3'. For e~eh motcl~ hotel~ 
a.partmont~, plU!) $3.25 por 
\l%li.t ............ ' ........ ,.' ...... . 

4. For e~ch bueiness establieh­
mont other than those listed 
in,2anci 3 above .... w •••• 

3.50 7.l0 3.50 7.l0 6.00 l.2.20 ,7.75 15.70' 

3.50 7.10 3.50 7 .. 1~ 6 .. 00 12.20 7.7515·.70 
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Results of Qperat10n 

The following tabulation·eoop~rcs the results of 

app11csnt t s operations under present and proposed rates for, the test 

year 1970 as estimated by the staff and the adopted results of 
I 

operation at rates authorized herein: 

Results of Operation 

Staff Est1mllec 
'Present Proposed Adopted 

Item Rates Rates Results 

Operating Revenues $27,20.0. $54,920. $45,40.0. 

Deductions -
Source of Supply Exp. 20.0 20.0. 20.0. 
Purehased Powe-r '>,30.0. $,30.0. 5,30.0. 
O&M,Labor 8,20.0. 8,20.0. 8,20.0. 
O&M Materials 1,850. 1,850. 1,850 
O&M Cont~8et Work 70.0. 70.0. 700. 
Office Salaries 1,970. 1,970. 1,970. 
Management Salaries 3,,120. 3',120. 3,120. 
Office Suppl., & ~. 1,70.0. 1,70.0. 1,70.0. 
Ins. & Empl. Benefits 2,.910. 2,910. 2,950. 
Ac~ount~ng & Legal E~ 30.0. 30.0. '30.0. 
Gene~al Expense 220. 220. 220. 
Vehicle Expense 2,690.' 2',690., 2,690.-
Office & Storage 

41Q: R.ental. 410. 410. 
Subtotal 29,Sm" :Z~,5J(j 29,6-10 

Depreciation Exp. 4,60.0. 4,60.0. 4,60~ 
Property Taxes ' 2,250. 2,250 2,,250. 
Payroll Taxes 1,280. 1,280. 1,340.' 
Income Taxes - 3 z 32Q 460 

Total Deduet10ns ~', ,~O' 2;"l:,p20 3g,:z~0" 

Net Revenues ~lo.z30o) 13',900 7~140 

Rate Base 95,,220 95,220. 95,220 

Rate of Return Loss 14.&% 7 .. 5% 

(ked F:rgu~e) 
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The staff eliminated from plant the acquisition costs 

incurred by ~p?licant amounting to $2,,200. Applic.lnt argued: that 

the expenses were incurred because of a trustee sale and the require­

ment to obtain .a certificate of public convenience and necessity to 

operate the utility and that the accounting was acceptable for 

income tax purposes. We find the staff adjust!:Ilent reasonable .. 

~cpenditures may be treated differently for tax and regulatory 

purposes, different methods of accounting being entirely proper and 

correct for the respective dif£eren'c purposes. 

Since most of the billing is bimonthly in advance of 

serviee, the stoff did not include a working cash allowance in the 

rate base. Applicant requested that $160 be allowed for working 

cash since approximately $1,000 of revenue is obtained from meter 

rates. The staff .1llowance is eon ervative and favors applicant 

since it w~uld be appropriate to'reduce the applicant's rate base 

to reflect the general collection of revenues in ~dvancc of the ?oy­

ment of most expenses. The staff estimate will be adopted only for 

the purpose of this proceeding. The staff should review its me~hods 

of estimating the working cash allowance when revenues of small 

utilities or districts of utilities are collected on the average 

substantially in advance of the expense payments. 

To estimate m3n~gement salaries the staff assumed $24 per 

customer per year to be reasono:ll:>le'after considering the practice of 

other water utilities and the large progressive annual increases of 

msnagement salary by applicant:. Applicant: argued tba~ this s:llary 

should be equal to that of a superintandcn: of a pipe-laying compsny. 

ConSidering that ~mounts for accounting, legal and other expenses 

are included in the staff estimates which may be use'd· for management 

compensation and cODsidering the substantial pension and insurance 
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expenses adopted herein, we find the staff estimate of management 

salaries reasonable. 

Applicant leases to bis operating ~tilities all small 

tools, office equipment and vehicles. After comparing these rental 

charges with costs of ownership by the ueility, the staff concluded 

that the rental charges are excessive and that ownership of the 

equi~ment by the utility would reduce applicant's operating expenses. 

We find the staff adjustment of rental charges reasonable. 

Applicant argued ehat the est~tc of office supplies and 

expense should be increased by $130 annually in anticipation of 

increased postal rates-. This record docs not contain sufficient 

information to support this speculative request. 

Applicant maintained that the staff allowance for insurance 

and employee benefits should be increased $877.23. It appears that 

if $40 is .:lddcd to the staff estimate sufficient funds will be avail-
" 

able for the portion of such expenditures allocated to applicant. 
i 

We find $2,950 to be a reasonable estimate of insurance and employee 

benefit expense. This adopted allowance includes amounts coramitt,ed, 
I 

but not aC1:ually contracted, for employee benefits and an adjust­

ment for the added insurance billings demonstrated 'by Exhibit NO'. 3. 

Applicant requested $249.37 be added to the staff allow­

ance for payroll taxes. Since ehere are limitations in the amounts 

of such taxes per employee ana since some employees do not ea~se 

a tax levy, we find it reasonable to increase the staff estimate 

by $60 to reflect the workm3n's compensation insurance rate currently 

being paid 'by applicant. 

A public witness questioned if cer~i'O. plOlnt \:Sed 

by applicant for utility service was owned by the utility. 
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Late-filed Exhibit No. 6 establishes that the subdivisions 

identified as Tract No. 1614,. Thunderbird Estates; and Tract 

No. 1639,. Thunderbird Estates No .. 2,. were financed by assessment 

bonds under the Improvement Act of 1913. The staff determined the 

3ctua1 costs of intract facilities for both tracts from a review of 

the records on file in the City Hall of Fresno, California. The 

costs of these facilities were eXCluded from 'applicant's plant ac­

counts in connection with the previous rate application,., No. 45002, 

because of the absence of a resolution of the Board of Supervisors 

transfe:ring these utility facilities to Kavanagh' Vista Company. 

Since these facilities are not recorded on applicant's books of 

aecount,. no adjustments are necessa;y herein. However,. since appli­

cant provides water service to these two tracts,. it should obtain 

title to the facilities. If the water system serving the thunder­

bird tracts is transferred to the utility,. the staff recommends 

that these facilities be recorded in applic3nt's plant accounts,. 

with a contra entry to Account 265-, Contributions in Aid of Con­

struction. 

The staff recommends that applicant contact the County 

Board of Supervisors and arrange for the transfer of title to the 

said utility plant facilities in Thunderbird Estates, Tracts 

Nos. 1614 and 1639,. which were financed by assessment bonds. 

Service 

The staff report of its field investigation indicates: 

a. Two infortlUll complaints have been filed dur­
ing the last three years, both of which were 
satisfactorily resolved. 

b. The utility was reissued a permit by the 
Department of Public Health in 1969. Periodic 
tests show water quality to be satisfactory. 

c. Pressures were: maintained ~twccn 35 and 65 psi. 
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d. The 6-inch main between Blackstone and CaLSver~s 
Avenues may not have suf:icient capacity in 
sumcertime d~c to about 200 feet of 4-inch feeder 
;in~ a;ong E$c~lon Avence. The utility sho'~ld 
~nvest~gate th~s ~tter when peak eonsumption 
occurs ~nd, if necessary, install 3 larger feeder 
line. 

e. Occasional leaks occur in the system. Some 
street grading subsequent to s~stem installation 
has left some mains without sufficient cover. 

f. 'the utility is llUlnaged and operated in a consci­
entious and thorough manner. 

Rnte of R~t~rn 

The staff recommends a rate of return of 7.$ percent as 

fair and reasonable, giving consideration t~ the utility's long­

term debt: balance of $77,464 on December 31, 1969', .at 6.25 ,percent 

interest to Bank of America.. This ra te of return will produce a 

return on equity of approximately 12-' percent. 

" 

, , 

Applicant requested a rate of return greater than 7.5 per~ 

cent after demonstrating that the cash generated from utility ope::'- i 

ations would not be sufficient to repay existing debt, interest 

thereon and to provide for esti~ted ann~l capital additions. Con­

sidering the amount of net revenue increase authorized herein~ 

$17,640~ the impact of increa.sed rates on customers and the eeonooy" 

and other factors, we find the staff recommended rate of return to 

be reasonable; 

Staff Recommendations 

The staff recommends that applicant be directed to: 

1. Place on its books of accounts the amounts for balance 

sheet items, utility plant and depreciation reserve as shown in the 

column entitled "Adjusted September 30, 1969" in the "Net Plant 

Invest:o.ent" tabulCltion on page 4 of Exl".ibit No.1 .. 

2. Determine depreci~tion accrusls by accounts using the rates 

shown in the depreciation accrual calculation table in Exhibit No. 1 

-8-
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until reviews in accordance with ordering paragra.ph 4 of Decision: 

No. 65664~ dated July 9, 1963, in Application No. 45002 determine 

otherwise. 

Findings and Conclusions 

The Cotcmission finds that: 

1. Applicant is in need of additional revenues but proposed 

rates set forth in the application are excessive. 

2. The adopted estimates~ previously discussed herein, of 

operating revenues, operattng expense and rate base for the test 

year 1970, reasonably indicate the results of applicant's operations 

iu the near future. 

3. A rate of return of 7.5 percent on the adopted rate base 

for the year 1970 is reasonable. 

4. The incrc~ses in rates and charges authorized herein are 

justified, the rates and charges authorized herein are reasonable, . 

and the present rates and charges, insofar a~ they differ from those 

prescribed herein, are for the future unjust and unreasonable. 

5. The recommendations of the staff 8.S herein set forth are 

reasonable. 

The CommiSSion concludes that the application should be 

granted to the extent set forth in the· order which follows: 

OR.UER _ ..... _ ..... iIIIIIIf 

IT IS· ORDERED that: 

1. After the effective date of this order, and after appli-. 

cant h3s advised the Commission in writing that he bas contracted 

for the employee benefits included in the results of operation adopt­

ed herein, Francis H. Ferraro, dOing business as Kavanagh Vista Wa'tcr 

Cocpa~y~ is ~uthorized to file the revised r~te schedules .~ttsehed 

to tb1·& orcler as AppendiX A. Such filing. s'Lulll comply with General 
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O:de~ No. 96-A. The effective date of the revised schedules shall 

be four days after the date of filing., The revised schedules shall 

apply only to service rendered on and after the effective date 

thereof. 

2. Within ninety days after the effective date of this order, 

applicant shall submit to the staff proposed journal entries which 

will record on its books of accounts the amounts for the balance 

sheet items, utility plant and depreciation reserve shown in the 

column entitled "Adjusted September 30, 1969" in the -'Net Plant 

Invrestment" tabulation on page 4 of Exhibit No. 1 in this proceeding. 

3. Applicant shall determine depreciation accruals using the 

rates shown in the depreciation accrual calculation table of Exhibit 

No. 1 for the year 1970 and thereafter until reviews in accordance 

with ordering paragraph 4 of Decision No. 65664, dated July 9, 1963" 

in Application No. 45002 determine otherwise. 

The effective date of this order shall be twenty days 

after the date hereof. 
San Fns.n~ Dated at _________ , California, 

~ AUGUST 
"""'-__ day 

of _________ , 1970. 

Gt1-A!r / ,~> 

C01iIiissioners 

Comm:1::!:1oncr Vernon t.. Sturgeon. be1XJ8.· 
~c:e!l:ar11y Qbso~'t. did not.' ~r1.1c1paw 
JU 't.~ d13po~1't.1o~ o~ th1s proceo~ 
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APPLlCABnITY 

APPENDIX A 
Page 1 or :3 

Schedule No. 1 

Applicable to all motered ~ter 3orv1co. 

TERRITORY 

(T) 

Tho area adjacent to Ballard. Avenuo, and vicinity, located approX1ma.tel;y' 
6 TJliles north or Froano, Fre:sno CO\lnty. 

RATES 

Qu.o.ntity Ratos: 

F1rst 900 eu.:rt. or loss ..... . '._ .........•....... 
Next 1,100 eu.tt., per 100 eu.tt ••••••••••••••••• 
Next 3,000 eu.1't., per 100 eu.!t .................... . 
Over $,000 eu.tt., per 100 eu.1't .................. . 

For 5/S x S/4-1nch meter ............................ . 
For 3/4-1neh metor •••••••••••••• ~~~ •••••••• 
For l-inch motor ......... '" ...... ,. .......... . 
For l!t-inch m.eter ....................... e .••• 

For 2-inch motor ..................... ' •• ' •••• 
For 3~1nCh meter ••• ~ ••••••••••••••• ~ ••••• 
For 4-inch metor ••••••••••••••••••••••• ' ... 
For 6-inchmet~ ••••••••••••••••••••••••• 

The Minirm.Jm Charge -.dll anti tle the c'IlStomer 
to the quo.ntity o~ water 'Wbich thAt m-!' nimum 
ch..o.rge "-'ill pureMsG a.t the Qwlntity P.a.te~. 

Per Motor 
Per Month 

$ 4 .. 00 (I) 
.Z7 
.lS 
.09 

4.00 I 
6.00 
9.00 

14.00 I 
20.00' (X) 
40.00 (f) 
60.00 

120.00 (N) 
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APPLICABILITY 

APFnm:o:: A 
Page 2 or 3 

Sehod\llo No. 2 

PUT RATE SERVICE --

Applicable to all !.lat rate water service. 

TERRITORY 

The 3.X'O.l. ~ja.cont to Bn)J-lrd. Avenue~ 3%ld vicinity" 10e.'lted 
.l.pprox::imll.tely 6 miles north o! Frosno" Fresno County. 

(T) 

RATES Per Servico Cor.nection Per Month 
1" or· 

Snmller l'=ineh 2-ineh 

1. For a single-family resiclontial \U'li t" 
including promi:lo:l hC"ling an ares. or: 

8,,100 Squaro rcot.or less •••• $ 4.90 $ $ - 't) S,lOl to 14,,000 squnre teet ... 6.90 9.:30 
14,,001 to 25,000 sq;ua:'O reet .... 8.40 10.50 13.00 (I) 
Over 25,,000 sq .. fi. per 100 sq • .t:t. 0.02 0.02· 0 .. 02 (N) 

For each actdi tionaJ. single-to.m1ly 
residential unit on the s~e premises 
3Jld served !rom the S3me se%'V1ce 
eontleet1:on ••. '" ..................... ~ • 4.00 5 .. 00 5 .. 00 (I) 

2. For each automobilo service 3t~tion~ 
restaurant or beauty ~alon ......... 10.00 14.00 22.00 (I) 

3. For motels, hotels or apartments 

(a) For the initial unit or manager'$ 
apa.x-tmont ••• II ................. • '. 6.00 8.00 8.00 (N) 

(b) For oach additionJJ.l \Ulit ••••••. 3.00 3.00 3.00 (N) 

(D) 
(Continued) 
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SPECIAL CONDITIONS 

APPENDIX A 
Pngo 3 of 3 

Schedule No. 2 

FLAT RATE SERVICE 
-rc=-ontinUod ) 

1. All service not covored by the above cwsifieations shall be 
!urnishcd o~ on a metored basis. 

". 

2. For ~orvico covored bY' the above el,Q.s.~it1cations" it the utility :10 (T) 
elect:!!" a. moter mIJ.Y' be wtallod. and. service provided \mder Schodule No.1" 
Metored Sorvico. (D) 

.. 
, . 


