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Decision No. 79695 
BEPORE TEE PUBLIC UTILITIES COMMISSION OP THE STATE OFCALIPORNIA 

In the Matter of the Application ) 
of CITIZENS UTILI~IES CO~PANY OF ) 
CALIFORNIA, a corporation, :or ) 
authority first to increase its ) 
rates and. charges for itz water ) 
system serVing the town and ) 
Vicinity of Felt~n in Santa Cruz ) 
County, and second, for inter1~ ) 
r9.te relief. ) 

-----------------------------) 

Application ~o. 52~59 
(Filed August 26, 1910) 

Heller, Eh~~, White and McAu1ifre, by 
Weyman I. Lund~u1~~, Attorney at Law, 
for applicant. 

Charles R. Mack, Co~~ty CO~~$el, Yolo County, 
anc Lynn D. Finney, Assistant County 
Counzel, Santa Cruz County, inte~/enorz. 

Donald Meaney, Attorney at Law, and :. D. 
Reader, for the Commission starf. 

o PIN ION --'-----'-
In Application No. 52159, Citizens Utilities Company of 

California (Citizens-California), a wholly owned subsieiary of Citizens 
Utilities Company of Delaware (Citizens-Delaware), requests an increase 
in rate: for water service by its Felton Water District.!! The 
application was consolidated for hearing purpo~es with similar requests 
by two subsidiary companies of Citizens-De1awa:-e, the tras~~1ngton ·~at~:· 
and Light Company in Application No. 52100, and the Larkfield W~te~ 
Company in Application No. 52161. Issues co~on to all three a,p1i-
cations were. heard in public hearings ~efo:-e Exa:niner Poley on 1\lay 6 
and 7, 1971 in San FranciSCO. ~~ aad1tiona1 two days of public 

11 Citizens-Delaware is a nationwide utility which prOVides gas, 
electric, telephone and water services in over 450 con~~~it!es in 
the U.S. It had gross operating revenues of over $27 million 
during 1969. 
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hear1ng relating to the operations ot the Felton District were held 
on May 24> 1971 in Felton anQ on May 25> 1971 in S~~ta Cruz. The 
matter was submitteQ subject to the filing or briefs on July 14, 1971; 
and September 15 , 1971. 

Citizens-Ca11forn1a acquired the Pelton District 1n 195z 
when it acquired all the stock of the Felton Water Comeany.g( T~e 
Felton District serves over 900 customers near Felton in Santa Cruz 
County. Its sources of water su~~ly 1nclude diver~10ns trom ~all 
Creek and Bull Creek, as well as two spr1nRs and one well equipped 
with a deep well turbine. There are two earthen reservoirs anc nine 
storage tanks which provide a combined total storage capacity ot 
515,000 gallons. 

Felton was last authorized to increase its water rates in 
App11cation No. 45164> dated February 5, 1963 by Decision No. 68700, 
d.ated Z,zarch 9, 1965, after rehearing. The Com:niss1on founa that a 
6.5 percent rate ot return was reasonable. Felton was also ~anted. a 
rate increase to offset the federal income tax surCharge by Decis!on 
No. 77133, dated April 21, 1970 1n Application No. 50567. An 1nt~rim 
rate increase 1n this proceed.ing was aenied by DeCision r.ro. 78665, 
dated May 11, 1971. 
Present and Proposed Rates 

A~plicant proposes that its Felton District rates be 
increased by $35,449 or 46 percent in order to realize a rate o~ 
return between 9.3 and 11.5 percent on its net investment rate base. 

£/ As of Dece~ber 31> 1969 Citizens-California owns ~~~ operates 
water syste~ which serve over 21~OOO consumers in twelve separate 
districts or areas in Northern Calitornia. 
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The proposed rateswouldresu1t in increases to customers for general 
metered service as shown ~elow: 

Per Meter Per Month 

Monthly Quantity Rates: 
First 5,000 cu.:f't .. , per 100 cu.f't. 
Over 5,000 cu.ft., per 100 cu.!'t .. 

Annual Service Charge: 
For 5/8 x 3/4-inch meter 
For 3/4-1nch meter 
For. l-1nch meter 
For 1-1/2-1nch meter 
For 2-inch meter 
For 3-inch meter 
Por 4-1nch meter 

· . . . . . . . . . . . · . . . . . . . . . . . · . . . . . . . . . . . · . . . . . . . . . . . · . . . . . . . . . . ~ · . . . . . . . . . . . · . . . . . . . . . . . 

Present 
Rates 

$ 0.38 
0 .. 31 

Per Meter 
$ 30.00 

45.00 
72 .. 00 

120 .. 00 
192.00 
300 .. 00 
528 .. 00 

The Annual Service Charge is a rea~1ness­
to-serve charge applicable to all metered 
service and to which is to be added the 
monthly charge computed at the Quantity 
Rates. 

Proposed 
Rates 

$ 0.562 
0.459 

Per Year 
$ 44.50 

66 .. 50 
106.50 
178-.00 
284 .. 00 
533.00 
782 .. 00 

Applicant does not seek any increase in the pre~ently 
authorized charges for fire protection services .. 
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Summaries of Earnings 
The following are the applicant's and the stafr's adjusted 

summaries of earnings for the ~ro forma year 1970: 

: : Staft ~evised : Applicant : 
: Applicant :1970 Est!mated~: Exceedz Staff : 

: :Present:Proposea:Present:Proposed::: 
______ ~I~t~e~m~ ____ ~:~Ra~!~es1(:PAtes 21: Rate5 : ?~tes :Present:Propose~: 
Operating Revenues $ 76~594 $112~043 $ 69,113 $101~590 $7,481 $10 7453 
0Eerat1ns Expenses 

Opr. and Ma1nt. 
Adm. and General 
Depreciation 
Taxes other than 

Income 
Income Taxes 

Total Expenses 
Net Opr. Rev .. 
Depr .. Rate Base 
Rate ot Return 

1/ 
~/ 
11 

O~~rat1ng Revenues 

29~803 30~273 29,100 29,225 703 1,048 
14~064 14~235 117056 117227 3~OO8 37008 9,608 97036 77343 7,343· 27265 17693 
18",221 18,.221 9,285 9,285 ~ m 

12z8~~ 1 2077 17 7 695 (l,07 ) (l z ) 
71,696 87 ,598 57,.861 74,.775 13,835 12~823-
4,898 24,445 11,2;2 26,815 (ba3S!) (2 2310) 

319,254 322,077 241,.900 241,900 77~354 80,l77 
1.53% 7.59% 4.65% 11.09% (3.12)% ($75£)% 

(Red F1gure) 
Exh. No. F-7. 
Tables 5 & 6, Citizens Brief .. Exh. No. F-13. 

The only Significant difrerence between the ztarf's and 
applicant's revenue estimates relates to Cit1zens-California's inelu-
sion or revenues from an extension of its service area along Highway 9. 
This extension was authorized in November, 1970 and was completed in 
early 1971. It includes about eighty customers. Applicant was 
authorized to invest its own funds in order to establish this extension 
because it anticipated larger than normal revenues from these customers. 

Applicant contends that the extenSion should be included tor 
rate-making purposes because it has been completed before conclusion 
of the hearing. The starr objects to inclusion on the ground that 1t 
would be a burden to the eXisting ratepayers Since the actual cost of 
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the extension was much more than originally estimated. The result 
would ~e subsidization of the extension oy the existing customers. 
The stafr position !s reasonable at this time 3ince the eighty cus-
tomers included in the extension have not contributed to paying tor it. 
Applicant's costs involved in this extenSion should be recovered from 
the expanded revenues it anticipated when it reQuested authority to 
deviate from the normal extens10n rule. This adjustment also arfects 
operating and maintenance expenses~ depreciation e~nse~ taxes~ and 
rate base. 

Applicant and the staff disagree as to the annual usag~ and 
number of customers in the district. The dispute regarding cons~t1on 
results from differences in estimating the effect of rainfall on water 
sales for the Felton area. The staff method is preferable and will be 
adopted because it relics on the closer weather station point of 
Ben lomond. The staff esti:nate of 989 customers ~ which is less than 
applicant's is adopted because it is more conservative. 
Operation and Maintenance Exoenses 

The applic~~t's e$ti~ates of the operation ana maintenance 
expenses exceed those of the staff at present rates by $703~ of which 
$502 results from the exclUSion of the Highway 9 extension. The 
balance represents reduced electrie power expense which results from 
the downward trend in the unit cost of power in relation t~ the 
quantity of water p~~ped. 

Except with regard to the Hi~~way 9 extenSion, applicant 
apparently does not oppose the starf's position. The estimate as 
calculated by the stafr is adopted. 
Administrative and General EZRenses 

The applicant ~~d the staff differ in their estimates of 
these expenses in the amount of $3~008 as follows: 

I-1utual Service Aecounts 
Common Plant Expenses 
Legal and Regulatory Expenses 
Welfare and Pensions 

Total Administrative & General 

Applicant'S Estimate 
ExceedS 

Stafr Estimate 
$1~511 

38 
1~010 

283, 
Expense - Dif~erence $3~008 
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The primary dispute 'between the applicant and the staff 
relates to the allowance or expense for managerial and executive 
eerVices from Cit1zens-Ca11fornia's headquarters at Redding and from 
C1tizens-De1aware's headquarters at Stamford, Connecticut. The issues 
raised 'by the difficuJ.ty of d.etermining appropriate allocations of 
these mutual expenses to specific water districts of tbe applicant for 
rate-making purposes were d1Scussed in detail in the COmmission's 
recent decision regarding the rate increase application for operations 
in the Guerneville District of Citizens-California. (Decision No. 
76996, dated March 24, 1970 in Application No. 48905, hereinafter 
~eterred to as Guerneville decision.) 

Ine staff maintains that the Guerneville decision'S method-
ology should be followed unless the applicant justifies a reVision by 
clear and conV1ncing new proof. The staff also p01nts out that it and 
the applicant are discussing other possible solutions to this problem, 
an~ that given the recent date of the Guerneville decision it should 
be followed. 

As a consequence the starr's allowance tor these mutual 
service eA~ences adheres to the GuerneV1lle approach With two a~just­
ments: (1) the stafr has included in the allowance tor Stamford 
mutual serV1ce expense the salary cost for two aSSistant V1ce-
preSident pOSitions which were not allowed in the Guerne~Jille deCision 
because they were vae~~t; and (2) the staft has allowed certain 
engineering salaries that were disallowed in Gu~rneville. 

Applicant, on the other hand, contends that an allowance 
sho1J.ld 'oe accepted tor the salary and. expenses of Citizens' chief 
executive offieer. It argues that Felton ~~d California consumers 
have directly benefited from his unique services, as well as from those 
performed by other Stamford personnel. Citizens is particularly 
critical of the starr's allocating only $0,157 to Felton for all mutual 
service, which is mostly accounting and engineering serVices, provided 
by 'both St~ord and Redding. It contend.s that if Felton was a sepa-
rate eomp~~y th1s amo~~t 01" expense would not cover the annual eost 
or a 'ocoy~eeper and secretary, including nor.mal employee benefits. 
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The staff has completely dizallowed any portion of salary 
expense for the chief executive officer in the operating costs of the 
Felton district.. This officer was formerly president of Citizens and. 
is now its chairman of the ~oard. The starr has allowed salary 
expense, based upon the actual salaries paid as of October 15, 1970, 
tor the services of Cit1zen~' new president, whose title formerly was 
executive Vice-president and chief operating officer, its treasurer 
and three assi3tant Vice-presidents. (Tr. 549.' In a~plying this one 
disallowance the staff followed the Cuerneville decision, in which the 
Commiss1on disallowed any such salary expense because the information 
as to the amount and value of time devoted by the chief execut~ve 
officer to the problems ot the Guerneville water district was too 
vague to perm1t a reasonable allocation of his salary tor rate-making 
purposes. (Decision No. 76995, Pp .. 39-40 m1meo.) Applicant's Witness 
testified that there has not been any substantial change in the chief 
executive otticer's duties since the GuerneVille proceeding. (Tr. 551.) 
We agree With the starf that the Guerneville deciSion should ~e fol-
lowed in light of the absence or new evidence on this question, the 
appointment of a new president of Citizens-Delaware~ and the discus-
Sions now taking place between the applicant and the starf to resolve 
the mutual service question. 

Applicant disputes one adjustment by the staf~ for mutual 
zerv1ces prov1de~ ~y the Redaing office, 'i.e.~ ~y Citizens-California. 
Th1s adjustment relates to the salary of a water engineer h1red in 
1970. The starr included $2,000 of the $3,824 actually paid to this 
engineer during 1970. The statr witness agreed~ however, that this 
engineer works only on water operations and that hiz salary should be 
charged to water operations. (Tr. 3l~-lS.) Inclusion of the operating 
expense portion of the engineer's annual salary of $8,000 to the water 
properties in California results in $333 of additional operating 
expenses allocated to the Felton district. Although the test year is 
1970 and the engineer was employed tor only one quarter of that year, 
applicant f s position is reasonable and will be adopted. 
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'l'h~~ statf has d1sallo· .... ed $1,,070 tor legal and regulatory 
expenses. The disallowance is derived by reducing the expense of -:he 
sen10r counsel from the four days of hearing initially estimated at 
Santa Cruz to two days" oy deleting all expense for the associate 
counsel" and by reducing transcr1pt expense and the number of man days 
of per d1em c'xpense for Stamford personnel. The staff <11d allow for .. 
associate co~nsel during the days of hearing at San Francisco. 

App,licant argues that these disallowances are unreasonable 
on the ground, that an associate counsel is needed to assist in pre-
paring testimony, eXhibits" crozs-examinat1on and briers. It also 
maintains that two transcripts are necessary. Since the Felton 
hear1ng was not lengthy or complex, nor did it involve a large n~er 
of witnesses, the staff's position is reasonable and will be adopted. 
Taxes Other Than Incom~ 

The applicant·s est1mate for ad valorem taxes is almost 
$9,000 above the revised figure derived by the Commission starr. The 
starr's estimate is based upon the recorded ad valorem taxes tor 1910, 
and it excludes any allowance tor the additional plant involved in 
the Highway 9 extension. However, it does include an increaze of 
$1,,145 from its or1g1nal estimate or this item. The staff also ma~e 
a small disallowance for an overstatement of these taxes_ 

The applicant" on the other hand, has included in its 
estimate of ad valorem taxes the 1971 additions to plant it seeks to 
have included in the 1970 test year and an adjustment tor future tax 
increases which may occur during 1971" including one resulting £rom 
the rate increase anticipated herein. The starf study determined, 
however" that the State Board or Equalization's assessed value of 
applicant's operative property has been redueed the past two years 
in order to achieve the required assescment ratio of 25 percent of 
market value" but that" on the other hand" Santa Cruz County's tax 
rate has been increas1ng. The result, according to the starr" is 
that the applicant's tax is being reduced on a per dollar market value 
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of plant basis. Tax expense shoulct reflect as nearly as possible 
actual taxes paid during the test year. Adj~stments tor future tax 
changes are speculative and uncertain.. Therefore, the stafr position 
will be adopted. 
Income Tax 

The staff's calculation of income tax is computed on an 
as-paid baSis which Citizens accepted during the hearing (Tr. 914). 
Under this method the starr calculated Felton's 1910 share of income 
tax expense to be $1,017. 
Depreciation Expense 

The applicant's claimed depreciation expense exceeds the 
starr's reVised estimate by $2,265. The starr added $904 to its 
original estimate of this expense in recog1ition of addit10nal plant 
added in 1971.. The remaining difference r~~sults because applicant has 
included 1971 additions in its plant which have been excluded by the 
starf as discussed above. These 1971 additions were rolled back into 
1970 in the applicant's calculation and assumed to have been installed 
as of the beginning of the test year. During the hearing Citizens 
accepted a reduction of $572 in its estima'ee of this expense item for 
reclassi!'ication by the starr of a ~ui1d1ng from :pumping pla..."'lt 
structures t~ general plant structures. (Tr .. 9l4.) 

For the reasons set forth above :.Ln our discussion of the 
Highway 9 extension> the staff's est1mate of depreciat10n expense will 
be adopted. 
Rate Base 

There is a difference or $80>177 in the staff's and 
ap:plicant's computations of average depreciated 1970 rate base. In 
the staff's original study this difrerence was $122,735, but during 
the hearing it decided to recommend that the Com.'"!l1ss1on 1Ii.clude 1n 
rate base additions to plant act~ally installed in 1971 by the time 
the application was submitted and. which result in 1:nt1roved serv1ce. 
This recommendation was based on the fact that 1970 was adopted as 
the test ye~r in order to el~minate the delay which would have~Jrred ~ 
if 1971 had been utilized. The staff indicated that its position is 
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an exception to its ,usual position in this regard, and that a lack ~f 
consideration of known improvements would have been unfair to the 
applicant under these circumstances. These additions 3mount to an 
increase of $45,381 in n~t plant for the Felton dist:ict ~nd $904 for 
related depreciation expense. 

The major portion ?f the amou~t excludec by tbe staff, 
$71,660, consists of the new plant involved in the Highway 9 line 
extension as discussed in this optnion above. The remainder of the 
staff exclusion relates to allowances for wo:king cash, ~cluding 
m~nimum bank balances. 

The applicant included $2,524 for working cash. The staff 
Clll~ed zero working cash on the basi.s that since the rate st~ct'l::e 
includes a bimonthly or annual charge payable in advance, Some 
$18,510, or about 24 percent of Felton's gross operating revenue, is 
paid fn January by customers who pay this cha::ge in adva~cc for a 
l2-month period. 

Furthermore, applicant's calculation of a working cash 
allowance includes non-interest bearing min~um b~nk balances requirea 
in order that Citizens-Delaware can obtain short-term bank fi~~eing 
at the prime rate. Applicant cites eases i~ other j~isdietions where 
inclusion of such balances ~ the allo~~ncc for wo:~& cash has been 
permitted. Citizens urges that such balances are a cost of doing 
business which pe~its it to ac~uire prime rate financing. The benkz 
in which these deposits are held include Midland Marfce Ba~ of 
New York, Chemical Bank of New York, Bank of Haw.lii, and the Bank c,f 
America. The short term borrowings are ut:I.l~(::ci. by Citiz~$-Dc:a"~a:r.c 
for such purposes as co~struction or tax payments, and other general 
corporate purposes. 

The staff objects because Felton receives necessary opera-
tional work~g cash through advance payments for service .and that 
deposits in out-of-state banks are not directly related to the e~y­
to-day operations of the district. Felton does not itself make eny 
short term borrowings. The staff argues that although it nOrmAlly 
includes an allowance in rate base for working cash tn order that 
investors may be compensated for moneys which they have supplied over 
and above their investment in pl~nt So that the utility can pay ~ts 
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bills pending receipt of revenues, no such allowance should be 
perm1tted in this case because the rate schedule calls for b1r.onthly cr 
annual rates payable in advance. As a result the ratepayer proviaes 
more cash 1~ advance of receiVing service than is required to meet the 
applicant's expenses. The staff cites the last t"..ro rate proCeec.ings 
involving Citizens' Boulc.er Creek District, in whi~h the Co~ss1on 
refused such an ~11ow~~ce. (Decision No. S11i7, dat~d August 14, 1958 
in Application Nc. 39614; ~~d D~c1sion No. 66729, dated January 28, 
1964 in Application No. 45164.) It also a~pea~$ that a si~lar 
~sallowance was applied in the GuerneV1lle decision. (See Decision 
No. 16996, pp.45-6.) 'I'he:-efore the Commission's prior position ... :111 
be adhered to. 

We find that the applicant's average depreciated rate base 
for the 1970 test year is $241,900. We find this r~te bas~ to be 
reasonable. 

We find that the applicant's results of operati~ns for the 
1970 test year at present and p:-oposed :-ates a:e as follows: 

1970 
Present Proposed 

Revenues $ 69,113· $lOl,590 
Expenses 

Oper. and rr~in t . 
Adm. and General 
Depreciation 
Taxes other than Inco~e 
Income Taxes 

Total Expenses 
Net Ope~. Revenue 
Rate Base 
Rate of Return 

Rate of Return 

29,100 
11,389 

7,343 
9,285 

90S 
$ 58,022 

11,091 
24l,900 

4.58% 

2'9,225 
11,560 
1,343 
9,285 

117523. 
$ 74,936 

26,654 
24l,900 

11.02Z 

A public ~t11ity is constitutionally entitled to an oppor-
tunity to earn a reasonable return on its investment which is law!ul11 
devoted to the public use. It is a peree:'ltage expression or tbe C,ost 
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of capital utilizea in proViding service_ Within this context, a f~1~ 
and reasonable rate of ret~ applied to ~~ app~opriate~y deriv~d ~a~~ 
base quantif1es the earnings opportun~ty available to the enterpr1s~ 
after recovery of operating expenses, depreciation allowances and 
taxes. 

Ultimately, the, ~at~ of return determination ~~ this pro-
ceeding,must represent the exercise of informed and impartial judgment 
by the Commiccion, which must neces3ari1y give equal w~ight to con$~~er 
and investor interests in deciding what constitutes a fair and re~s¢n­
able rate or return. Such oal~~cing of 1r.terests is directed ~ow~d 
proViding water consumers with the lowest rates practicable, cons1stent 
with the protection of the utility'S eapac:!.ty to function :md progre~s 
in furnishing the pu!)11c with satisfactory, efficient service and to 
maintain its fin~~c1al integrity, attract capital on reasonable t~~~ 
and compensate its stoc~~olaers app~opr1ately for the use ot their 
money. 

Citizens contends that bas~d on its study an appropriate 
range for its rate of return is between 9 _-3-11.5 percent. It ee:cli.!des 
from this study the return Should be at least 10 pc::'ccnt.. This :oesults 
in ~ ret~ oo-eemoon equity in the range of ·12 to l4 perc~t, 

which Citizens asserts is re~uired by tne upwa=d tr~d in bond yields. 
Citizens' rate o~ return witness, ~~. Jack S~~ders, who is 

its rate manager, presented a stuay which 1ncludes an analysiS ane 
summary of the Fede~al Reserve Bank discount rate, yields on U .. S. long 
term bonds, yields on corporate bonds, the prime rate, the return o~ 
various utility common stocks, and the average ~~ual return on 
Moody's 125 industrial common stocks. 

In recommending a rate 0: ret~n no lower than 10 ?erce~t 
Citizens ::la1nta1ns that for rate of return purposes it is most com-
parable with a group of comb1nat::'on gas and electric utilities whose 
median return on equity was 12.54 percent during 1965-69 ~~d 12.20 per-
cent during 1970. (EY~ibit No_ 10~ Ta~le 3 and Exhibit 11.' It urges 
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that ut11ity investors should be offered tl1nvestment opportunities 
comparable with those available among the 1ndustr1als'~ (C1t1zen~' 
brief> p_ 23.) It also points to recent decisions 'by the Co~~ssio~ 
involving California water utilities in which it has authorized rates 
of return which result in returns on equ1ty rang1n$ £rom 11.25 -
ll.75 percent .. 

The Comm1ssion stafr ~!nta1ns that a reasor.a~le rate or 
return for Citizens i$ between 7.6 and 7.$ percent. This will result 
!n a return on equity between 8.39 and 8.93 percent. The starr 
states that its recommendation is based upon: (1) the effective 
interest rate on long term debt of 0.61 percent for Citizens (Exh1'b~t 

No. 10, Table 2); (2) recognition of Citizens' conservative an~ 1ezs 
risky capital structure, conSisting or an equity ratio or 55 percent 
and (3) an allowance for return on equity which is consistent with 
recent decisions ~~d preVailing economie condi~ions. 

The stafr criticizes Citizens study on the ground that it 
overemphasizes current cost or debt, and de-e=phasizes Citizens lower 
1mbedded cost or debt. It argues that no definite long-term trend 
r~garding interest rates can be ascertained ~~der present economic 
conditions. Furthermore, the stafr disputes applicant's exc1uzion or 
its low cost REA Notes from consideration of its effective interest 
rate. 

After evaluating the rate of return eVidence and testimony~ 
the Commission concludes that the starf's recommended range iz more 
reasona'ble. Citizens'rate or return request is high in that it se~ks 
a return on e~u1ty equ1valent with industrial co~an1es. On cros~­
examination its witness admitted that considering Citizens high equity 
capital structure and using its imbedded cost or de~t 1n place or t~e 
current cost or debt at the time or hearing, its return on equity 
would 'be in the range or 15.8 to 16.6 percent. (Tr. 561-3.) Tais 
level of equity return is superior to that or many industrial co~­
panies in today's highly volatile economy. Comparison of industrial 
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compan1es returns on equity with water utilities' returns is inappro-
priate since the former are in the h1~~ risk sector of the economy. 
Water utilities, on the other hane, eeal in a basic ccmmodity witn~u~ 
competition and their rates are 'protected by public ut!lities com-
missions. Consequently they are a less risky L~vestment than indus-
trial companies, and a lower return is normally expected ~~d accepted 
'by the 1nvestment commu.~ity. (See Ao'O. So. Calif. Edison Co., 

DeciSion ~o. 78802, dated June '.5, 1971, in Application No. 52336.) 
The Commission further agrees with the staff that consider-

~ble we1~~t sh~uld be g1ven ~o th~ fact that Cit~zens capital struc~ure 
is less risky than most utilities in that its 55 percer.~ equity ratiO 
is well a~ove the common utility level of 40 percent.. Moreover the 
strength of its financial position is well demonstrated by its diV1eend 
distribution record. According to its 1969 ~~ual Report, the ~o~~ 
recent available in the record, Citizen: increased its annual 'iV1d~nd 
distribution in 1969 for the 24~h time L~ the past 24 years. The 
effective dividend rate was $1.10 per share, ~~ increase o~ 8 percent 
over the 1968 d1v1dend rate. Finally, the exclusion by Citizens of. 
its two percent REA Notes from its study is ~~e~sonable. All debt 
should be considered in deter:-.1ning tbe effective 1nt<erest rate. After 
conSidering all the eVidence, including the current lower interest 
rates, and recogn!zing the fact that the approved rates ·~ll not becoree 
effective until 1972, we conclude that a 7.7 percent rate ot ret~-n is 
fair ~~1 reasonable. This produces an 8.57 percent return on co~on 
equity. 

Applying this retu.~ to the 1970 est1matecl rate bas~ o! 
$241,900 produces net operating revenues of $l8,626, or an increase c: 
$7,535 over those at ~resent rate~_ Therefore, gross revenues will be 
increased to $84,750, resulting in a 22.6 percent increase in r~~en~~. 
Quality of Service 

According to the staff's study, there were no significant 
customer complaints regarding service or water quality during 1967, 
1968, 1969 or 1970. Several customers expressed disagreement with 
applicant's rate increase applicatio~ at the hcsring, but there wcr~ 
no complaints. regarding se:t'\dce. 
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Rate Spread 
Applicant's tariff presently includes a service establish-

ment charge of $4 .. 00 "for each establishment or reestablishment of 
water service". The staff states that this charge is inconsistent 
with General Order No. lO~. Tbe staff recommends that this charge 
be limited to reestablishment of service to the same customer. This 
request will be granted. 
Findings or Fact 

The Commission f1nc~ that: 
1. Citizens-California (applicant) is a public utility water 

corporation under the jurisdiction of this Commission furnishing water 
service in its Felton District to approximately 900 customers. 

2. The adopted estimates, previously discussed herein, or 
operating revenues, operating expenses, and rate base for the test 
year 1970 reasonably indicate the results of applicant's operations 
for the future. 

3. Applicant's rate of return for the 1970 test year is 4.58 
percent. It is in need of additional revenues., but the proposed rates 
set forth in the application are excessive. 

4. A rate of return of 7.70 percent on the adopted rate base 
for the year 1970 and return on common equity or 8 .. 51 percent is 
reasonable .. 

5.. The increases in rates anc:'l. charges authorized herein are 
justified; the rates and charges authorized herein are reasonable; 
and the pres~nt rates and charges, insofar az they dirrer from those 
prescribed. herein, are unjust and unrea$onable for the future. /--

The Co:mnission concludes that the appl:!.e.ltion shO".lId' be 
gra~ted to the extent herein set forth, and ~ ~ll other rcsfCc=s 
it should be denied. 

' .. 
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ORDER 
~ --... .... -

IT IS ORDERED that: 
1. Citizens Utilities Company of California is authorized 

to file for its Felton Water District the revised schedules of 
general metered service attached to this order as Appendix A, and 
concurrently to cancel its present schedule for general metered 
service. Such filings shall comply with General Order No. 96-A .. 
The effective date of the new and revised tariff sheets shall be 
four days after the date of filing.. The new and revised schedule 
shall apply only to service rendered on and after the effective 
date thereof. 

2. The rates authorized fa Appendix A attaehed to this 
orcler meet the criteria established by the Price Co=:d.ssion of tb.e 
United States in Section 300.16(e), (1)-(6) of Part 300 of Title 6 
of the Code of Federal Regulations, as set forth below: 

a. The former rates, or priees, are set forth on p~ge 3 
of the opinion, s~ara. The new rates, or priees, 3re 
set forth in Appen ix A attached to this order. The 
percentage increase in gross revenues produced by the 
new rates is 22.6 percent above the gross revenues 
adopted for the test year. 

b. The dollar a::ount of increased gross revenues provided 
by the rates authorized herein is $15,637. !he dollar 
amount of increased net operating revenues provided by 
the rates authorized herein is $7,535. 

c. The amount the increase in net operating profit will 
increase the applicant's profits as a percentage of its 
total sales is 10.9 percent. 

d. The increase in the applicant's overall rate of re~ 
on rate base is 3.12 percent. 

e. Sufficient evidence was taken in the course of the 
proceedings held herein to determine that the criteria 
set forth in Section 300.16(d), (1)-(4) of Part 300 of 
Title 6 of the Code of Federal Regulations are met by 
the rate ~crease authorized by this order. The rates 
authorized herein ~eet these criteria because the 
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record demonstrates that under the costs of operating 
its business during th~ 1970 test y~ar, as adjusted 
by the CO'llImission' s decision herein, and u=.der the 
rates last authorized by this Commission in Decision 
No. 68706, dated Y~rch 9, 1965, in Application No. 
45154, the applicant's rate of return for the test 
year is 4.58 percent. This level of return is less 
than the min~ rate of return needed to attract 
capital at reasonable costs and not impair the credit 
of applicant. 

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

Dated at &on Diego 
day of FERPTf/\ oy , 1972. 

, California, this tf'/"? 

,\/ 

c01iii1ssioner~ 

CO:m:l1:s:Loner J. P. Vuka:l1n. Jr •• be1ng 
n~cQ~:nril~ ~b50~t. ~ie not ~ici~te 
i~ thO ei~~o:1t1on or thi: ~rocood1n~ 
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APPENDIX A 
Page 1 ¢! 2 

Schedule No. F'E-l 

Felton T~rirr Are~ 

APPtIcABnITY 

Applicable to all metered. water service ru.""ni~hed on an annual bt1.3i~. 

TERRITORY 

Felton and Vic1n1ty, Santa Cruz Co\mty. 

RATES 

Xonthlr Quantity Rates: 
Per Met.or 
p~ Month 

First 5,000 cu. ft .. , per 100 cu. ft. 
Over 5,000 cu.. ft .. , per 100 cu. tt .. 

•.••••••••••••• $ 0.47 
0.40 .~ ............ . 

Per M~r 
Per YeAr 

For 5/s x .3/4.-inch metor ••••••••••••••••••••••••••• $ .36 .. 00 
For .3/4-inch meter •••••••••••••••••••• ;...... 55.00 
For l-inch meter .......... ",. . . . . . . . . . . . .. . . . . 88· .. 00· 
For 1-1/2-inch meter ••••••••••••••••••••••••••• 147.00 
For 2-inch meter •.•••••••.•..•.•.•••.•••••• 235.00 
For ;-inch moter •••.••••••••••••••••••••••• 440.00 
For 4-inch meter ••••••••••••••••••••••••••• 650.00 

The A.~ual Service Cb~ge is a re~~e3s-to­
serve charge applicable to all metered 
service and to whieh is to bo added. the 
month~ charge computed at the Quantity Rete~. 

Service R~-¢$tabli~hment Charge: 
For e~ch re-estnbliehmant of wnter cervieo ••••••••• $ 4.00 

(Continued) 
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SPECIAL CONDITIONS 

APPENDIX A 
Page 2 of 2 

Schedule No. FE-l 

F~lton Tariff Are~ 

ANNUAl CENERAL METERED SERVICE 
(Continueo.)-

· e· 

l. The opening bill tor generaJ. metered eervice shall be the e~ta.b­
lished annual service charge. Whero initial ~ervice i3 established after 
the fir:3t day of ar.y year, tho portion o! such annu.al charge applicable 
to the cu.---rent year shall be dete%'l:linod by multiplying the annual charge bo'J' 
one throe hundred e.ixty-fifth (1/365) of tho n~er of day:! remaining in 
tho calendar year. The balance o~ the pay:lEmt or the initial an."lual charge 
shall be credited a.gain:st tho charges for the succeeding annual period. It 
service is not continued for at lea=t one year atter the date of initlal 
service, no rofund of the initial annual charges shall be due the c~to~er. 
If G. per.:wlent reSident of the area has 'ocen a eusto:::ler of the utility tor 
at least l2 l:lonth~, he r:.ay elect, a.t the begtl"ll'ling or the billing :rear, 
to pay a prorated service ~,aree in a.dvance on a bimonthlr ~i~ equal to 
one-sixth of the annual service charge. 

2. The service re-e$ta.bli~hment charge provided tor herein is in 
addition to the charges calculated in aceorda."lce with thiz sched.\4le and 
will be tlade ea.ch ti:n~ an acco\mt is reopened tor a. eustomer a.tthe ti::lo 
water service i:: to be re:stored atter d1scontinuance a.t that eu:tomer'·, 
reCj,uezt. 


