
Decision No. _8_1_8_2_1 __ 

BEFORE THE PUBLIC UTILITIES COMMISSION OF 1'HE STATE OF CALIFORNIA 

Application of CITIZENS UTILITIES ) 
COMPANY OF CALIFORNIA to increase ) 
its rates and charges for its water ) 
system serving the Niles-Decoto ) 
area in Alameda County. ~ 

Application No. 53178 
(Filed February 29, 1972) 

Weyman I. Lundguist nnd Robert M. Ralls, Attorneys 
at taw, and Jack o. sanders, for applicant. 

Peter Nussbaum, Attorney at Law, for Water Committee 
of Union ~ity, Tamarack Knolls and Niles; 
Anthont J. ~rcia, Attorney at IAw, for City of 
Onionity; and Theodore R. Bresler, Attorney 
at Law, for the ~:tey of Frcmon::, protestants. 

William C. BricC3 ~nd Elinore C. Mor5an, Attorneys 
at Law, and John D. Reader, for tae Commission 
staff. 

OPINION 
----..---~ 

By this application, Citizens Utilities COmpany of 
California (Citizens-California), a wholly owned subsidiary of 
Citizens Utilities Company of Delaware (CitizenS-Delawa~e),!/ 
requests an increase in rates for mctere4 water service in its 
Niles-Decoto District which is designed to increase annual revenues 
in the test year 1972 by $141,900 o~er the rates now in effect. 

1/ Citizens-Delaware is 8 nationwide utility which provides gas, 
electric, telephone, and water services in over 450 communities 
in 1:he U. s. 
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A prehearing conference was held on May 12, 1972 at 
Niles at which the issues were determined and hearing dates scheduled. 
Public hearing was held at Nile~ on October 24, 25, 26, 27, 1972 
and at San Francisco on October 30 and December 20 and 21, 1972. 
'l1le matter was submitted on January 2, 1973 upon receipt of various 
.late-filed exhibits. Copies of the application had been served 
and notice of hearing had been published, posted, and mailed in 
accordance with this Commission's Rules of Procedure. 

Oral and written test~ony on behalf of applicant was 
presented by one of its assistant vice-presidents and its water 
systems engineer. The Commission staff presentation'was made by 
two accountants and two engineers. Oral and written testimony was 
presented by the city of Union City and by the city of Fremont. 
Thirty-seven members of the public attended the hearing. The testi­
mony of 22 public '\\7itnesses protesting the rate increase and 
describing the service rendered was received. Fourteen witnesses 
testified on their own behalf and S testified on behalf of the 
Water Committee of Union City, Tamarack Knolls .and Niles (Committee). 
~ addition, the Committee presented Exhibit 1, a petition signed 
by 624 persons objecting to the rate increase on the grounds that 
the water quality and service provided do not justify the increase. 
!est~ony favorable to applicant was presented by 1 public witness. 

The record contains 736 pages of transcript and 
46 exhibits. 

Ou October 30, 1972, applicant orally moved that it be 
granted an interim rate increase reached in aceord with the staff's 
view of the ease. '!'he motion was opposed by the Committee and the 
staff. The examiner deniea the motion. 
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On November 8, 1972, applicant filed a "NOtICE OF MOTION 
FOR. IN'rERIM RA'IES, NOTICE OF A:PPEP:L OF EXAMINER'S RULING DENYING 

APPLlCAN'.t'S MOTION FOR ~ RATES, P..ND NOTICE OF MOTION FOR DATE 
CERTAIN TO RESUME HEARING". 

On November 15, 1972) the city of Fremont file.d a ''MEMO­
RANDUM OF POINtS AND AUTHORITIES IN OFFOSITION TO APPEAL OF EXAMINER'S 
RULING, IN OPPOSIT:ON TO MOTION FOR IN'l'ERIM RATES, ANt> IN SUPPORT OF 
MOTION FOR DA.'IE CERTAIN 'to RESUME EEARING, SUBMITIED BY CIty OF 
FR:EMoN'l', PROTES'rAN'I'''. 

On NOVember 21, 1972, the Water Committee of Union City, 
Tamarack Knolls and Niles file.d a "MEMORANDUM OF POIN'I'S AND AUTHOR.I­
TIES IN OPPOSItION TO APPL!CANT'S APPEAL OF THE EXAMINER'S RULING 
AND TO APPLICANT'S MOTION FOR INtERIM RATES". 

The Commission on November 20, 1972, by a letter from its 
Secretary, stated that it would issue an order after considering 
applicant! s "Notice of Motion" as well as the papers filed by parties 
in opposition. The letter set December 20 and 21, 1972 as 1:be 
dates for further hearings. 

denied. 
The examiner's ruling was proper. Applicant's motion is 

On December 21, 1972, the Water Committee of Union City, 
Tamarack Knolls and Niles filed a "PETITION FOR PROPOSED REPORT". 

On December 27, 1972, applicant filed an "OBJEC'IION TO 
PETITION FOR. PROPOSED R:EPOR.l"'. 

There ap?ears to be no need for a proposed report as the 
matter can be resolved within the normal decisional making process. 
The petition is denied. 
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St!;T'ary' of Earnings 

A slnmnary of applicant's and staff's esttmated year 1972 
earnings is: 

AE,Elie:mt . Stat! : Applicant . 
: Pre3ent :Proposed. : Present :ProlX'scd. : Exeeed~ Sta.ff 

: 
: 

Item : Ra.tM : Ra.t~s : Ra:t.e~ : Ra:t:.es : Presont.: ProPO:'led. : 

(DolJAr:J in l'h~and.3) 

Operating Revenues $ 337.9 $ 480.2 $ 351.1 $ 496 .. 4 $(13.2) $(16.2) 
O~ra.ting '.EXpenses 

Oper.. & Ma.1nt. 134.6* 1.35.1* 125.3* 12$.3* 9.:3 9.8 
Ad.mi.n. & Gen. 55.2 55.8 :38.1 38.7 17.1 17.1 
Depreeiation 44.2 44.2 4:3.7 43.7 .5 .5 
Other TaxM 56 .. 1 $9.4 54.0 54.0 2.1 5.4 
Income Taxe:J 61.4 l.~ Z6.6 ~) ~) Total Expen!les 290.1 355.9 262.5 338.3 Z7. 17. 

Net Operating Rovonuo 47.8 l2.4.3 SS.6 1$8.1 (40.$) (33.8) 
Average Rate Base 1,409.5 1,409 .. 5 1,)79.6 1,.379.6 29.9, 29.9 
Rate or Roturn 3.39% 8.82% 6.~ ll.46% (3.03)% (2.64)% 

(Red Figuro) 

.. Start included. ground. water replenishmont eharges in Oper. & Maint .. 
~MO ra.ther than as part of Othor Taxes. 

Opernting Revenues 

Except for 13 large customers, the staff normalized metered 
consumption oy the 110dified Bean Method in accordance with Standard 
Practice U-25.Y The staff's normalized annual consumption per 
c'JStomer for the test years is 193.2 ee£ for 1971 and 195.2 ccf for 
1972. Applicant did not no:rtna1ize its 1971 constzmption and used an 
annual per customer eonsu.nption of l89 cc£ for test year 1972, which 
is the srune per C\lStomer consutnption as recorded in 1971.. lbe large 
customer cons~ptions were estimated individually by both the appli­
cant and staff. 

y Guide for Adjusting and Estimating Operating Revenues of Water 
Utilities. . 
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For year 19717 the staff estimate of normalized meter 
revenue is $28,400 above the applicant's recorded revenue. For 1972, 
the staff estimate is $13,200 above the applicant's revised estimate 
at present rates and $16,200 at proposed rates. The following 
tabulation compares applicant and staff estimates of revenue for 
test year 1972: 

:----------------------------------------~1~91~2~------------: 

: Item 
: A'l''l'li eal"It. S'tlI.:tf': 
: Prosent : Proposod.: PrfJsont: Propo:sad.: 

Excluding large Customors 
Large Cwltomers (1:3) 
Fire Pro~etion and Other 

Total 

$306.l 
18.7 
13.1 
3~7.9 

(Dollaro in Tho\l.Sand.:l) 

$439.4 $316.6 
27.7 20.8 
13.1 13.1 

480.2 351.1 

$454.6 
28.l 
13.7 

496.4 
According to applicant, the staff witness has misconstrued 

paragraph 13 of Chapter 5 of i]M25 which reads: 
". .• It is assumed that tb.e climatological daea 
have been correlated in time with consumption and 
that rainfall, ineluding its long texm mean, has 
been adjusted to reflect a maximum monthly rain­
fall of 4 inches. The u. S. Weather Bureau pub­
lished long-term (30-year) mean t~erature and 
rainfall data are normally used ••• " 

because he adjusted historical rainfall data in each month to 
exclude all rainfall in excess of 4 inches in anyone month and 
computed his average using those adjusted rainf~lls. Thus 7 

according to applicant, he has no~ el~ated abnormally low rainfall 
months from his calculation and has therefore calculated an average 
which understates the true average or no:z:mal rainfall. By his method 
the staff witness has derived a.n evcrage rainfall of 13 
inches per year for the Newark Weather Station as opposed to a true 
average rainfall of over 14 inches per year for that weather station. 
Applicant argues that by using the staff's metho~ enere cannot be An 

average monthly rainfall of as much as 4 inches for any month - for 
example, the ~nth of January - unless all historical rainfall in 
the month of January is 4, inches or more. 
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Therefore, according to applicant, the staff witness did 

not calculate his average rainfall in the same manner that the 

United States Weather Bureau calculates its mean rainfall as the 
United States Weather Bureau does not reduce its historical monthly 
rainfall to a 4-inch maximum in computing its norma.l or mean rainfall. 

Applicant thus contends that the use of the understated 
average rainfall as developed by the staff always results in an 
overstatem.ent of normalized revenues. 

In an effort to recolve the question of no~lized revenues, 
the ex3miner requested applicant, and staff to file exhibits detailing 
their caleulation of normalized annual consumption per customer. 
(Exhibi ts 44, 45, .and 46.) 

We have sedulously reviewed these exhibits and associated 
tes timony.. If we ass1.mle, :lS we do, from our unders tanding of the 
staff testimony, that all rainfall in anyone month above 4 inches 
is runoff and has no effect on consumption, then the staff method 
produces reasonable estimates of normalized consumption. 

The staff witness did not consider the curtailment - if 
:;.ny - of usage that results from prior rate increases and that might 
further increase if the proposed rate is granted. 

Applicant's witness testified that he considered curtail­
ment only to the extent that it had occurred through year 1971 and 
only to the extent that prior curtailment affected his estimated 
nQrmal eonsumption for years 1972, 1973, and 1974. He made no 
es timate of further c.urtailment in usage which might result from. the 
pending rate increase.. He contended that the staff's failure to 

consider the eurtailment of usage that results from. prior rate 
increases and that might further occur as a. result of future rate 
increases resu1t:s in an overstatem.ent of test year revenues. Overall, 
the staff's estimate is reasonable and will be adopted. 
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PEeration and Ma.intenance Expense 

Differences in operation and maintenance expenses for 
1972 at present rates are tabulated below, differing from those at 
proposed rates only due to applicant's additional $500 in uneol­
lectibles: 

Item 

Sa.lariO:3 and Wago:J 
A::SC$~ents on Ground Water 
Pumping Power 
Materials ~ Sorvicoz, Mi~cellanoou.z 
Telophono and Tolegraph 
Uneolleet1'blo~ 
Rental on Right-ot-Way 
l'ran3portat1on ~e 

Total 

(Red. Fig\lre) 

: : AppliC3llt : 
: 1972': EXco0d5 : 
: Applicant : St:U'1": Staff : 

(Doll3r:: in 'l'ho1.Wtmds) 

$ 45.8 
20 • .4 
20.3 
39.4 
1.4 
1.3 

.4 
5.6 

134.6 

$ 45.8 
19.5 
lS.6 
32.5 
l.:3 
l.6 
.4 

2.6 
125.3 

$,-
0.9 
1.7 
6.9' 
.1 

(.3) 

--

Staff estimate of salaries and wages is based on present 
positions and pay levels, and for 1972 is the same as applicant's 
estimate. In order to eliminate the effect of salary trend on trend 
in rate of return, the staff used the S3me salary levels for normal­
ized 1971 and 1972. 

Staff estimate of assessments on ground water differs 
from applicant's revised estimate due to a combination of higher 
staff amounts of water for normalized 1971 and estimated 1972 and 
lower staff estimates of water p~ed from within the district. 

At the t~e the present water rates were authorized by 
the Cotrmissio'O., it was indicated by ~c Alameda County Water District 
that, in the future, a ground water replenishment tax would be 
levied on applicant's wolls outside of, sa well 4S w1th~, the distr~. 
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These rates, t:herefore, include an increment of cost for this 1:aX. 

The district advised the staff that this pos~.t1on has been reversed, 
that taxes charged to the outside wells have been refunded, and that 
these outside wells will not be taxed in the future. 

Staff estimate of P'l:npir..g powcr eX?e%lse is l~ss t:han appli­
cant's clue to the staff' s aej~tc::en.t for excessive unaccounted for 
water. 

Staff amount for mcter:L.a.ls, services, and miscellaneous 
is less than applicant's due to a staff adjustment for meter repair 
expense. 

Staff and applicant differ regarding unco11ectib1es 
because of differing estimates of gross revenue and because the 
staff used an average of the amo\mt at present rates and at proposed 
rates. 

The staff estimates are reasonable and will be adopted. 
Administrative and General Expenses 

Administrative and general expenses are shown in the fo1-
lo~'ing table: 

General Otfiee ~es 
C~mmon Plant Expen,os , 
Legal & Regulatory Commi,sion:s 
Ir:..e'Ul"anee 
Injur,y & Damagc~ 
Woltare & Ponsion:l 
Rent , / 
l'Aseell3noo"llS & Per DiaJ:, 

ToW-Y 

. . 
: .AJ)plicant 

$lS,.400 
1,900 

(Red Figure) 

16,300 
2,:300 
4,200 
$,800 
1,100 
2,200' 

;;,200 

Y At Propoeod Ra.te~: 

Mise. & Por Diem 2,SOO 
Total >$~tiOO 

-8-

$l2.,540· 
1,670 
5,4JJJ 
1,220 
4,200 
8,330 
1,100 
2.220 

36,720 

2,830 
37,330 

: Applicant. : 
Exeeeds : 

; Sta.r! : 
$ ';,860 

230 
10.,860 
1,080 

.470 

(20) 

18.,.480 

(30) 
1$,470 
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General off1ce expenses ue from two sources, Stamford .and 

Redding. (Sacramento administrative salaries are included in Redding 
allocations.) The Stamford administrative office expenseS have 
been adjusted by the staff. The staff's estimated salaries are the 
ann'Wllized sal~ries .at the current level. Salary c~rged to direct 
is esttmated by the staff based on the amounts recorded for the last 
three years. !'he staff has excluded such direct charges from the 
total salary to arrive at the amounts before allocation. Applicant 
made no such adjustment to i::s sa.laries. Accounting a.."'1d Internal 
Audit and Tax Department s8.Ui.ries have been adjusted to allow, as 
et~geable to California, only one-half of the chief accountant's 

.. s~lJU"Y and two and one-half internal auditors and tax acc:ouneants, 
since Citizens has an accounting department in California. Secretaxy, 
filing, and O'i:her general office salary charges, have been reduced 
in proportion to the accounting and inte:nal audit and tax account­
ine salary adjustment. Other relatively minor adjustments are 
the result of using three-year averages or least square trending 
and a lower depreciation rate for office fu-~iture. All contri­
butions to charities and other community agencies have been 
eliminated. The staff 'estimated the amount charged to capital froo 
Stamford using a four-year average ratio of the construction fee 
to the actual construction applied to an adjusted construction budget 
for 1972, ~hieh includes additional construction as shown in four 
current applications. For accounting billed directly, the staff 
\.:Sed 50 per,cent of the Accounting Department salaries and S percent 
of the Secretary and Filing Department salaries. The ratio of the 

directly billed salary to the total salary of these two departments 
wa.s then "applied to the other expense items that are related to 

these two departments. '!he staff reviewed applicant's calculations 
and has accepted the percentage allocations for Stamford administra­
tive office expenses chargeable to California operations including 
the telephone operations. The allocated Stamford expenses are then 

-9-
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combined with other administrative office expenses before determining 
the emount of general office expense charged to each water district 

and to the Telephone Department. 
Staff's estimated salaries for the Redding office are 

the annualized amount at the current level. The staff made its 
est~tes of other Redding general office expenses utilizing six 
months' recorded 1972 expenses.. Insurance and audit expenses are 
based on a three-year average. The amount of unemployment and old 
age benefit tax is based on staff estimated salaries.. The amo\lXlt 
charged to capital is 1.5 percent of the adjusted construction 
which reflects the additional construction shown in the four current 
applications. Ap~licantf$ four-factor allocations between the Water 
.:lne Telephone Departments and to the four water districts presently 
under study have been reviewed and accepted by the staff.. 'I'he 
allocated Stamford and Redding administrative office expense for 
the Niles District was estimated at $12 ,540 by the staff UIlder this 

method of allocation.21 
The common plant expenses are the operation and 

maintenance expenses of the S~ramento general office. 

Employee salaries and expenses are esttmated based on recorded 
amO\lr.t$ during 1970 and 1971. Dues, contributions, and donations 
expense is an adjusted three-year average, excluoing cone~butiODS 
and donations. The staff estimates the depreeiation expense for the 

Y The staff subsequently modified this method by directly a.llo­
cating the salaries and expenses of the manager of the Wa.ter 
~artment .and his secretary. '!his is not the proceed.ing to 
reffne an allocation methoa which has been the subject of 
inn\:tD,erab1e objections and which is currently being studied. 
We point out tM.t it is incumbent upon applicant: to finish 
the new study before ~e next round of rate increase appli­
cations. 

-10-
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Sacramento office using a 2 percent rate for the building and 15 
percent for office furniture and equipment. Of 1:hese charges 39 
percent has been allocated to common plant and the balance to 
Saeramento County water systems. The staff's estimated property 
tax on the Saeramento office refleets the sale of a portion of the 
land. The eommon plant expense allocated to the Niles District 
is $1,670. 

The staff's estimate for lega.l and regulatory commission 
expense ineludes $830 for legal expense based on a five-year average 
of sueh charges. In the last Niles-Decoto rate proceeding, the 
staff and the Commission allowed $690 for regulatory expense bDSed 
~n a five-year average of an adjusted total allowance. It would 
now appear that proration over a three-year period is justified. 
Accordingly, the staff has included $1,200 for recovery of prior 
rate proceeding costs, and $3,410 as tl"l.e distribution over 2. three­
year period of the estimated reasonable costs of the present 
proeeediug, a total of $5,440.':1 

The staff estimates the insurance cost using its adjusted 
and estimated utility plant in serviee based on a projection of the 
ratio of the recorded amounts of insurance paid in 1970 and 1971 to 
plant balance at the beginning of these years. 

!'he staff bases its $470 adjustment to welfare and pensions 
on its lower estimate of administrative salaries. Applicant allo­
cates 88 .. 71 percent of these charges to expense and 11.29 percent 
to capita~which alloc~tion has been aceepted as reasonable by the 
staff. 

t:J Applicant in :i.ts clOSing arg1Jmet1t requested that "a new look ' 
and a new consideration" be taken regarding the area of legal 
and regulatory fees.. We suggest to applicant that what is 
needed is evidence of'actual costs noe pleadings of counsel .. 
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'!he: miscellaneous and per diem expenses consist of 4 

business license ch.:lrgc by the city of Fremont and other miscellaneous 
e~enses. '!he: staff's estimated business license expense is based 
on the staff's estimated metered revenues applicable to the city of 
Fremont .. 

The staff's original es~tes are reasonable and will 
be adopted .. 
De;.,reeiation 

Applicant and staff determine deprecia.tion expense in the 
same marmer.. Any difference is due to differences in estimated 
?lant additions .. 
gtl1er Taxes 

Ad valorem taxes have been computed by the staff using an 
:lverage cun-ent tax rate of $13 .. 30 per $lCO of assessed value. 
Alcmeda County '!.:Sos the combined capitalized income and historical 
cost method for appraising utility properties_ Under this· method the 
1971 earnings are one of tt1C factors for developing the 1972 assessed 
value, and the 1972 earnings will be one of the factors for develo?ing 
the 1973 assessed value. Thereforc, since 1972 earnings arc not 
going to be materially affected by a change in water rates resulting 
from this proceeding, it will be 1974 before the assessor would 
~cf~ect ~y change in earnings authorized as a result of this pro­
ceeding. The staff has developed an s!,praiscd va.lue using the 
Alameda County assessor's method at present rate earnings only, but 
has increased the assessment for nonrevenue-producing plant included 
by 'the staff as of the beginning of the year. . 

A,plicant computed its ad valorem tax estimates using a. 
$14 tax rate and the s.a:ne method . .as indicated above, but under pro­
posed rates included one-third of the full effect of its requested 
increase in earnings. Staff's estimate is reasonable and will be 
adopted. 
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Income Taxes 

Both staff and 8pplicant computed income taxes at the same 
t.:l:C rates~ The differences in t4XCS are mainly due to the different 
estimates of operating income .and deductions for income tax purposes. 
Applicant in its Results of Operations report computed depreciation 
for both state ~nd federal tax purposes on a str3i~1t-line basis. 
At the hearing, ~pplicant stated it is taking liberalized deprcci~­
tion for qualifying plant additions commencing January, 1971. The 
staff has computed depreciation on a straight-line basis for plant 
constr~cted before January 1, 1971 and uses liberalized depreciation 
for qualifying additions commencing January 1, 1971. Liberalized 
depreciation is computed by tne Commission staff for rate-making 
purposc~ on a flow-through basis. A~set depreciation range dcprccia­
t~~n was considered for qualified 1972 adeitions; however, applicant 
is usinz a plant life shorter than the P~R zuideline life and, under 
this Circumstance, R~R cannot be ~?plied. Applicant computed the 
investcent tax credit (now called Job Development Investment Credit) 
on the 1971 and 1972 plant additions and deducted 3.5 percent (spread 
over 2e yearc) of this credit as ,an annual amount from the federal 
income tax. Tae staff compu:ed the Job Development Investment Credit 
on a five-year average of the plant additions and deducts the entire 
amount from the federal income tax. 

Considerable he~ring time was devoted to ~reumcnt by the 
pa:ties reg~rding tbeir views of what c~n or cannot be done regarding 
liberalized depreciation. 

The issue of liberalized depreciation in computing income 
taxes for the purpose of settine rates is presently before tbe Com­
mission in the rchearinz on Decision No. 79367 issued November 22, 1971 
on the request of Gc~eral Telephone Company of California for increased 
rates, A?plic~tion No. 51904, and will be further considered in the 
~equcct of The Pacific Telephone and Telegraph Company for increased 
retes, Application No. 53537. In those proceedings the issue will 
be decided after tectimony in depth and complete briefs. 

For the limited purpo~e of this proceeding only, wcwill 
tre~t liberalized depreCiation and the Job Development Investment 
Credie on ~ normalized bacis. 

-13-
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R.a;te Base 

Both applicant and staff adjusted the beginning-of-year 
balances of utility plant and depreciation reserve"by rolling back 
nonrevenue-producing plant additions and retirements before computing 
average figures for ti~ese two items. Applicant's average utility 
pl<!nt, depreciAtion reserve, and coamon plant are the average of 
begirming- and end-of-year balances. The staff computed the weighted 
average of these three items by using es~ted monthly balances. 

'the c1iffcrence in comnon plant is due to slightly different 
treatment by the staff of the sale of a portion of the land where 
the Sacramento office building is located. 

For materials and supplies applicant' used a six-year 
average of the recorded end-of-year balances. The s~ff based its 
estimate on a three-y~ average plus a $550 adjuscnent made by 
the Finance and Accounts Division .. 

St~f£ fircly believes t~1at tQC intere$t~durin3-eonstruction 

rate of 9.00 to 9.69 percent is too high and should be not more 
tbzn 7.5 percent. The st~ff testified that a c:~~e now would only 
represent a change of $45 1 in rate base but that it wants the principle 
established. Applicant objects that talking about a $45 item in 
this case "has really been a backdoor-type of approach". We place 
applicant on notice t~t its rate of 9.00 to 9.69 percent is too 
high not only for Niles-Decoto Water District but for all other 
water districts, affiliates, and its tc·lephone department.. To avoid 
further controversy, it should immediately change its interest-during­
construction rate to 7.5· percent as recommended by the staff. 

The s~aff's rate base, for purposes of this deCision, more 
nearly reflects our traditional method of calculatin~ the various 
components of rate base than does applicant's rate base. Thus, we 
will adopt the staff's r.ate base for test year 1972 with tbe amount 
of the tax reserve deducted therefrom. 

-14-
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Rate of Return 
Applicane is constitueionally entitled to an opportunity 

to earn a reasonable return on its investment which is lawfully 
devoted to the public use. It is a percentage expression of the 
cost of capital utilized in providing service. t-1ithin this context, 
a fair and reasonable rate of return applied to an appropriately 
derived rate base quantifies the earnings opportunity available to 
tt'l.C enterprise after recovery of reasonable operating expenses, 
depreciation allowances, and taxes. 

Ultimately, the rate of return determination in this 
proceeding muse represent the exercise of informed and :impartial . 
judgment by the Com.ission, which must necessarily give equal weight 
to conS1JJller .and investor ineerests in deciding what constitutes a 
fair and reasonable rate of return. Such balancing of interests 
is directed toward providing applicant's water conS1JJllers with the 
lowest rates practicable, consistent with the protection of appli­
cant's capacity to function and progress in furnishing the public 
with satisfactory, efficient service and to maintain its financial 
integrity, attract capital on reasonable terms, and compensate its 
stockholders appropriately for the use of their money. 

Applicant contends that based on its study a reasonable 
rate of retuxn would be no less than 9 .. 7S percent. This results in 

a return on common equity in the range of 12 to 14 percent. However~ 

according to applicant, if the Commission authorizes its requested 
rates, the actual rate of return realized, based on i1:$ estimated 
results of operation, would be but 8.32 percent. 

The Commission staff's opinion is that 7.70 percent is 
the minimUtll rate of return required. '!'his would result in a return 
on equity of 3.96 percent. '!he staff's rate of return recon-menda.tion 
does not give consideration to any service deficiencies nor does 1e 
consider attrition. 

The staff's determination of a fair rate of return is 
reasonable and will be adopted because such a return meets the re ... 
quirements set forth above. 
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Applying a return of 7.70 percent to the 1972 adopted 
rate base of $1,373,700 produces net oporating revenues of $105,800. 
Therefore, gross revenues will be increased by $60,500 instead 
o~ applicant's requested $141,900. 
OWl.lity of Ser..ri.ce 

Applicant contends tha.t its water system meets the 
standards of General Order No. 103.2/ 

The Hater Committee of Union City, Tamarack Knolls and 
~iles opposes an increase because of the long-standing poor bervice 
applicant is providing to its customers. 

Tne city of Union City opposes the rate increase on 1:he 
grounds that service a.t the present time is inadequate .. 

The city of Fre::nont opposes the rate increase on the bssis 
that the level of service in the Niles area is clearly inadequate. 

The staff testified that the seX'V'ice supplied is averaze. 
Fourteen public witnesses testified regarding various 

cOmJ?laints, one of whom testified in favor of applicant seating her 
only complaint was the tast~ of chlorine in the water. There were 
3 complaints regarding pressure, 7 of oad taste, 7 of hardness of 
w~ter, 6 of odors, 1 bill complaint, 1 of air in pipes, 1 of slow 
repair of leaks) and 1 regarding the hardship on retired people if 
rates are raised. 

The Committee introduced 3 exhibits from dissatisfied 
customers. Included in the exhibits were 6 complaints of dirty water, 
5 of bad tasting water, 4 of pressure ,roblecs, 3 of hardness, 2 of 
odor, and 1 eaeh of air in pipes and hardship if rates were inereased. 

2J Rules Governing Water Service Including Minimum S·tlndards For 
Design And Construction. 
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Exhibit No.7 is a certified copy of a study made by the 
State of California, Health and Welfare Agency, DepartJ.nene of Public 

Health, entitled: 
"Exhibit A in the l~tteX' 

of the Permit Ap9lication 
From 

CITIZENS UTILItIES COMPANY OF CALIFOlU-iIA 
SERVING mE NIIZS-DECO'rO p.SJ:A OF ALAMEDA COUNTY 

REVISED 
SANITARY ENGINEERING 

INVESTIGATION OF 
DOMEStIC 'WATER SUPPLY 

March 7, 1972'1 

On May 19, 1972) the State Board of Public Health granted 
applicant a water SU9ply permit for its Niles-Decoto system.. '!he 
board's action was based upon Exhibit 7 and most particularly appli­
cant's letter of March 3, 1972 in which applicant committed itself 

to take prescribed actions.§i In effect these commitments became 
conditio'QS of the peX'Cli\:. 

§j Basically, the prescribed actions are: 

1. The Citizens Utilities Company of California shall prepare a 
long-r~e engineering plan and feasibility study for assuring 
a satisfactory future water supply for its Niles-Decoto 
system.. 

2. ~ Avenue well and the 14th Street well shall be valved­
off the sys tern and used only' for emergencies such as fire 
fighting. 

3. All well water except: that produced by Shinn 41:2 shall be 
sampled for nitrate-nitrite content every six months. Shinn 
41:2 well shall be analyzed monthly .. 

4. All wells found to be producing'water e~eeeding the m3ndaeory 
limits estsblished in the 1962 U. S. Public HeAlth Service 
Drinking Water Standards shall be ~hysically disconnected from 
the domestic water system and abandoned as a. source of supply. 
before January 17, 1975, unless effective treatment and/or 
dilution is provided .. 

5. Chlorine dosage shall be programmed to assure a satisfactory 
bacterial quality of water as defi.ned in the 1962 U. S. Public 
Health Service Drinking Wa.ter Standards. 
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'!he Assistant City Engineer of the city of Union City 
testified that based on studies which he madJi it was his opinion 
that there were major problems with respect to the level of servi.ee 
maintained by applicant in the Decoto area. It was his conclusion 
that applicant is not providing an adequate distribution system'in 
the Decoto pressure zone. 

The Assistant City Engineer for the city of Fremont 
testified that as a result of pressure tests and studies he made of 
applicant's Niles system Y it was his conclusion that the service 

level is low in the Niles District and not presently deserving of 
an additional rate increase based on the service provided and lack 
of conformance with General Order No. 103. 

Applicant's systems engineer testified that his evaluation 
of pressure checl(S made by applicant and of the evidence supplied 
by the city of Fremont showed that there were no viola.tions of 
General Order No. 103 regarding pressure or opcr4ting requirements. 

It was his opinion that the testimony of the city of Union City was 
in error in 7 of the 15 locations described by the city's witness 
beca.use of work done since the date of the map used by the city in 
its studies, work being done, and. work scheduled to be done.. Ie was 
his testimony that customers presently being served from the approx­
imately 60,000 feet of 2-inch main in the system are generally 
obtaining service which meets the standards set forth in General 
Order No. 103 .. 

Based on its investigation, the staff found that, although 
marginal at times of high demand, applicant's system does supply 
water at the pressure required by paragraph II.3.a. of Commission 
General Order No. 103.. However, a significant portion of its 

JJ Exhibits 11 and ll-A. 
Y Exhibi t 9. 
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-, 
distribution system~ particularly in the Decoto area, does not meet 
the size requirements of paragraph II'L.2 .. 8. in Commission General 
Order No. 103 .. 2/ 

The staff recolllnends that in addition to the improvements 
which the applicant has stated it intends to make, that & long-range 
program be undertaken to systematically replace distribution mains 
that do not meet the size requires:nents of paragraph III.2.a. in 

Cotcmission General Order No. 103. In addition, 1:he staff is of th~ 
opinion that if ~ interconnection with a neighboring purveyor in 

the Deeoto area is not accomplished, the applicant should install 
emergency power at one ~£ its wells in that area. 

Because of the differing opinions regarding the level of 
service provided by applicant, the examiner directed applicant to 
present 48 Exhibit 38 copies of the pressure records required to be 
kept under the provisions of I1.3.c. of General Order No. 103. The 
examiner directed the staff to analyze the records and report on its 
findings. The staff witness testified that based on his analysis 
of the records contained in Exhibit 38 the system does meet the 
requirements of General Order No. 103~-

A review of the five late .. filed exhibits ordered as a 
result of the public's testimony regarding service shows that in one 
ease. low pressure was due to small piping within customer's house,. 
and that the other complaint of low pressure was partially resolved 

~ Effective July 1,. 1956, 
P~raeraph 1.1.a. of General Order No. 103 states: 
" •• • The standards herein prescribed are intended as minimum 
standards applieable after adoption and eontinued full utiliza­
tion of existing fa.cilities is contemplA.ted. Nothing contained 
in any of the rules herein promulgated shall be construed to 
r~uire the replacement or abandonment prior to the expiration 
of economic utilization of facilities in use at the time of 
adoption of these rules unless the Com:nission~ after hearing, 
shall enter an order directing the abandonment or replac~ent 
of particular facilities founa to be inadequate for the rendition 
of proper public utility service." 
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by the install~tion of a larger service and meter and that fur~her 
improvement would require replacing of the eus~omer's interior 
plumbing. The other three complaints were resolved in discussions 
between applicant and the customers who complained. 

The staff recommended that applicant be ordered to refund 
part of the revenues obtained·through two offset increases authorized 
by the Commission. Applicant opposes the staff recommendation on 
the basis that it has not yet received confirmation from the Alameda 

County Water District that its wells located outside of the Alameda 
County Water District will not be taxed in the future. However, tbe 
water distriet has refunded the ground water tax collected in 1970 
~nd the first half of 1971 for water pumped from wells located outside 
of the water district and has not since taxed any of the water 
pumped from these wells. Since both applieant and the staff have 
not included any estimate of taxes on water produced from the wells 
loeated outside of the distric~ we are convinced that the customers 
are entitled to a refund. While staff Exhibit No. 24 attempted to 
estimate the refund as of December 31, 1972, the staff testified 
that the refund exhibit was prepared before its summary of carninss 
exhibit (No. 22) and since the staff now show~ 19'72 earnings at 
present rates of 6.42 percent (Exh. No. 39) or lower earnings than 
the 7.2 percent last found reasonable by the Commission for this 
distr1et, the staff recommends that the calculation of refunds be 
terminated as of June 30, 1972 and that $14,700 be refunded. Appli­
cant will be ordered to submit a plan to refund $14,700 to its 
customers. 
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Adopted Resul~$ of E&rning 

Operating Revenues 
Operating Exeenses 

oper. & BEhnt. 
Admin. & Gen. 
Depreciation 
Other Taxes 
Income Taxes 

Total Expenses 
Net Operating Revenue 
Average Rate Base 
Rate of Return 

Findings 

$411,600 

125,300 
37,300 
43,700 
54,000 
45,500 

$305,800 
$105,800 

$1,373,700 
7.71. 

1. Applicant is in nced of additional revenues, but the 
proposed rates set forth in ~he application arc excessive. 

2. The .o.dop~ed estimates, previously discussed herein, of 
operating revenues, operating expenses, and rate base for the test 
year 1972, indicate that results of applicant's operation in the 
near future in the Niles-Decoto District will produce a reasonable 
rate of return .. 

3. A rate of return of 7.70 percent on the adopted rate base 
and return on common equity of 8.96 percent for the future is 
reasonable. ' 

4. !he increases in rates and cbarges authorized herein are 
justified, the rates and charges authorized herein are reasonable, 
and the pre$cnt rates and charges, insofar as they differ £r~ 
those prescribed herein, ar~ for the future unjust and'unreasonable • 
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5. Service meets the minimum requirements of General Order / 
No. 103 based on the record in this proceeding. . 

6. Applicant should refund $14,700 to its customers due to 
excessive ground water eaxes·collected through water rates. 
Conclusion 

The ~pplication should be granted to the extent set forth 
in the order which follows. 

ORDER - ... -.- ..... 
1:.T, IS ORDERED that: 

1. After the effective date of this order Citizens Utilities 
Company of California is authorized to file for its Niles-Decoto 
Water District the revised schedules of general metered serviee 
rates attached to this order as Appendix A, and concurrently to .. 
cancel its present schedule for zeneral metered service. Sueh 
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 ~nd after the effective date thereof. 

2. Applicant is further ordered to use a 7.5 percent rate 
in capitalizing interest-durine-construetion and to advise the 
Commission of any future chaneesin this rate. 

I 
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3. Citizens Utilities Comp~ny of California shall refund 
ana distrib~te $14,700 to its Niles-Decoto District customers. 
Applicant sh.:lll file within s,ixty days after the effective d..ate of 
this order D. plan and sched~le for malting this refund. 

The effective date of this order shall be twenty days 
af~er the date bereof. 

Da ted a t --=-:,,:,::":,,~_SD.u __ Fra:a.e __ 1soo __ , California, this ~,,? 0z 
day of ______ A_U_GU_S_T_, 1973. 

commissioners 

CO=1n~1oXler D,. w. HQlJws, be1n& 
2leco::~11'1 ~b,ont. 4id not. p.e.rtle1pa'w' 
in th& d1spo~it1on of this procee~ 

· , . 
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APPLICABILITY 

APPENDIX. A 

Schedule No. ND-l 

MEI'ERED S'ERVI CE 

Applicable to all m~ered wat~~ service. 

TERRITORY 

• 

The communitie:. or Niles and Decoto, and vicinity, inclUded generaJ.ly 
within the Oo\.ll'ldaries of the City of Fremont and Union City, respectively', 
Alameda Co\U'l.ty. 

RATES 

Quantity Ra.tea: 

First 600 cu.!t. or le3S ••••••••••• ~ ••••••••• ~ •• 
Next 1,400 eu.!t., per 100 cu.rt ••••••••••••••••• 
N~ 3,000 cu.!t., per 100 cu.tt ••••••••••••••••• 
Over 5,000 au.ft., per 100 cu.rt ••••••••••••••••• 

V.d.nimum Charge: 

For 5/S X 3/~.nch meter •••••••••••••••••••••••••• 
For ~/4~eh meter •••••••••••••••••••••••••• 
~or l-inch meter •••••••••••••••••••••••••• 
For l~J.nch meter ........................ ' •••.•• 
For 2-ineh meter •••••••••••••.•••••••.•.•• 
For 3-ineh meter ...... ,. ........... II •• ,. .... ..... . 

For 4-ineh meter ...•.• _ ..•....•••.•••.•••• 

The Minimum ChArge 'Will entitle the c~tomer 
to the quantity ot water ~1ch that mirdm'l.'lm 
chArge will purc~e at the Quantity Rate'. 

Per Meter 
Per Month 

$ 4.00 
6.00 
9.00 

15.00 
25.00 
42.00 
60.00 (I) 


