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BEFORE THE PUBLIC UTTLITIES COMMISSION OF THE STATE OF cnuom- :

Application of FRANCIS LAND AND g ,
WATER CQMPANY to increase its rates , .

and charges for its water system Application No. 53250
serving the town of Fermdale and - (Filed April 5, 1972)
adjacent unincorporated territory o
in Humboldt Tounty. .

Heller, Ehrman, White & McAuliffe, by Paul Alexander,
Attorney at law, and Jack D. Sanders, for
applicant. , '

James K. Morrison, Attorney at Law, for the City of
erndale, protestant. i |
William C. Bricea, Attormey at Law, and John D. Reader,

or the Commission staff. ‘

QPINIONXN

By this application, Francis Land and Water Company, a
wholly owned subéidiaj{' of Citizens Utilities Company of Delaware
(Citizens—Delaware),l requests an increase in rates for metered
water service which is designed to increase annual revenues in the
test year by $25,600 over the rates now in effect.

, Public hearing was held at Ferndale on February 27 and 28,
1973. The matter was submitted on April 23, 1973, upon receipt of
late-filed Exhibit 5. Copies of the application had beenfserved;and

1/ Citizens~Delaware is a utility which provides gas, electric,
velephone, and water services in over 550 communities in many
states across the nation. ‘ :
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notice of hearing had been published, posted, and mailed in accord-
ance with this Coumission's Rules of Procedure. ,

Oral and written testimony on behalf of applicant was
presented by one of its assistant vice presidents, a rate accountant,
and a controller for the California operations of Citizens Utilities
Company. Citizens' system engineer was called under Section 776 of.
the Evidence Code by the city of Ferndale to testify regarding water
supply and operations. The Commission staff presentation was made
by a rate of return expert, two accountants, and two engineers.

Five members of the public attended the hearing of whom three
testified regarding applicant's proposéd increase. The record con-
tains 229 pages of transcript and 10 exhibits. o

Summary of Earnings

A szmary of applicant's and staff's estimated year 1973
earnings as presented in Exhibits 4~06 and & is:

Exhibit L=06 Exhibit 6
Applicant = Staff :  Applicant
:Present :Proposed :Present :Proposed: Exceeds Staff
_Ttem : Rates - Rates : Rates : Rates :Present:Proposed:

(Doldars in Thousands)
, Estimated Year 1973
Operating Revenues $43.3 $69.3 $L4L.5 $73 0 $(L.2) $(2-°)

Operating Expenses

Operation & Maintenance 16.4  16. | g
Adwindstrative & General 10.1  10. _ ' 2.9

Depreciation . 7.7 7 2
Taxes — Except Income 6.7 6 : -1
Income Taxes - L, ' 2.1

Total Expenses uo.; W5.3 3 .8 COV

Net Operating Revenue . R.h 2.0 9.4 .0 (17.0)  (8.0)
kverage Rate Base 2k 27.6 2.8 2.8

Rate of Retwrn 0.87% 8% 7% W (6.21)% (3.03)%
(Red: Figure) | s
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Operating Revenues

According to the staff:

“The operating revenues shown in the summary of earnings
can be considered as conprising three categories: com—
mercial metered excluding large customers, large commer—
cial metered customers, and other. (Applicant serves
about 610 commercial customers.) As shown in the Summary
of Earnings, the only sigfvnificant difference in Operating
Revenues is the amount of $2,000 for 1973 at proposed
rates. This difference is shown in more detail in the
following tabulation, where it is seen to lie primarily
in the revenues from commercial metered excluding large
customers. Both staff and applicant estimated 1972 con-
Sumption for this class of service at 97.0 Cef customer,
and both parties utilized the so=-called "Modified Bean'
Method of multiple correlation analysis in arriving at |
this estimate. And for both parties this analysis indi-
cated an upward trend in consumption of approximately
4 Ccf per customer per year. However, applicant’s
revised work papers, indicate that, even though it used
the 57.0 Cef level mentioned above, it has used a con-
sumption trend of only 1.5 Cef per customer per year from
1972 and 1973. The staff believes this discrepancy may

¢ due to applicant's misconception of nultiple correla=-
tion analysis, as evidenced in one of its work papers
which ztates that the Modified Bean Method does not fully
adjust for rainfall and temperature unless the period
under study is normal. In the staff's opinion it is prob-
~ ably this erroncous view of the method whieh has led

applicant to reject some reswlts of its analysis while
accepting others. ' ‘ ‘

1973 Estimated Revenue at Proposed Rates

, — : . Applicant :
Caterory | :Applicant .Staff.Exceeds Staff:
' (Dollars in Thousands)

Large Customers
Large Commercial Metered

Commercial Mete’réd’ Excluding

8621 9643 $(2.2)

- Customers . 5,7 5.5 2
‘Total Metered Customers 67.8  69.8 (2.0)" v
Other (Fire Protection & Misc.) 1.5 1,5 | |
Total Revenue ' |

' | 69.3  71.3  (2.0)n
(Red Figure) :
-3~
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The Modi.fied Bean Method, as exemplified by Standard -
Practice No. U—25,—/ has been used by the staff for many years
and has been adopted by the Commission in many decisions. Over
the long rum, this technique, when properly applied, has yielded
reasonable results. From our analysis of the staff's testimony,
it appears that the method has been properly applied to the appro-

priate data. Therefore, wer will adopt the staff's revenue . estimate
as being reasonable.

Operation and Maintenance Fa_cpénse .

The Summary of Earnings shows differences in operation
and maintenance expense of $700 for 1973. These differences are
detailed in the following tabulation: "

ration and Maintenance Expense Detail -« Comparison
pplicant's and St 5 kEstimates =

+  Appiicant
Applicant : Staff :Exceeds Sta.ff
1973 1973 1973
(Dollars in Thousands) -

Salaries and Wages $10.9  $10.6°  $0.3
Purchased Power 1.1 LY -
Materials, Services, M:.sc. 2.8 24 Wb
Transportation ‘ 1.3 1.3 -
Telephone 2 .2 -
Uncollectibles . el -1 =
Total | 16.4 15.7 7

-
3
-*
-
-
.

g 08 W

0.& M. Category

2/ Standard Practice No. U=25., Guide For Adjusting And Estimating
Operating Revenues Of Water Utilities. (First made public
August 8, 1967.) |
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The staff's estimate of salaries and wages is based on
latest kmown pay levels for non-union employees and on projected
1973 pay levels, as stipulated in existing labor contracts, for
union employees. Staff analysis of applicant's work papers

indicates that applicant's 1973 salary estimate reflects pro:j‘ec'cec}
1973 pay levels for both union and nop-union employees. It is the
Coamission's long-established policy to use only known pay retes for
rate making. We will adopt the staff's estimate as it adheres vo
established principles of rate making.

In the estimates for materials, services, and miscellan-
eous, applicant exceeds staff by $400. The staff belleves its
estimates are more reasonable than applicant’s, partly because the
staff was able to utilize more recent data (late 1972) than was
available to applicant. A major portion of applicant's estimates
was based on only two recorded years, the staff's estimate is the
average of the last five years. The staff's estimates being based
on more up-to—date information are reasonable and will be adopted.
Administrative and General mnses

A summary of Administrative and General Ebcpenses is.

_Item

1972
General Office E:cpenses
Common Plant Expenses.
Legal & Regulatory Comm. Exp.
Insurance = |
Injuries & Damages
Welfare & Pensions
Miscellaneous & Per Diem

Rents. ,
| Total

General Office Expenses
Common. Plant” Expenses
Legal & Regulatory Comm. Exp.
_ Insurance - -
- Injuries & Damages .
Welfare & Pensions
Miscellaneous & Per Diem
Rents .

Total

~ (Red Figure)
—5—
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‘ General office expenses are from two sources, Stamford,
Connecticut, and Redding, Califormia. The 1972 Stamford adminis—
trative office expenses were adjusted by the staff. The staff's
estimated salaries are the annualized salaries at the June 1, 1972
level. Salary charged directly is estimated by the staff based
on the amounts recorded for the last three years. The staff has
excluded such direct charges from the total salary to arrive av
the amounts before allocation. Applicanz made no such adjustment
to its salaries. Accounting and Intermal Audit and Tax Department
salaries were adjusted by the staff vo allow only one-kalf of the
chief accountant’s salary and two and one-half internal auditors
and tax accountants, since Citizens has an accounting departmenz in
California. Secretary, filing, and other general office salary
charges have been reduced by:thé staff in proportion to the account—
ing and internal audit and tax accounting 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 furmiture. All comtributions to charities and other
community agencies were eliminated by the staff. The staff esti-
mated the amount charged to capital from Stamford using a four-year
average ratio of the construction fee to the actual construction“
applied to an adjusted construction budget for 1972, which includes
additional construction as shown in the four cuxrrent applications.

. For accounting billed directly, the staff used 50 percent of the
Accounting Department salaries and 5 percent of the Secretary and
Filing Department salaries. The ratio of the directly billed
salary to the total salary of these two departments was then .
applied to the ocher.ekpense items that are related to these two
departments. The staff reviewed applicant's calculations and
accepted the percentage allocations for Stamford administrative
office expenses chargeable to California operations including,the
telephone operations. The allocated_Stamford ex@enses were then

b
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combined with the Redding administrative office expenses before
determining the amount of general office expense charged to each
water district and to the Telephone Department.

| The 1973 Stamford administrative office expenses are
summarized in the following table. Applicant's estimate, in com-
parison to the 1972 estimate, includes a 5.5 percent salary.
increase, 2.5 percent more in other expenses and greater deductions
in “charged to capital™ and “billed directly“. The staff's estimate
is the same as its 1972 estimate except that the salaries are the

annualized salaries at the October 1, 1972 level- and the payroll
taxes are based on the current rates.

Appiicant
Exceeds
Applicant - Staff Staff

gotg% ggiaries $l,355,%88 31,018,858 $gg51028
ot er Expenses ' L '
Total Salaries & Expenses I,g%%,BUU "ITS%U?U?U 'ZI%f%%U

Less:

<IN
2 e 0
ke o5 %
[T T ]

- Item

Charged to Capital 2,089,000 1,041,570, , 47,430
Accounting Billed Directly 122,000 X/ 1220000

Net Expense 7371700 h58y520‘ 279)180
Allocated to California

Percent 29.50% 29.50% o
Amount $ 217,600 $ 135, 260 3 82)349

1/ Included in staff's adjustments.

The staff's estimated salaries for the Redding administrative office
are the annualized amount at the September 1, 1972 level. Applicant
includes in its estimate the salaries of both managers of the tele-
phone and the water departments and their secretaries, their general
expenses, benefits, and payroll taxes. Since the manager of thg‘




Water Department and his related expenses, according to.the‘staffy
should be more directly charged to the Water Department, the staff
has allocated these expenses to the water systems only. While it
is possible to charge the bulk of the Telephone Department manager's
time directly to telephone operations, the staff believes it is
reasonable to allocate 3 percent of his salary and related expenses
to both departments for his supervision of other small departments
which provide services to the water and telephone departments. The
staff made its estimates of other genmeral office expenses ut;lizing
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
amount charged to capital is 1.5 percent of the adjusted construction
which reflects the additional construction shown in the four: current
applications. Applicant's four~factor allocations between the Water
and Telephone Departments and to the four water properties presently
before the Commission were reviewed and accepred by the staff.
Applicant included in its 1973 Redding administrative
office expenses, a 5.5 percent increase in salaries, a 2.5 percent
increase in other expenses, and a 7.5 percent greater deductible
“charged to capital®, over the 1972 estimates. The staff's 1973
estimate is based on its 1972 estimate (31,500) with two adjuétmenzs.
Salaries are the annualized amount at the October 30, 1972 level
for the supervisors and at the September 1, 1973 level for those
employees covered by the agreement between Citizens Utilities
Company of California and Local Union No. 1245. The other adjust=
ment is made to payroll taxes using the current rates. The 1973
Redding administrative office expenses are summarized as follows
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Item

Total Salaries
Total Other Expenses
Subtota.l :

Suwﬁbnikﬁdn Office Expense
Axhxmxodto-aﬂiibnua
Total Redding

Less: Gmugaito Qnﬁxal
Net Expense .

AIhxmxbm1to1ﬁmmgu11mﬁ.&1kmer(bmwmv o o
Rurent . (Léqz,

Common plant expenses are the operation and maintenance
expenses of the Sacramento general office including the manager and
secretary of the Water Department. These expenses are applicable
only to the Water Department of Citizens Utilities COmpany of Cali-
fornia and affiliated water companies in California. :Employee |
salaries and expenses other than for the manager and secretary were
estimated by the staff based on recorded amounts during 1970 and 1971.
The estimated salaries of the manager and the secretary are the
annualized amount at the current level. Dues, contributions, and
donations expense is an adjusted three~year average, excluding con-
- tributions and donations. The staff estimates the depreciation
expense for the Sacramento office using a 2 percent rate for the
building and 15 percent for office furniture and equipmentr. of
these charges 39 percent has been allocated to common plant and the
balance to Sacramento County water systems. The staff's estimated
property tax on the Sacramento office reflects the sale of a portion

of the land. The common plant expense allocated to the Francis I.a.nd
and Water Company is $810. L : '
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Applicant's 1973 coumon plant expense is $16,600 which °
includes a 6 percent salary increase and a 2.5 percent increase in
other expenses over the 1972 estimate. The staff's estimate of
$48,820 is similar to the 1972 estimate except that the salaries
are at the COctober 30, 1972 level and the payroll taxes are on-
current rates. Both applicant and staff allocate this common plant
expense on an estimated 1.60 percent to Francis Land and Water
Company in the amounts of $300 and $780, respectively. ,

In rebuttal to the staff's testimony, a controller for
the Califormia operations of Citizens Utilities Company testified
that the salaries of Mr. Chemault and Mr. Steele should be included
in the Redding Administrative office account as both are vice
presidents of the California operations of Citizens Utilities and
their functions necessarily relate to other corporate matters that
involve the accounting and data process operations of the company.'
He advocated that Mr. Chenault's secretary be left in the general
pool of administrative expenses t0 be distributed. Because
Mr. Steele's secretarial needs are limited, he does not have a
full-time Secretary assigned to himz/ but draws on the pool of the
szenOgraphic system which is a part of the accounting department
staff.

He also testified that travel expenses of vS 590‘were
attributable to himself and Redding persomnel other than the TWO
vice Presidents. \

The rebuttal testimony is convincing and will be conszdered'
in the allowed adninistrative and general expenses. '

3/ His prior secretary retired in mid-1972.
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Applicant estimated the present rate case expense at
$10,300 which was based on, among other things, hiring a law firm
attorney to handle the whole proceeding. The staff estimate of rate
case expense includes the cost of preparing the application by the
local law firm attorney, and the travel and per diem expenses of
applicant’s lawyer. The staff also allows travel and per diem of
company people from Stamford, Comnecticut, and from Redding and
Sacramento, California. The total rate case expense estimated oy
the staff is $4,950. Both applicant and staff prorate this expense
over three years; the annual amounts are $3,400 by applicant and
" $1,650 by the staff. : '

' In point of fact an attorney from a local law firm handled
the hearing instead of Stamford counsel. The savings in travel and
per diem for the Stamford counsel being nearly equivalent to the
legal expense for local counsel for a two-day hearing, and the
estimate otherwise appearing reasonable, the staff's estimate will
be adopted. . | N

Staff's Exhibit 6 shows an upward trend in rate of return
at proposed rates of .23 percent. | ' '

The staff's exhibit states:

"Recommendations and Conclusions

"38. The staff has included estimated results of
operation for 1972 and 1973 for the principal purpose
of evaluating the trend in the rate of return. Plant
expenditures in future years are not expected to con-
tinue at the 1972 level. If the Commission adopts the
staff results including negative income taxes, the
staff recommends that the Commission comsider the trend
in rate of return to be level."

It is apparent from Exhibit 6 that both applicant and
staff estimate a decline in rate base between 1972 and 1973. We

can expect such decline to continue im the future. Such decline
should offset the effects of inflation. ’
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The staff estimates of injuries and damages cost based on
the recorded amounts are reasonable. :

The staff bases its adjustment to welfare and pensions on
its lower estimate of administrative salaries. Applmcantlallocates

92.50 percent of these charges to expense and 7.50 percent to capital
which allocation is reasonable.

Depreciation Expense and Reserve

Applicant and staff compute depreciation expense by the
straight-line remaining life method and apply depreciation rates by
accounts as approved by the Commission on March 14, 1972. Both
applicant and the staff use the same method and apply these rates
by accounts to the average of adjusted beginning- and end-of-year
depreciable plant balances. The differences in depreciation
expense and reserve are due to adjustments in the beginning~of~-year
balances made by the staff and to the staff's estimated plant

additions and retirements. The staff's,estimatesware reasoﬁable.
Taxes Qther Than Incomr

" The differences in payroll taxes are due to the staff
using its estimated salaries and the 1973 rate of 5.85 percent on
tax base $10,800 in computing the Federal Insurance Contribution

Act tax. Applicant used 5.65 percent on $10, 000 base in its cal-
culation of F.l.C.A. tax. '
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Both applicant and staff compute ad valorem taxes based
on plant balance at the beginning of year and a composite tax rate.
The difference in the ad valorem taxes is due to the staff using an
adjusted plant balance at the beginning of the year and an estimated
rolled-back nonrevenue producing plant less than the applicant’s.
The staff computes the composite tax rates based on the last known
assessment of utility plant and tax rates supplied by the Humboldt
County assessor. The staff's composite tax rate is 1.62 percent for
1972 and 1973. Applicant's composite tax‘rate,qbased on a five-year
awerage,Ais 1.66 peréent for both 1972 and 1973. The staff's
estimate is reasonable. ‘ | '
Income Taxes’
Staff income tax computations are detailed in Tables 5-A
and 5~B. Applicant computed income taxes at a rate of 7.6 percent
for the state corporation franchise tax and 48 percent for the
federal income tax. The staff used the 1973 tax rate of 9.0 percent
for the state corporation franchise tax and 48 percent for the
federal income tax. The differences in taxes are mainly due to the
different estimates of operating income and deductions for income
tax purposes. Applicant computed depreciation for both state and.
federal tax purposes on a straight~line basis; but its parent company,
Citizens Utilities Company, applied liberalized depreciation to the
1971 plant additions in the 1971 consolidated income tax returns.
The staff has computed depreciation on a straight-line basis for.
plant constructed before January 1, 1971, and.uses liberalized:
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depreciation for qualifying additions in and after 1971 on a flow-
through basis. Asset depreciation range depreciation was reviewed
and is not applicable to the qualified 1972 and 1973 additions.
Applicant computed the investment tax ¢redit on the 1971 and 1972
plant additions and deducted 3.5 percent (spread over 28 years)‘of'
this credit as an annual amount from its federal income tax. The
staff computed the investment tax credit on a five-year average of
the plant additions and deducted the entire amount from the federal
income tax. This is the basis used by the Commission staff in all
recent proceedings before this Commission. The staff included
negative income taxes because applicant’s parent company, Citizens
Utilities Company, files its federal income tax returns on a cOn=
solidated basis. The negative income tax figures for the parent
reduce the income taxes of the subsidiaries. We find negative income
taxes are proper in this proceeding.

For the purpose of this decision only, we will adopt the
staff position on income taxes. This is not a determination that
flow=through is the proper tax treatment for applicant, but merely
an expeditious method of bringing this long~-protracted case to a
conclusion. A decision on the merits of flow-through versus normali-
zation in regard to applicant's treatment of income taxes is reserved
for further hearings at which time evidence on all facets1of the
controversy can be placed before the Commission. This is the method
utilized in Re Pacific Tel. and Tel., Decision No. 80347 dated
August 8, 1972 in Application No. 51774, page 3.
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Rate l’iase

A sumary of applicant and staff rate base fqr estimated
year 1973 is: ‘

: Applicant :-
: : 't Exceeds
: Tteam : Applicant : Stafrf - Staff :
Utility Plant 4in Serviqe - $ 364,500 $ 360,700 - $ L,ZOO‘_
Reserve for Depreciation (82,600) (81,620) (990) -
Net Plant in Service 282,300 275,090 3,230
Commen Plant. 1,000 900" 100
Materfals and Supplies' l,LOO"‘ 1,1&0" ‘
Worldng Cash 5,300 Ly600
Minimum Bank Balances _ 3,100 750
Non-Interest Bearing CWIP 900 L0
Advances for Construction (14,400) (34,400)
Contributions in Afd of Constructien (1,500)- (760) - (740)
Reserve for ‘Deferred Income Taxes 3,500) =Y/ (3,500)
Subtotal (7,700) (7,310)  (390)
Average Rate Base 274,600 | 271,780 (2,‘8‘2C‘_>-)‘:': o

(Red F{gure)

1/ igxa.ﬂ applies liberalized depreciation on 5. Tlow-through basis to the income
es. : o
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Both applicant and staff adjusted the beginning-of-~year
balances of the utility plant and depreciation reserve by rolling
back nonrevenue producing plant additions and retirements before
compuning average figures for these two ivems. The average utility
plant and depreciation reserve are the average of beginning and
end-of-year balances.

The difference in common 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. o

The difference in the materials and supplies is that the
staff uses a three-year average of recorded end-of-year balances,
where applicant used a five-year average.

Applicant and staff compute the working cash by using the
simplified basis prescribed by the staff Standard Practice U-16.

The difference is due to the different estimates of revenues and
expenses. | :
An allowance for minimum bank balances has been included
in the rate base to compensate for the non-ihterest bearing bank
balances required in order to obtain short-term bank financing.
The staff estimates the 1972 minimum bank balances for Citizens
Utilities Company on a consolidated basis at 15 percent of the
average of beginning- and end~of-year bank loans. The portion for
the Francis Land and Water Company is determined by the ratio of
its plant comstruction to Citizens' total construction on a five-
year average basis. Applicant computed the minimum bank balances
by applying 7.6 percent of the average short-term debt ratio and
15 percent as the minimum bank balance to the rate base.

The difference in non~interest bearing construction work
in progress occurs because the staff applies 8.31 percent, a three-
year average ratio of non-interest bearing CWIP to the total con~

struction, to the net comstruction, where applicant used lO percenm
on its net construction.
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The difference in the contributions in aid of comstruction
occurs because applicant erroneously added to the 1972 balance a
new contribution. |

Applicant includes additions to deferred income taxes for
1971, 1972, and 1973 in the reserve for deferred income taxes. The
staff has used liberalized depreciation on a flow-through basis in
the computation of income taxes; thus, the staff's reserve for
deferred income taxes is that prior to 1971, which is nothing.

Staff fimmly believes that the interest—durang—construction
rate of 9.00 to 9.69 percent is too high and should be not more
than 7.5 percent. The staff testified that a change now would only
reprecent minor change in rate base but that it wants the principle
established. Applicant objects that talking about such a minor -
item in this case is not proper. We place appllcant on.notice
that its rate of 9.00 to 9.69 percent is too high not only for
Francis Land and Water Company but for all of Citizens' other water
ccmbanies and districts, as well as for its telephone—departmenx.
To avoid further controversy, it should 1mmedzately change its
inzerest-durzng—construction rate to 7.5 percent as recommended by
the staff. !

The staff’s rate base, for purposes of this declszon,
more nearly reflects our traditional method of calculating the
various components of rate base than does applicant’s rate base.

Thus, we will adopt the staff's rate base for test year 1973.
Rate of Return o

. Applicant is constitutionally entitled to an epportunity
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. Within this context,
a fair and reasonable rate of return applied to anJapprepriateIY‘
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derived rate base quantifies the earnings oppo;tuni;y‘available to
the enterprise after recovery of reasonable operating expense,
depreciation allowances, and taxes.

Ultimately, the rate of return determination in this
proceeding must represent the exercise of informed and impartial
Judgment by the Commission, which must necessarily give equal
weight to consumer and investor interests in deciding ‘what constltuzev
a fair and reasonable rate of return. Such balanczng of interests
is directed toward providing applicant's water consumers 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‘compensaxe_its’
stockholders appropriately for the use of their money.

Applicant contends that based on its study a reasonable
rate of return would be no less than 9.75 percent. This results in
a return on common equity in the range of 12 to 14 percent. How=
ever, accofding to applicant, if the Commission authorizes its
requested rates, the actual rate of return realized, based on its
estimated results of operation, would be but 8.74 percent.

The Commission staff's opinion is that 7.70 percent is
the minimum rate of return required. This would result in a return
on equity of 8.96 percent. The staff's rate of return recommendation
does not give consideration to any service defzcmencies‘nor does it
consider attrition.

The staff's determination of a fair rate of'retdrn'is
reasonable and will be adopted because such a return meets the
requirements set fbrth above.
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Position of City of Ferndale

| The c¢ity of Fermdale understands that costs have gone. up

and that applicant has expended monies $0 update the water system.

It agrees that some rate increase is justified but it does not feel
that applicant's requested relief is justified. Ferndale believes

that the customers are entitled to a base of 800 cubic feet rather

than the existing 500 cubic feet-&/ after some sllght increase 1n
the minimm charge.

Quality of Service. '

A lady who keeps livestock in pasture requested that a
separate rate be established for agricultural use.

A gentleman testified that.he and his wife objected to
the taste and odor of the water. In addition, he testified that he
found quite a bit of sediment in his toilet tank and that the sides
of the tank were slinmy. 27 add;tlon, he has found sed;ment in the
bottom of his dog's bowl. |

A gentleman testified that although he realized a rate
increase was necessary, he was concerned that if new rates were
set that did not provide for more water in the summertime, people
on fixed incomes could no longer afford £0 water their lawns and
gaxrdens and the appearance of the town would suffer.

Fleld investigations of applicant's operations and
facilities were made by the staff during August and December of
1972. According to the staff, the plant and equipment were, on the
whole, in satisfactory condition, and it appeared that reasonably _
good service was being furnished.

A tabulation of service complaints on file in applxcant'

offzce shows the following: 1969, three; 1970, four; 1971, four;
and 1972, two. |

L4/ Based on applicant's letter of April 5, 1972.

3/ Late-filed BExhibit 5 is a report of applicant’ s 1nvestigation
of this complaint.

~19=
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No informal complaints were registered with the Commission
during the period 1969 through 1972.
Applicant's Exhibit 5 states:

"The investigation failed to disclose a reason for
the intermittent odor, taste, and residue problem.
A sample of water was taken and submitted for a
complete analysis. A copy of that analysis is
atvached. It is noted that the hardness of the
water, 133.9 Mz/L, places the water in the low
range of what is generally described as "hard”
(121~342 Mg/L). Perhaps some of the water at
Ferndale varies considerably from that previously
experienced by the Muellers, and this may cause
some of the differences noted in the physical
quality.

"The accumulation of sediment in the toilet bowls,
and the minute amounts present from time to time,
are attributed to the fact that on occasion some
sand may find its way from the various c¢ollecti
basins into the distribution system. A4 review o
the complaints received at the office of Francis
Land and Water Company discloses that there were
no c¢complaints regarding sand in the water received
by the Company during the year 1972.

"Mr. Mueller has been requested to immediately cone
tact the water company in the event he notices a-
quality problem, so that there will be the possi-
bility that an investigation can be made at the
Time the problem ogcurs.”




Adopted Results

Operating Revenues $ 47,650
Operating Fxpenses
Operation & Maintenance ' 15,700
Administrative & General 6,500
Depreciation, 7,500
- Taxes - Except Income 6,600
Income Taxes | (9.550)
Total Expenses - $ 26,750
Net Operating Revenue 20,900
Average Rate Base 271,800
Rate of Return 7+ 7%
| (Red Figure)
Based upon the adopted results, applicant is entitled to
a rate increase of $3,150 instead of its requested $25,600.
Rate Spread | o
On April 5, 1972, applicant's outside counsel mailed a
letter to certain officials, inCluding the City Attorney and the
City Clerk of the city of Ferndale. The rate schedule attached to
the letter shows that at both present and proposed rates, it is
based upon quantity rates beginning with the first 500 cubic feet
or less. Ferndale based its request for an 800 cubic foot
minimum on the 500 cubic feet shown in the letter.
In an effort to resolve the question_of‘raﬁe-spread,
applicant prepared Exhibit 10 which purported to show the effects
of spreading»raées as proposed by the city of Ferndale. Unfortu-

nately, Exhibit 10 was not constructed upon Feradale's basis.

&/ The filed tariff rate is based on the first 40O cubic feet.
It seems strange that with all the claimed time spent by
applicant and its counsel on preparation for this case that
the error was not discovered prior to the hearing. o
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Applicant, in its exhibit, did not increase the readiness~to~-serve
charge as suggested by Ferndale. However, enough evidence was
introduced so that we can determine a proper rate spread. We will
increase the minimum charge and include an allowance of 500 cubic
feet. The authorized rate spread is included herein as Appendix A.
Based on this record, there is no need to auxhorzze a separame
schedule for wazerzng livestock.

Findings _
1. Applicant is in need of additional revenues, but the

proposed rates set forth in the application are excessive.

2. The adopted estimates, previously discussed herein, of
operating revenues, operating expenses, and rate base for the test
year 1973, indicate that results of applicant's operation in the
near future 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. Rates should be increased by approximately, $3, 150.

4. A proper rate spread should include a minimum charge of
$3.25, and an allowance of 500 cubic feet.

5. The increases in rates and charges authorized: herein are
Justified, the rates and charges authorized herein are reasonable,
and the present rates and charges, insofar as they differ from
those prescribed herein, are for the future unjust and unreasonable.

6. Service meets the minimm requirements of General Order
No. 103. | '

Conclusion

The application should be granzed to the extenx set forth
in the order which follows '




A. 53250 cmm

IT IS ORDERED that:

1. TFrancis Land and Water Company is authorized to file
the revised schedule of general metered service attached to this
order as Appendix A, and concurrently to cancel its present sched-~
ule for genmeral metered service. Such filings shall comply with -
General Order No. 96-A. The effective date of the new and revised
variff 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. TFurther hearing for determining the proper method that
applicant should use in computing depreciation for. both state and
federal income tax purpeses shall be held at a time and'placewto
be set. | ' ' ' :

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

Dated at Son Francisco , California, ‘this #7%
day of JANHIARY » 1974,
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Schedule No, 1

GENERAL METERED SERVICE

APPLICABILITY

Applicable to all metered service,

TERRITORY

Ferndsale and vicinity, Humboldt County.

RATES Per Meter

o Per. Month
Quantity Rates: -

First 500 cu.ft, or less . . . . . $3.25
Next 1,500 cu.ft., per 100 cu.ft .62
Next 3,000 cu.ft., per 100 cu.ft. L3
Next 5,000 cu.ft., per 100 cu.ft. .26
Over 10,000 cu.ft., per 100 cu.ft 19

Minimum Charge:

For 5/& x 3/4~inch meter
For 3/L~inch meter .
For ,1-inch meter
For 1-1/2~5nch meter ..
For 2=inch meter
For 3=inch meter
For 4=inch meter
For b=-inch meter
For 8=inch meter

338888888

The Minimum Charge will entitle the customer to
the quantity of water which that minimum charge
will purchase at the Quantity Rates.




