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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Invest;gatxon on the Commission’s
own motion into the practices of
.Citizens Utilities Company of
California, its operating divisions
and its subsidiaries, with regard
to the transfer of real property
rights and the management of its
watershed resources. _

 OIT §3-11-09
(Filed November 30, 1983)

Kathy Wyrzck, ntervenor,
COmpla;ndht,y.
v. -
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California, and subsidiaxy '
companies ' and. coxporations, -
Sacramento Water Works,: Jac&son
watexr Works, Larkfield Water .
Company, Felton Water Distriet,
Montara Water District, Guerneville
Water District, Washington Water

and’ Light. Co.,

Case 83-12-07 .
(?iled December 19 1983)

. Dé:eqdants.«

- In the Matter of the Application
~of Citizens Utilities. Company of.
California for authority to increase’
rates and charges for water service
in its Guermeville Water District.

Appllcation 60220 N
(Flled Januaxy 27, 1931) ’
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and John H. Engel, Attorneys
at Law, for respondents.

James Squeri, Attorney at Law, for Kathy
Wyrick, complainant and interested party,
and for PATRIOTS, interested party.

ick, for herself, complainant, and
for PATRIOTS, 1nterested party.

Jack ‘Crlenjak, Attorney at lLaw,

Benenman, and Harry Smith, for Ferndale
Intervention Team and- Ratepayers of
Montara-Moss Beach Water District; :
Phyllis J. Betz and Nicholas R. Tibbetts,
for Congressman Douglas H. Bosco; Blgnaxd
Massa, Attorney at Law, for City of - o
Jackson; Edgar L. Shiffrin, for himself.
Rosemary H, Moxgan, Attorney at Law, for
the County-of Sonoma; Ron Sonenshine and

' X, for PATRIOTS; and David J. '
Byers, Attorney at Law, for Half Moon Bay
Properties and Farralon. Vlsta Associates,;
interested parties. -

Exeda Abbott, Attormey at Law, and- Dmaglne

- long, Zor the D1v1szon of Ratepayers
Advocates. : o ‘ T

This proceeding znvolves.three consol;dated proceedlngs- S
Order Instituting Investiqatzon (OII) 83-11—09 is an- 1nvest1gatlon i
into the practices of. c;tizens Utillties cOmpany ot California - “
(CUCC) and its operating: dlstrxcts and subsidlaries., Consolldated 0
with the investigation is Applicatxon (A.)eozzo, the most recent
general rate proceeding: involving' ‘CUCCr s Guernev;lle water -‘" ﬁ,‘

District. In its OII the cOmmisszonereopened A_60220 to-conslder ,ﬁ o
ratemaking treatnent of revenue» generated by tinbe: harvestzng‘;n : fd;
the Guerneville Water District watershed. = The third proceedlng is’ I
the complaint of Kathy'wyrick against coce. and its subsidzar;es. B A,;,f

The Commission ordercd in D. 84-02-066 that c.83-12—007 be
consolidated with the other two proceedings-f."'
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This decision deals principally with the issues in this
proceeding that are specific to the Guerneville Water District. A
later decision will address all issues remaining in this proceeding
and close the file. Issues that are specific to the Montara-Moss
Beach District that arise out of these proceedings have been
transferred by ruling of the Administrative Law Judge (ALJ) to
A.85-06-010, an appl;cation of CUcc for an oxder: restrzctlng tke
addition of consumers in the Montara-noss Beach District. A. rlnal
order in that proceedlng w111 close out all issues pertainzng to
Montara-Moss Beach. L :

. On-February 16, 1984 the. Commissxon ;ssued D. 34-02-066
which, among othex’ thlngs, set: forth the lssues to be~addressed in
this proceeding.’ They-are as !ollows— ' \ ' ‘

a. Whether CUCC has transferred’ any real o
property interests, including minerali and
timber rights, (assets) without- CcmmlSSLQn
approval in violationeot Public Util;tles
Code(PU)§851. R

What, it any, ratemaking adjustments are
appropriate with respect to-.each CUCC
entzty subject tvour jurisdlction, '

Whether' CUcc'has prudently managed watexr
sources in the best 1nterests or lts o
ratepayers : and o : .

. Whether common. expenses among ‘evee: entltles
- . are being Eroperxy allocated for-ratemaking
and what, if any, orders. ‘should we make to &
ensure ‘a reasonable allocatlon procedure 15 :
adopted and rollowed. e e o
, A prehearing conzerence was held March 26,. 984 Ln.wh;ch
a schedule for the submission of prepared testimony'and GXhibltS
was established by the ALY and hearings were>scheduled to, beg;n
October 30, 1984. Requests to postpone the lnltial hearzng date
- were received from.varlous-parties, prznclpally'consumers or the;r

representatives, which~resu1ted in taking«the matter oft calendar”é

‘,m‘
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On January 28, 1985, a second prehearing conference was held.
Thereafter, hearings before ALJ Baexr began on May 28, 1985 and
continued on May 29, 30, and 31; July 1, October 7, 8, 9, 10, and
11. Hearings concluded on November 18, 1985. The matter was

submitted subject to the filing of concurrent opening and closing -

briefs. CUCC, the Public Staff Division (PSD), PATRIOTS, and.
Congressman Douglas H. Bosco filed” concurrent opening briefs on or
about December 26, 1985; opening briefs were also filed by ‘the ,
Department of Health Services (DHS) on January 15, 1986 and- by thel
Ferndale- Intervention Team and Ferndale Chamber of Commerce (Fiﬂn
on March 28, 1986.. The PSD, FIT, and CUCC filed concurrent briezs
on oxr about March 31, 1986‘whi1e PATRIOTS: filed its cloSLng briet
on April &, 1986-M -
3. Timber Harvest Revenues
- a. 'Ezisim L e

on February 28, 1981, CitizensaUtilities COmpany of

california (Cocc).,- a Calizornia corporation, 1iled Application

(A.) 60285 seeking authority to increase rates in its Felton water ;”‘

District (Felton) in Santa Cruz- cOunty. ‘The record: in.A.60285
revealed certain,intercompany'transactions ‘invelving’ Felton/and
Citizens Resources. cOmpany (CRC), a. Delaware corporation-l“ By

deed recorded August 19, 1974, cucc transferred timber rights to Tf.e

of 9 parcels o: public utility'watershed property‘in its Felton
District to CRC- Also, in. 1974 CRC' signed a timber'management

contract with- an’ expert torester. Pursuant tb.ereto, CRC harvested""?

2,303,000 board: reet of lumber in 1976 1978, and 1979._ .
The cOmmission.found in Decision (D-) 82=05=-038 that
timber harvest revenues from Felton’s watershed lands-were $266,549

l

1 .CRC-.and cucc are subsidiaries or citizens Utilities Company
(cue) , a Delaware corporation. However, .CRCdoes not operate ‘
public utilities in this state and is not subject to Commission
regulation.f ' . . ‘

"
[

e

NIt
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for the years 1978 and 1979. It also found that watershed lands
from which timber was harvested are included in .Felton’s rate base,
and are necessary and useful? to Felton’s utility functions:
Commission authority to transfer timber and ninexal rights to CRC
was never obtained. (9 CPUC 2d at 209. )

The cOmmission.concluded that the transfer of tzmber and
mineral rights from Felton to CRC was void. 3 It ordered cucce to
arrange for transfer of those rights back to Felton; and 1t ‘
amortized the timber harvesting revenues of $266,549 over 12 years,_it
~thus reducing Felton’s revenue requirement by $22, 213 each year. N

'~ In D.82-05-038 the Commission also ordered CUcc'to :zle,n-?*
on a: d;strlct—by—district basis:

“'a. A llSt of all property ‘and’ assets ‘ ,
' " transferred between the:particular dzstrlct
and [CRC] going back to the date [CUCC] o
acqurred the...district.... :

2 Signlrlcantly, in its brier CUCC did not contend ‘that the’
pertinent watershed lands or'the part. consisting, of timber. rmghts
were neither necessary nor useful in Felton’s. per!ormance of 1ts i
duty to the public so as to ocbviate .application of Public Utal;t;es
(PU) Code § 851; and CUCC.did not seek rehearing on the § 851 1ssue
or on the COmmission's dzsposition of the timber harvestinq .
revenues. .

3 ”No- publ;c utility...shall sell, cee, O otherw;se d;spose
of...the whole or. any part of its..., plant systemr or other ‘
property necessaxy- or- useful in the performance of its duties to.
the public, ..., without first'having secured- from.the commission
an order authorizing it so'to do. .Every such sale...[or] . o
disposition...made other than in accordance withAthe order oz the o
commission authorizing it is void.‘j.‘. ‘o i

f'Nothing in.thil section shall prevont tho sale...or other
disposition-by any public utility:of property which' is not-

necessary or useful in the performance of its duties to the publ:Lc,.jj

and. any disposition of property by a public. utility shall be
conclusively presumed- to be of property which is-not.useful .or
necessary in the performance of .its duties to the public, as to. any
purchaser, lessee or encumbrancer deallng with such property~1n »
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*b. A list of all property and assets
transferred to CRC which ([were] thereafter
sold, transferred, harvested, or leased by
CRC: ...” (9 CPUC 2d at 211l.)

CUCC filed the required data on July~6 1982. Based upon that
£iling and the record and decision in A.60285, the Commission on
November 30, 1983 issued orx 83-11-09. The_Commission.stated
therein that:" . | -

#,..it appears that CUCC may have violated 51
851 by unilaterally transferring assets to CRC
from its other operating districts listed in
its compliance riling. : K

It then ordered an investigation:”into the practices of CUCC, its"
operating districts, and its subsidiaries with.regard to»the
transfer of real property rights and ‘the management of its
watershed resources.” In particular the COmmiSSion ordered-

%4, This investigation.will consider"

#a. Whether for each district or subsidiary
o CUCC has violated [PU] Code-[§] 851.
‘"To this end it 'will dbe. necessary'to
consider’ whether the transferred
parcels and-assets were- necessary or™
. useful 'in the performance-of the -
utility’s  duties. to ‘the public. ' Each-
respondent shall .carxry the. burden of.
proof that its properties’ transrerred
were not usezul or necessary-. ‘

On,February'ls, 1984 the COmmission issued D. 84-02—0663jf?“3

to clarify the scope of the-investigation and to-establish L
procedures and schedules to-be observed before hearings began.~v
~ D.84-02-066 summarized the § 851 issue as £ollows:- ”whether CUcc

has transferred any real property interests,,including mineral and E
timber rights, (assets) wzthout Commission approval in violation ofg}‘

[PU] Code § - 851.p This restatement of'the § 851 issue’ detined the
term 'asset' in~ Ordering Paragraph 4. a. or'the OII to«include the
timber and maneral rights transters that were to—be one - of the maia
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objects of the investigation. D.84-02-066 also required CUCC to
submit a report with detailed information on each transfer.

CUCC described the timber rights transferred to CRC in
its Asset Report (Exh. 7), submitted in compliance with
D.84-02-066. The individual transactions involvrng the Guerneville
Water District are summnrized as rollows.

Asset Report Parcel Size . pate of
-Raxcel No. ~In Acres ~ Ixansfex

I-15 80 - - November 16, 1971
I-16 80 - November 16, 1971
I-17 | 23.9  Novembexr' 16, 1971
I-19 | - 278 © Jaly s, 1971
I-22 ' 240 © . November 16, 1971
I~28 s ’September 11, 1973
rotai;* 876.9 = . - o .
In each of these cases the transrer involved only timber rights on -

‘unimproved real estate. ‘The underlying !ee to -each parcel remained
in-cucc. : :

The Asset Report contained additional inrormntion as to jﬂméﬁ
each of’ ‘the parcels.identified above, as<£ollows.x' o :

*B. The rights were not included in rate base v
and had: no value to~be recorded in plant-in-
_ service.,n- A ‘ R _ L

4(&)‘ ‘The cumulative.amount o: return
P calculated was zero.-"

#(b) COmmission authorization to' transrer"~"‘
 the . {timber] .rights was not required
"and was not obtained because the -
'rights were not. used: and useful” whenj' '
.,transrerred- e SR

The book.value at acquisition was
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#(d) The market value when transferred was
zero.

#(e) The consideration received upon
transfer was zero.

#(£) The expenses of transfer were zero-

#(g) The amount reflected as a reduction to
the plant account upon trans!er is
zero. ' _

7C. The [timber] rights were trans:erred o
[CRC] -
#D. The proceeds received by CRC by year are:

Year  Gross Income* . Costs/Expenses :
1971 $ 17,016 s T $‘17,016‘
1972 1,055 - _ . . L .0 Ta,088
1973 51,337 o ‘ o 51,337
1974 43,807 - e = L 43,805
1975 43,524 - ‘ | . 43,524
1976 13,892 e 13,892,
1977 33,145 . 1,481 31,664
1978 57,638 o 2,951 . - g . 54,687
1979 30,608 § 855 . 29,753
1980 37,916 o o-1,082 L 136,864
1981 : - /605, o (605)
1982 = 00000 .= o T
1983 — = o 1.0167 _ _{.:L..OJ.Q).
Total, $329 933 - B o §7.960 - $321, 978

‘*Gross' income from timber harvesting on all parcels,
Items-I-ls, I~16, I-17, I—19r I-zz, and I-28- C

3 3 ~Ee' The rights‘are still held by cnc. (Exh 7,
PP 18-19.)

CUCC’s witness O'Brien explained in his prepared testimonY' f;‘

what he meant when he designated an. item or real.property or: an -
interest in real. property as “not” used and- usetul. He !irst noted
that the statutory~language in § 851 is 'necessary or usetul oo
However, interim D. 84-02-066 used the. language used and userui ~ ”,
In his testimony and in’ the Asset Report, which ‘he’ sponsored,. he
adopted the ”used.and useful”. phraseology of D.84-02-066. When he '
says that'a piece ot_propertyjorjpiant«is_not_used.and useful in
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providing utility service, he means that such property is not
performing any utility function and the removal ¢f the property does
not affect the providing of utility service. (Exh. 47, p- 1l.) ‘

The initial deterxmination that an item of property was not
used and useful was made by CUCC’s .operating people who now the )
system. and how it is operated. Then, for purposes of his.testimonY”f
and the Asset Report, O’/Brien went over each transfer with' CUCC'f

operating pecple and satisfied himself that their initial '

determinations were correct. o 2

CUCC’s position as to the Guernevxlle timber rights 15 o
that no action by the COmmission is-required-, ‘Since, in CUCC's
view, the timber rights were not. necessary or useful, Commission ,
approval of the transfers was not reqnired.; Therefore, it would be
inappropriate for the commission to void the transfers oz timber
rights or to take. any ratemaking action w1th.respect to them-,

CUCC takes the same position vis-a-vis ‘the timbexr rights ff‘hfﬂ

in Felton transferred to CRc'and reconveyed by CRC. to CUCC in

compliance with D. 32—05—038 in A.60285. cucc asks the cammission tomeV'

reconsider that: disposition and to vacate its orders. (1) requiring
the reconveyance of. timber rights from CRC tofcucc, and (2)

attributing the timber harvesting proceeds-to Felton's.operating :
income over a 12-year period.~ In. cuce’s. v1ew this is an appropriateiQ
result because° (1). the timber harvesting rights,had no asset’ vnluejp

assigned to them, (2) were never included in rate base, and (3) were;}ﬂ’ﬁ

not necessary in providing utility services.,‘\" —
- On cross-examination ofBrien distinguished-between the "‘1

land parcels themselves and. the' timber harvesting rights on those

' parcels. O'Brien testified that the. land parcels,‘ i.e. the ... °

watershed areas, continue to be used and usetul tovthe utility

because they capture water for prov1ding utility S&IVICQS-; This is

so~even though- the spring or surface diversion sources on.those
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parcels may not be used. In his op:i.:nion4 the water captured in
the watershed areas would still be applicable to the utility’s
other water supply sources, such. as those wells down by the Russian
River. o :

In contrast to the: l*and‘_parcelsv, ‘however, the timberxr
rights, according to 0’Brien, do not provide the util'ity-service as
does the land by virtue of the water 'flowing under- or over it.

O’Brien denied that the timber ox" ti:mber righ.ts needed to be
retained to~protect the watershed lands, stating that the evxdence
in the proceed:.ng showed that any forestry work that was’ done was '
done .to enhance the watershed lands and was in no- way detrmental
to them. R - ' '

, "PATRIOTS subpoenaed Loren Montgonery Berry to test:.:y :.n
support of its recommendations. Berry is a £orester, land manager, ¥
and owner of Berry’s Sawnill.. He has been CUCC's :corester and land “
mapagex since 1968, but is not now under contract. He has ‘been 2 - l
forester for over 40 years and has’ been reg:.stered in the state ot ‘

California as a !orester for many years. Berry harvested t:unber
for CUCC from 1968 to 1980, during which time ‘he  was never c:.ted
for a vielation of the* regulations of: any” state -agency.. ~ .

' According to Berxy, t:i.mber harvesting is. heav:.ly
regulated by various ‘state agencies. The" Department of: Forestry i
and the Water Quality ‘Control Board requ:i.re spec:.:f:.c and str:.ngent e
measures to be taken be!ore timber may be harvested. Berry gave :
one example. After. worlcing for 6 weeks to evaluate a piece of
property in Cazadero and after coming up w:.th ‘the functional -
equivalent of an environmental Impact report with erosion control' E
puilt in, a preharvest meeting was held on: the property In.

4 He admitted t.hat he was not a geolog:.st and suggested that the"i‘ :
questions about the userulness of the land parcels should have been.
put to the geolog:nst. ‘
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attendance were two forestry men, one geologist, one water cuality
man, one Fish & Game man, a representative of the Sonoma County
Planning Department, three of the landowners, the logger, Berry,
and Berry’s son, Jim (also a forester). The purpose of the meeting
was to evaluate what the'proposed'harvesting would do to the water
source. Berry opined that california- has the toughest
environmental guidelines in the nation as rar as.protecting water ‘
and natural resources.

. Timber harvesting is very*strictly regulated under they
2’berg-Nejedly Forest Practice Act of 1973 (California Public
Resources Code section 4511 et. seq.), which specifically includes
safequards for the maintenance ot‘water resources (alsor statutory
protection measures fox. watersheds predated the comprehensrve
regulations adopted in the Forest Practice Act)- Before harvesting
can occuxr a timber harvesting plan must be submitted, held open. ror
public comment, and.- approved by the appropriate state agenc;es.v

The plan must proVide the.names and addresses of the timber owners ﬂ»q

and operators, as well as. detailed descriptions of the. area to be
. harvested the methods and equipment to~be used and any special
procedures to be followed-to reduce erosion. The plan must: also»
include expected’ commencement and completion dates of the
harvesting. The statutes provide ror very. strict penalties for ,
anyone making. material misstatements in a- tiled plan, and require
inspections- to-ensure that. an- approved plan is followed. . ,
These plans, .and the underlying 1aws and regulations,‘
distinguish between watershed property that isvbeing used as:a.
water source for commercial uses. and a watershed that is, zor
~ instance, in the middle.of a national forest that has no commerc;al
use: associated with it. Difterent guidelines, distances, ‘and. ‘

practices apply to watershed: used as a: water ‘source for people.,'idﬁ‘\“
~ the timber harvesting plans identizied in this. proceeding, Berryqiﬁ”““

applied the more stringent guidelines when.working around water
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source points. The services he provided to CUCC as a forester and I -
land manager consisted of:

1. Surveying CUCC’s property with the best
management practices in mind, keeping in
nind the priority of the springs, which in
turn relied on a good watershed._

Putting in rire trails and access roads.
RemoVing fire :uel, i.e., dead wood.

‘C:Eting ‘mature trees. on a selection.basisu
only- ‘ : _

Patrolling the. roads in the wintertine to
keep trespassers off and to maintain the ‘
integrity of. the watershed. i”gv
_ Berry was-particular to correct any reference by counsel
to 'logging operations., He was not involved in logging, but «‘MUJﬁ"
rather in the harvesting of. selected mature trees.only. . When asked
whether his harvesting methods include clear'cutting any parcel he<
replied ”“never” and stated that his methods onxy involved selective
thinning. . : . N
Berry described several steps taken to ensure the
integrity and purity of the. cucc watershed, as’ zollows.w e

1. Working no'. closer ‘than 150 feet to a known -
~ watexr source. However,,this distance can
be extended to'l/4: mile if the work is
above.a stream,, o e

Felling trees.away :rom,the water source.u”

Culvertizing croseings,

~Building access roads-to-minimize erosion
. Wby proper sloping and siZing. and ‘

,‘Inspecting by state agencies, both during

harvesting by surprise inspections, and
'atter harvesting. - .

Berry stated that it was possible that selective timber
harvesting can enhance waterflow of surrace sources of domestic !
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water supply on timberland. However, he had no way of telling
vhether his harvesting actually had that effect. He did understand
that it was part of his contract with Citizens to maintain the
purity and integrity of its domestic water supplies. His function
was to observe the'quidelines establishedaby;thevDepartment_or .
Forestry regarding harvesting. and working. within certain distances -
fxom spriugs,gwhich-he did.  Water Quality, Fish & Game, and .
Department of Forestry then inspected his work, ror which he never
received a single citation. - - O

' Berry stated that he never discussed his rorest T
management practices with any representative of Citizens. Instead,
Berry testified: erve. just tulfilled our: obligations at all
times.” Those obligations are established by the forest’ practice
laws. Berry'volunteered that: it was a. strange thing that he had
never discussed hismpractices with‘citizensabut explained that-

*1. . California- has by*tar the' toughest ,
-venvironmental laws in the nation,. and‘
. almost everything is,run by the state.‘

CUCC*was relying on Berry to ensure that
the requirements of state law~were
. observed:- and R

‘Forest practice laws are’ very complicated
- and extensive, and unless aperson has:

. spent. many years in the rield, helwould
'r”just be a novice at it. ‘ ‘

“In other words, rr'y was the exper't and. cccc perscnnel were the . O '
novices. They relied upon . him toAunderstand and comply'with the: ,

law. He testiried that the agencies give the guideiines,(he ,

complied rlqldlY‘W1th them, and he was’ never cited for a violationv

of those guidelines.;1ﬁ¢ SEERS L : ;
PAIRIOTS subpoenaed another witness, Gerald A. Grifrith,

whose testimony corroborated Berry’s‘in port._ Gri:!ith is a wnter1]&fi
company managexr by~pro£ossion.j Durinq the past yeer he worked zor{ﬁ

Millviev County Water pistrict. -From May 15, 1973, until June 15,
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1984, he worked for CUCC, first as manager of Guerneville (1974-
1981) and then as superintendent over four systems: Guerneville,
Larkfield, Felton, and Montara (1981-1984). ' He-left CUCC to take
the job at Millview. He is not now employed by CUCC. He has'a
degree in bioleogy. His work experz.ence before coming to. CUcc

included about 20 years in laboratory work (industrial chem.stry) S W

in various :.ndustries, (rockets, missiles, and food), three years

running an-anodizing plent, and. cancer - research- He was also . an

. efficiency expert for Macheshim Chemical CQmpany in Beer—Sheva,
Israel. He is a class 4 water operator and: teac.hes the
certification course zor water operators et Santa Rosa J‘un.xor
College. B LT ‘"“ o T
When Griftith :!.'irst became mnnager of. Guernevn.lle m

v

1974, he was’ told to keep an eye on Berry’s ha.rvestmg opera.t:.onsf—-"‘.’j' o

and to make sure he stayed- well away trom cucc’s. springs and:

generally rollowed good pra.ct:i‘.ce. Grizrith admitted that he was. no B

logger and had no authority on 1ogging, but rrom h:.s perspecta.ve

Berry had a model operation. He testiﬂed tha.t Berry bas a

reputation of probably being the best logger :Ln Caln.zornia..
Griff.ith had occas:[onal conta.ct w:Lth Bexxy regard:.ng

. trespassers on. CUCC: watershed J.ands- : Berry wou:l.d come in or call

Griffith to let him Xnow about trespassers Berry haa encountered

and run off. These trespassers were f.requently wood poechers,

cutting tinber f.or themselves w:.thout pemiss:.on. Gr:.f:ith

- recounted: e - : -

»T had one [wood poo.cher] ‘tell me it ‘'was -
perfectly all right to cut:the-timber because -
he .got pernu.ssion Lrom. .‘.rerry Gri!fith- L

One of t.he things t.ha.t Grz.rrith’s super:.ors warned h.un

about was 1etting anybody cut unders:.zed timber. ‘ Sixteen mches

~was the minimum.’ He went out with a tepe mea.sure one day to check i

up on Berry s opera.tlon, and. the smllest stump ‘he- round was 18?
inches. Gn:tﬂth believes that Berry d:.d an. outstandz.ng jOb-. .

e .
Ji «A..
i
|
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He could only remember two instances when Berry’s
operations had any effect on the water company. In one case at
Villa Grande Spring he found that early rains had washed some mud
from a road embankment into the spring. That was the only case he
cited where he thought that logging had directly contributed to the .
amount of mud in the water supply.

He also thought that there was a case, where a road
crossing caused a line to crack. However, he’ conSidered this “no’
big deal,” as it merely involved: fixing the line with a clampt‘ He
did not believe that any complaints resulted from this incident.‘ ‘

Griffith testi!ied thnt mud in the water was a tairly
standard t.h::.ng every winter- Every time it rained the springs L
turned muddy. When that would occur he’ would turn off the spring, I
and pump well water up—to»the higher tanks that ‘are normally filled "
by springs. The springs were unusable :or rour months each year |
during. the.rainy season because or the high annual rainfall
averaging 46-1/2 inches per year and twice in his memory reaching
100 inches per year., . - ‘ :

In 1976 on his own initia.tive Griti'ith took a.ll the-

spring sources ozr of the~system.‘ He' did this hecause ot the high iif”

cost of doing Dﬂs-mandated daily turbidity tests on each spring

source. He began the daily testing. procedures on July 1, 1976, and f“'

continued. them for 48 days until he determined that he aia not have
the- manpower to continue. The testing required 12 man-hours per .
day and the cost or'that eftort exceeded the value of the water

supply by five times.l When the’ springsawere usable (other than in~7f“”M“
the four months of the rainy season) “they- only provided ‘at best 3%}7“ R

of the total water supplies- In the dry months o:‘August and
September that percentage fell. to 1%. B

‘ The testing procedure involved obtaining a sample of
water and returning Lo the ofzice to per:orm ‘the- test., If “the - , B
_sample passed the “test the-employee could g0, to~the next spring.‘”"}

However, if the sample railed he would return to the same spring AP
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for a second sample. Many of the springs are inaccessible by
vehicle and require long walks to and from a road.

On the issue of timber rights the staff witness in
prepared testimony stated only that:

”The transfer of...timber...rights of watershed
properties to other parties jeopardizes CUCC’s
contrel over water resources. These rights are
necessary for the safe and reliable operation .
of the water systems. . In view. of this, all
these property rights should ‘be retained by
cucc.”  (Exh. 16, p- 4-)

The staff appended to its report (Exh 15) a December 1975

report by'the Water Sanitation.Section of the California Department :

of Health. The report contains in:ormation pertinent to' the issue
of timber. harvest revenues. ' ‘ :

In 1975 the system derived its water rrom 11 wells and 13
surface stream diversions. Water - is-diverted from these 13 points
by dams across stream beds.  The. water from. the ‘surface, sources B
flows by gravity to the distribution system.‘ All surrace water
sources axe disinrected by means of chlorinators before the water
enters the distribution system. water ‘from the surrace stream L
diversaons is not tiltered to‘reduce turbid:!.ty'r owever.‘ The
watersheds of the surface sources are: not petrolled end are
accessdble to the general public.:‘* ' |

B4

The‘DHS concluded, 1nter’elia, that the system does.not

meet the requirements or California's laws and. regulations as. to

water quality., Turbidity was specifically mentioned. "DES also

concluded that' 'The use or surface ‘stream water fxrom - unprotected
watersheds . without treatment other than disinfection does not
provide adequate treatment.ﬁ, , o i:

_ The DHS recommended: that cccc-ﬁ S

”1,; Complete the- chemical ‘trace elements, and

. - general physical- analyses ‘required- for-all -
water sources. On.completion of these -
analyses, the Company should sample: each
source monthly and -complete analyses'made '~
for those constituents :ound to- be presentv

v

" P
‘ | .
[N )
|
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in excess of allowable concentrations; such
as iron, manganese, turbidity, and color.”

* N w

Installation of a duplicate clorinator, an
audible or visual alarm, a turbidity
recorder, and a water supply turn-out for
each of the [13] surface water sources.”
‘Install water treatment facilities. for
surface water sources including the
processes of. turbidity removal, iron- and
: manganese removal, and-disinfection; or -
il (Emphasis added.)
(Exhibit 15, Appendix C, pa 5 y
DaVid CIark, District Engineer for the DHS, sponsored
prepared testimony on- behalr of. DES. He did not mention the o
surface watex sources in his~Exhibit 22. He recomnended that ”iz "

- the: PUC determines that [cucc1 must return revenues.trom the sale';ficgf;

of timber to~the ratepayers, it.is strongly recommended that the
return[ed revenues] be' directed <o rinancmng inprovenents necessary

'to-meet [the requirements ofj the Health and Satety Code. ‘ (Exb.,

22, p. 4.). However, he sponsored no direct evmdence in support o:
this recomnendation.f, A . AR :

Clark was.principally concerned with actions to~correct
deficiencies in- the system., He stated that on.November l, 1983,; 7

DHS requested that cuce conduct a complete engineering study of its"‘“w

systen to address certain de!iciencies he listed. CUcc.completed

the engineerinq study (Exhibit 23) and eent it to DHS on May 17, u;

1985. In Clark’s opinion the study adequately addresses each o:
the dericiencies in,the—systen (except for £ire.£low questions '
which were not requested) and proposes an.improvement program to 0
resolve then._ DHS now. intends to»negotiate in.cooperation with the
Commission the priority and’ time’ schedule tor implementing the o
correctrve actions proposed in.the study. .
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.-\

During cross-~examination, Clark testified that the
improvements proposed by CUCC’s consulting engineers in Exhibit 23
were acceptable to him and that his office requested that CUCC
implement them immediately. Exhibit 23 does not call for further
development of the upl;end"'spring or streanm.sources, but rather for
new wells to be developed in the. a.lluvium near the Russian River.
In tems of quantity of water, vertical river wells would be
expected, in Clark’s oplm.on, to. dellver ‘largexr quantltles of water
than horizontal wells. drllled in the uplands near existing stream.,
In Clark’s view horizontel wells in the upla.nds would not alone -
supply the Guerneville system during. the summertime and hea.vy '
demand per:.ods If the exist:.ng sur::a.ce wa.ter collect:.on system
were developed and expanded the surrace wa.ter would requlre :ull
treatment in oxder to meet state requirements- but the cost o.f. that
treatment would render the source uneconom’.cal-_ _ '
The conclusion of this report, with'which clark agrees, . -
is that Guerneville cannot a.tf.ord alternative weter supplles. ‘ 'I‘he S
report, theretore, opts to develop the wells in the river. alluvmm,
where prospects for .finding large quantities or potable wa.ter are .“ -
good, rather than to develop existing' sur:!ace water sources in’ the
uplend areas. L S AR
Some: may believe that the timber rights issue cennot be o
disposed of until it is rirst detemned whether cccc ‘should P
develop new weter supplies in’the" river alluvium or in the h:.lls
around the spring sources.. However, it is cleer from the ev:xdence
sumxnerlzed above . that timber hervest:.ng and weter development in’
the watershed areas ‘are compatible. 'rhe testimony of CUCC's :ormer' .
forester and rormer Guerneville District menager, sponsored by ’ ”.,;'f”‘
PM'RIOTS, showed that, timber harvesting is highly regulated w::.tb. al L
primary ‘goal ot preserving water resources.- It also showed thet o
cucc’s harvesting had- only negligible e:tzects upon the spring
sources or: the water system as a whole. Ra:.n ceused some mud to




OIX 83-11~09 et al. ALJ/RIB/xrsr w

wash into one spring from a road cut and one pipeline was cracked
where a road crossed over it. The cracked pipeline required only a
simple repair and did not result in any complaints. In fact,
irrespective of the single instance cited where mud from a read cut -
washed into a spring, all of the- springs were shut down for four
months of each year during the rainy season because of debris
washed into them by natural runcff. The rainfall is excessive in
the winter and the slopes are steept No one- has even suggested
that this condition is other than a natural phenomenon- W
' Responslble timbex harvesting, as the record indisputably :

shows was performed on the Guerneville District watershed J.a.nds.r is - ﬂfT‘

compatible with the use of those lands for ‘watex. production. The
harvesting in this instance was limited: to selective‘thinning ot
mature trees only. The harvesting was performed with particular

care to prevent any degradation of water sources. or’ supplies in the: ﬂf*r

Guernev:lle District watershed area. All harvesting is heaVily
regqulated and is done pursuant to-license in“each case.-‘On-Site
inspections, before, during, and. .after harvesting, are conducted by !
state agencies to ensure that water: resources are protected and
that harvesting is. conducted in. acoordance with the regulatons )
applicable thereto and . the terms of the. license No clear cutting
of any area of the watershed lands was invorved _here.- Berry was
careful in his testimony to state that he'was involved in selective
‘harvesting only, not 'logging‘. 'To the extent: that that tern zay,
tend'to suggest’ clearcutting, this record does*not show-any S
clearcutting was performed on: cUeeTs Guerneville District watershed

lands. Irrespective of’the regulation of- other state agencies, "{ffgw‘im

were the evidence €0 show that watershed lands were being denuded

..ot all commercially exploitable trees in a manner that would

destroy .or impair water sources or. supplies used by or necessary
for a public utility water company we would ‘not- hesitate to. take
action tolprotect those _sources. . However, the evidence-in this
case does not show that logging or clearcutting has taken place or
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that the harvesting that has been accomplished has impaired the
spring sources in the Guerneville District watershed lands.” The
nanagement of watershed lands by a skilled forester, including

selective harvesting, may actually enhance the watershed by cutting .

dead and diseased trees and removing fire fuel, preventing wood
poaching, and enhancing growth of young.trees by cuttlng matuxe
trees. :

Since the harvesting of timber is compatlble.w1th water

production in the Guernevrlle Dlstrlct watershed lands, why are the

timber rlghts in those—lands so ”necessary or useful in the

pertormance of its duties to the publlc” that CRC should be' forced ;ﬂw"

to reconvey them and to dlsgorge the tlmber harvest recelpts ror
the benefit of the. ratepayers? Moreover, if we ultlmately :

determine that cucc acted in a. reasonable and. prudent mannexr in
abandoning the- spring sources in ravor off wells in the wiver
alluvium and in choosing toedevelop-more wells<there, then it is -

immaterial whether harvesting affects the sprlng sources, - since. the;%

springs would no-longer be a tactor in provzdlng water for the

, The testimony by CUCC that the tlmber rlghts are.not ln

rate base and the testimony by the staff and others that they axe f.

- in rate base does not bear on,this point-, The language of . Sect;on
851 is not couched in such . texrms.. ;. The Key lssue is not how the

property is accounted tor but how it is used-x It is clear from - the

evidence that the- tlmber rights are nelther ’useful" nor. are they i
»necessary in.the pertormance of [CUCC's] duties to the. publzc.grnv
That is, if tree-A is cut ‘down, hauled away, - and- sold, will: that

'dispositlon arzect the water eervzce rendered to the publlc.in.the

5 In recent years, berore the springS-were discontlnued as water
sources in 1976, they only produced at most 3% of the water supply\
for the Guernevrlle Distrlct.; R Ll _
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spring sources in the Guermeville District watershed lands.S The
management of watershed lands by a skilled forester, including
selective harvesting, may actually enhance the watershed by cutting
dead and diseased trees and removing fire fuel, preventing wood
poaching, and enhanecing growth of young trees by cutting pature
trecs. | | ) | e o

Since the harvesting of timber is compatible with water
production in the Guerneville District watershed lands, why are the
timber rlghts in those lands.so ”necessary or userul in the
performance of its duties. to the pnblic” that. CRc should be forced
to reconvey them and to dlsgorge the tlmber harvest recelpts for
the benefit of the ratepayers?‘ Moreover, if we ultimately
determlne that CUCC acted in.a’ reasonable and- prudent manner in
abandoning the spring sources in :avor of wells in the rlver |

" alluvium and. in -choosing. o develop more wells therel then ;t ls )
immaterial whethexr harvesting atfects the sprlng sources, srnce the
springs would no longer be a: :actor 1n.providrng water tor the '
systemn. ‘ : . ' ‘
The testimony by cucc that the timber rights are not 1n
rate base and the testimony by the start and others that they are
in rate base does ‘not. bear on this polnt._ The language of” SectzonAT*'
851 is not couched in such terms _The Xkey issue is not how the
property is accounted for. but how it is used._ It is’ clear trom the
evidence that the . tlmber rights are nerther "usezul” ‘nor: are they

T
S

”necessary 1n.the perrormance of. [CUCC's] duties to the publac. “jf;f’

That is, . i: tree A.ls cut down, hauled away, and sold wlll that 3
disposition affect the watexr service rendered to the publlc ln the .
Guerneville District? We have determined.that 1t wlll not atfect

5 In recent years, berore the springs were discontrnued as water“‘,w
sources. in 1976, they only produced at most 3% or the water suppky, o
for the Guerneville.District. Cee , ]
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such service, whether we assume the springs become again a source
of water for the system or whether they remain abandoned.

Accordingly, we conclude that the transfer by CUCC of
timber rights in its watershed lands to CRC was of property neither
useful nor necessary in the performance of CUCC’s duties to the
public in the Guerneville District and that such trans:ers were not
veid ab initio. ' ‘

It is interesting to note that the second paragraph of
Section 851 states that: c

"Nothing in this section shall prevent the sale
-..0r other.disposition by any public utility

- of property which is not necessary or useful in .
the performance of its duties to the public,

and any disposition of property by a public -
utility shall be conclusively presumed to be of
property which is not useful or necessary in- s
the performance of its duties to-the- publ:.c, as
to any purchaser, lessee or encumbrancer -

dei.ling with" such property in good faith for

value; ...* _

s

The :.nit:.al determmat::.on whether the :.tem of. property is ' ¢ .
necessary or userul is for the. utility to make. Where the
d:.spos:.tz.on is to a’ purchaser in good faith ‘and for value it :.s
conclusively presumed to be property that ‘is not useful or |
necessary. Where, as here, the disposition is to neither a c RS
purchaser, lessee, nor encumbrancer and is not for value' there :.s B
at xnost a rebuttable presumption that the" dispos:.tion is of o
property that is neither necessary nor use::ul In any event the
issue is a factual’ one that the Commission :na.y review. In this )
case the evidence, as’ opposed to ‘the conclusions of w:.tnesses and
the arguments of counsel, overwhelmingly favors the in.it:.al B ‘-‘f;'f* o
determination of cvce that the timber r:.ghts were ne:.ther necessury
nor useful. ) - Lo o L g :
Disposing of the Section 851 :.ssue does not, however, end i
the znatter. ‘We must next determine whether the transact:.ons im” T
‘which t:mber rights were transferred trom cucc to CRc were properly,‘ ;T
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accounted for. The staff testimony regarding the appropriate
accounting treatment of such transactions is cogent and we rely for
the most part on it. Summarizing his accounting testimony, the
staff accounting witness stated:

#Thus, if the land is. in Plant: Held For Future

Use when sold, the gain is above-the=line (t¢

the ratepayers' benefit) but if it is sold from

Plant in Service or from non-utility plant the

gain is below-the-line (to the shareholders” )

benefit) .” (Exhibit 9, p. l7 paragraph 42, as

amended.) ‘ =

It this statement or the requirements of the.Unirorm )
System of Accounts (USOA) is ‘not’ clear enough, ‘the same witness. .
reiterated the same matter in more’ detail undex cross-examination
by CUCC; (Tr. 1= 93-98.) Actually, there is no dispute amonq the
parties as-to the' requirements of the USOA.a They'do difrer,,
however, on whether the timber rights were . in rate base or not.

CUcc, as we indicated above, asserted that the timber rights.were

not included in’ rate base and had no-value to be“recorded in plant—'ﬁ;‘

in-serv;ce. We do not accept this naked assertion as ract, for" it
is contrary to the :undamental principles of realfproperty law..
When‘cucc acquired the watershed lands rrom which ‘timber rights
were: later severed, it acquired them ln ree s;mple absolute. Its
title to those lands-included all rights assoCiated with such

titles, ‘e e.g. water, timber, mineral and development rights. ‘The fﬁffw

“original cost of such” lands was not allocated among the various
rights associated with land ownership when.that cost: was entered (
upon the books o!‘account of the Guerneville: District ot;CUCC. The
USOA. does not. call :or such an allocation. Thus, the timber rightsh
were in’ rate'hase as’ part of the’ watershed lands.,;\v : :
Since the timber rights were in rate. base when -

transrerred, the value of those rights should: have. been rerlected iﬂbiﬂ

in- the plant accounts of the Guerneville District when. the ,
transfers occurred., They were: not so~re£1ected because, as CUCC'sVWW
witness testified, the utility did not consider'them to be part of o

»
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the rate base and, in any event, did not ascribe to them any value.
Neither of these conclusions was reasonable. . CUCC knew or should.
have known that if the .timbexr rights had motheen severed from the
watershed lands and transferred to CRC, an unregulated affiliate,
the revenues from the timber harvesting would have acerued to the
benefit of the ratepayers, thus reducmng CUCC*revenue requlrement.
We infer that CUCC transferred the rights to avoid this result and
that the transrers were ‘made in.anticipetion of timber harvestxng j
revenues beinq rece;ved. One of the transfers occurred on.July S,
1971, and four more on November 16, 1971 In.1971 CRc received
$17,016 o: net proceeds trom timber harvestlnq. whe dates ot
transfer. and receipt of- revenue are contemporaneous, makinq lt -
improbable that CUCC and CRc did not expect to-receive zncome asfa
consequence of. the transters and elmost simultaneous harvestlng. ,
| Since revenues-were expected . from. the harvesting, it d“”
follows. that,the timber- rights had. market vaIue.. Beyond the mere ‘
assertion that the. timber rights had no-market value when L
transferred, CUCC offered no other. evidence on the issue oz‘the;r mfﬂ“
value when transrerred.~ There is evidencelin ‘the recoxrd :rom wh;ch“*
a value can be derived however.l Exhibit 7 shows the'net revenues
.rrom/harvestinq received by CRC each year between 1971 and 1980-5'
They total $323, 600, or an average or $32 360 per yeer for the 10.

year permod.; By capitalzzing those revenues at CUCC's.most ;j_; -
recently authorized rate or return (12 04%) we der;ve a market

value of $269, 771.?} We do not, however, adopt this txgure as the

fair market value of- the timber rights when: transterred.- It rs S
nevertheless one meesure of the value of thosewrights end is’ useful ﬁ?”
to show'what order of magnitude their value m;ght attain- |

N

LA

6 The formula :or deriving market value :rom annual revenues isz-
Market value = annual revenue/rate of return Lo
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How then should the value of the timber rights be
reflected on the books of the Guerneville District? Had the timber
rights been sold for fair market value with the knowledge of the
Commission, sale revenues would have gone to shareholders in
keeping with our policy that the proceeds of non-utility plant
sales do not belong to ratepayers. Sznce no sale has occurred here, )
there is no gain to disburse. There is, however, a presumptave
value for the timbex raghts.xncluded in the rate base: assocaated
with the land parcels,in quest;on., In the absence ot a.valuataon

of this amount, we will attribute the’ timber harvesting revenues to (Af;ﬁf

the original cost of the 6 parcels involved, and reduce the -
balances associated with .these parcels to\zero.‘ The 1973 annual
report for the Guerneville District: shows that the balance Ain

Account 306 (Land and Land Rights) at year emd was $76,060.. SOme,-};;‘ﬁfff

. part: of that balance represents ‘the oraglnal costs of the 6. D
watershed parcels.  CUCC will be ordered to report: to-the.stazf the' :
original costs. of the 6. watershed parcels, to.reduce Account 306. by
those amounts, and to«reflect those reductzons of ratebase in an-

' ‘\'. -

advice letter ‘rate. decrease.‘ . : .
Furthermore, since . cUCC unreasonably zailed to reduce
Account 306 when the transactions occurred, rates have reflected a
balance in Account 306 in the 576,000 range since 1971. CUCC wzll
be ordered. to-report to- the star: the extent to which the
Guermeville Distrxct.adopted xesults of . operat;ons reflected.

excessive balances in Account 306 in all years since 1971, the.

adjustments to those results of operations requared to rezlect the
reduced balances in’ Account 306, and- the dollar effect of those f‘;
adjustments in each year since 1971. In addition, CUCC will be ?*pﬂ
ordered to compute .an- interest component on the overcollectzon :or‘
each year, assuming an interest rate of 12%, compounded annually,i“
and to propose” a' nethod. whereby the. total of overcollectionsrand e
. interest components may be: amortized through' rates to'the benezat «f}
‘of the ratepayers. I cuce and the stafe. can agree upon'the '

N
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appropriate dollar figure and the method of amortizing it, then an
advice letter filing can accomplish the required rate reduction.
If no agreement can be reached, then we.will set further hearings
to take evidence'before‘issuing a decision on this issue.

We bave not required CUCC or CRC to disgorge timber
harvesting revenues, having concluded that cuce did not err‘under
Section 851 by transferring the timber rights in certain watershed
lands to CRC. CUCC’s mistake was in concealing the transactions'
from the Commission by failing to reflect the. eztects in.Account
306. CUCC attempted to, and did, earn a. return on the value of
those rights in rate base while at the same time diverting the
harvesting revenues to«the benefit of the shareholders of its
parent company. cuee” cannot have it both wWays.' ‘Had title to the
tinber rights remained in CUCC, the tinber harvesting revenues -
would have: accrued to the bene:it ot ‘the ratepayers, according to
the - requirements-ot the unirorm ‘system’ of accounts.‘ Havrng ;“"' ‘
transferred those rights lawfully, ‘CUCC: has-diverted those revenues -
to the shareholders.hf, ‘ o

We are concerned that our ability to-monitor CUCC’ 1
transactions with its atfiliates has’ been inadequate in- the past to
prevent: surprises-like those that have come to Iight in these
proceedings. We will take no punitive ‘action: against CUCC
(although we - believe that a case could be made' for such action),n;
but we will ensure that we ‘are able in the~£uture to track closely
cUcc’s affiliate transactions. In- order to~a11ow~£or*this
monitoring, we will require CUcc'to report quarterly'to the’
Commission Advisory and. Compliance Division according to the
following requirements-- "

1. cUCC shall give Iull particulars concerning any sale: ;m"
lease, oxr assignment of. any’ utility property goods, rlgnt, or o
°n°‘mb=-'ance to any coee affiliate. e
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2. CUCC shall report any changes to corporate guidelines
concerning relationships or transactions between cuce and its. ‘
affiliates. -

Before leaving the issue of timber rights, we should:

. consider and dispose of CUCC's.request thet D. 82—05—038 in A.60285
be vacated insofar as it requires CRC to reconvey timber rights to
the Felton District and imputes timber harvesting revenues to -
Felton’s operating: revenues ‘over a 12 year period. As we noted
above (mimeo. p- 5, fu. 2) in the zgltgn case (9 CPUC*zd 197, 204
(1982)) CUCC ~... does not contend ‘that: the pertinent watershed L
lands or the part consisting ot timber rights‘ere not. necessary or‘ﬁ‘
useful in Felton’s. pertormance ‘of its public utility duty'to the .
public so as to obviate application.of PU Code § 851.7

Accordingly, cucc did not brief the: Section 851 issue nor did it _*VVW

seek rehearing on that ‘issue . or on the disposition of the tinber
narvesting revenues. This is not tho case. with the': instant

.proceeding. cucc nnde the . ergnnent ‘that. it did not nake in zg;;gn;ggdg

and the evidence supports CUCC's position and the result we. hnve
reached. ~' o : L e o
But returning to- CUCC's request re Egl;gn D-82—05-O38 is
now final. If the: orders.in Dt82-05-033wwere erroneous, those
errors have been.waived.;m Accordingly, we: will not reView, ,,lf
‘reVise, or rescxnd -D. 82-05—03&-' SR 3 '

4. .

cucc proposes and- PSD and DHS—egree that River Meadows
System should: be interconnected with the Monte.Rio System., In
addition, chlorination.at Monte Rio'should be improved end the El

!

7 Section.1709 provides°‘ 'In ell collnteral actions or .-
proceedings, the orders’ end‘decisions or the comnission which have
beconme tinal shall be conclusive.') TR e
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Bonita wells should be replaced. In addition to these improvements
PSD and DHS recommend that test wells should be drilled to explore
the posskbility of redeveloping the springs as water sources.

CUCC does not favor the PSD’s recommendation to redevelop the
upland spring sources- Rathexr, to'the extent that the development
of future water resources is even an issue in this proceeding, cocc
contends that its plans to develop new wells' and other plant

facilities near the Russian River should- be approved ‘and that other

proposals’ to develop supplenental water resources in the spring
areas would be duplicative ‘and unnecessary
PATRIOTS requests that the Connission order Citizens to

restore the valuable alternative supplies existing in the’ watershed[;\'
areas, using the timber harvest revenues plus interest to»pay‘tor d .

the development.,

The position or the DHS changed between‘the hearings and

the riling of. opening briets. Atfhearing DHS recommended that;, CUCC
should investigate new well sites along the Russian.River that had
“potential for better water. quality or., provzde treatment tor the El
Bonita wells. . ‘It was the understanding of DHS that it.was

river. After reviewing the testimony DHS—changed lts pos;tion.s _

It now believes that the- prospect of- developing an alternate- source L

of supply away tron the Russian River is. much greater than was
reported in.the Brown and Caldwell study ‘and should be explored.

DHS. noW‘recomnends that dn’ order to provide the maxinun.public S f

health. protection to the consuners An the Guerneville area, ‘the

Comnission.should direct cucc.to :ully explore the teasihility °£"~al";*

8 This was done through the'DHS brief, which procedure is"

impropex for two reasons: (1) DHS did not file an appearance. forn,‘l'

. N
e At
il

technically and economically inteasible to develop well sites- ozf-

is not a'party to.these proceedings, and may:not:file a brief,’ anda:ﬂ*‘”

(2) no person, whether or not a party, may change:its- testinony

after the record has closed,” thus depriving the other parties of f'l"‘:

. their right to con:ront and cross—exanine that person._,

'- - 28.3‘—“‘.‘_".. o
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developing an off=-river source of horizontal and/or vertical wells.
Furthermore, in this exploration DHS recommends that CUCC should
hire a competent hydrogeologist with experience in this area to
direct the construction of horizontal and/or vertical test wells | H
and then evaluate their perzornance as. to-qualzty*and quantlty over -
a l2-month period. :

" The County of Sonoma in 1ts<opening brief concurred wmthmupn

the argunents and conclusions in the openlng briet filed by
PATRIOTS and joins with PATRIOTS in requestlng the Commission to.
grant the relief requested in PAERIOTS’ brle:._ ‘ :

" congressman Douglas H. Bosco-did not address the issue
of development of otf—rzver water sources in ‘his ‘opening brze:.”
The FIT did not address any Guerneville~speci£ic issues in lts
opening brief. 7 co

-b. Discussion - - SRS

It is undisputed that the Guernev1lle D;strlct requlres/"%

about 1,000 gallons per minute to supply its needs on- a naxunum ;;‘n
demand day. Relying on its consulting engineers, CUcc,proposes to

drill three wells in the.Russian’ River alluvium which would be . 'wti:%:M

expected to~yie1d 500" gallons per minute pex ‘well. mhus, two~wells§}l
would supply enough water to meet maxcimum demand" ‘while the third.. |
well would be used .as standbyﬁ. cucc’s’ expert hydrogeolog;st _»J
testlzied that there were no large aquifers-in the. upland areas
above the Russlan River in the' Guerneville. Dlstrlct- She was'
unwilling to. risk her client’s funds on: drilling “for large ‘jp.
quantities of water in the upland areas when there was- a h;gh
probability. of findang large quantitxes or‘water in the Russ;an
aner alluvzum near. areas,where CUCC's present wells are now Ln

RAQRIOTS’ expert witness Boudreau testlfled from has
personal experience with roughly 1, ooo well dr;lling projects.ln
Franciscan rock that hlghly-rractured Pranciscan sandstone, chert,‘
and greenstone can yield ‘as. much as 500 to 600 gallons per nlnute'
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and that much of the upland area along the Russian River conisists
of these potentially permeable rocks. He noted further that
problems of turbidity and high iron and manganese in upland spring-
water could be greatly reduced by producing the water from properly
drilled and constructed wells, cased with PVC instead of iron pipe.
Boudreau acknowledged, however, that wells yielding in the 500
gallon per minute range were the exception rather than the rule in
the Franciscan formation. Thus, the probability‘or rinding wells
yielding hundreds of . gallons per minute in the upland areas is-
fairly low. o

PA&RIOTS' would pre!er that Russian River water not be
used to-supply cuce’s. Guerneville District. One of PAERIOTS"'

. .

_primary reasons for this preference is ‘the: undeniable fact that the o

Russian River is subject to various kinds of’ contamination by
‘virtue of sewage spills and other kinds of acoidents. A -second .

reason for PATRIOTS’ pre!erence is its belief that it may well be P

possible to procure. ‘water that isv!ree :rom such - potential L
contamination rrom upland sources at, less cost than water rrom “the
large Russian. River wells proposed by CUCC-; PAERIOTSf believes it
is at least worth exploring this possibility through a. relatively
- inexpensive exploration ertort betore making the large financial
commitment involved in the’ Russian.River wells-'w j“' o
The-starr ‘and DHS.do‘not unconditionally opposelthe
company’s plan, supported by . its: engineering consultant, to'drill
three high production wells in the: Russian River alluv:um. What is
at stake is merely’ the proposal of: starf. supported: by DHES ‘in its
brief only, to zirst require CUCC to-explore for water in the '

!

upland regions.and other ozf-river areas.-”‘..~- S Sl

There is a high probability that comnercially exploitable

quantities of. water in:the range of 500 gallons per ninute per. wellf

can be obtained by drilling wells in the RussianNRiver'alluVium.
Unfortunately,. the’ Russian River is subject to-periodic rlooding.w
and. contamination., While: modern well design, construction, and
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treatment could most probably overcome whatever potential hazards
that untreated Russian River water may pose, we can certainly
understand the reluctance of PATRIOTS, DRA, and DHS to rely on suck .
water for 100% of the Guerneville District’s needs without first
exploring off-river water sources further. .

New vertical or horizontal wells dr:.lled in the upland
areas could supply an unknown quantity of water that could be used:
to nmeet a portion of the Guernev:.lle system requirements and/or to.
supply emergency water in the . ‘event:of flooding or other - S
contamination of .the Russian Ri.ver area.v While individual wells :x.n ,

these areas are unlikely to be able to- supply more than a fraction .

‘of the overall system needs, the aggregate potential contr:bution
ot wells of these types cannot be determined w:Lthout .turther
exploration and. test drilling. Unfortunately, it appears likely
that a fairly large number of upland wells’ would be needed to
produce as much. water as the three Russian River wells proposed by
CUCC- I ‘ ‘ . :

, "Fortunately, the record in th:.s proceeding suggests that
there may be sources .of. water in the Guerneville District that meet
the’ ‘essential needs ot ‘both: sides o: the upland versus Russian
River wells: controversy-, PATRIOTS’ witness Boudreau noted in
Ebch.ibit ‘61 .that wells capable ot yielding ovex: '.\.00 gallons per
minute: of good qual:.ty watexr have been drilled in the alluv:.um o
along tr:.butary cree}cs reeding :Lnto the. Russ:.an River. . He: states
that wells of this magn:.tude have been dxrilled m the alluv:.\.m
along Fife: Creek, -and.- might s:.milarly be dr:.lled along the Kurlbut,
Dutch- Blll, and- other alluv:.um rilled valleys whose ground water is
not der:x.ved from the" Russian River- Wells in these-. tributary
valleys are f.ed fro:n local rainzall within' their own. watersheds
and thus seem. li)cely to be f.ree of: the contamination potential
associated with Russian R:.ver wells.. on’ the. other ‘band, ‘the -
potential yields of ‘wells closely associated with a tributary
‘stream seem- likely to be" an improvement over those wh:.ch would
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result from the majority of upland wells. Off-river wells in
tributary valleys thus appear to have a number of potential
advantages over both the Russian River wells proposed by CUCC and
the redeveloped uvpland water socurces desired by PATRIOTS.

While we recognize ‘that CUCC’s. proposed Russian River
wells would almost certainly supply adequate water for its

Guerneville District system, we also recognize the pOSSlbllltY'that F‘

CUCC’s optinmism regarding the ability of the Russian River sources
to produce clean water in the event of river rlooding or .
contamination may turn out te be unfounded. ‘Since it is. possible
that upland or. other orf-river sources in.tributary valleys could :
supply a portion of CUCC's systemaneeds and/or provrde a usetul

a
. S
'

source of water should any authorized Russian,River wells become .*‘r-r"

contaminated, we find it necessary»to»order cuce to hire an :
independent geohydrologist “£O- explore potential*otr—rrver sources

in the manner suggested by staff, PATRIOTS, and DES.  We would like o

I )

" v

| .
s

the geohydrologist to pay’ particular attention to: potential watexr.
sources -associated .with' tributary streams rlowing into the‘Russian
River. If this exploration reveals the absence: o! economic‘oft—‘M
river sources of water,: CUCC w1ll be authorized to proceed with the
proposed Russian River wells.’

We. will also»order CUcc'to maintainathe upland watershed

in good condition -1-% that . upland sources can be redeveloped and
expanded should the need arise.vw ‘

In OIT. 83-11-09, dated November 30 1983, the Commission

stated that: ' “This investigation will consider..- Whether
adjustments should be made . in the- allocation of" .common. expenses -
among. CUcc's districts “and- subsidiaries. . (Paragraph 4.22)

The COmmission next addressed the issue of common

expenses in an.interim.order, :D. 84-02-066, dated February 16, 1984.@ud

It stated that the investigation was - started to address :our

topics, the fourth o! which‘was whether common expenses among CUCC
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entities are being properly allocated for ratemaking and what, if

- any, order should be made to ensure a reasonable allocation
procedure is adopted and followed. The Commission ordered its
staff to submit the results of its analysis of commoen expense .
allocation, and any recommendations within 180 days’ of the date of.
the order. . . ‘

In response to the direction: of ‘the CommiSSion contained -
in OII 83—11-09 and in D. 84-02-066, the: Public Staff Division’ (PSD)
sent' Douglas Long, FinanCial Examiner Iv, to Stamrord Connecticut:
to audit Citizens' Utilities: Company, the holding company, and: its
various regulated and unregulated subsidiaries. Long ‘was the. sane
staff member who -had superv:sed the . preVious audit of the holding
company and its subsidiaries in connection with a. general rate '

. increase proceeding involving CUCC's telephone division. That
audit, invoIVing rour person-weeks of: starr time, occurred less
than. two-years before . Long's most recent audit. ‘

Long’s Exhibits 9, .10 and T summarize the: findings of
his audit as they relate to~this proceeding-. They show that. he
conducted: a much more comprehensive audit thanthe- Commission'
decisions’ and orders required. He not: only*audited thexallocation
of .common: expenses.hut examined the entire allocation process: -
involVing cucc’s california operations.“ ‘He stated that the costs
incurred at. Stam:ord,,the orfice of" citizens.Utilities Corporation,
are allocated to its operating divisions and.subSLdiaries uSing
four dirrerent allocations. “These included direct charges, ' i
accounting charges, administrative and general expenses-charged to 3
construction, and general charges. t“““' . o

- Direct. charges are billed directly‘to the operating
divisions and’ subsidiaries.which receive direct benerit from the"f‘ﬁu,_
work performed.- Exnmples of‘direct charges are toll study costs,i”k;:ﬂ
rate case costs, and’ internal audit costs- ,”" . o ;.Qﬂq,

' Accounting charges are billed: directly to the operatinghxﬁau;H
drvisions and subsidiarieslwhich receive direct benefit rrom the Ll
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work performed at Stamford. Accounting for all Califormia
utilities owned by Stamford is performed in Redding, California.
No accounting charges were billed by Stamford to its California
utilities in 1981 or 1983, the last two years reviewed in
A.82-09-052 (CUCC’s telephone division) and for this OII.
Administrative and general expenses.charged to b
construction are billed to operating divisions-and subsidiaries on’
their percentage of total construction costs., The function of the
construction overhead is to-charge ‘the properties ror construction—‘

related sexvices: perrorned by Stam:ord. Examples of adnministrative .-

and general expenses charged to. construction axe’ ‘direct charges
related to construction, superv:sion, and general overhead. : In
1983 the A&G charges to-construction were 8.57% of budgeted '
construction expenditures.v_ . L -

. General charges to. the operating divisions and
subsidiaries are allocated on a, four-ractor method. General
charges are amounts which are-not; charged directly-to operating
divisions-and subsidiaries and which,are not’ generated by _
construction. -The rour-factor method produces a numerical average
of each operating diviSion's -and- subsidiary's percentage to‘total

plant, total payroll total operating and maintenance expenses, and 3':{

total customers::’ S S : S
Long’s current review at. Stamtord‘showed no-material
changes in expenses oxr. procedures that need to‘be ‘addressed in: this
proceeding.. Stamford’ has.improved the data processing direct
allocations since'the last audit.ﬂ Any subsequent rate .cases’ are
the correct. venue for starf versus company expense estination
differencesr according to'Long.Lﬂ_auflf ' '
Long had" only one. recommendation with respect tortheh _
' allocation of expenses. in Stamrord. He stated that the otzicers or
CRC are also ofticers,or enployees or Stamzord-. Their tine.and X
expenses. are recorded in,Stanzord expenses and,then allocated to "ﬁf
‘the- districts and subsidiaries.a CRC is not charged with expenses '
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from Stamford. The utility rightly points out that CRC would have
a miniscule allocation if it were included in the four-factor
general allocation process because it has no payroll of
significance, no customers, minimal plant and little operating and:
maintenance expenses. However, according to Long, there is a real
cost of doing business for CRC and that is the pieces of time used
on CRC transactions, reporting requ:.re:nents, ‘and m:.scellaneous
'act:.vn.ty- In his opinion the correct way to capture this cost is.
through direct charges by CRC. employees at’ Stam!.ord whn.ch would
reduce the balance rema:i.n:mg to ke allocated through the foux-:
factor method.. This is'so because all. utiln.ty ‘operations personnel
at Stamford directly charge their time whenever poss:.ble. o
‘ Long stated that, since Stamrord does not record the kime .-
spent on CRC he proposed that a minimam charge should be ass::.gned a
to CRC amounting to one wee]c per year. - Oone week per year is. only
40 hours: out of about 2 000 work bours each: year.r.- In his opim.on AT
40 hours seems to be the reasonable minimum th.at CRC. o!ﬂcers mASt S
require te fulfill their duties to CRC. Long used 1983 recorded .
data to develop a minimum- adjustment. 'He recommended in subsequent T
rate cases that CUCC. and/or Sta:nford should have the option of
just:xzy:.ng detailed direct charges ‘or accepting' a mnmum charge o
for CRC to reduce Stamford costs to he allocated by the zour-zactor
formula. His suggested adjustment to. reduce Stamford: costs is:
$18,400. 'l'h:.s adjustment would have,, ror example, an. mpact -on the 3:-? s
Guerneville District of $125 per year, .on-the Montara-Moss Beach
District of $68 per year, on the telephone district of $4. 180 per
year, and on the Sacramento Water D:Lstra.ct of $879 per year.. . -

We believe it would pe appropriate o implement the CRC
adjustment An any:"future rate proceedings involving' CUCC's Lo
Californmia: operations- ‘We will dlrect our: staﬂ.' to propose such an o
adjustment in those proceedn.ngs..v. We ‘note  that.in its opening brn.er “ijl
CUCC stated that curxent allocat:Lon procedures ‘do provide for. .

, d:x.rect charges to CRC. Apparently cucc already aqrees with the




QIX 83-11-0% et al. ALJ/RIB/rsr/fh *

staff’s proposal. However, the actual adjustments can be
quantified and adopted in future proceedings.

congressman Douglas H. Bosco, PATRIOTS, and FIT believe
that the staff audit was inadequate.  We are convinced, however,
that the staff audit, comsidered in conjunction with the previous
audit involving four person-weeks in:'the telephone general rate

case, was sufficient for our purposes. We believe that Citizens is .

following previously adopted recommendations and orders of the
Commission 'and its staff respecting the allocation of its costs to
its California operations.’

PSD’s other recommendations involving later Stamzord
audits conducted or. performed jo;ntly with other states and its’
recommendation that a- regulatory review .of cucc's water operatxons E
in Caleornia should be comb;ned into. one’ proceedzng should be
refined at the staff level and presented to.the Commission at some"
later time. It seems clear to us that any joint audits must be

with the consent and cooperation of other states. - The staff nhould f C

correspond and meet with state. rogulatory stalt members in other:
jurisdictions to determine if there is any'interest in this -

proposal. The PSD .and the Water Utilities Branch of ‘the Evaluatxon .

and Compliance vamsxon should consult with one another with regard
to the combxning of CUCC water rate. proceedings into a sxngle .
proceeding. . It‘zt is the staff view in. general that the proposal
should be adopted, then the staft should propose’ such a meesure to
the Commission by memo-and we’may order the utzlity-to file its
watexr rate proceedings in a serxes of. applmcatlons flled
concurrently. ‘This order may issue by'resolution-
6. Step Rate Increage for 1984 - . S ' '

OII 83~11-09. reopened A.sozzo (general rate: proceedlng
.for the Guerneville District) to:.

" Investigate the .appropriate ratemak;ng
‘treatment for the timber revenues descr;bed
in cucc's complience filinq. o
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Consider the appropriate ratemaking
treatment for any other illegal or
imprudent actions’ of the types described in
the OII; and

Consider the appropriateness of granting

the January 1, 1984, step increase

authorized by D.82-O3-023, dated,March 2,
982, in A.60220.

We address item ¢. in this section.,

This OII: was issued on November 30 1983, one .month ‘
before the 1984 Step rate’ increaseAmight become effec;ve according
to the terms of D.82-03-023. 'CUCC had not yet £iled an advice T
letter seeking to implement the 1984 step-increase authorized by:ﬁ.f
D.82-03-023. ’ : e e
By D. 82—03-023 in A.Gozzo (filed January 27, 1981) the
Guerneville District was authorized ‘a revenue 1ncrease or 79. 7%.'
Bowever, because of the size of ‘the increase, rates were set to
collect revenues only 50% greater than the then current rates would
collect. The renaining revenue- increases were deferred until 1933
and 1984. Appendix B to D. 82-03—023 set out the annual serv1ce
charge increases and quantity rate increases that would: ‘be- required
to collect tbe dererred revenues plusvinterest beginning
January l, 1983, and January l, 1984, respectrvely.. The starf

believes that' CUCC recerved the step increase that was deferred to Hlﬁ‘”

1983; and no- party has raised an issue concerning it-?‘ On
December 9, 1983, cucc filed Advice Letter No« 217 dated -
December 6, 1983,,to 1mplenent the 1934 step rate increase on

~January 1, 1984. Advice Letter NOw 217 sought a rate increase or

3

9 This is so despite the ract that OII 83-11-09 placed CUCC 'on
notice that any step- increase under D 82-03—023 is subject to~
refund.” (Empbasis added.) . ,
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$54,900. By Resolution No. W=3166 (January S5, 1984) the Commission
stayed the step rate increase until further order.

CUCC requests that the Commission vacate the stay of the -

Guerneville step rate increase and authorize that increase to go
into effect. It arques. that all alleged claxms of mismanagement
of the Guermeville System and improper allocation of common

expenses are groundless and that the timber harvest ‘revenues should

not be imputed to Guerneville’s ratepayers- CUCC further asserts
that the step rate increase authorized by. D. 82-03—023 should: be
implemented without .delay and that. CUCC should be pormitted to
amortize through future Guerneville District rates the revenues

. Lost on account -of the- stay—-unwarranted, accoxding to CUCC--of
Advice Letter No. 217.

- In its-opening brief the staff discussed the issue but
*made no spec;tic recommendation about the handlinq of the stayed
step increase. The issue was not mentioned in’ its closing brier.
No other. party- addressed the step increase in its briets.rw‘¢

- We will vacate .the stay ‘ordered: in Resolution w—3166vand
authorize CUCC to file an amended: Advice Letter No. 217.- The"
amended Advxce Letter - should'3*"

i Recompute ‘the January l, 1984, rate A
. increase in accordance with the method
provided in D.82-03-023, Appendix E, and -
. D.82-11-054 . (the'opinion after. rehearing of
. D.82~03~023) to reflect interest at the ‘
" rate of°12.04%* on-the deferred revenue'
from March 2, 1982, torthe proposed
effective date of the amended tarizrs,
compounded annually, C

- Reflect for the future the ertect of the
reductions in Account 306 required by our
discussion.ot the timber riqhts issue.‘

Propose ‘rate changnswto recover the ‘1984
deferred- revenue increase with interest, as
- adjusted for the. reduction in.Account 306:
- and ‘include CUCC’s. workpapers describing in
'detail each step. A

B ,_44,’ .o

[N
N




QII 83-11-09 et al. ALJ/RIB/rsr *

12.04% is the overall rate of return found
reasonable in D.82=03=023 in A.60220, the
last general rate proceeding for the
Guermeville District. The same figqure is
used to compute the revenue requirement for
each of the deferred rate increases for
1983 and 1984. (See Appendix E to

D.82 03-«023). . ‘

case 83-12-07 S - C
. Case 83—12-07 was Iiled on December 19, 1983, by Kathy

wyrick against cUce. It raises many of the same issues that ‘were e

raised in the OIIX,. filed November 30, 1983-3”0-33-12-07 and
OII 83-11-09 were later consolidated.u Ms. Wyrick was severely
injured in an automobile accident before. eVidentiazy hearing began.

lConsequently; she did not- participate in the hearings-‘ No othex-

pexson orx group was substituted for hex as complainant, although
the ‘ALY at prehearing conterence otfered the .opportunity.. _
complainant in C.83-12-07 has- zailed to‘prosecute hexr oomplaint.,.

- It should theretore be dismissed.: - Since the" complaint of-Ms. . .

Wyrick is to be dismissed for’ lack of. prosecution, ber. request for -
a tinding of . eligibility for compensaton and notice of intent. to -
claim compensaton, dated July 25, 1984 “is moot and should be
dismissed as’ well-,-- Lo

| On"August 25, 1986, Pmo'rs tiled :Lts pleading, ‘entitled

~ "Notice of Intent to Claim’ Compensation' under. Article 18.6 of ‘the:”

Rules of. Practice and. Procedure., This Article ‘establishes
procedures for awarding reasonable fees and - costs to- participants
in proceedings before this Commission thatAwere initiated on or

before December 31, 1984, Since OII 83-11—09 was filed

10 A copy of. this request (without £-% riling*stanp) is in the ALJ’s‘h
personal - file, but the. pleading- wasg not docketed nor does it f_"
appear in the formal file._r : o R . . =
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November 20, 1983, the issue of compensation of participants falls
under Article 18.6.

On the issue of financn.al bardship PATRIOTS states tb.at
it represents the ratepayers. of Guerneville and that their
interests would not otherwise be a’dequately represented in this
proceeding. PATRIOTS denies the staff can be found to be an
adequate representative of the ratepayers because it represents the

broad public interest, which is a compromise among other" interests,

including those of the utility and all classes of customers
PATRIOTS also states that its representation .of the
ratepayers is obviously necessary . for a fair determination in: tb.a.s

proceeding, since CUCC is’ already well - represented, and the. absence ;

of a ratepayer representative would result in an imbalance in the
record. Furthemore, PA‘I’RIO‘I’S states t.hat it would be. unable to
participate effectively in this proceeding absent the: ava:.la.bility
of compensation awards. It believes that its. sunmary descr:.ption
of its finances demonstrates its inab:'.'lity to bear tb.e cost of
effective. participation. Finally, PM‘RIO'J.‘S asserts. that the
separate interest of its. constituent groups- and individual

~ supporters is small compared to the cost of particxpation.
PATRIOTS claims to represent the interests of about 10, 000
customers of CUCC’S' Guerneville District. It a.lleges that ‘the

econonic interests ‘of these individual ‘members are obv:.ously small [fl

in coxnpar:.son to the cost o: e:c:tective partic:.pat:.on. LI

CUCC- on July 17, 19863'1 ziled :x.ts memorandum in response :

to PATRIOTS’ notice of intent to clain compensation., 0 the issue,'-""_ |

. [

11 The ﬁ.ling of PATRIOTS notice was- b.eld up in the Docket- orrice

due to formal deficiencies and was not filed until Augqust 25, 1986;

In the meantime, CUCC ‘replied to the notice based on the unfiled
copy it . bhad received by mail. Its nemorandum was theretore tiled
before the notice itself. I : REEET .
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of financial harxdship CUCC argues that PATRIOTS has not made any
showing of financial hardship within the meaning of the
Commission’s rules. According to CUCC, all that PATRIOTS states in
Appendix A is that since October, 1983 it has received $8,200 in
 income and expended approximately $6,700 on its activities, leaving .
a fund balance of about $1,500. Moreover, Appendix A to.its notice ]
also states that PATRIOTS’ income for the "period beginning October -

1983 to the present is exclusive: of restricted funds. No-evzdence -

is offered as to the:amount of: restricted funds received ox what
restrictions werxe imposed by the donors.. cuce points.out that
PATRIOTS does not address the fact thet the sterf was working on
the same issues that PA&RIOTS-was interested in and thet its
interests were adequetely represented even,if RATRIOTS had not
participated. ' '

pleeding entitled ”Request For Finding ot Eligibility for ,
. Compensation and Notice of Intent to claim cOmpensation” in this

crce: also notes. thnt Knthy Wyrick prepared and nailed.a:'t

matter, on'July 25, 1984, in which she revealed that PATRIOTS had =
received contributions from the Russian River Chamber of. Commercei,lf”‘[“

and the Monte Rio 'Chamber of Commerce. According to. CUCC these -
facts suggest. thet PA&RIOTS was able to-perticipate without |

financial hnrdship-, CUCC argues that it can.be mferred t.hat the R

businesses and’ other members. of- those organizations, which would
appear to hnve ansignificant stake in‘the-outcome of this '
proceeding, have. tinancial resources that. could be utilized to
support the participation of PAIRIOTS in- this proceeding i they
thought their. interest S0 warranted and that they would be capably
represented.,r S 2 s L ‘
' Finally, CUCC argues that PAIRIOTS hes not proven.that _
~ the interests of its. members in ‘the outcone of this proceeding is
small in,comparison.to the cost or participetion. .In" fact,. it
appears that ‘the. interests of‘the utility's business customers nay
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be substantial in comparison to the cost of partcipation that
PATRIOTS purports. :

We believe that PATRIOTS has met its burdenr of showing
significant financial hardship,zn this:proceedlng. Even if the
interests of the staff and PATRIOTS were identical -in this
proceeding that fact would merely'bear on the amount of
compensation awarded, not on PAIRIOTS' eligibility for an awaxd.

On the issue of the specific budget,. required to be zlled
by Rule 76.23(b)., PATRIOTS submltted a total budget Lox thls
proceeding as follows: ' T

Advocate Fees = ' B .
(Wyxrick, Sinclair, Scogglns) L . . ‘
800 hours @ $25/houxr o o ~ = $20,000
Expert Witness Fees ' S R o o IR
(G Boudreau) S ' S o , =- $ 1,500

Other Costs - 15%° ot Direct Costs*c c “-, - §_2;ZZS“‘ ‘,f

Y
ORI
Cehet
. N .
+h N
[

‘Tetall -$24 7.?5,

*Rough estimate coverlng long-dlstance telephone charges, copylng,
postage, etc. E:cizic allocatlons would be provided in
compensation !11 , . o , o S .

PATRIOTS states that it has been.involved in all phases
of these consolidated proceedings and that its costs axe based on-

actual expense ‘recoxds and‘recorded time of’ intervenors with.the ”*57

exception of ‘the allocation of time ror Ms. Wyrick, who*has-smnce
died and for vhom there- are no- known.records.J Her time, accordlng
to the pleading, is based on- a conservative estimate ‘of her™’
contribution. The fee charged is asserted to bea- reasonable "
amount based: upon ‘the qualiricatlons of the intervenors, the amount
of compensation sought. in the. proceedzng, and competztlve :ees.

' coee replied totthis issue in- its memo., It states that
PAIRIOTS-ofrered only‘the most superficial budget even though xts
partlcipation is now substantially complete due tofthe status of "

this matter. CUCC believes that PA&RIOTS' railure to-satlsry thzs

. .
. oy
L
N
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requirement alone means that the finding of eligibility it seeks
this Commission to make in response to its notice should not be
made. »

By April 8, 1986, when PATRIOTS filed its closing brief,
PATRIOTS had concluded its part‘icipation in this proceeding. Its
notice of intent was not filed until August"v.zsy,r-‘ 1986, almost five |
months later. By that time it should have Jmown specifically its- ‘
costs incurred and the hours expended in ‘the’ conduct or. the case

and should have been able to specify in ‘its” budget those costs and- - . |

hours exactly. . Instead, it subnitted a: budget for. 800- hours of
advocate time which aid: not break out the . tme expended by Sa.nclair
and Sceggins.. If, as PATRIOTS asserts,” its costs are based en”
actual recorded time of Sinclair ‘and- Scoggins, then that portion of
the 800 hours claimed which. were’ allocated to. them should’ have been
set out and that’ portion o: ‘the 800 hours estinated for Ms. WleCk
should have been set out. In’ add:)‘.tion,w ve.are not. told who - “
"Scoggins" is and how be participated in these proceedings. ‘He.

made no appearance at the hearings and his’ name, ‘as’. far- as’ we know,\ 0

does not appear on’ any of the pleadings filed: by PA:L’RIOTS. The
expert witness’ fees claixned by Boudreau are. not supported by any
invoice or cancelled check. The: othef costs are merely estimated
by taking 15% of the ‘other direct costs- ) Yet by the time the
notice was filad, PM.'RIOTS had complctely incurred 211 costs zor
which it was seeking’ compensation and- 'should bave. been able to set
forth explicitly the var:.ous items of costs incurred. . Lo
' In view of the fact that the- budget ‘was submitted. well
azter all work. in connection with the proceeding -had been completed

by PATRIOTS it is not the: 'specific budget' called foxr’ by Rule " - '

76.23(b). Nevertheless, this- item more particularly af:cects the
request: :or compensaton and may be dealt w:.th ‘here. : :

Rule 76.23(c)- requires: that the partic:x.pant Lile a.
statement of the nature and extent or planned participation in the
.proceeding. PATRIOTS states that from. the initiation of the OII to .
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the present, it has been an active participant in all phases of
these proceedings. Ms. Wyrick’s extensive and thorough research
laid the foundation, according to PATRIOTS, for submission of
testimony and cross—-examination of the PUC staff, DHS, Utilityk
Employees, and expert witnesses hired by the utility. PATRIOTS
also subpoenaed two, witnesses with former business relations with
the utility and supplied its own expert witness and numexous
exhibits. PATRIOTS respresentat;ves attended the prehearing . .
conference and seven days of hearxngs 1n San Francisco 1n 1985Aand
submitted opening and closing briets. . : : Lt

cuce points out that PATRIOTS’. brief account of its past’ Qﬂiﬁ
participation does not acknowledge that its participation was L
largely duplicative of the. statt’s~e££orts. , :

We believe that for the. puxposes oz a notlce of lntent
under ‘Rule" 76.23 PAERIOTS-statement of planned part;c;patlon.is
sufficient.w; - o ‘ ‘

' cuee also.argues that the notice of intent is not tzmely G
filed, citing Rule.76.23.  That rule states’ that a notice of . intent ‘ .
is to be filed. asrsoon.after the: commencement of the action as is . o

reasonably possible.; The Rule then goes on to state that such a

£iling must be made in any. event before the beginnzng of the
evidentiary. hearings inuthe proceeding, or. after the evzdentlary
hearings are completed.. CUCC states that this language should not
- be seized upon as. justityxng a tardy. flling, which.was.not.only ‘
after all evidentiary‘hearings, but a:ter brlefing was completed aswfﬁ
well. PATRIOTS has otrered no-explanation Lor. riling when it dld-ij(A;
CUCC argues that while-the Rule does: not: f;x'the last poss;ble dateﬁj'
upon which a notice may be filed, there is- no suggestmon that.a- V*lbi,v
party may participate for 2-1/2 years before filzng 1ts notice. . p;"“
That time of flling is not as soon.as is reasonably possible, - whachfﬁ.*
is the regirement. of Rule 76. 23.  cUcc states that for thLS«reason .
alone the rlnding of eligxbil;ty sought by PmmRIOTS should not be

made. . o .

A o
'
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Rule 76.23 as presently written gives ambivalent
instructions to parties in our proceedings. They are instructed to
file their notice of intent: (1) ”As soon after the commencement of
a proceeding as is reasonably possible”, (2) ”Before the beginning -
of the evidentiary hearings in the proceeding , OF (3) "After
evidentiary hearings are completed”. No cut-otr date is specified
for the filinq of the notice of intent. While we believe that the

f£iling of a notice of intent several months. after subnisgion is tooiiﬁ

late to-be ‘considered, our own Rules do«not require a more trmexy
effort. Accordingly, eligibility should not bhe denied tor
untimeliness. "
9. Evidentiary Ruling - S :
- During hearings 'PATRIOTS oftered Exhibit 45 as. evidence.: \
Exhibit 45 is a portion of a lengthy report by: the Department of .
Consumer Affairs on drinking water quality problems faCing )
consumers, and- is dated July,. 1976.v The portion.oz the- report ~
offered by PAERIOTS is-page 84, entitled- "Consumer Complaint |
History of 20. CUC Systems' . Page 84 purports to~tabulate the

number- of complaints for-each:of. 20 or‘CUCC’sAwater operations in ?ﬁ“v”

the State of California for the- years 1973, 1974, ~and 1975. The
part of this: tabulation,that PAIRIOTS-believes significant is the
number of complaints for the. Guerneville District, ‘which are’ 116
!or 1973, 240 :or 1974, and’ 501 :or 19755 euce objected to~the -
receipt of- Exhibit 45»and the objection was taken under submission ﬂ”‘
subject’ to~briering. ' ‘

PATRIOTS did not brief the admissibility of Exhibit 45‘in37*9

its opening or closing briets. Rather, it merely assumed that R

Exhibit 45 was in evidence and cited its contents in support of itsgﬁﬁ;“

_ arquments.

o cuee” briefed’ the issue ot admissibility in its opening

~ brief. coee conceded that" the report was- probably subject to
~o££icia1 notice-‘ However, it argued that the' document nust ' still
fall under one-of the recognized exceptions to the hearsay rule' in
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order to be admissible. It argued that the contents of the
document are hearsay and that PATRIOTS has not established with
adnissible evidence that it falls within any of the recognized
exceptions to the hearsay rule. According to CUCC, there is no
evidence whatsocever of who compiled the information, how it was
compiled, what it is based upon, or whether it is trustworthy.
There is also no evidence concerning what constitutes a complaint
reflected on the table. .We note elso that no. wrtness sponsored t.be
exbib:.t or offered to be cross-examined as to ' its meana.ng or,
content. - ' “
Section 1701 of the Publ:.c Utillt:.es code stetes tb.et in
the conduct of our hearlngs the technical rules of ev:.dence need

not be applied by the Comm.ssion.;, Rule 64 of: our Rules of Pract:.ce :

and Procedure states.‘r._

”Altb.ough tecbnical rules ot evidence ordinenly
need not be'applied in hearings before the
Commission, substam:ia.l rights o:: tbe pa.rties
shall be preserved. v

 We do not believe tbe'c the substential r:.gbts of.’ Cuee, to,,

cross—examine witnesses. aga:i.nst it would ‘be preserved by ed'mtt:mg R

this proposed- exh:.bit.¢ Accordingly, we will: susta.:.n CUCC's
object:.on to the admission of. Exhibit 45. _ e

We note, in addltion to the hearsa.y object:.on prozrered
by CUCC, that the- document itself: bes little,. if any, probet:.ve ,
~ value in relationsb.ip to the issues of this proceeding. ‘ Although

PATRIOTS contends that'a correlat:.on exists between the: lncrease n.n ‘

compleints between 1973 end 1975 a.nd tbe harvestn.ng of timber in
cuce’s Guemev:.lle watershed,. there is- no- ev:xdence of: such s o
correlatn.on. Exh:.bit 45 a.tself contams no- reference whatsoever to ,
timber hervesti.ng.‘ No w:.tness in t.bis proceedn.ng hag: testlried
that the increase in compleints between 1973 a.nd 1975 was A -;‘ ‘
consequence ot t:unber barvest:.ng in the Guerneville D:.strn’.ct

watersbed._ Indeed, the exhibit n.tself sb.ows on. its face tha,t
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timber harvesting was unlikely to have been the cause of the
increased number of complaints. For example, the West Sacramento
Water District of CUCC showed an increase from one complaint in
1973 to 720 complaints in 1975. There is no evidence of any
watershed lands located in the Wast Sacramento District or of any
timber harvesting there. The same pattern’ is evident in many of".
the other districts named- in Exhibit 45. . Twelve of the districts

show zero complaints in- 1973 and from as few as 14 complaxnts To o
156 complaints in-1975. Another district: showsAseven complaints. in,
1973 and 25 complaints in. 1975. Another shows ten in 1973 and*29.
in 1975.‘ There is no evzdence in this record that timber .
harvestxng was. occurring in any of these d;stricts durlng the years
1973, 1974, and 1975, except for: Guerneville. It is pure L
speculation to suppose that: thie coneistenr pattern in most of the V '
20 CUCC systems adaressed in Exhibit 45 -is" a conaequenco oi’timber
harvesting- o - ‘ - : ‘ s

- On February. 22, 1988, PAIRIOTS filed its. comments on. the S

proposed opinioniundexr Rule 77.1, et" seq., ‘of the Rules of Pract;ce v
and Procedure. The comments - ‘consist entirely of. reargument of :
points and issues that.were addressed in the briers. No . ”:actual,
legal or technical errors' are poented outr contrary to\the
explicit’ terms of Rule 77. 3. At most the\comments state’ that
greater weight should have been q;ven to~ev1dence sponsored by~
PATRIOTS. At the same: time PAIRIOTS'states.that. ”"The evzdence in:
the case is at times contradictory; e . statements.made by
experts about area. geohydrology are- in disagreement-. (Cemmenrs, .

. page 2.) PAERIOTS has-putxits finger on.the crux of the.matter
The evidence is indeed in. contIxct-- However, we disagree wmth
PATRIOTS’ statement that the 'weight of‘the evidenceufalls in a fe
different directxon. (Commenrs, page’ 2 ) Rather, the evxdence, B
much of it produced through w1tnesses called‘by PATRIOTS, over—"
whelmxngly supports‘the.views expressed above. where the evddence :

w‘g"
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is in conflict, the Commission acts within its discretion when it
favors one view of the evidence over another.

- CUCC filed reply comments in response to PATRIOTS’
pleading. CUCC’s reply refutes each point made by PATRIOTS and -

shows that its arguments are no more meritorious than those offered

on brief. We will not reiterate PATRIOTS arguments or CUCC’s
5-page reply. It is sufficient to;state that ouxr findings,are,j.4
supported by the preponderance of- credible~evidence, and .our:

- .
'
-

conclusions are consistent with the findings and with the statute.‘ﬂf”" 

that we administer.
Fi !. r Fact o, R
B - Timbex harvesting is. heavzly regulated by various state

agencies. Statutory ‘protection- measures for watersheds predated

the comprehensive reguletions adopted in the—Forest Practice Act.:
2. The primary purpose of that regulation is the protection

of water resouxces. .. : , : Wi
3. The timber harvesting operation on: CUCC’s watershed lands

in the Guerneville District involved the harvesting of selected

mature trees only. No—clear-cutting ot any'parcel was- ever: '

.involved. ' : - : . '

water quality in the Guernev;lle District..

S. High average annual rainfall and, steep slopes around the

spring sources- in the Guermeville: District were primnrly

[
,. .
.h | .
P
[P
A . [
| "

4. Timber. hnrvesting had- et most a negligible effect upon _j,f-?'

responsible :or high turbidity during the zour-month W1nter season @f{“

each year.

6. In December 1975 the DHS recommended in a. report that the :

Guerneville District install wnter treatment zacilities for surfece,{*ﬂ‘”

. water sources, including the processes of turbidity removal, iron

and Manganese removal, and’ disintection, or: abandon the«surface
water sources. - - S e .

- 7. The Guerneville District.manager took all the spring ,;g‘lf"s‘
sources off of the’ system in 1976 ‘on. his own.initietive-due to-the Lo

‘
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high cost of DES mandated daily turbidity tests on each spring
source. ' ‘

8. Vertical wells drilled in the Russian River alluvium are
likely to deliver larger quantities of water than horizontal wells
drilled in the upland areas near existing streams or springs.

9. Horizontal wells in the upland areas near existing
streams and springs cannot alone supply the Guerneville syvtem
during the summertime and heavy demand periods.;

10. Timber barvesting and water’ ‘development in the,watershed -

areas are compatible. The transfer of the timber rights to CRC: and ’
the selective harvesting of timber on Guernev;lle District ' &

watershed lands has had’ ‘no’ appreciable ‘effect upon water. quality in};:fig

the Guerneville District and will have no- such erfect either
because the harvesting is done in1such a way as‘to protect and '
preserve water resources or ‘'because the spring or stream souxrces -

involved will. not again be employed in the serv1ce of. the customersﬂf-f*

of the District. ‘ o S : C S
'~ 11. The timber rights\are neither use:ul nor necessary in the‘}[l
perrormance of CUCC's duties to the public in the Guernevmlle e

. District.

rate base as~part of ‘the watershed lands.‘ _ - :
13. The timber rights had value at the time they were
, transterred to CRC. . T T o
140 If the’ timber rights had not been severed from: the |
watershed - lands and transferred toJCRC, an unregulated atfliate of
CUcc, the revenues trom the tinber harvesting would have accrued to~‘
“the bene!it of the ratepayers, thus reducing CUCC’s revenue '
requirement. ot S Vo L : :
15. cucc transferred the timber rights to CRC‘ln anticipation
- of timber harvestinq revenues being received which revenues would
accrue tOAthe benerit ot the ratepayers w1thout such transzer.e'

12. The timber rights that CUCC'transrerred to CRc~were in. [,lﬁ"l
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16. CUCC failed to reflect the effect of the transfer of
timber harvesting rights in its plant accounts.

17. CUCC concealed the transactions involving the transfer of
Guerneville District’s watershed timber rights from the Commission
by failing to reflect the effects ofﬂthosextransactions in
Account 306. .

18. CUCC earmed a return on the value of the timber rights in-

rate base while at the same time diverting the’ harvesting revenues . .

to the benefit of the shareholders. of its parent company. -

19. There is a- high probability of £inding large quantities

of water in the Russian River alluvium in or adjacent to the. |
Russian River that can supply'all of the needs of the Guernev;lle
District. ~ o o :

20. < There is a lower probability of £inding large quantities
of water -in the upland areas adjacent to the Russian River valley
which could. supply all of the needs of the systen. . : .

21. The Russian’ River is- subject to :looding and to-various
kinds. of contamination by'v1rtue ofi sewage spills-and other
accidents‘ S "

22. New. vertical oxr horizontal wells drilled in the upland
areas could supply an unknown quantity ot water that could ‘be- used
to meet a,portion ot the ‘Guerneville. systen requirements and/or
supply emergency water in the event or tloodinq ox other
contamination o£ the- Russian River area.. : -

23.  The aggregate potential contribution o: upland wells _

' cannot be determined without zurther exploration and test drilling-

24.  Wells. in\tributary~valleys miqht be able to supply'a "
substantial portion o: CUCC water system needs-' ‘

25. The~aggregate potential contribution ot wells-in tributary :

valleys. cannot be. determined without turther exploration and test
drilling. I

'
I

” K
W R
" oy
ey
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26. CUCC is following previously adopted recommendations and
orders of the Commission and its staff in allocating its costs of
its Californmia operations. - Co ‘

27. The complainant in C.83-12-07 has failed to prosecute her
complaint. : . : ‘

28. PATRIOTS has met its burden of showang smgnlrlcant
financial hardshxp and is- ellgxble to‘flle a. request foxr
compensatlon. , : ‘

29. It is. reasonable to require cuee to subm;t regular reports X
concerning its affiliate transactions. ‘ ‘

1. The transrers by cucc ot timber rlghts-zn the watershed
parcels to~CRc were not void ab znitlo.\ S
2. The timber rights were in rate base as parxt of cucc's

Guerneville District watexshed: lands at the time of the. transrers-'ﬁlu

3. CUCC should be ordered o report to-the startrf the L
orzginal costs or the- six.watershed parcels, to reduce Account 306”
by those amounts, -and’ to reflect those'reductions of rate base in .
an Advice Letter rate decrease._

- ¢UCe 'should: be: ordered to report»to-the stafs the extentf\ﬁ‘ B

to-which the Guerneville District adopted results-or operataons
reflected excessive balances in Account 306 in-all years ‘since
1971, the adjustments to. those results or operatxons required to o
reflect the reduced balances in Account 306, ané the dollar effect‘ ‘
of those adjustments in each year ‘since. 1971.w4 o
5. CUCC should also be ordered to'compute an 1nterest
component on the overcollecton for’ each’ year, assumlng an lnterest
rate of 1l2%, compounded annually, and to'propose ‘amethod whereby
the total of. overcollections and 1nterest components may‘be
amoxrtized through.rates tothe benerit of- the" ratepayers.» T :
6.  CUCC did not err under § 851 by'transferring ‘the” timber
rxghts in certain Guerneville Dmstrict watershed lands to CRc. ,
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7. CUCC has waived any error in D.82-05—038-by failing to
pursue its administrative and judicial remedies before that
decision became final. |

8. CUCC’s request that the Commission should review, revise
or rescind D.82-05-038 should be denied. .

9. CUCC should be oxdered to hire a competent independent
geohydrologist to explore off-river sources of water before it is
autborized to drill wells in the Russian River alluvium.

10. CUCC should.be authorized to'drill wells in the Russzan o

River alluvium should the ordered exploration reveal the: absence of
economically'reaSLble off-river water sources.‘f :
11. The staff should be directed to propose the: CRC

adjustment in :uture rate proceedings invoIVing CUCC operations in rf

California.

12. The stay. ot the step-rate increase should be vacated and
cuee should be authorized to file an' amanded Advice. Letter 217 in
accordance with the instructions in the- discusszon.v o

v -

~13. The complaint‘in c._ 3—12—07 should be dismissed £or 1ack :

of prosecutien.

14. . The request for finding of eligibility mailed by Kathy
Wyrick should be. disnissed- as-moot. - o :

15. The objection of CUCC. to'the admission of. Exhibit 45
‘should be sustained. : s o %

16. CUCC should be. required to raport quarterly‘to the -
COmmiSSion Advxsory and Compliance Division grving the followmng-

. Full particulars concerninq -any sale;
lease, or assignment of any utility ’
property, goods,. right, or oncumbrance to
any- CUCC~arfiliate. N _ ,

Pe A report of any changes to corporate o

o quidelines concerning relationships: or
transactions- between.cvcc and its
‘aztiliates. ‘
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SECOND INTERIM ORDER

IT IS ORDERED that:

1. Citizens Utilities Company of California (CUCC) shall
report to the CommiSSion-AdVisory and Compliance Division (CACD)
the original costs of the six watershed parcels from which. cuce
severed timber harvesting rights, shall reduce Account~306 by those 5
amounts, and shall reflect those reductions of rate base in an .
Advice Lettex - rate decrease riling. : : .

2. cuce shall report to CACD the extent to which the '
Guerneville: District adopted results ot operationsererlected
excessive balances in Account 306 in all years since~1971, the °
adjustments to those results of operations required to. rezlect the
reduced balances in ‘Account’ 306, and: the dollaxr: artect of those
adjustments in each year since‘1971.« cucc shall also-compute an . |
interest component on the overcollection for each year, 'assuming an?ﬂ
interest rate of 12%, compounded annually, and shall propose .. 5

method whereby the total of overcollections and’ interest components ﬂfﬁ;}

may be amortized through rates to-the henefit ot ratepayers. If
cuce and CACD can agree upon the appropriate dollar figure and the
method of. amortizing it,” then CUCC'shalL file an.AdVice Letter to
acconplish the. required rate- reduction-‘ If no-agreement can be’

reached’ within 120 days<:rom the e:fective date of this order, then X‘g

Water Utilities Branch shall petition the ALJ to set. :urther _'
hearings to’ ‘take evidence on the issues involving the amortization
of these’ overcollections.'”” R P A
3. CUCC’s request to review, reviser or rescind D 82—05—033
is denied. . : : : x !
, CUCC is- ordered -to hire a competent and independent _
geohydrologist ramiliar with local conditions tOvexplore potential
off-river’ sources ot water, especially those associated with
trihutary streams feeding into'the RusSian River, and to evaluate

v.
oy
o

AT




OIX 83-11-09 et al. ALJ/RIB/rsr »*

the potential for developing or redeveloping horizontal and/or
vertical wells on CUCC’s upland watershed lands.

'S. CUCC is ordered to report to the Commission on the
outcome of such exploration within one year of the effective date
of this interim orxder so that the Commission can determine whether
CUCC should be authorized to drill the three high production wells
in the Russian River alluvium reconmended~by‘its engineering
consultant._” : : : o :

6. Water UtilrtieS-Branch.shall propose the CRC adjustment
recommended 'in these. proceed;ngs in’ any zuture rate proceedlngs ‘
involving CUCC’s California operations. - - e

7. The stay of.'CUCC’s 1984 step-rate anrease ordered 1n

Resolution W-3166 is hexeby vacated; and CUCC is authorized to. file ;«3‘"

an amended Advice- Letter 217 in accordance with the 1nstruct;ons '
stated in the discusaion.,‘“.: ) v e ‘

8. PATRIOTS is elrgible to-claim compensation 1n th;s |
proceedanq under Rule 76 25 8. The complalnt~in 0.83-12-07 As
dismissed. : : TS . : oo

9. CUCcC’s: objection toAthe receipt into'evrdence of
Exhibit 45 is: suatarned.;‘@_.v‘--r'- T .

10. Application 60220 remains. open ror rurther proceedxngs?ff;j“ﬂ‘p
atter receipt of.the geohydrologist’s report ordered in Orderdng”‘~ i

‘Paragraph S.IV_'.r e : : o - R
S 1. coce is ordered to report quarterly tOMthe Comm;sszon L
Advisory and Compliance~Divrsion according to-the rollowing '
requrrements- S - - S Coe
a.’ CUcc shall give full- particulars concerning-

) any sale, lease, or assignment of any
utility property, goods, right; or"
' encumbrance to any. CUCC affiliate..

v .
BN 1,
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cuce shall report any changes to corporate
guidelines concerning relationships or
transactions between CUCC and its
affiliates.

This order is effective today. ’ :
Dated April 27, 1988, at San Francisco, California.

STANLEY W. HULETT
_ President
G. MITCHELL WILK
JOEN B. OHANIAN
Commissioners

I will file a concurrihg:statement‘.‘ o

'/8/ DONALD VIAL
, Commissioner
I will file a written dissent.

/s/ FREDERICK R. DUDA
Commissioner o

Y cemn-v THAT rms oecrs-on“iy
. WAS.APPROVED BY. THE . ABOV
- co»xw.rss.oassks TODAY. b

Vichor Wozs..or, Exec:.a wo Darecror
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DONALD VIAL, Commissioner, Concurring:

I voted to support this order, but wish to express my
view that the majority should have taken stronger action on the
issue of the timber revenues. In retrospect, I think that it was
unfortunate that the debate in this case has focused on whether the
timber rights were necessaxy and useful to the utility at the time .
they were transferred to- the unregulated affiliate. More . o
important, in my view, is the- general ‘conduct’ of this company with f.',
respect to this affiliate transaction. The evidence plainly shows - M.fﬂ%
that Citizens did the following: = S
1. It tranferrred the txmber rights to-the alellete
without notifying the Commlssion, despite the fact. that there was |
at least an arguable case that the transfer requlred approval under
P.U. Code Section 851. : ~ :
- 2. No conditions were attached torthe transter that mlqht
have helped to° ensure that the ruture interests of the ratepayers
were protected. Such conditions ‘could- have been especmally N
1mportant if citizen’s afflllate had: ever transferred the rzghts to
a third party totally unafriliated with the utllity, and. might have
provided an important supplement to- more general statutory ; f:~,[Q“
protections for the envxronment, on whlch thls order places heavy
‘reliance. : - :
~ 3. The utlllty‘used improper, and.probably decelttul, _
accounting for the transaction, The tlmber rzghts were assumed. to‘ o
have zero value when they were transferred away from the utllity,‘uﬂpﬁm
yet over the next . ten years the a::iliate earned $323,ooo 1n |
revenues from. tlmber sales. o : ‘ - ' X
o Thls order does correct the accountlng lmproprlety, and
prospective reportinq requlrements are placed upon Citizens’ .
a!filiate transactions- Yet this decislon also allows C1tizen's K
shareholders torretain all. ot the. proceeds or the tlmber sales-.
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My concern is that, despite all the bad acting on the part of the
utility in this transaction, we are allowing it to retain 100% of
the fruits which the affiliate reaped as a result of these dubious
efforts. I do not want this order’s failure to c¢change the
disposition of these revenues to become a signal to other companies
who are now vigorously pursuing diversification, a sicgmal that this
Commission is reluctant to punish even companies that show a
disregaxd for the interests of their ratepayers. The ma:ormty’
order is too modest an admonition to C1tlzens‘£or its past
behavior. Lo

In addition to the. accounting adjustment 1n the utllxty' s
rate base, I would have preferred to return to ratepayers the , B
tinber revenues for the years through 19767 when the watershed in
question was abandoned for economic reasons. This resolutron.wouldff
have denied Citizens’ shareholders the tlmber revenues in those
years during which citizens’ disregard :or its. customers had at
least the potentmal to harm those ratepayers-vz, '

. Donald Vial, Commissioner

San Francisco, California
‘April 27, 1988
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FREDERICK R. DUDA, Commissioner, dissenting.

I dissent from the position taken by the majority that
CUCC’s transfer of Guerneville District timber rights to its
affiliate CRC without Commission approval did not violate Public
Utllmtles Code Section 851. I also dissent from the accountlng
trcatment utilized by the majority to remedy CUCC’s fallure to o
properly account for the timber rights transfers at the time: they
occurred. - ' '

I believe that the Commission’s detexmination whether a

transfer of utility assets without COmmszLOn approval vxolates
Section 851 must be based on an analysis of the :ca.cte that

existed at the time the transfer occurred, and not on a revzew of ﬁ.uu,

the short-term impact of the transfex on utll;ty operatlons 2
numbex of years later. :

‘ The primary question before us is: Was CUCC justmtxed
in transferring its timbexr r;ghts to CRC in 1971 through 1973 on’
the ground that those rights were not necessary or useful to the
utility? : : ‘ o ‘ y
CUCC transferred GuerneVille District timber rights tq"“
CRC in six transactions during the years 1971 through 1973.
These timber rights were attached to land on which a number of
active springs, wells, and other surface water sources used to
supply water to CUCC’s Guernevnlle water.: system wexe located.‘
Since CUCC did not abandon its upland water sources until 1976
and since timber was harvested on these lands from 1971 through
1980, it is c¢lear that timber was~be1ng harvested at the same

time the land the timber was on was be:.ng used to supply water to . N

the Guerneville system.
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Timber haxrvesting near sources of surface water can
adversely affect water resources. In two minor instances, timber
harvesting on CUCC lands did just that. In one instance, logging
road construction broke a pipe leading from a water source to the
utility system. In the second instance, mud from a logging road
cut washed into a spring. These events, although minor, would not
have occurred but for the timber harvesting. These events show .
that control over timber harvesting on watershed lands is useful
in maintaining safe and effecient water company operations.

CUCC lost control over timber harvesting in its
Guerneville District when it transferred Guermeville District
timbex rights to CRC. The timber rights deeds contain no
provisions designed to safeguard the watershed.

The biggest problem with CUCC’s argument that its
timber rights transfers did not threaten its watershed because
timber harvesting is so strxngently regulated is the fact that at
the time these transfers occurred timber harvesting regulatlons ‘
in California contained few if any etfectlve env;ronmental
safequards. . : :
Until 1974, tlmber harvestlng in Caleornla was -
regqulated under the 1946 Forest Practice Act, as amended in 1970-;
(former Public Resources Code (PRC) Sectlons 4521—4618)- In
1971, the court in Ba 3 ) ) e .
Qx_ggn_ugggg;gggu;z 20 C.A. 3d 1 (1971), held that the forest
practices rules provisions of the 1946 Forest Practice act
represented an unconstitutional delegatmon.of legislative power
to a regulated lndustry. The Bayside court found that the t;mber
industry had the sole power to determine whether there were any

restrictions on the env1ronmental damage that could result trom '
timber harvesting operatlons 7It follows that without agreement
of the ”pr;vate timbexr ownersh;p,” no power in CAleornla bas
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autheority to impose rules to insure reasonable environmental and
public protection from logging abuses” (Bayside, ﬁgp;g 20 C.A.
34 at 10).

Writing in September, 1971, the court noted that: “Some
of the necessary forest practices and controls for which no
standards are set, relate to: “seoil crosion control, water
ality and watershed coptxol, flood control,...mass soil
movements, submission of loggmng plans, location and grade ot
legging roads and skid.trails, excavation and f£ill
requirements,....slash and debris disposal, haul routes and
schedules, hours and dates of logging, and performance bond
requirements.” Ba
at_ 10, Fn 19. (W) . .

The Z'Berg-Nejedley Forest.Practmces Act was enacted in
1973, and became effective in 1974. - The Z’Berg-Nejedley Act
includes safeguards for the proteCtion‘of watexr resources!and.
provides the basis for the present envmronmentally sound
regqulation of timber harvesting in California. o

Reviewing the facts, I find that CUCC transferred to an .
affliate the timber rights on lands on which a numbexr of in-use
surface water sources were located, that timber harvesting on
these watershed‘lands-took!place’whileithose«weter souxces. .
continued to be used for-utility’pufpeSes,.that the first three
years of timber harvesting were subject to the inadequate
standaxds of the 1946 Forest Practice Act and not to the

environmental safequards now provided by the Z/Berg-Nejedly
Forest Practices Act, that poorly regulated timber harvesting y
operations on land on which functioning water sources are located
could adVersly affect the Water'Supplied'by those sources, and
that retention of timber rxights on such lands’ could enable the
landowner to protect in-~use water sources from any adverbe txmber
harvesting zmpacts. I am compelled by these facts to-coeclude
that CUCc’transferred to lts affiliate tinber rzghts useful for
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the protection of in use water sources on its Guerneville
District watershed, and that the transfer of such useful assets
without our approval constituted a violation of Public Utilities
Code Section 851.

I am not convinced that CUCC’s 1976 abandonment of its
upland water sources retroactively justifies its timber rights
transfers by rendering the connection between upland timber
haxvesting and CUCC’s utility opcraticns.so remote as to make it
impossible to characterize the timber rights as necessary or
useful, even if we assume for the sake of arqument that Section
851 does not require us to evaluate the usefulness of the
Guerneville timber rights to CUCC at the time the utility
transferred these assets to CRC.

In determlnlng whether utility natural resource assets
remain necessary or useful, we mast look at the foreseeable long
term future of those assets and their potential impact on utility
operations. There are several reasons why CUCC’s upland timber

rights remain useful to its utility opexations.

First, it is possible that CRC or some future. puxchaser
of the timber rights might not adhere to-tlmber harvest;ng - L
regulations as stringently as CRC has so far and that such an
unfortunate occurence,mmght have an- adverse impact on the
watershed in question. Since the deeds transferring timber
rlghts to CRC contain no language designed to preclude the
transfer of these rights to others or to-ensure that timber 1
harvesting oxr other resource extraction is conducted in‘a mannerfj 
that will not threaten the watershed, we cannot assume that CRC '
will not transfer these rights to others or that the deeds from.
CRC to others would contain any restrictions,designed tovprotect‘
the watershed. In the absence of such restrictionms, CUCC is
forced to rely on governmental regulation as a shield against
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environmentally unsound timber harvesting. I would take
official notice of the fact that people do not always obey
governmental regulations.

Second, it is possible that timber harvesting
regqulations could be changed, or governmental agency budgets cut,
in such a manner that their value as a shield against watershed
destruction would be substantially reduced. The simple fact that
the environmentally protective Z’Berg Nejedly Forest Practices |
Act only became effective in 1974 points out that regulations we
now take for granted have not been there forever. While it seems
unlikely that these regulations will be altered soon to provide
less environmental protection than at present, the mere fact that
these laws are not static principles etched in stone, but are _
instead flexible documents subject to change over time, leads me
to conclude that it is possible that the‘governmental shield -
against watershed destruction could be weakened semeday. And it
is certainly foresecable that agency budget cuts could someday
have an adverse impact on,envzronmental protectlon-

Given these poss;b;lltmes, it cannot truly'be said- that

the timber rights are not necessary or useful in malntaln;ng the - .,i

watershed for use in utility operations. Continued utility
ownership of timber rights on watershed lands gives a utility 2a
much more certain opportunity to control the harvesting of that
timber resource than is poss;ble where that resource is owned and
controlled by another. _ :

I agree wzth.staff that the transfer of tlmber rlghts
assoclated with watershed lands to other partics jeopardizes -
CUCC’s control over its water resources. Such jeopardy was more
direct in the past, when tlmber harvesting took place on lands -
with water'sources.then‘prov1d1ng water to CUCC’s Guermeville
system,'than-it'is now'that these’sources'are no longer in
current use. The record is not: adequate to’ determ;ne for
certain the 1mpact that poorly managed tlmber harvest;ng on -
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CUCC’s upland watershed could have on its planned Russian River
wells. Nonetheless, no one disputes that the watershed lands
themselves continue to be used and useful to the utility because
they capture water for providing utility services, even though \
the spring or surface diversion sources on those lands may not be
used. It is possible that timber harvesting on these lands
could affect this usefuleness.

I believe that retention of timber rights is necessary
for the safe and reliable operation of CUCC’s Guerneville:
District water systems. These timber rights would be useful to
CUCC in protecting its watershed from damage from any future
timber harvesting operations, especially if CUCC redevelops
upland sources of water as a result of the. exploration required
by this decision or as a result of the ta;lure of the proposed
Russian River wells to perform as well as expected during
foreseable periods of flooding or contamination.

I believe we should direct CUCC to take steps necessary
to ensure that the recorxded tltle for the lands in question
reflect that timber rights rest with. CUCC’s. Guernev;lle District
and not with CRC, just as we did in D. 82-05—03& with regard to
the timbexr rlghts in CUCC’s Felton Dlstrlct (9 CPUC 2d 197,
(1982)) - _ ~

Disposing of the Section Ssl'is.ue does not, however,
end the matter. We must next detexrmine the~appropr1ate
accounting treatment of such transactlons.

The majority correctly notes that CUCC Xnew or should
have nown that if the timber rlghts had not been severed from 3
the watershed lands and transferred to CRC, an’ unxegulated ‘
affiliate, the revenues from the timber harvesting would have
accrued to the benefit of the ratepayers, thus reduc;ng CUCC
revenue requxrement.‘ It appropriately 1n£ers that cuce .
transferred the rights to avoid this result and that the -
transfers were made in antlcmpat;on of‘tlmber‘harvestlng revenues
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being received. Where the majority errs is in its attempt to
correct CUCC’s improper diversion of timber harvesting revenues
to shareholders.

I believe that we should require CUCC to use the net

present value of the timbexr harvesting revenues to write down its.

entire Guerneville District land account, and not just the
proportion of the account attributable to the land on which the
transferred timber rights were located. Once the land account
is exhausted, the remaining timber revenues should be used to
reduce gross revenue requirement, including taxes, excessively
collected from ratepayers. These remaining revenues should not
be given to the utility’s parent company shareholders. Oux
decision today should be designed to place ratepayerslln
approximately the same position they would have been in had CUCC
properly accounted for its timber haxvest operatlons, ‘it should

not, as the majorlty decision does, permlt utzlzty shareholdcrf_"

to benefit from their mi appropriationfoz timber,harvestinq
revenues.

since retention of the txmber rights and the attendent contxrol
over the watershed was necessary to ensure safe operation of the
utility system at the time the timber rights transfers occurred.
Determinations of the necessariness or usefulness ot‘utlllty
assets for Section 851 purposes should be made pefore and’ ng;
after the assets are transferred. Furthermore, it is not
appropriate for the Commission to-retroactlvely ratify the trmber
rights transfers simply because novserlous.harm to the watershed
bas thus far resulted from CRC’s timber harvestlng operat;ons or
because the 1973 Z'Berg-Nejedley'Forest Practices Act now

In conclusion, I believe that cuce vielated Section 851 f,,Vh ™

[
i
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provides some assurance that future timber harvesting will most
likely be conducted in a manner that will not harm the watershed.
Retention of the timber rights is still necessary or useful to
CUCC in preventing any future timbex harvesting operations from
damaging its watershed.

Duda, CommisSsSioner

April 27, 1988
San Francisco, Califermia




ALJ/RIB/xrsr

’“‘Fwwr

N | ) e
S8 04 0658 APR27 1988 g ~'~~wwlﬁﬂ |

Decision

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Investigation on the Commission’s.
own motion into the practices of
Citizens Utilities Company of .
California, its operating divisions
and its subsidiaries, with regard
€0 the transfer of real property
rights and the management of its
watershed resources. -

OII 83=11-09
(Filed November 30, 1983)

Kathy Wyrick, Intervenor,
~ complainant,

Ve

e A Nl N A S N S N N Nt N N N s N
N .

Citizens Utilltxes Company of.
California, and subsidiary.
companies and corporatlons,
Sacramento Water Works, Jackson
Water Works, Larkfield Water
Company, Felton Watexr District, .
Montara Water District, Guerneville
Water District, wash;ngton Water' "
and Light Co.,- T

Case 83-12-07 ‘
(Filed December 19, 1983)

. Detendents.

In the Matter of the App11 éeon
of Citizens Utilities COmpa y of.
California for authority t increase
rates and charges for wata% service
in its Guerneville wateﬁ/bistrict.

Appllcatxon 60220 -
(Filed January 27, 1981)




OII 83-11-09 et al. ALJ/RTB/rsr ALT/COM/GMW,SWH

(2

and John H. Engel, Attorneys
at Law, for respondents.

Janes Scueri, Attorney at Law, for Kathy
Wyrick, complainant and interested paxty,
and for PATRIOTS, interested party.

» for herself, complainant/ and
for PATRIOTS, lnterested party.

Jack Crlenjak, Attorney at Law, ¢
Beneman, and ‘Harry Smith, for Ferndale
Intervention Team and Ratepayexrs of
Montara=Moss Beach Water District: : ‘
Phyllis J. Betz and- Nicholas R, Tibbetts,
for Congressman Douglas H. Boscor Richard
Massa, Attorney at law, fos/Cxty of
Jackson; Edgar L. sShififxin,/ for himself: .

' , Attornéy at law, for.
the County of Sonoma; Ron' Sonensh;ne ‘and-
2ir, for PATRIOTS; and David J.
Byers, Attorney at lLaw/ for Half Moon Bay
Properties and Farralon Vista Assocxates,
interested: parties.

Exgﬂs_Athn: Attorney At Law, and DQHSli&
Long, for the vams on of Ratepayers
Advocates. o _ ‘ ‘

..’

} 4
1. Inkroduction' : 4{( ‘ S :
This proceedxng 1nvol es” three consolzdated proceed;ngs.

Order Institutlng Investlgasien (OII) 83-11-09 is an ;nvestlgatzonj'U”

into the practlces of. cit;zens Utllities COmpany of Calitornla
(cuee) and its operat;ng districts and- subs;d;aries.- COnsolldated
with the 1nvestiqat;on is/Application cA.)sozzo the MOST. recent
general rate proceeding 1nvolving cuce’s Guernev1lle Water
District. In its OII fEhe Commissxon ‘reopened A.60220 to cons;der
ratemak;ng treatment o! revenues generated by-timber harvestzng in "
the Guernevxlle Water D;strzct watershed.f The third proceeding is
the. complaxnt of Kathy Wyrmck against cuee and its subs;d;arles.'
The Commission ordéred in D.§4-02-066 that C.83-12—OO7 be '
consolldated wzth/the other two proceedlngs.

7o

! .
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This decision deals principally with the issues in this
proceeding that are specific to the Guerneville Water sttrxct., A
later decision will address all issues rema;n;ng in thms'proceedzng
and close the file. Issues that are specif;c to the Montara-Moss
Beach District that arise out of these proceedings havérbeen
transferred by ruling of the Administrative Law Judde (ALT) to
A.85=06=-010, an appl;catlon of CUcc for an orxder yxestricting the
addition of consumers in the Montara-Moss Beach/Distriet. A final
oxder in that proceeding w:ll close out all. Lsé/Zs perta;n;ng to‘"
Montara=-Moss Beach. ‘ ‘

On February 16, 1984, the CommigSion issued D.84-02=066

y; o
which, among other things, set forth the ;ssues-to~be addressed Ln

this proceeding. They are as :ollowg,

a. Whether CUCC has transferred any real
property interests, includxng mineral and ,
timber rights, (assets) without Commission
approval in vxolatbon.oz Publ;c Utilztles
Code (PU) § 851.

wnat, ir any, ratemaking adjustments are
appropriate with respect to. each CUCC
. entity subject/ to- our jurxsdlctlon.

Whether coe bas. prudently managed water
sources xnjthe best mnterests or 1t5
ratepayers - \ ’

Whether d/;mon expenses among cuce: entltles'
are beinyg: properly allocated fox ratemaking
and what, .if any, orders.should we make to
ensure’ a reasonable'allocation procedure is
adopted and: followed-;

A.preh lng conrerence was held March 26 1934, 1n wh;ch
a schedule for the subm1551on of prepared testlmony*and exhszts
was, establlshed(by “the ALJ and hearlngs were scheduled to begln
October 30, 1984.' Requests to-postpone the inmtial hearing date

were rece;ved from various: ‘parties, prmnczpally'consumers or their
representa_ VeS, which resulted xn tak;ng the matter ofz celendar.v _{‘”f
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On January 28, 1985, a second prehearing conference was held.
Thereafter, hearings before ALY Baer began on May 28, 1985
continued on May 29, 30, and 31, July 1, Octobker 7, 8, 9,/20, and
1l. Hearings concluded on Novembex 18, 1985. The mattegr was
submitted subject to the filing of concurrent opening/and cleosing
briefs. CUCC, the Public Staff Division (PSD), PA

Congressman Douglas H. Bosco filed concurrent operiing brlezu on or
about December 26, 1985; openxng brxefs<were algo filed by the
Department of Health Services (DES) on January’ 15, 1986 and. by the
Ferndale Intervention Team and Ferndale Chamber of Commerce (FIT)
on March 28, 1986. The PSD, FIT, and CUcc filed concurrent briets:
on or about March 31, 1986 while PATRIOT flled its clos;ng brxef
on April 8, 1986. | \ ‘

3.

on . February 28 1981, Cj 1zens Utilztzes Company of
California (CUCC:)r a. Calitornra orporatron, rxled Applxcataon
'(A.)60285 seeking authormty to ncrease ratesvxn its Felton Water
. District (Felton) in Santa z County. "The record in A,60285
revealed certain zntercompan{'transactmons 1nVOlV1ng Felton and .
Citizens Resources Conpany (CRC)r a Delaware corporatzon.l. By -
deed recorded Auqust 19, '974 cuce transferred tzmber rlghts~to 7
of 9 parcels of public ility watershed property in lts Felton |
District to CRC.  Also/ in 1974 ‘CRC signed a timber management
contract with an.expe : forester-' Pursuant thereto, CRC harvested
2,303, 000 board feet/of lumber: in 1976, 1973, and 1979. »

The Commyésxon foundin Dec;szon (D.) 82—05-038 that
timbexr harvest re enues from Felton s watershed lands were 5266,549

1 CRC and QUCC are subsid;aries o: c;tzzens Utllitzes Company
(CUC) ,- a Delaware corporation. . However, CRC does not operate =
public utiadtles in this state and. 15 not subject to CommszLon“
regulation o ‘ : : E
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for the years 1978 and 1979. It also found that wateﬁfhed lands
from which timber was harvested are included in Felton’s rate base,
and are necessary and useful? to Felton’s utility 5pnctions:
Commission authority to transfer timber and minerzl rights to CRC
was never obtained. (9 CPUC 2d at 209.)

The Commission concluded that the tr nsfer of timber and
mineral rights from Felton to CRC was void. ¥ e ordered CUCC to
arrange for transfer of those rights back % Felton; and it
amortized the timbexr harvesting revenues: dé 5266,549 over 12 years,
thus reducing Felton’s revenue requirement by $22, 213 each year..

In D.82-05-038 the . CommxSSLOQ/also ordered CUcc~to t;le,(: a

on a distriect-by-district bae;s-

a. A list of all property and as sets L ;
transrerred between the particular- d;strzct
iCRCJ going back/to the date [CUCC]
acqu red the...dis 1ct-..-=

r3 81gn1£1cently, in its- br et cucc d;d not contend that the . .
pertinent watershed lands. or the part consisting of timber. rmghts
were nejther necessary nor juseful in Felton’s performance of its ' |
duty to the public so as to obviate- appl;catxon of Public Utllztzee
(PU) Code § 851; and CUCC/did-not seek rehearing on the §° 851 1ssue
or on the Commisszon's a spos;tmon,of the timber harvest;ng
revenues. \ ' _

3 ”No public utility...shall sell, ce., OX otherwlse dispose
of...the whole or any/part of its...,. plant, system, or other
property necessary or. useful in the performance.of its duties to-

the public, ..., wifhout first having secured frem the comnission R

an oxder authorizing it so to do. ' Every such- sale...[or]

dlsposxtlon...mad other . than in accordance- w1th the order or the -
_comm;ssxon autho zing it is voxd. Dele s S

"Noth;ng in th;s<sectlon shall prevent the sale-..or other
disposition by /any public utility of- property which- is not

necessary or useful -in the pertormance of ‘its duties to the publzc,né\}“

and any dispogition of property by a ‘public utility shall be
conclusmvely presumed to be of property which is not useful or. :
necessary iy the performance of-'its duties to the public, as. to any
purchaser, lessee or encumbrancer dealing wuth such property 1n .
good faith zor value, oos? (PU Code § 851 )
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#b. A list of all property and assets

transferred to CRC which [were) thereafter

sold, transferred, harvested, or leased by

CRC; ...” (9 CPUC 24 at 211.)
CUCC filed the required data on July 6, 1982. ed upon that
£iling and the record and decision in A.60285, fhe Commission on
November 30, 1983 issued OII 83-~11-=09. The
therein that:

”...it appears that CUCC may hate v1olated (8]

851 by unilaterally transfexring assets to CRC

from its other operat;ng digtricts. listed zn

its complzance r;llnq. ‘ ‘
It then ordered an investlgation Into the practiceo of CUCC, its
operating dlstrlcts, and its sub ldlaries with regard to the
transfer of real property'rzghts~and ‘the manaqement of its ,
‘watershed resources.‘-.xn parplcular the~Comm;sszen ordered~

' "y, Th;s investigation will consider. ‘

Whether‘ﬁzr each district or subsidiary
CUCC has violated (PU)- Code' [§] 851. -
To thig end it will be necessary to
consider whethexr the transferred -
parceéls. and ‘assets. were necessary or
. useful in the: performance .of the
utflity’s duties to the public. ' Each
respondent shall carxy the burden. of
Proof that its properties transrerred
ere not use:ul or necessary. e : ‘
ary 16, 1984 the cOmmxssion zssued D. 84-02-066
to clarxify the/scope of the 1nvest1gatlon and to establzsh
procedures an schedules to be observed bezore hearlngs began.
D.84-02-066 summarized the § 851 mssue aserollews. "whether cuee
‘has transf ed any real property :Ln.te:r.'ests,w anludlnq mzneral and
timber ri ts, Cassets) wzthout cOmmission approval Ln vmolatxon of
[PU] Cod¢ § 851.” .This restatement o: the § 851 issue deflned the
term ~agset” in Ordering Paragraph. 4. a. of the OII to include’ the '

tlmber and maneral rights transrers that were to be one of the maxn
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objects of the investigation. D.84-02-066 also recquired CUCC to
submit a report with detailed information on each transfer.

CUCC described the timber rights transferred to CRC in
its Asset Report (Exh. 7), submitted in compliance wiZh
D.84-02-066. The individual transactions invelving ‘Guerneville
Water District are summarized, as follows:

Asset Report Parcel Size
In Acres.
I-15 80 | mher 16, 1971
I-16 80 ' ' 1971
I-17 - 23.9 - Noyember 16, 1971
I-19 | 278 ;ﬁ&y S, 1971
I-22 : 240 L ovember 16, 1971
I-28 . a7 ./ Septembexr 11, 1973
: Total = 876.9 . | ’

In each of these cases the transr _ involved only tlmber r;ghts on

unimproved real estate. The und rlymng fee to-each parcel rema;ned
in coce.

The Aséeﬁ‘Réport co ' i#ed‘;dditibnal inrérmation';sito
each of the parcels identifidd above, as follows: '

The rights wfre not included in raté‘baSe o
and had neo- yalue to be recorded 1n plant—xn-‘
service. : &

'”(a} Th cunulatxve amount‘of return
‘ ¢ culated was zero. .

ommission authorxzation to transrer

e [timber] rights was not required
and was not obtained because the -
rights were not. used and use:ul when'
transrerred; .

The book value at acqu;sxtion was
zero. . _
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#(d) The market value when transferred was
zZero.

”#(e) The consideration received upon
transfer was zero.

”(£) The expenses of transfer were zer;?

#(g) The amount re!lected as a reduc on to
the plant account upon. transfer is
zero.,

#C. The [timber] rlghts were transze d to
ECRC] - .
”D. The proceeds<rece1ved by CRC by jear are:

Yeax ﬁxeﬁe_lnsgme , e .
1971 $ 17,016 o - - $ 17,016
1972 1,085 T . : 1,086
1973 51,337 - / ' ' 51,337 -
1974 43,807 . Lo 43,305 :
1975 43,524 ~ o e o . 43,524

1976‘ o 13' 892 B 'Y ' ' i . 13'892

1977 33,145 B g 131,664
1978 - 57,638 S o 54,687

© 1979 30,608 .“~~ ~ 29,753

1980 - 37,916 ‘ ' o L 36,864
1981 - : - S . CGOS)
1982 - R L - "
1983 —— - /a.016 : _(.L..Qz.s.).
Total $329,938 : $7‘960 ‘ 5321 978

*Gross income from timber harvest;ng on all parcels,‘
Items I-15, I-16,- I—:Z I—l9 I-22, and I-za.ﬁ\ :

”E. The rlghts e still held by CRcm ‘ (Exh 7

PP- &49> o
cvee’s wmtness.O'Brien expla;ned in his prepared testlmonyﬁjff
what he meant when he; designated an item.or real property or an '
interest in real property as “not used and useful.” He first noted
that the statutory anguage in § 8s51 is ”necessary or userul »
However, interim D 84-02-066 used the language ”used and useful.”
In his testamony a in the Asset Report which.he sponsored, he’ U
adopted the mused and use:ul”’phraseology oz‘D 84-02—066. ‘When. he i
says that a pieée or property or plant is not used: and use:ul ln‘ff'&
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providing utility service, he means that such property is not
performing any utility':unction.and‘the removal of the prop
not affect the providing of utility service. (Exh. 47, p/ 1l.)

The initial determination that an item of property was not |
used and useful was made by CUCC’s operatzng people w |
system and how it is operated. Then, for purposes © his test;mony o
and the Asset Report, O‘Brien went over each transfer with CuCC’s
operatxng people and satisfied himself that their, inxt;al
determinations were correct. _ S

cUCC’s position as to the Guernevillé timber rights is
that no action by the Commission is required' Since, in CUCC’s
view, the timber rlghts were not. nece sary b usezul, COmmzsszon -
approval of the transfers was not. require Theretore, it would be
Lnapproprlate for the Commlssion to voi ‘the ‘transfers’ of txmber
rights or to take any ratemakmng action/ with- respect to them..

‘ cuce takes the same positio ‘wis-a-vis the tlmber rlghts

in Felton transferred to CRC and reo nveyed by CRc'to CUCC in - o
compliance with D.82-05-038 in A.6 235. CUccvasks the CommdsSdon to~

reconsider that. dlspos;tion and- ,vacate its orders. (L) requmr;ngfﬂ L

the reconveyance. of timber righ s fxom: CRC to-CUcc, and' (2).
attrlbutlng the timber harvest ng proceeds to-Felton's operatxng

income over a: 12-year peried/ In' CUCC’s view th;s is an approprmate’i‘V‘f
result because' Cl) the tifiber harvestlng rxghts had no asset. valuequuj,f
ass;gned to them, (2) wer¢ never included 1n rate base, and (3) were”‘

»

not necessary in- providing utility servmces-_ ‘ o

: ' on cross-exf vnation O'Brien dlstinguxshed between the
land parcels themselv s and the" timber haxvestlng rzghts on those :
parcels- 'BrienAt tified that the land. parcels,, -€. the
watershed areas, cdﬁtinue o be used and’useful to the utzlzty
because they captire water for prov;dlng utxl;ty—servxces. Thls 15
' so,even-though ve spring or surface diversion sources on those
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parcels may not be used. In his opinion4 the water captured in

the watershed areas would still be applicable to the utility’s o#her
water supply sources, such as those wells down by the Russ;an)?&ver.
In contrast to the land parcels, however, the tind

O’Brlen denied that the timber or timber rights needed

reta;ned to protect the watershed lands, stating that

in the proceedlng showed that any zorestry work thdt was done was

done to enhance the watershed lands and was in no' yay detrzmental to.

+hem. J .
PAIRIOTS subpoended Loren.Montgomery' rry to test;fy in L

. support of its recommendations. Berry is.a foyYester, land manager,“7

and owner of Berry’s Sawmill. He has’ been c’s. :orester and’ lend

manager since 1968 but is not now under co' rect. He has been a’

forester. for over 40 years angd. has been xr istered in: the State oz

California as a forester for many years. Berry'harvested timber for f
CUCC from 1968 to 1980 ' du'r.':mg which tije he wa.s never ca.ted !or a-

)’ violation of the regulations of. any sthte agency. , ‘ ol
- According to Berry, timber. \'rvesting is heavzly reguletedfpﬁ,fs
by various state agencies._ The - Dep rtment of Forestry and the water”§3f"

Quality Control Board require spe :ic and - stringent,meesures to be .
taken berore t;mber may be herve ed. . Berry gave one example.~f
A:ter working for 6 weeks to ev, luate 2a pxece of property in

Cazadero and arter com;ng up th.the tunct;onal equxvalent of an j, e

environmental impact report yith exosion control built: in, a

preharvest meetxng was held on the property In attendance were twotYﬁ

forestry men, one geologi r.one water qual;ty man, one Flsh & Geme

4 He adm;tted that he was not a’ qeologlst and suggested that the )
questions about, the_userulness of the land parcels should have been ‘
put. to the geologz . o ‘ , ‘
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man, a represcentative of the Sonoma County Plannifig Department,
three of the landowners, the logger, Berry, and/Berry’s son, Jinm
(also a forester). The purpose of the meeting/was to evaluate what
the proposed harvesting would do to the watey source. Berry opined
that California has the toughest environmenfal gquidelines in the
nation as far as protecting water and natyral resources.

Timber harvesting is very strigtly regulated under the
Z'berg-Nejedly Forest Practice Act of 1973 (Calltornla Public.
Resources Code section 4511 et.. seq ), whlch spec;flcally lncludes
safeguards for the maintenance of water resources. Before
harvesting can occur a timber harve ing plan must be submitted,.

held open for public commen: aad proved by the appropriate sta:u:e_';)'--i

agencies. The plan must provide fhe names and addresses of the

timber owners and operators, as yell as detalled descrlptlons of ther,"f.
area to be harvested, the' metho _and equlpment to~be used, and. any. Q

special procedures to be- rollo red to reduce erosxon. The plan must
also include expected commency ent and. completion dates of the’ ‘
harvesting. The statutes pr, vide-zor very strict penaltzes for
anyone makang materlal miss‘ tements in a’ riled plan, and- requlre
inspectlons to -ensure’ that an approved plan is followed.' ,
These plans, and thy underlying laws and regqulations, -

dlstlngulsh between wate: shed property that is belng used as a waterﬂtfﬁ
source for commercial uges and a watershed that is, for instance, lanf-

‘ rorest that.has.no commerClal use

associated with- it. iffexrent. guidellnes, distances, and practlces j
apply to watershed uged as a water source for. people. In the tamber*

harvesting plans id tified in this proceeding,‘Berry applled the "

il
"

more strlngent gul linés: when working around: water source pomnts.;ﬁ,gg

The services he Px vaded to CUCC as a :orester and land manager
consisted of: ' - ‘

1.. Su eying CUCC’s property'with the best' ‘
gement. practlces-ln mind, keeping in
nd the.priority of the springs, whlch in
urn - relied on A qood watershed. '

1 .
1
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Putting in fire trails and access roads.
Removing fire fuel, i.e., dead wood.

Cutting mature trees on a selection basis
only.

Patrolling the roads in the winte
keep trespassexs off and to maintain the
integrity of the watershed. ,

Berry was particular to correct any/iererence by counsel-
to ”logging” operations. He was not anolvd& in logglng, ‘but
rather in the harvesting of selected maturd’trees only.. When asked
whether his harvesting methods include ¢ {er cutt;ng any parcel he
replled never” and stated that hls me 5. only’ 1nvolved selectlve
thinning. . / o e

Berry described several steps taken to ensure the
;ntegr;ty and purity of the . CUCC wa rshed, -as follows.

Working no closer 150 -feet to a Jmown
water source. .HowevAr, this distance can
"be extended to .1/4 ile 1f the work ls
above a stream. ‘

Felling trees aw rrom the water source,
Culvertleng cx sings.‘-

Buildxng ‘acces; roads to minimize erosion
by proper. slo ing and szzing, and o

Inspect;ng by state agencies, both durzng o
" harvesting. surprise- inspectlons, and
atter harve ting. . , R \ ,
Berry stated ‘t 1t was possxble that selective txnber

harvestlng can’ enhance aterrlow of, surfece sources or domestlc
water supply on tlmber-and. However, be had no-way'of tellxng y
whether his haxvestin ectually-had that eftect. He did understand
that it was part of His. contract.with CLtzzens to-marntaxn tbe :
purlty'and integrity.of its domestic water: suppl;es-c H;s runctlon
was to observe the idelines established by the Department of
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Forestry regarding harvesting and working within cextain Adistances
from springs, which he did. Water Quality, Fish & Game//ind
Department of Forestry then inspected his work, for which he never
received a single citation.

Berry stated that he never dlscussed hls forest management
practices with any representative of Citizens. %nstead, Berxy
testified: “We’ve just fulfilled our obligatlo at all times.”
Those obligations are established by. tne foresﬁ?:ractice laws.
Berry volunteered that it was a strange thing/ that he had never
discussed his practices wmth C1tizens but exﬁlaxned that:

1. california has by £ar the tonghest
environmental laws in the nation, and
lmost everythlng is run.b the state,

cUCC was relying on Berxy to ensure that
the requirements of state law were .
observed. -and ,

Forest practice laws Are verv complicated
and extensive, andt;pless a person has

spent many years. in/the field, he would
Just: be a novice a/it. ° -

In other words, Berry was. the ' ert and- cucc personnel were the

nov;ces. They relied upon hin/ to understand and- comply wzth the

law. He testlfied that-the encxes glve the guidelznes, he

complled rigidly with them, and he was never c;ted for a v;olation M )

of those guzdellnes- Co , S ‘ o
PATRIOTS subpoenaed another w:tness, Gerald A. Gr;:fxth -
whose testimony coxrxcborated Berry's in part.. ' Grzrfzth is a: waterl
¢ompany manager by pro59551on. ‘During the past year he worked :orﬁ]_
_Mlllv;ew County Water Pistrict. From May. 15, 1973, until June 15,
1984, he worked for ce, first as. manager of Guernev:lle 61974-‘”
1981) and then as su erintendent over four systems Guernevmlle,
Larkzzeld, Felton,/pnd Montara (1981—1984)-- He left ‘cUee to-take
the job at_Millvxiw He is not now- employed by CUCC. He has a
-degree in biology His work expermence before comxng to coce
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included about 20 years in laboratory work (industrjial chemistry)
in various industries, (rockets, missiles, and fogd), three years
running an anodizing plant, and cancer research./ He was also an
efficiency expert for Macheshim Chemical Comp in Beer=Sheva,
Israel. He is a class 4 water operator and‘t aches the
certification course for water operators at anta Rosa Junior
College. : ' L
When Grzftith first became nanygexr. of Guerneville in
1974, he was told to keep an eye on Berwy’s harvestzng operations
and to make sure he stayed well away om CUCC’s springs and .
generally followed good practice. Gyiffith admitted that he was no. .
logger and had no authority on lo@g'ngr but from his perspect;ve '
Berry had a model cperation. He stified that Bcrry has a -
reputation of probably being the est logger in calizornia.

‘ Gr;frith had occasion ‘ contact w:th.Berry regard;ng
trespassers on CUCC watershed- ands. Berry would come in ox call
Griffith to-let him know abo trespassers Berry had. encountered
and run off. These trespas rs were rrequently'wood poachers,

cutting timber for themsel es wmthout permxss;on. Grlfflth
recounted: ‘ o ‘ i " -
”L had one [wo poacher] tell ne 1t was

_perfectly all fright to cut the timber becauee
he got permi ion from Jerry‘Grmfrlth. g

gs that Griffith’s superzors warned h;m
about was lettlng anybody cut. undersized tinber. s;xteen anhes
was the minimum. He went out with a, tape measure one day*to check
'up on Berry’s operation, and the smallest stump he ‘found was 18
inches. Griffith elieves.that Berry did an outstandlng job.

He coul ‘only remember two instances when: Berry' |
operat:.ons bad any effect on the water company... “In one ca.se at.
. Villa Grande Sp ing he' found that early'ralns had washed some-mud
from a road ankment lnto the sprlng.v That was the only'case he
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cited where he thought that logging had directly contributed to the
amount of mud in the water supply.

He also thought that there was a case where road
crossing caused a line to crack. However, he censmdered this “no
big deal,” as it merely involved fixing the line wiyh a clanp. EHe
did not believe that any complaints resulted from £his incident.

Griffith testified that mud in the wat¢r was a fairly
standard thing every winter. Every time it rajfed the springs
turned muddy. When that would ocecur he would turn off the springs’
and pump well water up to the highex tanks at are normally leled
by springs. The springs were unusable for/four months each year
during the rainy season beceuse ot‘the h h annual rainfall . N
averaging: 46-1/2 inches per year end twice 1n his memory reachxng C
100 inches per year. C : .

In 1976 on his own- 1n1tiat' e.Grlttith took all the‘
spring sources off of the system. e'dld this because of the h;gh
cost of deoing DHS mandated daily t rbidity tests on each sprlng ‘
source. He:began the da;ly test d. procedures on July 1, 1976, and.

continued thenm for 48 days unti) he determined thet ‘he did not heve ””3;

the manpower to c¢ontinue. Ihe-testing required 12 man-hours per e
day and the cost of that: etfo exceeded the: velue oz the water '
supply by five. tlmes. When @ sprxngs were usable: (other than in ﬁ
the four months of the rai season) they only provided at best 3%
of the total water supp11 s. 'In the dry months of August and -
' September that percentagg fell to 1%, .o

The - testzng o) ocedure involved ebta;nxng a sample of
water and returning t¢ the office to—pertorm ‘the test. If the ‘
sample passed the tegt the. employee could go to the next: spr;ng. B
However, if the sanmple talled, he would return to the same - sprlng
for a second samplé. Many of .the sprlngs ere 1naccess;ble by
vehicle and requife long welks to and from a road. .

-On th _issue ot t;mber rlghts the stafr w1tness in
prepared test ' Ca
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properties to other parties jecpardizes CUCY s
control over water resources. These rightsg/are
necessary for the safe and reliable operagion
of the water systems. In view of this,

these property rights should be retained by .

CUcC.” (Exh. 16, p. 4. ) ’

The staff appended to-;ts report ( - 15) a December 1975
report by the Water Sanitation Sect;on of the Callrornxa Department
of Health. The report contains znformatxon ertznent to the zssue
of timber harvest revenues.

In 1975 the systen der;ved its ater from 11 wells and 13
surface stream diversions. Water is diyerted from these 13 pomntf
by dams across stream beds.  The wate from the surtace sources
Llows by grav;ty to the distribution ystem. “All. surface water
sources are disinfected by means-of‘chlorinators before the water
enters the dzstribution system.v
diversions is not Ziltered to reduce tuxb;d;ty, howaver. The
watersheds of. the surtace soure s'are not patrolled and are
accessible to the general publ c- , o

The DHS concluded, nter alia, that the system.does not
meet the requirements of Ca tornia’s -laws and- regulationa as to.
water quality. Turbidity whs npacizically montioncd. DHS also
concluded that: “The use /Of surzace stream water zroﬁ unprotected
watersheds without. trea ent other than disinzectlon does not -
provide adequate treatm P

The" DHS.recommen ed that’ CUCC.,

#1. Complete: thﬂlchemlcal trace elements, and
general phySical analyses required foxr all
water sour¢es.  On completion of these

, e COmpany 'should sanmple each source
monthly- and complete analyses: made for those '
constitugnts found to be present in excess of
allowablé concentrations: such aS—iron,
mangane e, turb;dity, and color.,)g




OII 83-11-09 et al. ALJ/RTB/rsr

Installation of a duplicate clorinator, an
audible or visual alamm, a turbidity recorder,
and a water supply turn-out for each of the
[13] surface water sources.”

L

Install water treatment facilities for surface

water sources including the processes of

turbidity removal, iron and manganese re val,

and disinfection; ”

(Emphasis added ) (Exhibit 15, Appendix C,

P- 5-) © L

David c1ark,‘Districtﬂzngineer‘for’ e DHS, sponsored
prepared testimony on behalf of DHS. -He. did ot mention the
surface water sources in his Exhibit 22. H recommended that nig
the PUC determines that [CUCC] must retul revenuesrtrom the sale
of timber to the ratepayers, it is stronl Yy recommended that the
return{ed revenues) be ‘directed to fina Cing'improvements necessary
to meet [the requirements o:] the Hea - and Safety COde.‘, CExn.v
22, P. 4.) However, he . sponsored no direct eVidence in support oz
this. recommendation. : ‘ ;

- Clark wasrprincipally ¢ cerned with”actions“to'correct”
dericiencies in. the system.q He ted that on Novembexr 1, 1983
DHS. requested that CUcc conduct A complete engineering study or its
system to address certain.dericiencies he- listed. - cuce completed
the engineering study (Exhibrp 23) and sent it. tofDHS on- May 17,
1985. In Clark’s opinion study adequately'addresses each of-
tne de:icienCies in the sy' en (except for fire flow questions i
which were not requested) nd: proposes an improvement program.to
resolve them. DHS now i ends to negotiate in’ cooperation with the
Commission the priority and time schedule for implementing the
corrective actions-pro osed in the study.. '

During - crodeexamination, Clark'testified thnt the S

, improvements proposed by CUCC’s-consulting engineers in Exhibit 23

were acceptable to Iim and that: his ofrice requested that cuce -
implement them immedintely. Exhibit 23 does not call for rurther
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developnent of the upland spring or stream sources, but retﬁer for
new wells to be developed in the alluvium near the Russian River.
In terms of quantity of water, vertical river wellsxwouia be
expected, in Clark’s opinion, to deliver larger quantities of water
than horizontal wells drilled in the uplands near existing streams.
In Clark’s view horizontal wells in the uplands woMld not alone
supply the Guerneville system-during the summertime and heavy
demand periods. -If the existing surface water déllection systen
were developed and expanded, the surface watexr/would requlre :u’l

treatment in order to meet state requxrement~. but the cost of that‘ryl

treatment would render the source: uneconon’ _ -
The conclusion of this report, :4th whicn‘clarx-agrees,
is that Guerneville‘cannot agford aIte -‘ivé“wnter'supplies;y The

develop new water supplxes in 4

around the spring sources. H«wever, 1t zs clear :rom the ev;dencej““
summarized above that timber harvestlng and watexr development in \

the watershed areas are compatible.. .The testimony of CUCC’s former" e

forester and former Guernf ille District manaqer, sponsored by
PATRIOTS, showed that t'»fer harvestmng ls‘hlghly'regulated W1th a
primary goal of preservi g ‘watexr - resources. Tt also showed that
CUCC’s barvesting had ohly negligible effects upon: tne 'spring-
sources or the water : stem as a whole. - Rain caused some mud to -
wash into one spring' rom a- road cut and one pipeline was craoked k
where a road crosseq over it. The cracked pipelzne required only a

lsimple repaxr and -:d not result 4n. any oompla;nts. In ract,

irrespective of thk szngle instance cxted where mud- trom a road cut'qu'
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washed into a spring, all of the springs were shut down for four
months of each year during the rainy season because of deb:(s
washed into them by natural runoff. The rainfall is excssnge in
the winter and the slopes are steep. No one has even suggested
that this condition is other than a naturallphenomeno/

Responsible timber harvesting, as the record indisputably
shows was performed on the Guerneville District watérshed lands, is .
compatible with the use of those lands for water product;on. The
harvesting in this instance was llmlted to seleﬁvae thinning of
mature trees only. The. harvesting was performed with particular .
care to prevent.any degradatlon of water sources. or supplxes in the
Guerneville sttrlct watershed area. All hamvestlng 1s heavlly
regulated: and is done pursuant to license n.each case. On-site

~1nspections, betore, dur;ng, and e:ter harvesting, are conducted by‘e:

state agencmes-to ensure that water resources are protected and
that barvesting is conducted in. accordJQCe ‘with the regqulatons
applicable thereto and the terms of. ehlxcense.: No cleaxr cuttxng S
. of any area of the watershed lends s. involved hexe. . Berry was

careful in his testlmony to state _ af'he was'inVoIved"inuselectivevgf

harvestlng only, not 'loggzng . ;

tend to- suggest,clearcgtting,~ s record does not show any ;
clearcutting was-perfermed”on CcC’s. Guernevzlle District’ watershed
lands. Irrespectxve ‘of the r Z lation ot other state agenc:es,
were the ev1dence to. show thut watershed lands were belng denuded
of all commercially exploi le trees in a manner that would
destroy or impair water sdprces or supplies used by or necessary
for a publlc utilzty wate; company we would not’ hesztate teo take
action to-protect those  sources. . However, the evzdence in this
case does not show tha logging or clearcutt;ng has taken place or

that the harvestlng that has been accomplished has‘;mpexred the ,urv'V'ﬂ"
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selective harvesting, may actually enhance the waterghed by cutting
dead and diseased trees and removing fire fuel, préventing wood
poaching, and enhancing growth of young trees by

trees. :

Since the harvesting of timbexr is coppatible with water
production in the Guernev;lle District watersped lands, why are the
timber rights in those lands so #necessary of useful in the .
perxformance of its duties to the publ;c", at CRC should be. forced
to reconvey them and to disgorge tne'timb r harvest receipts for-
the benefxt of the ratepayers? Moreoveyr/ if we uwltimately
determine that CUCC acted in a reasona le and prudent nanner . 1n
abandoning the spring sources in 'fave oz wells in the river
alluvium and in choosxng to develop oxre wells there, then it is
immaterial whether harvesting arte s the spring - sources, since the
spr;ngs,would no-longer be a factodr in provmd;ng.water for the
system. - : :
The testimony by cuce, that the tlmber rzghts are not in
rate base and the testimony by’the staff and others that they are"
in rate ‘base does not bear on/this" polnt. The language o:‘Sectlon
851 i€ not- couched in such tgrms. The key. xssue xs not how the

property is accounted for byt: how it is used. It is cleer rrom the ﬁf’

evidence that the timber r ights are. neither ”userul” nor are: they : 'f
”necessary- in. the performgnce of [CUCC’s] duties to the publdc. ‘

That is, if tree A is cu down, hauled awvay, and sold, w1ll that *"““Tt*‘”

dlspositxon affect the whter serv;ce rendered” to»the public in the
Guerneville District? ‘e have determlned that lt will not atfect

5 In recent yearsy,. before the sprinqs were: discont;nued ‘as water

souxces in 1976, tiey only~produced atemost 3% ot the water~supprytffﬁfi”’"'*“

- foxr the Guernevzll Dzstrxct.i_
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such service, whether we assume the springs become again a sowrce
of water for the system or whether they remain abandoned.

Accordingly, we conclude that the transfex by C of
timber rights in its waterzhed lands to CRC was of .prop Z neither
useful nor necessary in the perrormance of CUCC’s dutigs to the
public in the Guerneville District and that such tr sfers were not
void ab initio. ‘

It is interesting to note that the secghd- paragraph ot
Section 851 states that:

#Nothing in this section,shall prevetit the sale
--.or other disposition by any publAc utility
of property which is not necessary/or useful in

~ the performance of its duties to fhe public,
and any disposition of property Ay a ‘public .
utility shall be conclusively pfesumed to be of
property which is not useful of necessaxy in.
the performance of its duties/to the public,. as
to any purchaser, lessee or ghcumbrancer C
dealing with: such‘property ! good raith £or
value; ...¥ ‘

The initial determination hether the item of property :.sj‘3

<necessary or useful. ls tor the uti ity-to—make. ‘Where the

‘ dispOSition,is,to'a purchaser in ood zaith.and for value it is
”conclusively'presumed to be pro rty that is not _useful or’
necessary. Where, as here, the dispoSition is to-neither a
purchaser, lessee, nor. encumbr ncer and' i{s not for value there is
at most a rebuttable presumpt on.that the: disposition.is of
property that is neither nec ssary'nor userul. I any event the
issue is a ractual one’ that the Commission may review._ In this
‘¢ase the’ ev1dence, as oppo ed to the conclusions of witnesses and
the arguments of counsel ‘overwhelmingly favors thevinitial

determination of CUCC ‘the timber rights were neither necessaryp'"?

nor usetul-

the matter. We must next determine whethex the transactions in N
which timber rights w re transrerred rrom CUCC to CRC were properly“"i

Disposing or e Section 851 issue does not, howeverr end“jf"
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.
accounted for. The staff testimony regarding the appropriate /
accounting treatment of such transactions is cogent and we rely for
the most part on it. Summarizing his accounting testimonyf’the
,staff accounting witness stated: '

#Thus, if the land is in Plant Held For Future

Use when sold, the gain is above=the-line (Yo

the ratepayers’ benefit) but if it is sold/from

Plant in Sexvice or from non=-utility plant’ the

gain is below-the-line (to the shareholders’

benefit).” (Exhibkit 9, p. 17, paragrap):’ 42, as

amended.) ‘

If this statement of the requirements’ of the Uniform
System of Accounts (USOA) is not clear enoug the same witness
reiterated the same matter in more detail under cross-examination .
by CUCC. (Tx. 1:93-98. ) Actually, there s no~dispute among. the
parties as to the xequlrements of the USso; .f They do dlzzer,
however, on whether the timber rxghts wgre in rate base or not.
CUCC, as we indicated above, asserted t. the tinber rlghts were
not included in rate base and had . no. alue o be recorded in plant—
in-sexvice. We do not accept this ndked assertion as fact, for it
is contrary to the fundamental pri ‘lples of real property law.
When CUCC'acqulred +the watershed’yénds from which timber rights
were latexr severed, it acquired them in fee simple absolute. Its
title to those lands. included afl rights assocxated with such
titles, e.g. water, tlmber, mi'eral and development rzghts.‘ The
.original cost of such lands wfs not’ allocated among the varaous
rlghtsrassociated with land wnership when that cost was: entered
upon the books of account. of the Guernev;lle Distrxct of. cuce. The
USQOA does not call for sucH an allocatmon., Thus, the timber rlghts
were in rate base as part of the. watershed lands.

Slnce the timbdr rxghts were in rate base when
transferred, the value £ those: rights should have been reflected
in the plant accounts ‘the Guerneville District when the
transfers occurredJH; ey were not so reflected because, as CUCC'
witness testified, t} ut;l;ty dad not consader them to ‘be part of

-
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the rate base and, in any event, did not ascribe to them any value.
Neither of these conclusions was reasonable. CUCC knew oxr’ should
have known that if the timber rights had not been severed from the
watershed lands and transferred to CRC, an unregulated affiliate,
the revenues from the timber harvesting would have acerued to the
benefit of the ratepayers, thus reducing CUCC revenue requirement.
We infer that CUCC transferred the rights to aveid this result and
that the transfers were made in antxcmpet;on 3' timber haxvesting:
revenues being received. One of the transrers occurred on July 5,
1971, and four more on November 16, 1971. In 1972 CRC recelved
.$17,016 of net proceeds - from tlmber harvegrzng-. The dates of

. transfer and rece;pt of revenue are contemporanecus, mek;ng it

improbable that CUCC and CRC did not expect to-rece;ve income as a*ﬁ ;

consequence of the transrers and almost smmultaneous harvestzng. ‘
- Since revenues were expected from the’ hervestxng, it
follows that the tinber: rights. had ﬁgrket value., Beyond the mere
-assertion that the. :Lmber‘rlghts d no market: value when _
transferred, COCC offered nevoth' evldence on.the 1ssue of the;r
value when transferred.‘"rhere{ ev;dence in. the record from’ whlch

a value can be derived, bowevey'. . Exhibit 7. shows the net revenues -

from harvesting received by cRC each.year between 1971 and 1980.
They total $323,600, or an a erage ‘of $32 360.per year for . the 10
year period. By cap;taliz; g those revenues at. CUCC’s most ‘
recently authorized rate of return (12. 04%) we' der;ve a market

value of $269 771.%  we dp not, however, adopt th;s flgure as the .

fair market value of the timber’ rights when transterred. It is =
nevertheless one measurg of the’ value of those r;ghts and is usezul
to show whet order of _gnltude thelr value might attain. -

6 The formula r . derlving market value trcm annual revenues 15.‘
Market value = a ‘ual revenue/rate of: return
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How then should the value of the timber rights be
reflected on the books of the Guerneville District? Had the timber
rights been sold for fair market value with the knowledge of
Commission, sale revenues would have gone to shareholders 5“
keeping with our policy that the procceds of non-utility. paant
sales do not belong to ratepayers. Since no sale has ocsprred here,
there is no gain to disburse. There is, however, a preosumptive
value for the timber rights included in the rate base/gssocrated
with the land parcels in question. In the absence of a valuatron
of this amount, we will attribute the timber harvedtzng revenues to .
the original cost of the 6 parcels :.nvolved ~and ,educe the
balances associated with these parcels to zero. The 1973 annual .
report for the-Guernevzlle Dzstrlct shows tha the balance in
' Account 306 (Land and Land Rights) at year was $76, 060- sone
part of that balance represents the origzna costs or the 6

watershed parcels._ cuee will be ordered report to-the staf! thef*f‘:”yg'
original costs of the 6 watershed parcel to reduce Account 306~by'j‘1"'

. those amounts, and to rezlect those red ctlons of ratebase 1n an
advice letter. rate decrease. \ ‘

Furthermore, since cucc easonably railed to reduce
Account 306 when the transactions opcurred, rates have re!lected a”

‘balance in Account 306 in the'$76 00 range- since 1971.. cucc: w1ll3y”¥f-’

be ordered to report to the staf the extent to- whzch.the
Guerneville District adopted re ults or operations reflected
excessive balances in Account/aos in all years since 1971, the -
_adjustments-to those results operations required to reflect the
reduced balances . in.Account 06 -and the:. dollar effect of-those |
adjustments in each year since 1971.» In addition, cucc will be ‘
ordered to\compute an.in rest component on the. overcollectlon forf‘
each year, assumang an j terest rate- o: 12%, compounded annually, .
and to propose a meth whereby the total ot overcollectrons and
interest components y be’ amortizethhrough rates,to-the benerlt
of the ratepayers. r CUCC and the stafr can aqree upon the
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appropriate dollar figure and the method of amortizing it, 3 en an
advice letter filing can accomplish the required rate redection.
If no agreement can be reached, then we will set £urthe€/hearings
to take evidence before issuing a decision on this issue.

We have not regquired CUCC ox CRC to~disgorgé/timber
harvesting revenues, baving concluded that CUCC did mot err under
Section 831 by transferring the timber rights in ¢ xtain watershed
landz to CRC. CUCC’s mistake was in conceuling
from the CommiSSion by failing to reflect the ,

306. CUCC attempted to, and did, earn a Tetu fon‘the value of
those rights in rate base while at . the same’ ime diverting the
harvesting revenues to the. benefit of the’ feholders}ot its
parent company. CUCC cannot. have it ‘both ays.”'Had title to the
timber xights remained in .cUCC, the timber harvesting revenues )
would have accrued to ‘the benefit of ratepayers, according o
the requirements of the unirorm.syste:7z£ accounts. HaVing o
transferred those rights law:ully, .cc'haS;dive;tedvthose'revenues |
. to the shareholders. \ s o : L
"We are concerned that our. ab lity to-monitor CUCC's
transactions w1th its arfiliates as“been‘inadequate in'the past to
prevent’ surprises like those that have come to light in these
proceedings. ‘We will take no p itive action against cuee
(although we believe that a case could be: made :or such.. action),_

‘but we will ensure that we ar able ‘in the ruture to«track closely "

cUcc’s affiliate transactio In order to allow fox this
monitorinq, we W1ll requize/cvcc to»report.quarterly to the
Commission Advisory and Co pliance DiViSlon according €o the .
following requirements*;_“ : : :

1. cvec shall”

lease, or assignment of/any utility‘property, goods, right or
encumbrance to~any-cvcc_a££iliate.
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2. CUCC shall report any changes to corporate guidelines
concerning relationships or transactions between CUCC and it
affiliates.

Before leaving the issue of timber rights, we

the Felton District and imputes timber ‘harvesting refenues to

" Felton’s operating revenues over a 12 year pericd. As we noted
above (mimeo. p. 5, fu. 2) Ln the xglsgn case (9 PUc 2d 197, 204
{1982)) CUCC ¥... does not contend that the pe _

lands or the part consisting of‘timbef‘rights re”not‘necessary'or
useful in Felton’s pertormance of its publxc tllxty duty to the .
publzc,so as to obviate applmcatxon of PU Cgdde § 851.~ -
Accordingly, CUCC did not brief the’ sectich 851 issue nor did it <
seek rehearing on that issue or on the d pos;t:on of the- tzmber o
harvesting revenues. This is not the cage with. the instant .
proceeding. CUCC'made the argument thAt it did noet make in E;A:Qn"
and the evidence supports CUCC's pos“xon and the result we have '
'reached.

: In
addxtlon, chlor;nation a~ Monte Rio should be 1mproved and the El

+ 7 Section 1709 pyovides: 'In all collateral actions or .

But returning'to CUcc's ‘equest re zglsgn D. 82-05-038 is jey
now final. If the orders in D.8:  05-038 were erroneous, those - E
errors have been wa;ved.7_ Accorfingly, we will not review,
xevise, or rescind D. az-os-osa'x'u A

proceedings, the ofdexs and declslons of the comniss;on which have_‘be"

become rlnal shal “be. conelus;ve.”)
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Bonita wells should be replaced. In addition to these improvements

PSD and DHS recommend that test wells should be drilled to gxplore

the possbility of redeveloping the springs as water sources.

CUCC does not favor the PSD’s recommendation to redevel

upland spring seurces. Rather, to the extent that th development .

of future water resources is even an issue in this proceeding, CUCC

contends that its'plans to develop new wells and ofher plant.
facilities near the»Russian-River‘should{be approyed and that other

] proposals to develop supplemental water resources in the spring

areas would be duplicatlve and unnecessary. '

PATRIOTS requests that the~Comm1551 n order Citizens to
restore the valuable alternatzve supplles,e sting in the: watershed
areas, using the tlmber harvest revenues p S 1nterest to pay ror )
the development- ' ' ‘ :

The position of the DHS change between the hearlngs and
the filing of opening priefs. At hear’_g DHS: recommended. that cuee
should lnvestlgate new well sites alo the Russian River that had
potential for better water quallty o provmde treatment for the El
Bonita wells‘. It was the understanding of DHS that it was
technlcally'and economlcally infeagible to develop well sites off-
river. After reviewing the teati‘ony DHS changed its-posxt;onas‘
It now believes.that the prospect of developing an alternate source
of supply away zrom the’ Russia River is ‘much- greater ‘than ‘was’
‘reported in the Brown and Cal ell study and should be explored.
DHS now recommends: that 1n or er to provide the maximun publlc .
health protection to the €0 umerS»in,the Guerneville area, the
Commassion should’ dlrect c to—tully explore the teasmbxllty or

8 This was done thro gk the DHS. brler, wh;ch procedure is . ,
improper for two reasghs: (1) DHS did not file .an appearance form, .
is not a party to thege proceedings,. and nay not file a brief, and
(2) no person, whethdgr or not a party, may change its testimony -
after the record hag/ closed, thus depriving the other partles of -
thelr right to conf ont and cross-examxne that person.‘
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developing an off-river source of horizontal and/or vertical wells.
Furthermore, in this exploration DHS recommends thajy CUCC should
hire a competent hydrogeologist with experience iy this area to
direct the construction of horizontal and/or vepfical test wells
and then evaluate their performance as to qualfty and quantity over
a l2-month period.

The County of Sonoma in its openifig brief concurred with
the arguments and conclusions in the opening brief filed by
PATRIOYS and joins with PATRIOTS in requésting the CommiSSion to
grant the relief requested in PATRIOTS/ brief.

Congressman Douglas H. Bos ‘dld not address the issue of

development of off-river water sour es in nis opening brief. The.
FIT did not address any Guernevil”
brief. o
b. Riscussion 4 g
It is undisputed th the GuerneVille District requires
about 1,000 gallons-per miny _ to-supply its needs on a maxxmum

dexsand day. Relying on its consulting 6ngineers, ‘cvce PrOPoseslto L

drill three wells in the SSian River alluvium which would be

expected to yield 500 gal ons per. minute per, well- Thus,‘two'wells :

would supply enough wat £ to meet maximum demand while the third
well would be used as ‘ dby' CUCC’s expert hydrogeologist
testified that there re no'large equifers-in.the upland areas
above the Russian Ri r.in the GuerneVille District- She was
gk client’s- zunds on: drilling for large
quantities of wate in the: upland areas when there was a high
probability of £i ing large guantitie«‘of water in the RuSSien
. River alluVium n X areas where CUCC’s present wells are now in

TS' expert witnesS-Boudreau testified from. his
personal experience with roughly 1,000 well drilling projects in. O ]:
Franciscan zofk that highly-:ractured Franciscan sandstone, . cpert, |
and’ greensto e can yield as much as soo to 600 gallons per minute,g‘ﬁ'””
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and that much of the upland area along the Russian River conisists
of these potentially permeable xrocks. He noted further that
problems of turbidity and high iren and manganese in upland/spring
water could be greatly reduced by producing the water from properly
drilled and constructed wells, cased with PVC instead of iron pipe.
Boudreau<acknowledged,‘however, that wells yielding ip/ the 500
gallon per minute range were the exception rather then the rule in
the Franciscan formation. ‘Thus, the probability o zinding“wells
yielding hundreds.of gallons per minute in the upland areas is
fairly low. ‘

PATRIOTS’ would prefer that Russian Riv water not be used
to supply CUCC’s Guerneville District. On;{éi PATRIOTS’ primary

reasons foxr: this prererence is the undeniable fact that the Russian;,‘

River is subject to various kinds of con ination by Virtue ot
sewage spills and other kinds of accide s. A second’ reason £or
PATRIOTS” prezerence is its belief tha it may well be posSible to
~ procure water that is. free from. such otential contamination from.

upland sources at less cost than wa r from the large RusSian Riverf ot

wells: proposed by CUCC. PA&RIOTS"
exploring this possibility throug a. relatively'inexpenSive
exploration effort before making the large financial commitment
involved in the RusSian Rivervw lls.« : ce

. The staff and DHS do not unconditionally~oppose the company’

plan, supported- by its engineg¢ring consultant, to'drill three high 3

production wells in the Russ an. River alluvium. What is.at stake
is merely the proposal oz =1 aff, supported by'DHS in- its brief
only, to fixst. require cuc to'explore for water in.the upland
regions and other ofr—riv '

There is a hig probability that commerCially'exploitablef
quantities of water in the range of 500 gallons per minute per well
can be obtained by dril ing wells: in.the Russian River alluVium.,"

. Unfortunately, the Rus ian River is subject o periodic rlooding
and contamination. ile modern well deSign, construction, and
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treatnent could most prbably overcome whatever potential hazar
that untreated Russian River water may pose, we can certainly,
understand the reluctance of PATRIOTS, DRA, and DHS to rely/on such
water for 100% of the Guerneville District’s needs without’ first
exploring off-river water sources further.

New vertical or horizontal wells drilled in the 4pland areas
could supply an unknown ﬁuantity‘o: water that could e used to
meet a portion of the Guerneville system requiremon&o and/or to
supply omergency water in the event of £looding other ,
contamination of the Russzan R:ver area. While Andividual wells 1n
these areas are unlikely to be able te supply ore than a fraction
of the overall system needs, the aggregate polential contrlbutlon '
of wells of these types cannot be: determined. wzthout :urther
exploratxon and test drilling. Unfortuna Ly, it appears llkely-
that a fairly large number of upland wells would- be needed to
produce as much water -as the three Russ an R;ver wells proposed by

Fortunately, the record in thl proceedlng suggests-that ‘

there” may be sources of " water in th Guerneville District that meet
the essential needs of both sides/of the upland versus Russian
‘River wells controversy; PATRIODS” witness Boudreeu noted in
Exhibit 61 that wells capeble o!,yieldlng over 100 gallons pexr
minute of good quality water'h ve been drilled in the alluvnum
along tributary creeks feeding 1nto‘the Russian Rlver. He states
that wells of this magnitud have been drllled in the alluviam
along Fife Creek, and migh similarly ke drilled along the Hurlbut, -
Dutch Bill, and other allu fum £illed. valleys whose ground’ water is
not derived from the Rus an River. Wells in these tr;butary
valleys are ted Lrom local raznzall within. thelr own watersheds,
and thus seem likely t/ be free: ot the contamlnatlon,potentlal
associated with Russian.River wells. On the other band, the
potential yields of w 1ls-closely assoclated with a tributary
stream seem likely uo-be_an.merovement‘over those which would.
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result from the majority of upland wells. Off-river wells in
tributary valleys thus appear to have a number of potential
advantages over both the Russian River wells proposed by CUCC an
the redeveloped upland water sources desired by PATRIOTS.

While we recognize that cuce’s proposed Russian Riyér
wells would almost certainly supply adequate water for its
Guerneville District system, we also recognize the possibfl
CUCC’s optimism regarding the abkility of the Russian Riyer sources
to produce clean water in the event of river flooding Lor
contamination may turn out to be unfounded. Since if is possxble
that upland oxr other off-river sources in trlbuta valleys could
SuUpply a. portxon of cuce’s’ system needs and/ox pr vxde a us eful
- souxce of water should any authorzzed Russxan‘R er wells become ‘
contaminated, we find ic necessary to order CULC. to hxre an .
rndependent geohydrologist. toxexplore potentﬂéi ofr-rxver sources

in the mannexr suggested by .staft, PASRIOTS, and DHS. We would 11ke"'

the geohydrologzst to»pay particular‘atte ion to potentaal water

sources associated with Exibutary stre : ‘flowing into the Russman o

River. It this exploration reveals thl absence of economlc orz-;’
river sources of water,‘cvcc wall be uthor;zed to proceed wath the
proposed Russian River wells.; ‘ : : ‘

We will also order cccc o mainta;n the upland watershed f
in good condltion SO that upland. ources can be- redeveloped and
expanded should the need arise ' :

5-.Snmen_ﬁxnenses~ - :
‘ In OXI 83-11-09, d ed November 30, 1983, the COmmlssxon :
stated that: #This investi ation will consider... Whether '
adjustments should be made in the allocation of common expenses
anong CUCC's,districts subsmdiaries.‘ (Paragraph 4.£.):
The’ Commissio next addressed ‘the . zssue of common v g
expenses in an interi ordexr, D.84=-02-066, dated February 16, 1984.
It stated that the.m estzgatxon.was started to'address four .
topxcs, the zourth which was whether common expenses among CUCC
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entities are being properly allocated for ratemaking and what, if
any, oxdexr should be made to ensure a reasonable allocation
procedure is adopted and followed. The Commission ordered its
staff to submit the results of its analysis of common exXpense
allocation, and any recommendatlons within 180 days of the date of.
the order. ‘

In response to the direction of the- Commission/contained
. in OXI 83-~11-09 and in. D.34—02-066, the Publlc Staff Difrision (PSD)
sent Douglas Long, F;nanc;al Examzner IV, to Stamford, Connecticut
to audit Citizens Ut;lmt;es Company; the hold;ng zzﬁgany, and it _
various regulated and unregulated subs;dlarzes. ng was the same
staff member who had supervzsed the- prevxous.au‘ t of the hold;ng
company and its supsidiaries in oonnectxon wity a general rate -
increase proceeding 1nvolv1ng CUCC's telepho dxvzsxon. That ‘
audit, invelving four.person-weeks or statf ime, occurred less
than two years before Long’ s most recent dit. ‘ e

‘ Long's ExhlbltS»Q, 10, and 11 1rize the tznd;ngs ot
his audit as they relate. to this proceeding. They show that he
conducted a much nore comprehensive avdit thnn the: Commisszon’s
decisions and orders required. He n only audited the allocatzon
of common expenses but examined the entire allooatlon process
invelving cucc’s- Callrornxa opexat ons. He stated that the costs
incurred at Stamford, the office £ Citizens Utll;tles Corporatmon,
are allocated to its operating vmsions and subs;dzaries using
four different allocatxons. T ée included direct- charges, R
accounting: charges,. adminzstr ,ive and general expenses charged to
constructxon, and . general ch rges.__ﬂ
_ Dxreot charges ar¢ billed d;rectly to the operat;ng

div;szons and subsidiaries/which. receive direct beneflt from the .
work perzormed. Examples of direct charges are toll study costs,
rate case costs, and’ int rnal audit costs.. -

Accountlng en ges are billed- dxrectly to the operatlng
dxv;s;ons and subsxdxa zes whlch receive d;rect benetmt from ‘the
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work performed at Stamford. Accounting for all California
utilities owned by Stamford is performed in Redding, Califo
No accounting charges were billed by Stamford to its Califo
utilities in 1981 ox 1983, the last two years reviewed in
A.82=-09=-052 -(CUCC’s telephone division) and for this OIIA

Administrative and general expenses charged ro
construction are billed to operating divisions and s sidiaxies. on
their percentage of total construction costs. The function of the
construction overhead is to charge the propertles or construction=
related services perzormed by Stamrord. Examplﬁs of adnznastratxve
and general expenses charged to constructxonﬂa d;rect charges
related to constructlon, 'supexvision, and gen ral overhead. In
1983 the A&G charges to constructlon were 8. 7% o: budgeted
.construction expendztures. o . ‘

General charges to the operatxn d&vxsxons and
subszdlarles are allocated on a four-factor method. General
charges.are -amounts which are ‘not: char d d;rectly to operatzng
divisions and subsidiaries and. which “ e not generated By
construction. The four-ractor meth produces,a numerzcal average
of each operatlng divxsion's and 8 ‘sidiary’s percentage to total \‘
plant, total payroll total operat ng and maintenance expenses, and
total customers.. e -

Long”’ s current review t Stamrord showed no-matermal

changes in expenses or procedurss that need to be addressed ln thzs‘,;f

proceed;ng. /Stanford has xmpr Ved the data processan dlrect
allocations. since the last a 'it. Any subsequent rate. cases are’
the correct venue for starr ersus company expense,estzmatxon
dlrrerences, according to I, T : .

_ Long had eonly ope: recommendatlon Wlth respect to the ,
allocation of expenses.ln Stamford- He stated that the~o££1cers of
CRC are also officers or employees of Stam:ord. Thexr time and
expenses are recorded i Stamrord expenses and then allocated to .
the dlstrxctsxand subs dlarres.‘ CRC Ls not charged wlth expenses
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from Stamford. The utility rightly points out that CRC would have
a miniscule allocation if it were included in the four~factor
general allocation process because it has no payroll o;eé(,
significance, no customers, minimal plant and little ¢ ting and
maintenance expenses. However, according to Long, there is a real
cost of doing business for CRC and that is the pleces?§£ time used
on CRC transactlons, repoxrting requlrementsr and mzdéellaneous
actavaty. In hls oplnaon the correct. way to capture this cost is
through direct charges by CRC‘employees at Stamford, which would
reduce the balance remaining to be allocated thréugh the Xoux-
factor method. This is so because all utlllty operatlons personnel
at Stamford darectly charge thelr tinme- whene X pos,-s.:.ble.w

Long stated that, since Stamford does not record the txme
spent on CRC he proposed that a. manimum chaége should be assagned -
to-CRc amounting to. one week’ per year. 0'2 week per year is only .
40 hours out oz about 2z, 000 work hours ¢ch year; In.has opin;on
40 hours seems to be the reasonable man&mum.that CRC orzicers nust
require to~£ulrall thezr duties to CRO(Q Lonq used 1983 recorded
data to develop a minimum adjustment He recommended in. subsequent
xate cases that CUCC. ‘and/ox’ Stamfor should have the option oL P
justafying detalled direct charge or acceptlng a manamum charge J;Ju"'
for CRC to reduce Stamtord costs’fto be- allocated by the zour-factor
formula. His suggested adjustm' t to reduce Stanford. COStS-lS
$18,400. This adjustment woul have, for example,_an lmpact on. the
Guerneville District of $125 per year,. 'on’ the Montara=-Moss Beach :
District of $68.per year, on/the’ telephone dlstract of 54,180 per fﬂ°“
year, and on the Sacramento Water District oz $879>per year ‘ |

We believe it wopld be’ appropraate to lmplement the CRC - o
adjustment in any future rate proceedinqs involving cvccrs T?'Vud
California operations-f e wull direct our staff tovpropose -such., an ,;ﬁw
adjustment in those pr eedinqs.‘ We note that in ats,openlng brlef
CUCC stated that current allocat;on procedures do-provade for -
d;rect charges to CRc( Apparently CUCC already agrees wath the
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staff’s proposal. However, the actual adjustments can be
quantified and adopted in future proceedings. ¢

Congressman Douglas H. Bosco, PATRIOTS, and FIT believe
that the starf audit was inadequate." We axe convinced, however,
that the staff auwndit, considered in conjunction with the previgus
audit invelving four person-weeks in the telephone general rate
case, was sufficient for our purposes. We believe that Citfzens is
following previously adopted‘recommendations and“orders of the .
Commission and its staff respecting the allocatlon of its costs to
its California operatlons. ‘ : : - -

‘ PSD’s other recommendatxons anolvzng late Stamford
audits conducted or performed jolntly with other st tes and its
recommendatxon.that a regulatory revmew of CUCC':{£eter operatzons
in ‘California should be conbined. into one proceeding should be: -
refined at the staff level and: presented to-the comm;ssion et,some
later time. It seens clear to us that any jei, t audits nust ‘be
with the consent and cooperation of other states. The stafr should
correspond dnd meet with state regulatory stlare members in- other
Jurisdictions to determine ir there is any interest 1n this

proposal. The PSD-and the Watex Utilltl Branch of the Evaluatxon-*lﬁﬁ

‘and Complxance vamsion.should consult Ath one another with’ regard B
.to. the combxnxng of CUCC water rate proceedxngs Lnto-a sxngle |
proeeeding- If it is the staff view j general that the proposal

should be- adopted, thon'the staff ohi uld propouc such 2 measure- to «f”fiﬂ

the Commission: by memo and we may'o der'the utility to file its
water rate proceedxngs in a series/of applxcetions f:led
concurrently. This-oxrder may is e by resolution.

6. E:enrxa:erxnsreeseexgr;lzai o » ‘ R

: - OII 83=-11-09 reopened A.sozzo (general rate proceedlng
for the Guernevxlle sttrict) o '

a. Investiqate the appropriate ratemakzng ‘
treatment for/the timber revenues descr;bed
in CUCC’s complmance rzling, . ‘
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Consider the appropriate ratemaking
treatment for any other illegal or
inprudent actions of the types described in
the OIX:; and,

ConSider the appropriateness of granting
the January L, 1984, step increase
authorized by D.82-03-023, dated March 2,
1982, in A.60220.

We address item ¢. in this section.

This OIX was issued on Novembexr 30, 1983, one month
before the 1984 step rate increase might become ‘reoive according
to the terms of D.82-03-023. CUCC had not yet filed an advice
.letter seeking to implemant the 1984 step increase authorized by
D.82-03-023.

. By D.82-0 3-023 in A.60220~'(filed anuary 27, 1981) the |
Guernevmlle District was authorized a revghue increase of 79. 7*-,‘
However, because of the size of the incr ase, rates were set to.
collect: revenues only 50%. greater than e ‘then’ current rates would
collect. The remaining revenue incre s»were deferred until 1983
and 1984.. Appendix B o D. 82-03-023 set out.the annual service

charge increases and quantity rate ncreascs that.would be required f3~”

t0 collect the dererred revenues us interest, beginning

January 1, 1983, and January 1, M§84, respectively.‘ The~staff
believes,that cuee received the, step increase ‘that was de!erred to
1983; and no party has raised an- issue concerning it-kf On .
December 9, 1983, CUCC filed Hdvice Letter No. 217, dated
December 6, 1983, to impleme the 1934 step rate increase on
January 1, 1984.; Adv;ce Letter No. 217 sought a rate increase o:

9 This is so despite e fact that OIT 83-11-09 placed cuce #on -
notice that anv step dincrease under D. 82-03-023 is subject to T
refund.” (Emphasis added -) : ,
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$54,900. By Resolution No. W=3166 (January S, 1984) the Commission
stayed the step rate increase until further order.

CUCC requests that the Commission vacate the stayf of the
Guerneville step rate increase and authorize that increesd’to‘go
into effect. It argues that all alleged claims of mis?anagement
of the Guerneville System and improper allocation of common
expenses are groundless and thet the timber harvest rd%enues should
not be imputed to Guernevxlle’s-ratepayers. CUCC. further asserts
that the step rate increase authorized by D. 82~03- 053 should be
implemented without deley and that CUCC should befpermitted to
amortize through future Guerneville D;str;ct rates the revenues
lost on eccount of the stay—-unwerrented, accozézng to CUCC--of
Advice Lettexr No. 217.' - :

In its opening brxef the stefr dai ussed the issue but
‘mede no specxrlc recommendetzon about the dllng of the stayed
step 1ncrease- The issue_wes not ‘mentiondd in its cIosan brief.
No othex party addressed the. step increage in its briefs. -

Ve will Yacete the. stey ordered in. Resolutlon.W-alsa and
authorize cuee to fxle an amended ‘Adv, e Letter No. 217. The
| emended Advice Lettex: should. ' j?c ‘

1. Recompute the. Jenuaryal, 1984, rate
increase 'in accordance with the method
provided in D.82-03-023, Appendix E, and
D.82-11~054 (the opinion after rehearxng of
D.82-03=-023) to reflect interest. at the
‘rate of 12.04%* onfthe deferred: revenue
from March 2, 1982, to- the proposed
effective date o the;emended tarx:ts,_‘
compounded annua ly. AT

Rerlect for the :uture the e:fect of: the
reductions in Aeccount 306 reqnzred by our
‘discu351on of. fhe tlmber~rxghts issues;

"Propose rate;chenges to. recover the 1984

- deferred revenue increase with'interest, as
adjusted fox the reduction in Account 306;
and ‘includ CUCC's‘workpapers describeng in
detail eac step ‘ L
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12.04% is the overall rate of return foupd

reasonable in D.82-03-023 in A.60220, tiHe

last general rate proceeding for the

Guerneville District. The same figurf is

used to compute the revenue requirement for

each of the deferred rate increases/for

1983 and 1984. (See Appendix E to

D.82 03~023). :

Case 83-12-07 ‘ ‘
Case 83-12=07 'was filed on Decemb 19, 1983, by Kathy

Wyrick against CUCC. It raises many of th seme issues.thet were
raised in the OIX, filed November 30, 198Y. .C.83-12-07 and
OII 83-11-09 were later consolidated. Mg. Wyrick was severely B
injured in an automobile acc;dent befo evxdentxary‘hearxng began.. f

CQnsequently, she d;d not part;cxpate n the hearings. No other:

_person or group»was substltuted for ler as complainant, although

the ALT at prehearing conference of ered the opportunxty. The-
complainant in C. 83=12-~07 has failgd: to prosecute her complaint.
It should therefore be dlsmxssed. Slnce the complaint of Ms. ,
Wyrxck is to be dism;ssed foxr la o: prosecution, hex request :or
a finding of elxgibxlety for coypensaton and. notzce of lntent to
claim compensaton, dated July 5, 1984 iszmoot and should be '
dismissed as well-lp '
8. RB&BIQIS_EliSihili!!' '

- On August 25, 1986/, PAQRIOTS filed. 1ts pleading, entltled

“Notice of Intent to-Claim ompensatmon” under: Artxcle 18.6 of the

Rules of Practice and Proc dure. Th15~Artic1e establishes '
procedures for awarding r asonable faes and costs to particxpants
in proceedings before th Commlssion that were initiated on or
berore December 31, 1984. Since OII 83—11-09 was filed

10 A.copy of this x quest (wathout 2 tilinq stamp) is in the ALJ'
personal. Lile, but the pleading was not docketed, noxr does lt
appear 1n,the torma f;le.y,'- ‘ ‘
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November 20, 1983, the issue of compensation of participants falls
under Article 18.6. ¢
On the issue of financial hardship PATRIOTS states that
it represents the ratepayers of Guerneville and th ¢ their
interests would not otherwise be adequately xepresented in this
proceeding. PATRIOTS denies the staff can be fodnd to be an ‘
adequate representative of the ratepayers because it represents the
broad public interest, which is a compromise‘among other interests,
including those of the utility and all classes of customers.
PATRIOTS also states that its representation of the

ratepayers is cobviously necessary for a ir determination in this
proceedxng, since CUCC is already well presented and’ the absence
of a ratepayer representatxve would xre 1t in an imbalance in the
record. Furthermore, PATRIOTS state that it would be unable. to
participate effectively in this’ pro eding absent the ava;labzlzty
of compensation awards. It believes that its sumnary description
.0f its finances demonstrates its nability to bear the cost of
.'effectlve part;cipataon. rinall ’, PATRIOTS asserts that the
separate interest of its const, uent groups and individual
supporters is small compared. ?g~the cost. o: partic;patzon.
PATRIOTS claims to represent jthe interests of about 10,000
customers of cuce’s Guerne.‘gth District. - It alleges that the
economlc interests of‘thess?andlvmdual meﬁbers are obvnously small
‘in’ comparison to the costfof effective partmcxpatzon. L

' coce on.July 17, 1986;1 filed its memorandum in response \
to PATRIOTS’ notice of fntent to laim compensation. On the issue
of financial hardship' cc argues that PATRIOTS has not made any-

11 The filing of AmeOTS notice was held up in. the Docket Office MV
due to formal deficiencies.and was not filed until August 25, 1986.
In the meantime, /CUCC xeplied. to~the notice based on the unfiled
copy it had received by mail. Its menorandum was therefore filed
berore the notide 1tsel£- T L S
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showing of financial hardship within the meaning of the
Commission’s rules. According to CUCC, all that PATRIOTSAStates in
Appendix A is that since October, 1983 it has received §8,200 in
income and expended approximately $6,700 on its activities, leaving
a fund balance of about $1,500. Moreover, Appendix A to its notice
also states that PATRIOTS’ income for the period bgginning October
1983 to the present is exclusive of restricted fuhds. No evidence’
is offered as to the amount of restricted funds/received or what
restrictions were imposed by the donors. T CUCY points out that
PATRIOTS does not address the fact that the taff was work;ng on
the same issues that PATRIOTS was interest in and that its
interests were adequately represented evel if PATRIOTS had not
participated. ‘ ‘ :
coce also notes,that Kathy wykick prepared and. ma;led a
pleading entxtled ”Request For Finding of Elzgxbrllty for
Compensation and Notlce ot Intent t¢/ Claim- COmpensetlon” in thzs
matter, on July 25, 1984, in which be revealed that PAIRIOTS-had
recezved contributions from the R ssian River ‘Chamber ot Commerce
and the Monte Rio Chambex ot co erce.‘ According to CUCC these |
facts. suggest that.PATRIOTS was‘able to—partzclpate wmthout
financial hardsh;p. .CUce ar s that lt can. be ' 1n£erred that the
businesses and othex’ members £ those organizat;ons, wh;ch would
appear to have a s;gnlrxcan stake in the outcome or thxs
proceeding, have financial esources: that could be,utzlmzed to
support the participation pt PAIRIOTS in this proceedzng it they
thought their interest s warranted and that they would be capably
represented. C L , .
Finally, cuc argues that PAIRIOTSAhas not, proven that
the interests of its mbers in the- outcome of this proceed;ng is
small in comparison t the cost o partxcxpatzon. ‘In ract, lt
appears that the int rests of the~ut111ty’s business customers may
be substantxal in ¢ parlson to~the cost of partc;patzon that
PAmRIOTS purports. ~ %
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We believe that PATRIOTNS has met its buxden showing
sigfificant financial hardship in this proceeding.

compensation awaxded, not on PATRIOTS” eligibiljfy for an award. .

On the issue of the specific budget,/required to be filed
by Rule 76.23(k), PATRIOTS submitted a total udget for this
proceeding as follows:

Advocate Fees

(Wyxrick, Sinclair, Scogg;ns) , o

800 hours @ $25/hour 3 $20,000
Expert Witness Fees :

(G. Boudreauw) L ' , $ 1,500

Other Costs - 15% of Direct cOsts*' IR o $ . 3.225
Total S B $z4‘725‘
*Reugh estinmate coverxng long-di tance telephone charges, copymng,

postage, etc. Specific alleocations would be- prov&ded ln :
compensation filing. =

PAIRIOTS states that it has been ;nvolved in all phases

of these consolidated proceddings and that its costs are based .on
actual expense records and ecorded time of lntervenors.with the:
exception of the allocatz oL tzme for Ms.: Wyrick, whovhasrs;nce
died and fox whoem there re ne known recoxds. Her time, . accordlng :
' to the pleading, is.basdd on a. conservative estimate of her . '
contributlon. 'The fee charged is asserted to be a reasonable
amount based upon the_qualiflcations of the intervenors, the amountf

of compensation sougift in the proceeding, - and’ competitive fees. .

CUCC repljed to-this issue in 1ts memo. It states that
PATRIOTS offered orly the most superticial budget even though its
participation is ow'substantially complete due -to- the’ status ot

this matter. C.believes that PATRIOTS’ failure to satisfy thlsf'*if""”‘

means that the flndznq of el;g;bxl;ty it seeks
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By April 8, 1986, when PATRIOTS filed its closyng brief,
PATRIOTS had concluded its participatioff in this proceeding. Its
notice of intent was not filed until August 25, 1986,/almost five
months later. By that time it should have known spgcifically its
costs incurred and the hours expended in the condylt of the case
and should have been able to specify in its budg those costs and
hours exactly. Instead, it submitted a budget or 800 hours of ‘
advocate time which did not break out the tim expended by Sinclaixr
and Scoggins. 1If, as PATRIOTS. asserts, its osts are’ based on .
actual recorded time of Sinclair and Scogygi then that portion of
the 800 hours claimed which were allocate to them should have ‘been
set out and that portion of the 800 hour, estimated for Ms. Wyrick -
should have been set out.. In addition,/we are not told who . -
”Scoggins” is -and how he participated 'n these proceedings- He
made no ‘appearance at the hearings a a his name, as far as we know,.
does not appear on any of the plead‘ngs filed by PATRIOTS. The
expert witness feaes claimed by Bo eeu are not supported by any
invoice or cancelled check. The ther costs are -merely estimated
by taking 15% of the other dire costs., Yet, by the time the
notice was filed, PATRIOTS had completely incurred all costs for
which it was seeking compensa ion. and - should have 'been able to set

forth explicitly tbe various items oz costs incurred.

‘ “that the budget was submitted well
after-all work in ‘connecti n with' the proceeding had been completed
by PATRIOTS it is not th "speciric budget' called tor by'Rule
76.23(b) . Nevertheless, this item”moxe particularly"afzects the
request for compensato and may be dealt with.here. .

the present,.it has been an active partiCipant in.all phases oL’
these proceedings. Ms- wyrick’s extensive and/ thorougb.research
laid the roundati n, according to PAERIOTS ror submission of
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testimony and cross—-examination of the PUC staff, DHS, Ut&lity
Employees, and expert witnesses hired by the utility. éfmmRIOTS
also subpoenaed two witnesses with former business re} tions with
the utility and supplied its own expert witness and aumerous
exhibits. PATRIOTS respresentatives attended the prehearing
conference and seven days of hearings in San Francisco in 1985 and
submitted opening and ¢losing brlefs.

CUCC points out that PAIRIOTS' brief account o: its past
participation does not acknowledge that zts , rtlcxpatlon was
largely duplicative of the staff’s efforts.

We believe that for the purposes of a notzce of intent
under Rule 76.23 PAIRIOTS statement of pl nned partxcxpatxon zs
sufficient. :

cocc also~argues that the nofjice of intent is not- tlmely

filed, citing Rule 76.23. That rule ates that a notice or intent nm5'~

is to be filed as soon after ‘the co' encement ot the act;on,as xs
reasonably posslble., .The Rule then goes on to state that such a .
£iling must be made: in any event ‘before the. beglnnxng of the "
evmdentlary‘hearings in, the proce ding, or atter, the ev;dentxary
hearings are completed.; cuee states that. this language should not
be seized upon as justiry;ng a- rdy Zilzng, whlch<waswnot only:
after all ev;dentlary hearxngs but.after brlefxng was completed as

well. PA&RIOTSNhas offered no- explanatlon for riling when it dzd.-,f-'

CUCC argues that while the le’ does not flx'the last possible date-}
upon which a notice may be iled, there is no suggestion that a
party may'particxpate foxr -1/2 years be:ore fllxng 1ts-not1ce..g
That time of flling is nogz

is the reqzrement of RulJ‘76-23. CUCC states-that for th;s-reason
alone the findxng or el gmb;lity‘sought by PA&RIOTS should not be

Rule 76 23 s'presently written gives ambivalent o EE
instructions. to‘part'es 4in our. proceedings. They are Lnstructed to'@w S
Lile themr notxce ©° ‘intent-:(l) "As: soon after- the oommencement o: :

as soon as is reasonably possxble, wh;ch A
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a proceeding as is reasonably possible”, (2) ”Before $he beginning
of the evidentiary hefrings in the proceeding”, or /3) ”After
evidentiary hearings are completed”. No cut-off gate is specified
for the f£iling of the notice of intent. While believe that the
filing of a notice of intent several months affer subnission is too
late to be considered, our own Rules do not equire a more timely
effort. ' Accordingly, ellgzbzlity should not be denied for
untimeliness. ;
9. Evideptiary Ruling

During hearings PATRIOTS of ered Exhzb;t 45 as ‘evidence.
Exhibit 45 is a portlon oL a length 'report by the Department of
Consumer Affairs on drlnklng water' alxty problems taczng
consumers, and is dated July, 197 .f The portlon of the report
offered by PATRIOTS is page 84, /entltled ”Consumer COmplaLnt ‘
History of 20 CUC Systems”. Page 84- purports to-tabulate the
nunber of complaints for each’oz 20 of CUCC's water operatzons ln
the State of callfornda for e ‘years . 1973, 1974, and 1975. The
part of this tabulation tha PA&RIOTS.believes signif;cant is the

for 1973, 240 for 1974,:and 501, for'1975. CUCC objected £o the

" number of complaxnts tor%;pe Guerneville Distrzct, which are: 116

receipt of Exhibit 43Aand the objectzon,was taken under subm;ssxon‘ e

subject to-brief;ng. .

PATRIOTS di not brxez the admlssxbillty of Exhxbit 45 in
‘its opening or closi briezs. Rather, 1t merely'assumed that '
Exhzbit 45 was in ev, dence and,cited its contents 1n support oz its .
arguments..- - T ;
- ¢oee br1 red the 1ssue of admiss;billty ;n its open;ng
brief. CUCC conc ed that the report was- probably subject to
official notice. / However,. it argued ‘that the document must still.

fall under one of the recognized exceptions to the hearsay rule in jf“‘

oxder to be adm ssible. It argued that the’ contents of the ‘
document are hdarsay and that PAQRIOTS has’ not’ establ;shed wzth
admissible: evrﬁence_that it falls with;n_any o: the recognrzed,‘
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exceptions to the hearsay rule. According to CUCC, there is no
evidence whatsoever of who compiled the information, how it was
compiled, what it is based upon, or whether it is trustworthy.
There is also no evidence concerning what constitutes a complaint
reflected on the table. We note also that no witness sponsored the
exhibit or offered to be cross-examined as to its nmeaning/ ox
content.

Section 1701 of the Public Utllltlcs Code stxtes that in-
the conduct of our hearings the technical rules of evidence need

not be applied by theVCommrss;on- Rule 64 of our Rules of Practzce
and Procedure states:

#Although technical rules of ‘evidence ofdinarily
need not be applled in hearings beforgd the
Commission, substantial rights of parties
shall be preserved. _

We do not believe that the substﬁntial rzghts of CUCC to
cross-examine witnesses against’ it would preserved by'admdttlng
this proposed exhiblt. Accordxngly, we llI sustaxn CUCC’

objectlon to the admission of Exhidit- . ‘ : .

We note, in add;t;on to‘the:'earsay objectlon.prorzered
by CUCC, that the document 1tself ha _little, it any., probetrve
value in relatxonshlp to the issues, of this proceedlng. Although

PATRIOTS contends that a correla_ n exists between the 1ncrease rn .

complaints between 1973 and 1975 'd the harvestlng of t;mber in
CUCC’s Guerneville wetershed, ere is no-: evidence of such a’

correlation. - Exhibit 45 itself. contains no-rezerence whatsoever to ‘Ke'\

timber harvestlng. No witness in this proceed;ng has testrrxed
that the lncrease in compla ts between 1973 and 1975 was a
consequence ' of ‘timber harveSting in the. Guerneville Dlstrlct ,
watershed. Indeed, the exhibit itself shows on.its face that
tinber harvesting was un ikely to have been the cause ot the
increased number of complaints. For example, the West Sacramento ;
Water District oz coce showed an increase trom one complaxnt 1n
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1973 to 720 complaints in 197%. There is no evidence of any
watlrshed lands located in the West Sacramento District or of any
timber harvesting there. The same pattern is evident in many of
the other districts named in Exhibit 45. Twelve of the stricts
show zero complaints in 1973 and from as few as 14 com aints to
156 complaints in 1975. Another district shows seven/complaints in
1973 and 25 complaints in 1975. Another shows ten 1973 and 29
in 1975. There is no~evidence in this record that/timber

harvesting was occurrinq in any of these districts during the years‘
1973, 1974, and 1975, except for GuerneVille.

speculation to suppose that this conszstent ttern in most. or the
20 cUcc systems-addressed in Exbibit 45 is consequence o: timber
harvesting.

On February 22, 1988, PATRIOTS filed its comments on the .

proposed.opihion under Rule 77.1, et geq., of the Rules or Practice’.ﬂ”,*“fﬁM

and Procedure. The comments consis entirely‘ot reargument of
points and issues that were addres d.in the briefs. No ”factuai
legal or technical errors" are pof ted: out, contrary to the
explicit terms of ‘Rule 77.3- At‘most the comments state that
greater weight should have bee given to-evidence ‘sponsored by
PATRIOTS. At the same time PHIRIOTS states that: ~The evidence in
the case is at times contrad'ctory.“'.‘.f. Statements nade’ by
experts about . area geohydroYogy are in’ disagreement. (Comments,
page 2.). PAIRIOTS has put its finger on the crux or the matter.
The evidence is indeed i contlict. However, we' disagree With :
PATRIOTS statenent tha the ”weight of the evidence falls in a
different direction. - Comnents, page 2. ) Rather, the eVidence,
much . of it,produced ough witnesses called by PAQRIOTS, over-
-whelmingly'supports" e views expressed above. Where the evtdence
is in conflict, the ommiSSion acts within its discretion when it
favors one view of Lhe eVidence over another;
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CUCC filed reply comments in response to PA

pleading. CUCC’s reply refutes each point made by P
shows that its arguments are no more meritorious n those offered
on brief. We will not reiterate PATRIOTS’/ argumepts or CUCC’s
5-page reply. It is sufficient to state that oyt findings are
supported by the preponderance of credible evidence, and our
conclusions are consistent with the findings 4nd with the statutes
that we administer. ‘ '
1. Timber harvesting is heavily r Alated’by various state
agencies. : A

2. The primary purpose o: that egulet;on is the protectlon
of water resources. : : -

3. The timber hervestmng operation on CUCC’s watershed lends f,

in the Guernevnlle District involwy d the nnrvestlng of selected
mature trees only. No clear—cutflng or any parcel was ever
involved. o - B S - ‘

4. " Timber hervesting‘ at most e negllglble e::ect upon
water quality in the Guernev le District.” ‘

5. High average annu rainrall and steep slopes around the
_spfing sources in the Gue eville Distr;ct ware przmarly
responsible :or hzgh turb'dity'during the rour-month winter season
each year. ~ S : ‘

‘6. In December 1 75-the DHS' recommended 1n a report that the
Guernevulle Dzstrlct ipstall watex, treatment racilltzes for sur!ace E
water sources, includ nq the' processes of turbxdity removal, iron
and Manganese remova o and dxsxnfection, or abandon the surface '
water souroes., ; A : . - C

7. - The Gue ev;lle D;strict manager took all the sprzng
sources o:: of th system in 1976 on his own 1n1t1at1ve due to the
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high cost of DHS mandated daily turbidity tests on each £pring
source.

8. Vertical wells drilled in the Russian River/alluvium are
likely to deliver larger quantitiesvof water than hotizontal wells
drilled in the upland areas near existing streams ¢r springs.

9. Horizontal wells in'the upland areas nedr existing
streams and springs cannot alone supply the Guepheville systen
during the summertime and heavy demand periods _

2. Timber harvesting and water development in the watershedgj f
areas are compatible. The transrer of the timber rights to CRC and

the selective harvesting of timber on Gue

watershed lands has had no apprecmable effect upon.water quallty ;n““”

the Guernmeville District and will have n such effect e;ther
because the harvest;ng is done in such way as,to protect and
presexrve w er resources or because th sprmng or stream sources
involved will not again be employed i the service of the customers
of the Distrlctm‘,. ' : : Co o T :
 13. The timber rxghts are ‘neifher useful nor hecessary in.the
performance of CUCC’s dut;e« to public]inkthe‘cﬁerne?ilie‘7
District. o Sl .
: 14. The txmber r;ghts tha cuce trans:erred to CRC were in
rate base as part of the waterdged lands-n-' E
15. The timber riqhts hAd value at the t;me they were
transterred to CRC. o yan »
'16,‘ If the timber rights had not been severed from the
watershed 1ands and trans rred to. CRC an' unregulated arzllate ot
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requirement.
17. CUCC transferred the timber rights to ¢RC in anticipation
ot timber harvesting revenues being received, wiich revenues would
accrue to the benefit of the ratepayers wmtho such transfer.
18. CUCC failed to reflect the effect the transfer of
timber harvesting rights in its plant accouﬁ%s.‘ ‘

19. CUCC concealed the transactions Involving the transfer"ot g

Guerneville District’s watershed timber ¥ ghts from the cOmmlss;on
by failing teo reflect the effects-oz tho transactmons in- -
Account’ 306. 7

20. CUCC earned a return on the alue of the tlmber rlghts in
rate base while at the same time dmv Lng the harvest;ng revenues
to the benefit of the shareholders of its paxent- conpany . .

2l. There is a high probabil' Yy of :indxng large quantltxes
of water in the Russian River allufium in or. adjacent to the. '
.Russian River that can supply al ot the needs ot the Guernev;lle
District. , |

22. There is a lewggjpro llzty or rlndmnq 1arge quantxtzes
of water in the upland areas jacent to the- Russxan Rlver valley
which could supply all of th needs of‘the system. ‘

23. The Russian R:ver s subject to flooding and tofvarlous
k;nds ot contam;natzon.by v'rtue of sewage spxlls and othexr
accldents-; » : :

24, New vertzcal ox horxzontal wells drllled in the upland
areas could supply an,un Jown quantity of water that could be used
to meet a portion of th Guernevxlle system requirements and/or
supply emergency water inAthe event of flooding or other .
contam;nation of the ss;an River area. - :

25. The aggreg e potential contribution of upland wells .
cannot be determlned without zurther exploratmon and test dr;llznq.
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26. Wells in tributary valleys might be able to supply a
substantial portion of CUCC water system needs.

27. The aggregate potential contribution of wells in tributary
valleys cannot be determined without further exploration and test
drilling. .

28. CUCC is following previously adopted recommendations and
orders of the Commission and its staff .in allocating its costs of
its California operations. ' .

29. The complainant in C. 83-12-07 has falled to prosecute her
complaint.

' 30. PATRIOTS has met'its burden of. showing significant '
financial hardship and is ellqzble to file a request foxr
compensation. : -

31. It is reasonable to requ;re CUCC to submzt regqulaxr reports
concernxng its affiliate transactrons. ‘ -
Conclusions of Law

1. The transfers by CUcc~of trmber rlghts in the watershed :
parcels to-CRc were not void ab 1nitzo.‘ 5

2. The tlmber rights were. in rate base as,part of CUCC's
Guernevzlle Dlstrlct watershed lands at the tlme of the trans:ers.

3. Co¢e should be ordered. to- report to the staff the
original costs of the six watershed paxcels, to reduce Account 306
by those amounts, and to‘rerlect those reductlons of rate—base Ln -
an Advice Letter rate decrease. . :

4. CUCC: should be ordered to- report to-the statf the extent
to which the Guerneville District. adopted resultsvor operations
reflected excessive balances in Account 306 in.all years since
1971, the adjustments to those results ot operatlons required to
reflect the reduced: balances 1n ‘Account 306, and the dollar ezfect,'
of those adjustments in each year since 1971.

5. CUce should ‘also be ordered to compute an Lnterest
'component on the overcollecton for each year, assum;ng an lnterest'
rate of 12%, compounded annually, ‘and. toApropose*a method whereby




’

QII 83«11-09 et al. ALJ/RTB/rsr*

the total of overcollections and interest components may be
amortized through rates to the benefit of the ratepayers.

6. CUCC did not err'under § 851 by transferring the timbér
rights in certain Guerneville District watershed lands to‘CRC/’

7. CUCC has waived any error in D.82~05-038 by failinérto
pursue its administrative and judicial remedies before
decision became final. ' _

8. CUCC’s request that the Commission should revdew, revise
or rescind D.82-05-038 should be denied.

9. CUCC should be ordered to hire a competent/ independent
geohydrologist to expl ore off-river sources of wat¢r before it is
authorized to drill wells in the Russian R;ver alduvium.

10. .CUCC should be authorlzed to drill we s in thé Russman
River alluvium should the oxdered. exploratlon eveal the absence of~
economically :easible oft-river ‘water sourcey. ‘

1l. The staff should be dn.rected to propose the CRC ‘
adjustment in ruture rate proceedmngs inv _vxng cuce operatxons in

* Califormia.
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12. The stay of the step-rate increase should be vacated and
CUCC should be authorized to file an amended Advice Letten/517 in
accordance with the instructions in the discussion. s///

13. The complaint in C. 83-12-07 should be dismighed for lack
of prosecution.

l4. The request for finding of eligibility mailed by Kathy
Wyrick should be dlsmzssed as nmoot.

15. The objectlon of CUCC to the admrssxon £ Exhzbat 45
should be sustained. f</°

16. CUCC should be requared to~report quaxterly to the ,
Commission Advisory and Compliance. vaxs;on.g ing the tollowing:

1. Full partxculars concernxng any, sale, lease, or

assignment of any utxlrty property, goods, rlgnt, or encumbrance to-
any CUCC azflliate.
: 2. A xeport o! any changes to corporate guldelmnes
concerning relationships or: transactions between ‘cuce and rts
azfxlxates. :

-.‘ ’ . - | ' “

IT IS ORDERED'that' ‘ -

L. Citizens Utllrtles-COmpa y of Calrtornla (CUCC) shall
report to the Commission Advisory/and COmplzance Drv151on~(CACD)
the original costs of the six wa ershed parcels. from which cuee ‘
~ severed timber harvestlng rxght r shall reduce Account 306 by’ those
amounts, and shall. rerlect those reductions or rate base 1n an-
Advice Letter rate decrease b lmng. , o

2. CUCC shall repcrt to CACD the extent to which the
Guerneville Distr;ct adopted results of operatlons-rerlected
excessive balances in Account 306 dn all. years since 1971, the
adjustments to those resufts of operatlons required to retlect the
reduced balances in Accopnt 306 and the dollar: atfect ‘of those .
adjuntmonta in oach yoa since 1971.‘ cucc shall also compute an
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interest component on the overcellection for each year, assumin
interest rate of 12%, compounded annually, and shall propose
method whereby the total of overcollections and interest copponents
may be amortized through rates to the benefit of ratepayers. Iz
CUCC and CACD can agree upon the approprlate dollar f;gué; and the
method of amortizing it, then CUCC shall file an Advmcéynetter to
accomplxsh the required rate reduct;on. If no agreement can be
reached within 120 days from the effective date o th;s»order, then
water Utilities Branch shall potxt;on the ALJ to/set further .
hearings to take evidence on tho 1ssueo-invo1v' g the amortlzatxon
of these overcollect;ons.

is denied. _ .

4. (CUCC is ordered to‘hxre a, compe&ent and 1ndependent _ .
geohydrologist familiaxr with local condj 1ons to explore potent;al”
off-river sources of water, espec;all ‘those assoc;ated with
. tributary streams feeding into the. ssian,River, and to evaluate
. the potential fox develop;ng or. rodpveloping horizontal and/or L

vertlcal wells on cuce’s upland wtershed. lands. . -
_ 5. CUCC is ordered to xep rt to~the Commlss;on on the _
outcome of such exploration.wi in one year of the.effect;ve date | L
of th;s interim order so that the Commzsszon can determ;ne whether .
cuce should be authorlzed t drill the three hzgh productlon wellsiy
i recommended by 1ts eng;neer;ng .
consultant- . : S :

6. Water Utxlxtx Branch shall propose tho CRC adjustment
recommended in these P oceed;ngs in any'future rate proceedxngs
involving CUCC’s Cali ornxa operatzons. : :

7. The stay'o cuce’s 1984 .step rate increase ordexed in
Rosolution W~3166 if heroby vacatod, and cucc is authorized t04£ile

an amended Advice ‘tter 217 in accordance with the 1nstructions
stated in the di cuss;on. '

3. Cuct’s request to review} revise,"r :escind D;82#055038‘1 P
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8. PATRIOTS is eligible to claim compensation in this
proceeding under Rule 76.25.8. The complaint in €.83-12-07 is
dismissed.

9. CUCC’s objection to the xeceipt into evidence of
Exhibit 45 is sustained.

10. Application 60220 remains open for further proceedzngs
after receipt of the geohydrologist’s report ordered in Ordering
Paragraph S. : , .

11. CUCC is ordered to report quarterly sf£o the Commission
Advisory and Complzance D;v;s;on accord;ng td the. followzng
requirements: : 4 '

1. CUCC shall give full particu s:ooncefning.any sale,
lease, ox ass;gnment of any. utlllty propdéty, goods} right, or o
encunbrance to any CUCC-affiliate. . ' | .

2. CUCC shall xeport any changes - corporate gu;dellnes
concerning relat;onships or transact&ons between CUCC and its
at:xlzates.

Th;s order is erfectlve oday.

Dated DR 27 988, / , at San Francisco, California. e

I will file a c¢oncurring statement.

‘ I STANLEY W HULETT*'"
DONALD VIAL . o o Pres:.dent
commissioner . DJVED VLM;
G.numomxl.wznx
mmn:s.ommuA
Commmsmmmms

i T

I will file a written dissent.

FREDERICK R. DUDA
Commissioner




