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Dec¢ision

In the Matter of the Application of )
by Citizens Utilities Conmpany of )
California (US7W) for an order )
pursuant to California rublic ) Application 85-06-010
Utilities Code § 2708 restricting ) (Filed June 6, 1985)
the addition of customers %o be )
furnished with water service in its )
Montara-Moss Beach District. )
)

(For appearances see Decision 86=-05=078.)

Replacement Appearance

Ixa _XKalinsky, Attormey at lLaw, for the
Commission Water Utilities Branch.

On May 28, 1986, the Commission issued Decision
(D.) 86-05-078, which imposed a moratorium, with certain
exceptions, on connection of additional customers to the Montara-
Moss Beach District of Citizens Utilities Company of California
(CUCC) . The term of the moratorium was six months; however, by
D.86-12-069, the Commission extended the moratorium until further
order of the Commission. That order is still in effect, but 2
petition.for modification of it was filed by Farallon Vista
Associates on Janvary 25, 1988. The petition was protested by the:
Watexr Utilities Branch and by CUCC. The matter is now pending
before the Commission. Public hearings are expected in the Spring
or early Summer.
Summay ;

- proceeding involving the water operations of CUCC in California, =@
the staff proposed that Montara District water supply issues in the
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investigation be transferred to A.85-06=010. CUCC agreed to the
staff propesal.

Following the issuance of the interim opinion on Phase I
(D.86=-05-078) hearings were held on August S and 6, 1986, to
consider the issues deferred to this proceeding from OII 83-11-09.
During the hearings the Administrative Law Judge (ALY) directed
counsel for CUCC and staff to confer upon a list of issues to be
briefed. The list was agreed upon between staff counsel and
counsel for CUCC and concurrent opening briefs were filed on or
about January 5, 1987. CUCC filed a closing brief on January 20,
1987. The staff, however, elected not to submit a closing brief.
Issues to be Decided

In conference after the close of hearing, counsel for
staff and CUCC agreed upon the following issues for briefing:

1. Supply Issyes
A. What is the present supply?
B. What should the supply be?

C. Has the company complied with Commission
orders regarding supply?

D. Quality-—are there new iron and manganese

rules that affect any of the company’s
sources?

2. Ratemaking Issues

Are rate or rate of réturn adjustments
appropriate in this type of proceeding?

If the answer to ”A” is “yes”, does the
record in this proceeding justify any
adjustment.

Is the staff proposal for retirement of the
Portola Wells appropriate?

Is the staff proposal for treatment of
terminated lease payments to Half Moon Bay
Properties appropriate?

Should the company’s rate of return be
reduced and if so, by what amount?

-2 =
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We will deal with each of these issues in the order
presented.
Supply Issue A

What is the Precent Supplv?

Staff Exhibit 22 shows water production statistics for
each of the water sources in the Montara District for each year
between 1976 and 1985. The statistics are expressed in hundreds of
cubic feet (Ccf) and in average annual gallons per minute (gpm).
For each water source the staff has indicated what year’s
production was the highest for each source and has listed those
quantities in Exhibit 22, Appendix A, Table 1, Column k, as the
highest annual production in gpm. The quantities for each well now
producing total 377 gpm. In making this analysis the staff has
excluded the output of the Park Well on the ground that the iron
and manganese content of this water exceeds DHS standards. (We
will address this issue below.) The Park Well output was 6 gpm in
1979 which, if added to the 377 gpm of the other sources, would
produce total output of 383 gpn.

CUCC bases its calculation upon staff Exhibit 22,
Appendix A, Table 2, which shows well production for the Montara
District in gpm for the pericd 1976 through 1985. CUCC believes
that the recorded annual production of its water sources are
representative of the true capacities of the well sources listed.
To the production fiqures for wells, CUCC has added the Montara
Spring source to obtain the true capacity of all sources in the
system. CUCC’s method produces a result in the range of 362-387
gpm, using the staff figure of 55 gpm.for Montara Spring.

COCC argues that most of the difference between staff’s
final estimate and CUCC’s estimate for source capacity is accounted
for by the staff’s exclusion of Montara Spring and the Park Well.
CUCC considers it unrealistic to exclude a water source that has
produced water in every year for which some evidence was presented,
even drought years. In 1983, 1984, and 1985 Montara Spring
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produced between 50 and S5 gpm. CUCC also argues that it is
necessary to include the Park Well, since this relatively small
source is useable under present health rules by blending its water
with CUCC’s other sources. Therefore, CUCC estimates that the
current total source capacity of its water sources is 387 gpn and
contends that this figure is the most realistic and should be used.
Staff and CUCC are not far apart on this issue. With
Montara Spring and Park Well added, the staff figure is 383 gpm,
which compares with the CUCC figure of 387 gpm. We believe that
the Montara Spring should be considered a regular source of water
for the Montara District since it has produced water in each year
during the period 1976 through 1985, except for 1980 when no
records were available for this source. In the last three years of
the record period the Spring produced between 50 and 55 gpm. This
is a significant amount of water which we believe should be
considered in calculating CUCC’s present supply. Because of our
decision below on the issue involving the Park Well, it should be
considered as part of the useable water supply sources for this

system. We will therefore add 6 gpm to the staff figqure to produce
a total of 383 gpm, which figure reflects the staff values for the
Montara District wells plus the Montara Spring output and the Park
Well output. We will adopt the staff fiqure, as adjusted, for the
present supply of CUCC as of the closing date of this record,
August 6, 1986.%

1 Since the record closed, the California Coastal Commission
(CCC) has authorized CUCC to build one of the two wells in the
airport plain for which it sought authority. The well has been
constructed and is now producing.
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Supply Issue LB

¥hat Should the Supply Be?

CUCC argues that the system’s 1,570 customers can be
adequately served by the existing water sources providing
approximately 383 gpm of water production. However, CUCC concedes
that in order to provide reliable service (calculated with one of
the largest sources out of service) the system will require water
production of 440-465 gpm. ‘

The starlff states in its brief that it and CUCC are close
in approximating the current shortage of 80 gpm. The staff goes on
to say that CUCC’s present water supply for the Montara District
should be no less than 442 gpm. :

The staff’s estimate of 442 gpm to provide a reliable
level of service to the Montara District customers is based on the
assumption that 1,500 customers are to be served. (Staff brief,
page 12). CUCC’s estimate of 440-465 gpm is based on the
assumption that the system presently has 1,570 customers.

The staff in its conclusions states that the Commission

should order an additional 200 gpm, as in its prior orders. In the
alternative to the 200 gpm, at least an additional 80 gpm to meet
current customer demands should be secured.

Assuming that 80 gpm of additional water production will
provide a reliable level of service to the existing customers, when
added to the current sources of supply, that level of water :
production, between 440 and 465 gpm, will only provide for existing
customers. In other words, it will not provide enough water
production to add more customers to the system, either individual
lot owners seeking to develop their properties or the Farallon
Vista Development involving 147 housing units. As a result even an
additional 80 gpm of water production will not spell the end of the
moratorium on connecting additional customers in this water system.

Requiring CUCC to develop merely 80 gpm of additional
water supplies will also have the effect of creating a potential
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conflict between this Commission and the County of San Mateo. One
of the conditions for approval of the county permits to build and
develop two new wells in the Airport Plain was a requirement that
CUCC shall reserve water system capacity specifically for the
priority land use known as Faralleon Vista Housing Development. If
the two new airport wells are developed, 100% of their output may
not be available to provide the 80 gpm of additional production
that is necessary to provide existing customers with a reliable
level of service. This is due to the county’s demand that water
system capacity be reserved for Farallon Vista Housing Development.

An additional 80 gpm of water production will also be
insufficient to provide for normal growth of customers resulting
from normal buildout of undeveloped lots within CUCC’s service
area. Data provided by CUCC, which we discussed in D.86-05-078,
shows that such normal growth, excluding major developments such as
Farallon Vista, could amount to 50 additional customers each vear.

The staff’s principal position on the water supply
required in the Montara District is that at least 550 gpm should be
provided by CUCC. This staff recommendation is based on the order
in D.86193 requiring CUCC to provide an additional 200 gpm of well
production. (Ordering Paragraph 1, D.86193 in C.10093 et al.)

CUCC contends that D.86193 does not contain any reference to
development of 550 gpm of total well supply. It also contends that
the Commission did not adopt, and it is not clear that the staff
even recommended, a 350 gpm figqure for existing well capacity that
the 200 gpm figure would be added to. ' :

The staff, however, convincingly demonstrated that the
Commission’s order to require an additional 200 gpm of well .
production was based on existing well production in 1976 of 350
gpn. The staff furnished for this record a copy of the staff
witness’ report in C.10093 and a copy of that witness’ direct and
cross exanination (Exhibit 37). From these documents it is clear
that the staff witness in €.10093 found that 350 gpm of well
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capacity was insufficient for the customers in the Montara District
in 1976. He recommended that the Commission ordexr CUCC to provide
an additional 200 gpm of well production to provide reliable
service to the customers in the Montara District. The Commission
adopted the staff recommendation of 200 gpm of additional well
production in its order in D.86193. That order can only be
construed to require at least 550 gpm of total well production for
the number of customers connected to the system in 1976.
Therefore, the staff’s current position that at least 550 gpm of
total water production should be reguired of CUCC is well founded
in D.86193.

D.86193 is not, however, the sole basis in this record
for requiring 550 gpm of total water production. We note that on
May 28, 1986, we found in D.86=-05~078 that: “Four hundred
custoners have been added to the system since 1976”. (Finding 12,
page 33.) Two years have now lapsed since D.86-05-078 was signed.
Even though that decision imposed a moratorium on watexr connections
it did not forbid all connections. Certain property owners were

excluded from the effect of D.86-05-078. Specifically, six lots in
the Portola Estates Development werxe excluded from the effects of
the moratorium. In addition, 57 applications for service
connections had been approved by CUCC but had not yet been
connected to the system. These 57 applicants could become
customers while the moratorium was in effect for others.
Apparently, some of these prospective customers became actual
customers of the system between February, 1986 and January, 1987.
While data submitted by CUCC shows 1,502 total connections as of
February 1986 (D.86~05-~078, page 28a), CUCC’s opening brief filed
January 5, 1987, states that the system has 1,570 customers. (CUCC
Opening Brief, p. 4.) It seems likely that in the year or more
that has elapsed since January 1987 a pent up demand for water
connections would have accumulated at about the same rate that we
estimated in D.86-05-078, that is, about 50 connections per year.
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We are satisfied that total water production of 550 gpn
for this system is justified by the points that we have mentioned
above. In fact, it may in reality be a conservative figure in
light of the Farallon Vista Development, another potential
development of over 200 units planned by Half Moon Bay properties,
normal demand through individual property owners developing their
parcels, and the regulatory difficulties that CUCC has experienced
in obtaining the approvals necessary to construct wells in the
Airport plain. We will therefore require CUCC to develop
additional water production capacity to bring its total production
to 550 gpm.

Supply Issue 1C

Has the Company Complied With .

We do not need to belabor this issue, since D.86-05-078
established unequivocally that CUCC had failed to provide new well
capacity of 200 gpm. We have appended hereto Findings of Fact 1
through 19, which contain the specific findings on the issue of
additional water supply. (See especially Finding 11 and Finding 13
in Appendix A.)

Supply Ipgue 1D

Quality - Are there new Xron and Man?anese

Staff has excluded from its list of useable wells the
Park Well on the ground that it is contaminated and should not be
used for demestic water supply. (Exhibit 22, page 4, paragraph
17.) In a footnote to its water statistics the staff elaborates
that the Paxrk Well does not produce potable water because the iron
and manganese content exceeds DHS standards. (Exhibit 22,
Appendix A, Table 1, Footnote 4.) The staff apparently abandons
this position in its brief when it recommends merely “strict
surveillance of the Park Well to assure its consumers that it is
useable” (Staff Brief, page 13.) In any event CUCC made a
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convincing case in its opening brief that DHS regqulations do not
forbid the use of the Park Well water. In practice, water from the
Park Well is blended with other water before it is delivered to the
customers. Although the Park Well water is high in iron and
manganese at its source, at the point of delivery to the consumer
the blended water meets all applicable DHS standards.
Ratemaking Issue 2A

Are Rate or Rate of Return

Adjustments Appropriate

During Phase II the staff made three recommendations
concerning the rates of CUCC. Regarding water rates the staff
recommended that they be permanently reduced to reflect:

a. The termination of the $9,800 annual charge
for the lease back of HMBP share of the
Portola Wells water.

The retirement of the Portola Wells No. 1
anéd No. 2 from Montara rate base. The
depreciation reserve should be credited with
oni{ the actual depreciation taken on the
wells.

An amortization plan for the remaining cost
of the Portola Wells No. 1 and No. 2 should
be put into effect as set forth in
Appendix D of Exhibit 22.

Because of CUCC’s failure to produce additional water
supplies, staff also recommended that the Commission reduce the
allowable rate of return on equity from 13.2% to 6.6%, thereby
reducing the overall rate of return from 12.04% to 7.55%. The
staff further recommended that the lower return on equity remain in
effect until CUCC complies with D.86193 (1976) to increase
production capacity to at least 550 gpnm.

COCC and the staff agreed that one of the issues to be
briefed in this proceeding was ratenaking issue 2A: Whether rate
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or rate of return adjustments are appropriate in this type of
proceeding.

Neither party cites the underlying application proceeding
as the basis for ratemaking adjustments. It would clearly not ke
appropriate to use an application under Public Utilities (PU) Code
§ 2708 as a vehicle for revising, amending, ox modifying the rates
of a public utility. Rather, both the staff and CUCC cite
OIT 83-11-09 as a source of the Commission’s authority, if any, to
adjust rates in this proceeding.

The staff in particular cites Paragraphs 4(e), 4(g), and
6 of OII 83-11-09 in support of the Commission’s authority to
adjust rates in in this proceeding. The relevant parts o
Paragraph 4 of OII 83-11-09 are as follows:

#4. This investigation will considex:”

Y % N

7a. Whether CUCC or its subsidiaries acted
in an imprudent manner in the management
and development of their Spring and Well
resources and watershed lands. This
investigation will consider the appropriate
ratemaking mechanism(s) and orders if the
commission determines that CUCC or its’
subsidiaries nave been imprudent in the
management of the utilities’ water sources.
We invite the Cal. Dept. of Health Sexvices
or any other party to submit evidence on
water quality issues which may be relevant
to this investigation.”

* * *

#g. Whether any other order or orders
should be issued by this Commission in the
exercise of its jurisdiction.”

* kK
The Commission hereby puts each respondent

on notice that other rate cases for CUCC’s
other districts or subsidiaries may be
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reopened and consolidated with this
proceeding if the Commission finds it
appropriate, including consideration of the
issue raised in paragraph 4 above.”

On the other hand, CUCC argues that in OII 83-11-09 the
Commission stated the investigation would consider appropriate
ratemaking mechanisms and orders if the Commission determines that
CUCC or its subsidiaries have been imprudent in the management of
the utilities’ water sources. In addition, the commission reopened
A.60220, the most recent case for the Guerneville District, and
consolidated it with these proceedings. This was done, according
to CUCC, for the express purpose of considering the appropriate
ratemaking treatment for the timber harvesting revenues in that
district. Finally, in Ordering Paragraph No. 6, the Commission

put CUCC on notice that other rate cases might be reopened and

consolidated with the QII for consideration of the OII issues now
made part of this proceeding. Since the Commission did not reopen
the previous Montara rate case, CUCC argues that it is not
appropriate to set new rates for Montara.

In taking this position, CUCC states that it is not
hiding behind a technicality, but is rather following the
Commission’s preference for doing ratemaking in general rate cases
where there is full public notice that rates may be adjusted, full
opportunity for public comment, and where all of the factors that
affect rates can be examined and properly balanced. CUCC asserts
that the practice of using a test year is predicated on this idea.
It cites Southerm California Edison Co. (1977) 81 CPUC 749.

COCC concludes on the basis of the foregoing arguments
that this proceeding is not an appropriate one for rate setting.
It asserts that the staff has selected one isolated issue,
amortizaton of Portola Wells Nos. 1 and 2, and contends that rates
should be veset solely on account of the impact of that issue.
However, according to CUCC, there are other important issues
affecting rates and rate of return that the parties did not present
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evidence on because this is not a general rate case. 7The
resolution of those issues will, according to CUCC, have a decisive
impact on water rates in Montara.

In OII 83-11-09 both the Commission and the staff
contemplated that ratemaking changes due to the issue of timber.
harvesting revenues would be likely for the Guerneville District.
Accordingly, we consolidated that investigation proceeding with
A.60220, the most recent general rate proceeding of the Guerneville
District. For othexr districts of CUCC, where ratemaking
adjustments were deemed less likely, we merely included in our OII
a notice that other rate cases for CUCC’s other districts or

subsidiaries may be reopened and consolidated with this proceeding
if the Commission finds it appropriate.

Neither the staff nor any other party to this proceeding
has filed a motion to consolidate the most recent general rate
proceeding of the Montara District with OIX 83-11-09 or with this
application proceeding. Consequently, there is no backdrop against
which the staff’s proposed ratemaking adjustments may be viewed.

As a general rule it 1ls desirable to consider a utility’s
total operations before adjusting rates. Thus, the bulk of the
Commission’s ratemaking business is conducted in general rate
proceedings where all elements of the company’s operations can be
considered. An exception to this rule is frequently made in offset
cases of one kind or another. Where a singlé factor in a company’s
results of operations is significant, the Commission may and
frequently does consider it in isolation. TFor instance, enexgy
costs for electric corporations are considered in energy cost
adjustment clause proceedings; the ¢ost of natural gas for gas
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corporations is considered in gas adjustment clause proceedings:
and major additions to the rate base ¢f a public utility are
frequently considered in rate base offset proceedings.

We do not have before us in this proceeding either a
general rate proceeding or a traditional offset case. TFurthermore,
the proposed rate base adjustment is not considered in the context
of other rate base adjustments made necessary by events taking
place in this utility since the last general rate proceeding, as
would be the case in a general rate proceeding.

Based upon the foregoing discussion we do not believe
that this proceeding is an appropriate vehicle for making rate
base or rate of return adjustments. Although our answer to issue
2A would seem to make it unnecessary to consider the specific staff
proposals, we will nevertheless discuss the staff préposed
adjustments individually. In deing this we will not consider
Ratemaking Issue 2B separately, since it consists merely of a
general statement that encompasses the three individual issues 2¢,
2D, and 2E.

Ratemaking Issue 2C

Is the Staff Prgposal for Retiregent

of the Portola Wells Appropriate?

Staff recommends that Portola Wells 1 and 2 be retired
from the rate base of the Montara District. The facts upon which
the staff recommendation is based arxre not in dispute. In Februaryﬂ
1980 CUCC purchased the four Portola Wells from Half Moon Bay
Properties (HMBP). Porteola Well No. 1 failed in 1981 and Portola
Well No. 2 failed in early 1982. Portola Wells 1 and 2 have
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remained inoperative since 1981 and 1982, respectively. Staff
contends that the wells should be removed from rate base because
they are no longer used and useful. According to the staff, the
ratepayers have been paying depreciation, taxes, and a return on
these wells, which have not benefitted the ratepayers since they
became inoperative. The staff cites D.85-08-046 in PG&E
A.83-09~49 in support of the proposition that plant which ceases to
be used and useful should be excluded from rate base.

In Exhibit 22, Appendix D, the staff sponsored an
anortization plan which it testified would permit CUCC to recover
its cost of the Portola Wells 1 and 2 without earning a xeturn on
the wells. The staff cites in support of its amortization plan
SDGEE (1979) 1 CPUC 2d 644. We have attached a copy of Appendix D
to this opinion in which the staff has calculated the historical
cost of the two Portola Wells in cuestion at $72,922. The staff
has also calculated the amounts that the ratepayers have paid in
earnings, taxes, depreciation, and lease costs during the period
1982 to 1986. The total ratepayer cost based on these caleulations
is $84,089. The histeorical cost of the wells is then subtracted
from the cost paid by the ratépayers through rates and the balance -
of $11,167 is, according to the staff recommendation, to be
amortized over three years to the benefit of the ratepayer.

CUCC contests the staff’s proposal concerning Portola
Wells 1 and 2, arguing that even if this proceeding was a proper
one for general rate adjustments, it is clear that the staff’s
ratemaking proposal for amortization of some of the costs of
Portola Wells Nos. 1 and 2 is not appropriate because it would
involve retroactive ratemaking.

We do not generally adjust rate base between general rate
cases simply because we have a proceeding before us and a change in
rate base. During the pexiod between one decision in a'geheral
rate proceeding and another for the same company, we assume that
certain plant items will be retired, for obsolescence oxr other
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reasons, and that simultaneously other plant items will go into
service by becoming operational plant facilities. If it is deemed
appropriate to examine the rate base of a public utility between
general rate proceedings, then, as a general rule, all appropriate
adjustments to rate base should be examined to account for both
additions and retirements.

The staff’s proposed rate base adjustment does not result
from a major change in rate base or any other exceptional
circumstance; it appears instead to be based on an isolated, fairly
commonplace, event involving the deterioration of plant presently
in rate base. The staff has examined Portola Wells Nos. 1 and 2,
which have gone out ¢f service in the period between general rate
cases, but has not examined the additions and bettexrments to plant
that have occurred in the same period. It would not be reasonable -
to reduce rate base to account for the nonoperational status of
Portola Wells Nos. 1 and 2 without examining additions and
betterments to plant in service that have occurred during the same -
period. We do not find the present situation unusual enough to
warrant exceptional treatment, and therefore decline to make the
rate base adjustment requested by staff.

Citations by the staff to D.85-08-046 in PG&E A.83-09=49
and to SDRGEE (1979) 1 CPUC 2d 644 are not helpful to the staff’s
position. D.85=08~046 was cited for general language on the
concept of used and useful utility plant in rate base. That
decision was issued in PG&E A.83-09-49, which sought authority to
increase electric rates to reflect retirement and decommissioning
costs of Humbeoldt Bay. Power Plant, Unit 3. In that rate proceeding
PGEE sought $86,086,000 of additional revenue. The Commission
authorized the utility to collect $52,910,000, which it found to be
the prudently incurred direct cost of retiring Humboldt Bay Power
Plant, Unit 3. The Commission disallowed $33,176,000 of accrued
allowance for funds used during construction. Unit 3 had already
been removed from rate base in D.91107 (2 CPUC 24 596 (1979)),
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PGLE’s test year 1980 general rate case. The staff has not
demonstrated how the PG&E decision is similar and thus should
govern any decision arising out of this proceeding.

In like manner the staff’s citation of the 1979 SDG&E
decision provides no assistance. That decision arose out of a
general rate proceeding. The matter quoted by the staff in its
brief pertained to the xate treatment of certain costs associated
with the abandoned Sundesert Project. The paragraph quoted by the
staff contains the following sentence, which we assume is the point
the staff wished to emphasize: “We pelieve that adherence to our
past practice of allowing recovery of abandonment costs from
ratepayers while denying rate pase treatment is an equitable
solution to a difficult problem.” Again, the factual situation
involved in the SDGSE case is dissimilar to that with which we are
faced in this proceeding. In SRGHE we addressed the issue of the )
creatment for ratemaking purposes of plantfthat was never in rate
pase and that had to be abandoned. In this case we are faced with
plant that is in rate pase which has become prematurely obsolesent
due to failure of the wells. In addition the SDGRE case was a
general rate proceeding, whereas this proceeding is an
investigation proceeding the scope of which did not encompass 2
general inquiry into the entire operative plant of the utility nox
the entire results of operations of the utility. ' _

For the reasons that we have discussed we will not adopt
the staff’s recommendation for amortizing $11,167 by reducing rates
over a 3-year period. Our resolution of this issue means that we
need not decide CUCC’s retroactive ratemaking arguments. We note,
however, that they cause us some concern.2 |

2 Because the staff did not file 2 closing brief, it did not
respond to the arguments on brief of CUCC on the issue of
retroactive ratemaking.
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Is the Staff Proposal for Treatment
of Terminated Lease Payments to

L

During hearings in Phase I, CUCC stipulated that lease
payments that are now a part of its revenue requirement in the
amount of $9,600 per year may be treated as a deferred credit and
accumulated in a balancing account with interest until the next
general rate proceeding of the Montara District. At that time, the
amount accumulated may be used to reduce CUCC’s future revenue
requirement. Based on that stipulation, the Commission oxdered
* COCC to establish a memorandum deferred credit account and teo
accunulate $800 per month representing the lease payments on the
Portola Wells, with interest at 7%, until the next rate proceeding
for Montara. (D.86-05-078, Orxdering Paragraph 9.)

In Phase II the staff proposed to reflect in rates the
termination of charges paid by CUCC for the lease back of HMBP’S
share of the water from the Portola Wells. Since CUCC is no longexr
paying these charges, having purchased HMBP’s interest in the
Portola Wells, the staff believes that rates should be reduced to
reflect this decrease in expense.

This issue involves expenses of about $9,000 per year,
which the Commission has already considered in its decision on
Phase I. Pursuant t0=cUCC's,stipulation, we ordered CUCC to
establish an account and to accumulate these expenses for later
amortization, with interest, to the benefit of the ratepayers.

That disposition will fully protect the interests of the ratepayers .
and will not involve us in item-by-item rate adjustments between
general rate proceedings..

During'Phase II, a witness for CUCC testified that the
balancing account established in D.86-05-078, as described in the
preceding paragraph, should contain, in -addition to the
accunulation of the discontinued‘monthly lease payments, the
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accunmulation of costs incurred in the search for the new water
sources. Once the search is completed, according to the witness,
the charges can be removed from the balancing account and recorded
in plant if the search is successful or offset against the lease
paynents. The rermainder of the balancing account can then be
handled in Montara’s next general rate proceeding. CUCC continues
to advocate the same position through its brief.

In its brief the staff opposes the proposal by CUCC. The
staff points out that expenses incurred by CUCC in its search for
new sources of water should be capitalized and should become a part
of the rate base in the next general rate proceeding of CUCC.

It would therefore be inappropriate to offset costs that
will be capitalized against the expense items that are accumulating
as credits for the henefit of the ratepayers in the balancing
account established in D.86~05~078. Accordingly, we will deny the
request of CUCC for balancing account treatment of costs.incurred
in the search for new water sources. o

Should the Company’s Rate of Return - -

The staff recommends that the Commission reduce the
allowable rate of return on equity from 13.2% to 6.6% thereby
reducing the overall rate of return from 12.04% to 7.55%. The
staff further recommends that the lower return on egquity should
remain in effect until such time as CUCC complies with the order in
D.86193 (1976) to increase water production capacity to at least
550 gpm. The staff’s recommendation is based on CUCC’s consistent
failure to develop additional supplies of water. As a consequence
of this failure CUCC has applied for and received an order imposing
restrictions on connection of new customers. (D.86-05~078.) Staf?
requests that a penalty be imposed on CUCC to provide an incentive
for its shareholders to provide reasonable water supplies to its
customers. In support of its rate of return penalty recommendation
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the staff cites General Telephone Company of California, 4 CPUC 2d
428, wherein the Commission reduced General Telephone’s rate of
return because of inadequate service. Staff requests similar
treatment for CUCC in this proceeding because of its failure to
provide reliable water supplies to its customers.

CUCC responds that the staff has not demonstrated that
the development of the Portola Wells or any other source was
imprudent. Rather, according to CUCC, the evidence shows that CUCC
was justified in believing that the Portola Wells would satisty
customer demands for service, but that those sources did not
produce as reliably as expected. CUCC asserts that as it became
aware that the Portola Wells would not provide adeguate supplies,
CUCC has continued its efforts to identify and develop other
prospective sources. These efforts have included the retention.of
expert hydrolegists and negotiations with Half Moon Bay Properties,
the area’s largest landowner to obtain additional sites. CUCC has
also been seeking the agreement of the County of San Mateo and
necessary permits to develop two new wells at Half Moon Bay
Airport, the most promising location for the development of new
supplies. CUCC believes that there is no basis in this record for
penalizing CUCC by reducing its rate of return.

The staff cites General Telephone Company of California,
4 CPUC 24 428, in support of its request that CUCC’s rate of return
be reduced. The General proceeding was a general rate case in
which all the elements of the'company's operations were examined.
In the decision in that proceeding the Commission examined the
company’s capital structure and costs of capital in detail and
concluded that the cost factor for common equity was 14.10%. That
cost factor, taken together with cost factors for other parts of
the capital structure, and weighted in accordance with the adopted
capital structure percentages, resulted in a rate of return of
10.58%. The Commission also examined in that proceeding sexvice
deficiencies in General’s operations that had caused a multitude of
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customexr complaints. To give General an incentive to take ‘
concerted and effective measures to substantially improve its level
of service the Commission reduced the authorized return on equity
by 0.50% to 13.60%. This adjustment reduced the revenue
requirement for General by $7.4 million. The Commission added that
if General showed that its service had been improved to a
satisfactory level, the Commissien would censider adjusting rates
to provide General with an opportunity to earn a 14.10% return on
T eguity. However, the penalty was to be removed no earlier than
December 31, 198l. The order was signed and effective October 22,
1980, indicating that the penalty would be in effect for
approximately 14 months, assuming that General could show improved
service within that periecd.

There are several major distinctions between the General
case and this proceeding. First, the reduction in return on equity
ordered in the General case occurred in a general rate proceeding,
where all aspects of the company’s operations and service were e
exanined and an approprn.ate balance could be arrived at between t.he . B
interests of the ratepayer and the interests of the utility O
shareholders. Second, the reduction in return on equity in the
General case reflected the Commission’s evaluation of the level of
sexvice provided by General to its customers. In contrast, the
proposal in this case is to reduce return on ecquity by 50% for
failure to comply with prior Commission orders. Third, the
Conmission placed 2 limit on the time during which rates would be
reduced to reflect inadequate service. The staff made no such
proposal in this case. Fourth, the authorized return on equity,
after deducting 0.50% percentage point from the adopted cost factor
for common equity of 14.10%, still yielded a 13.60% return on
common equity. This value was within the range of recommendations
made by the expert witnesses who testified on the subject of cost
of capital. '
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The staff recommendation made in this proceeding to
reduce return on equity from 13.2% to 6.6% is not made within the
context of an overall study of the cost of capital of CUCC.
Moreover, such a reduction of return on equity would produce a
penalty of $70,260 per year.3 A penalty of this magnitude is
proposed at a time when the development of additional water
supplies is the primary task of this public utility. Since the
development of such supplies is at least in part a function of the
availability of funds to use for exploration, test well drilling,
and development of new wells, it seems inappropriate to us that
such a significant fine is proposed at this juncture. Accordingly,
we will not adopt the staff propesal.

However, we do believe that some penalty should be
assessed to CUCC for its failures to timely develop the water
supplies that are urgently needed for this system. Within the
context of a general rate increase application or a general
investigation of the rates, operations, and services of the Montara
District a more finely tuned rate.of return reduction, similar to

the one exacted in the General Telephone case, would be appropriate”

in our view.4

3 See Appendix E for derivation of this number.

4 The staff proposal to reduce return on equity from 13.2 to 6.6% .
is in fact an attempt to exact a punitive fine from CUCC for its
failure to obey the orders of the Commission. Such punitive fines
are ordinarily sought through enforcement proceedings initiated by
OII or 0SC, wherein due notice of the general orders, orders,
rules, regulations, or statutes violated and of the penalties
sought by the staff are given in writing to the respondent public
utility. Even a liberal interpretation of the language of
OII 83-11-09 could not convert it into an enforcement proceeding
for the Montara District.
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Need for a Genexal Rate Proceeding

The last general rate proceeding for the Montara District
was A.60253. In that case, based on a 1982 test year, the
Comnission found that a revenue increase of $388,900 or 162.8% was
necessary. However, this was reduced by a $106,100 offset rate
increase granted by Resolution W-2809, dated March 17, 1981l. The
revenue increase was further reduced for 1982 to $168,700, pursuant
to the Commission’s policy of holding rate increases in one year o
50%. The Commission authorized the collection of the revenue
deficiency ($146,300, including interest) to be deferred to 1983
and 1984. (D.82-05=076, page 3.)

The Commission based much of its decision in the Montara
case on companion decisions arising out of CUCC’s Sacramento
District (D.82-02-059) and Guermeville District (D.82-03—023)'rate
increase applications. Accordingly, the discussion and findings in
D.82-05-076 were abbreviated. However, the Commission found that

an overall rate of return of 12.04% was reasonable, with a return

on equity of 13.2%. In addition, the Commission stated:

#. . . Water quality and system condition at
Montara have been improved in the last half

decade, and further upgrading of the system is
contemplated in Montara’s construction budget.

“The enormity of the present rate application
stems in large part from the fact that Montara
has expended approximately $878,706 of [CUCC’s)
funds in completing ordered construction
programs in the watexr district in the last five
years. This amounts to about $685 per
customer. During this time there have been no
substantial rate increases granted to Montara,
with the exception of the offset increase
‘granted March 17, 1981 by Resolution W=-2809.7
(D.82-05-076, page 8.)

In Finding 6 the Commission found that:

mMontara’s level of water service is adequate.”
(Id., page 1l.)
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There was no discussion of the issue of water supply and
no mention of the Commission’s priox orders requiring CUCC to
provide 200 gpm of additional well production.

Finally, the Commission stated at page 8 that the Montara
District had 1,272 customers. The source of the 1272 figure is
CUCC Exhibit 7, page 16. The figure represents the number of
commercial customers as of December, 1979.

The need for a general rate proceeding is indicated by
the following factors:

1. Rate base should be adjusted to reflect the
:;ilure of two Portola wells, discussed
ove.

Lease expense should be adjusted to reflect
the elimination of lease payments to HMBP
and to amortize over a future period the
acerued credits, discussed above.

Revenues should be adjusted to reflect an
increase in customers from 1272 to 1599 or
26%. (CUCC’s monthly report for April, 1988.)
CUCC’s customers have recently reached a high
of 1610, based on the monthly report for
January, 1988. The increase in customers
since 1979 tends to increase sales, and thus
actual revenues, beyond those assumed when
rates were last set.

The return on equity should be adjusted to
reflect reduced capital costs in 1988.
Returns on equity now being authorized for
Class A water companies with equity ratios
in CUCC’s range (approximately 68%) are
about 12%, whereas the return adopted in
1982 was 13.2%. (See, for exanmple,
D.87-09-071, wherein Park Water Company was
authorized a return on equity of 12% with
an equity ratio of 77.16%.)

While these four factors suggest that a rate decrease may
be appropriate in the Montara District, the construction and
operation of the new airport well and other factors of which we are
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unaware may offset them, in whole or in part. Our staff should
study Montara‘’s revenue requirement and recommend an Order
Instituting Investigation, if appropriate. 7o assist the staff we
will require CUCC to submit a summaxy of earnings for the Montara
District to CACD concurrently with the filing of any general rate
application or advice letter for any other CUCC water operation in
California.
Petiti rox Modification by CUCC

On November 12, 1986, CUCC filed a petition to modify
D.86=05-078 by extending the date that the moratorium on further

water service connections was to end. The moratorium was to expire

. on November 28, 1986. On December 12, 1986, Farallen Vista
Associates (Associates) filed a protest to CUCC’s petition. On
December 16, 1986, the ALJ issued a ruling setting aside submission
of Phase II to consider CUCC’s petition and Associates’ protest.
The ruling also reflects the agreement of counsel for CUCC and
Associates that the moratorium could be extended pending further

hearings. On December 17, 1986, the Commission issued D.86-12-069,

extending the moratorium on service connections until further order
of the Commission.

Public hearings on CUCC’s petition and Associates’
protest were held in San Francisco on Januvary 13 and 27, 1987, and
submitted without argument ox briefs. After off-the-xrecord
discussions the ALY ruled from the bench:

”...from the two days of hearings that have taken
place regarding the petition for modification, the
evidence seems to suppert the continuation of the
restriction indefinitely without a need to impose
a further cut-off date or a date when the
restriction will end by operation of law.

7So I would propose to the parties that the
Commission’s current decision, Decision
86~=12=069, dlsposes of the petxtlon to modify the
earlier decision of the Commission

[D.86=05-078], and that the matter can be

®
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submitted on the basis that Decision 86-12-069 has
granted to Citizens the relief that [it] sought in
(its] petition for modification.

#Is there any response?” (Transcript 6:448-449.)

CUCC agreed that the matter could be submitted on the
above terms. Associates stated no objection. The staff attorney
stated the position of the Commission Advisory and Compliance
Division, as follows:

~“Although we don’t condone the continuation of the

noratoriun on Citizens’ service area, we realize

that if the moratorium were lifted, it would place

additional hardships on the current custoners.

Therefore, at this point, we really~have neo

further objection.” (Transcript 6:449.)

Since D.86-12-069 has, in effect, granted CUCC’s petition
to extend the moratorium, the following order should so state in
order to clear the docket of a pending petition.

Pet;t;on of Farallon vusta Assocxates

On January 25, 1988, Associateé filed a petition for
exemption from the moratorium imposed by D.86-05-078, as extended
by D.86-12-069. Associates allege that they have developed a well
that will supply all of the needs of their development. They
propose to contribute the well to CUCC, together with assoeciated
facilities, in exchange for CUCC’s commitment to sexve theix
development. On February 24, 1988, the Water Utilities Branch of
the Commission staff filed a timely protest to the petition and
requested that public hearings be held. On March 3, 1988, CUCC
filed a motion for leave to file a late protest, wh;ch was granted
by ALY ruling on March 11, 1988.

By letter dated April 15, 1988, (with copies to the ALY
and the staff) counsel for Associates forwaxded to CUCC a proposed,
Agreement for Transfer of Water Source and Commitment to Sexve.
Presumably, Associates and CUCC are negotiating about the terms of.
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that agreement. Public hearings await Associates’ advice that they
have reéached an agreement with CUCC and that they are ready for
their petition to be heard.

Regulatory Proceedmngs Attect;ng CUCC's

During July, 1985, CUCC sought permits from San Mateo
County to develop two new wells in the airport plain. On February
18, 1986, the County issued a Negative Declaration for the project.
On March 20, 1986, the Zoning Administrator approved Use Permit 85-
31 and Coastal Development Permit 85-~59. The action of the Zoning
Administrator was appealed to the Planning Commission, which
approved the permits on May 28, 1986. (Exhibit 39.) The action of
the Planning Commission was appealed to the Board of Supervisors.
On July 8, 1986, the Board denied the appeals and approved the
permits, subject to 15 conditions. (Exhibit 26.)

On July 28, 1986, a small group interested in the effect
of the wells upon the Pillar Point Marsh filed an appeal of the
pernits with the California Coastal Commission (Cce) .

(Exhibit 32.) On August 5, 1986, CUCC filed an appeal with CCC
seeking to modify Condition 4 so that it would not conflict with
Public Utilities Code Section 453. (Exhibit 33.)

On November 14, 1986, CCC voted 11l to 1 to grant the
permit sought by CUCC. The permit limits production of the two
wells to 400 acre feet per year and is subject to other conditions.
The Notice of Intent to Issue Permit (Exhibit 39) states that:

#The actual development permit is being held in
the Commission office until fulfillment of the
Special Conditions la-d, imposed by the
Commission. Once these conditions have been
fulfilled, the permit will be issued.”

Conditions la through 14 are attached as Appendix B to
this decision.

®
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From correspondence in the file (copies of CUCC’s letters
to and filings with the CCC were sent to the ALJ by CUCC at his
request) it appears that between April 15 and May 8, 1987,
unseasonably warm weather resulted in increased water demand in the
Montara District. Demand exceeded productive capacity of the well
and surface water sources, resulting in a draw down of stored
water. Beginning May 3, 1987, between 100 and 150 customers began
to experience temporary low pressure or water outages. CUCC began
water hauling on May 1, 1987, and by May 5, 1987, all customers
were back in service.

Since Condition 1 of the original CCC permit had not yet
been fulfilled, CUCC could not obtain the permit to drill, and thus
could not drill, the two proposed wells in the airport plain. On
May 22, 1987, CUCC filed with CCC an application seeking to amend
its permit to allow the development of a single, temporary
community water well. The CCC’s staff report, filed May 28, 1987,
recommended approval of the amendment with conditions. They are
attached hereto as Appendix C.

A letter dated July 8, 1987, from counsel for CUCC to the
Director of Environmental Management for the County of San Mateo ‘
indicates that the CCC acted favorably on its staff report and
amended the permit to allow CUCC to comstruct one well. That
letter requests that the County of San Mateo-put into effect a
moratorium on issuing building permits in the service area of the
Montara District. The CCC staff report had recommended as
Condition 6:

#The applicant [CUCC] shall not authorize any
new connections and shall petition the-:San
Mateo County Board of Supervisors to similarly
reduce the number of building permits within
their service area as provided by ICP [Local
Coastal Plan] Policy 1.19(b).”
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Monthly and quarterly reports filed by CUCC pursuant to
D.85-05=-042 in OII 83-11-09 state that CUCC obtained the amended
pernit from CCC and, during August, 1987, constructed and put into
service a single well at the Half Moon Bay Airport in accordance
with CCC permit No. A-3-SMC-86-155. The October report, dated
October 15, 1987, states:

"Water from this additional well becane

available to our system on August 14, 1987 and

has been used virtually continuously since that

date.” ‘ ,
The same reports state that CUCC is continuing its efforts to
comply with the conditions precedent to the issuance of a CCC
pernmit for the comstruction of a second well at the airport. It
has also obtained use permits and coastal development permits from
San Mateo County to drill two test wells in the San Vincente Creek
area. The County has extended these permits until September, 1988.
Eindings of Fact

1. The productive capacity of CUCC’s water sources is 383
gpn, including the Montara Spring and the Park Well.

2. The Montara system requires 465 gpm of productive
capacity to meet the demand of current customers for reliable
service. In addition, to meet the demand of individual lot owners
who have applied or will apply for service and the demand of the
Farallon Vista Housing Development the system regquires at least 550
gpn of productive capacity. _

3. The combined current production of the wells added to the
system since 1976 does not equal 200 gpm. (Finding 11,
D.86-05-078, p. 33.)

4. Reliable well production was between 225 and 264 in 1976
and is now about 300 gpm. (Finding 12, Id.)

5. CUCC has not met the requirement of D.88618 to provide
new well capacity of 200 gpm. (Finding 13, Id.)

®
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6. Water from Park Well is blended with water from other
sources before it is delivered to customers. o

7. The blended water meets all DHES standards applicable to it.

8. The staff’s proposed amortization plan would reduce CUCC’s
rate base to reflect the fact that Portola Wells 1 and 2 are no
longer used and useful.

9. CUCC’s authorized return on equity is 13.2%.

10. D.86-12-069 granted the relief sought by CUCC in its
petition for modification filed November 12, 1986.

1l. After a regulatory process that consumed almost 2 years CUCC
obtained authority from CCC to construct one new well in the airport
plain. The well has been constructed and has been operating since
August 14, 1987.

12. By D.87-09-071 the Commission authorized Park Water Company
to earn 2 12% return on equity. Park’s capital structure was 77.16%
common equity.

13. CUCC’s customers were 1,272 in December, 1979, and are now
about 1,600. ‘ ‘

14. The four factors listed in the section entitléd “Need for a
General Rate Proceeding” suggest that a rate decrease may be in order
for the Montara District.

Conclusions of Taw

1. The output of the Park Well should be added to the other
water sources in computing preductive capacity of the systenm.

2. This proceeding is not an appropriate vehicle for making
rate or rate of return adjustments.

3. It would not be reasconable to reduce rate base to account
for the nonoperational status of Portola Wells Nos. 1 and 2 without
examining additions and betterments to plant in service that have
occurred during the same period, since the adjustment at issue
would not affect a majox portion of CUCC’s rate base and since
there are no other extracrdinary circumstances justifying such an
adjustment between general rate cases. -
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4. D.86-05-078 should not be modified to allow CUCSC to . :
include in the account for discontinued lease payments all costs
for CUCC’s search for new water supplies.

S. The CUCC proposal to include costs of searching f£or new
water sources in the balancing account established in D.86=05=078
should be denied.

6. A punitive fine imposed by reducing return on equity by
50% would not be appropriate in this proceeding.

7. The following order should grant the CUCC petition for
modification filed November 12, 1986, so that ocur docket may be
cleared of a pending petition.

8. CUCC should be required to develop additional water
production capacity to bring its total production to 550 gpm, as
required by D.86193.

JZNIERIM ORDER

IT IS ORDERED that: | | ‘

1. Citizens Utilities CQmpany of Callrornla (CUCC) shall
submit a summary of earnings for the Montara District to the
Commission Advisory and Compliance Division concurrently with any
genexal rate application or advice letter for any other CUCC water
operation in California.

2. The petition of CUCC for modification °£ D.86-05-~078 is
granted, as set forth in D.86-12-069. ‘

3. CUCC shall continue to explore for, develop, and put-into

service additional water supply sourxces until the total supply for
its Montara District equals 550 gpm. :
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' 4. Phase II of this proceeding, including the water supply
issues transferred from OII 83-11-09, is concluded.

This order becomes effective 30 days from today.
Dated Septembexr 14, 1988, at San Francisco, California.

STANLEY W. HULETT
President
DONALD VIAL
FREDERICK R. DUDA
G. MITCHELL WILK
JOHN B. OHANIAN
Commissioners

RTIFY THAT THIS DEC!S\ON -
LVC/:\Z APPROVED..BY THE- ABOV"‘
COM.WSS‘O\':.RS "ODAY. .

it v D“'QC’“
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indi £ Fact

1. In D.86193 (Augqust 3, 1976) in A.55538 and €.10093 CUCC
was ordered to acquire new sources of water for its Montara sexvice
area capable of producing at least 200 gpn.

2. On September 21, 1976, CUCC notified the Commission that -
the Drake well (30-44 gpm) was placed in service.

3. In D.88618 (March 21, 1978) in reopened C.10093 CUCC was
ordered to continue its efforts to acquire new sources of water for
its Montara service area capable of producing at least 200 gpm.

4. In April, 1979, CUCC placed a new South Airport well #2
in operation replacing South Airport well #1 which had failed. The
new well involves a net loss to the system since it produces less
than the well it replaces produced at its peak capacity.

5. On December 6, 1979, CUCC in A.5932) requested a
temporary moratorium on new service connections in Montara.
D.91422 (Maxch 18, 1980) established a limited moratorium.

6. On January 30, 1980, CUCC’s witness testified in A.59321
that it had added to its system the four Portola Estates wells
producing 200 gpm, of which 130 gpm would be available to CUCC.

7. As early as Augqust 29, 1980, the four Portola Estafes
wells were producing only 180 gpm, of which CUCC were entitled to
two-thirds of 120 gpm. '

8. CUCC was entitled to HMBP’s remaining one-third interest
in the well production according to the terms of a lease dated
February 5, 1981. However, HMBP retained the right to demand
delivery of one—third of the production of the wells. '

9. Portola Estates Well No. 1 failed in 198l1. Portola
Estates Well No. 2 failed in 1982. Portola Estates Well No. 3 is
producing at 35% of its original estimated rate. Portola Estates
Well No. 4 is producing at 20% of its original estimated rate.

10. The two Portola wells still operating produce between 33-
83 gpm.
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11. The combined current production of the wells added to the
system since 1976 does not equal 200 gpm.

12. Four hundred customers have been added to the systenm
since 1976. Storage capacity has increased from 328,000 gallons to
762,000 gallons in this same period. Reliable well production was
between 225 and 264 gpm in 1976 and is now about 300 gpm.

13. CUCC has not met the requirement of D.88618 to provide
new well capacity of 200 gpm.

14. IXncreased storage has been principally responsible for
the system’s ability to provide additiconal service to 400 new
customers since 1976.

15. Water service to current customers is not adequate in
that it does not meet the maximum day requirements of GO 103
regarding water supply and fire reserve requirements, also in that
it does not provide any reserve margin for possible failure of one
of the three major wells serving the system. However, a few nore
customers, i.e., the six Portola Estate lots and the prospective
customers who have obtained commitments from CUCC, may be added to
the system, without significantly degrading the service curxently
enjoyed by the existing customers.

16. The customers identified in finding 15 will not be added
to the system simultaneously, but rather over a period that may
extend to the end of 1986 or beyond.

17. Any further additions to the customer base will seriously ’
degrade the service to the existing customers unless additional
water supplies become available.

18. CUCC’s Supplemental Agreement with HMBP is advantageous
to CUCC, will give CUCC a legal right to additional water supplies
and may make available othexr HMPBP well sites to CUCC for
exploration.

18. In D.B85=06-042 (June 5, 1985) in OII 83-11-09 we ordered
CUCC to proceed with all due diligence to develop and place in
operation no later than June 1, 1986, new water supply sources or
storage facilities, or both, sufficient to supply existing
customers and new customers as they require connection.

(END OF APPENDIX A)
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Recommended Conditions

1. (a) PRICR TO THE TRANSMITTAL QF THE PERMIT. a study to
determine the safe yield of the Dennlston sub-unit of the
Half Moon Bay Aquifer shall be completed by a qualified
bydrogeologist and piologist. The study shall include a:z
' inventory of existing grouadwater extraction., recharge rate
whick includes streamflow figures forf Denniston Creek fronm
strean gauges placed in the the upper and lower courses and
monitored at regular intervals, aand any other infozmatioxz
required to produce a thorough study including
recommendations Zor the protection of habitat values as
required by the policies of the San Mateo County Local
Ccastal Program. The proportional costs of the study shall

‘be based upon the average annual water usage of each
pacticipant.

ADOPTED:) The study shall be submitted to the Executive Director for
review and determination that Lit meets the reguirements of
Condition L(a) and the Local Coastal Plan Policies 2.32 azd
7.20. Copies of the study shall be provided at the same
time to the appellants. the local government, and operators

of other wells in the vicinity of the two proposed wells.
J‘I!k)F) Exlc)

The Executive Director. after having determined that the
study is5 adequate. shall prepare a report to tle Commission
:ecommendlng final pumping rates and conditions of
operation for the proposed wells based on the approved
study and (1) consistent with LCP policies regazding
groundwater extraction and habitat protection, and (2)
sufficient to prevent interference with other existing
wells in the area. The Executive Director shall send
copies of the report t¢ the appellant, the local
government, and operators of other wells in the area.

'ADO?]'ED&) The Commission shall establish fimal pumping rates and
conditions of operation based on the study., the Executive
Director's report, and other evidence submitted at a pudlic
hearing. All parties which received a copy of the :
Executive Director's report shall be permitted to testify
at the hearing.

Prior to the connection of any water supplies to Citizex's
_..Utility Company customers from the wells allowed by this Ppezkit,
appllcant shall provide an additional 200.000 gallons of waze:
storage. in a tank or tanks, f£or emergency or peak demand use.
A Coastal Development Permit for the tank or tamks myst be
secured from San Mateo County prier to installation.
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. ecommended Conditions (Continued)

3. Appliéanp shall comply with the following conditions attacheld to
Ef permit by San Mateo County: Conditions rmumbers

T
~OvT%

.3.4,.5.6.10,11,12,13.14. and 15 (Board of Supervisors
PPLoval July 1986, see Exhibit 1).

) INDINGS

The Commission f£inds and declares as follows:

A. PROJECT DESCRIPTION

.

The proposed project involves the development of two community water
wells to serve Citizen's Utilities customers. The wells arfe To be
located at the Half Moon Bay Airport, west of Highway One, betweez
the highway and the airport service 'buildings. The County has
conditioned the permit to allow a maximum withdrawal of 400 acre
feet a year from the wells until hydrological/bdbielogical studies are
conpleted. The proposed wells are located in the Denpiston sub-tait
of the Half Moon Bay Aquifer. Neardy existing wells include CUC
North Airport well (approximately 450' distant);: Coastside Community
Water District's wells, approximately 1/4 mile To the south: and, a
couple of private wells to the west. (Please see Exhibit 4 for well
locations in the Airport Area.) The proposed wells are also
approximately 1,800 to the north-east of Pillar Point Marsh and
approximately 1.500 feet from Denniston Creek (Exhibit 5).

(END OF APPENDIX B)
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STAFY BFRCOMMENDATION

The Staff recomsends that the Comaission adopt the following
Resolution:

Approval with Conditiong

The Conmission hexedy grants, subject to the condirions delow, a
pernit for the propozed development oo the grounds that The
developmeni, as conditioned. wiil de in conformity with the
provisions of Chapter 3 of the California Coasta) ACt of 1976, will
Dot prejudice the adility of the local goverament having
jurisdiction over the area to prepare a Local Coastal Prograa
conforming to the provisions of Chapter 3 of the Coastal Act. is
located between the sea and the first public road pearest the
sboreline and is in conforrance with the public access and pudlic
recreation policies of Chapter 3 of the Coastal Act. ard will not
have any significant adverse ixpacts on tie enviroawent within the
meanicg of the California Tavironmental Quality Act.

ESCOMMENDED CONDITIONS
Standarq Conditions
See Exhibit A.

speclal conditions

1. PRIOR IO TRANSMITTAL COF THE PERMIT. the applicant shall
demonstcate, to the satisfaction of the Executive Director. that
they are uwnable toc purchase water from Coastside Community Water

District, either from CCWD's own supply or from supplies purchased
from the City of San Prancisco.

2. PRIOR TO TRANSMITTAL OF THE PERMIT, the applicant shall provide
the following information to the satisfaction of the Bxscutive
Director:

(a) An analysic of why CUC vater use rates are above tke
norm. Analysis shall include recent (1986-1987) meterx

figures for homes and production figures for wells for the
sane period.

(b) XA program to substantially xeduce domestic water uge
and/or repair leaking pipes depending oo the
recommendations of the analysis prepared to satisty .
Condition 2(a). The program. subject to the approval of
the Executive Directoxr. shall be implemented upon
approval. Progress reports on the effectiveness of the
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Program shall de submitted on a moathly bagis To the
Executive Director. PFrailure to effectively implement the
pPrograam or to provide Progress Reports shall be grounds
for the revocation of this permit.

3. Tke applicast shal) innediately seex permits to CORKTLRET The
storage required by Condition #2 of the original permit. The pev
Btorage facility shall be completed and availadle for service withia .
120 days of acceptance of this pornit.

4. Drilling of a temporary (one year from date of installation)
well at the Airport site may only be permitted if the applicant is
unable TO secure water supplies from CCWD and the progran for
reducing water use is ineffective in bringing use rates dowr to the
level of the production rates of the existing water sources afrer
one month's operation. Use of the well is limited to periodx of
Peax demand and only in the 4ROuUNT DeCESEALY TO pPreveant the
disruption of service while maintaising a zinimum of 450,000 gallors
ic storage for fire flows. Reports of the time and amount of
withdrawal from this well shall be Subnitted to the Bxecutive
Director within five days of each use.

5. Prior to installation of the pPropoced water well, the applicapt
sball submit for Executive Director's reviev and approval after
review by the California Department of Pish & Game a:

4. Monitoring Program outline for Pillar Point Mars® prepared
by a qualified diologist

The moanitoring program shall be designed to zssess the
potential adverse impacts that the water withdrawal frox
the texporary well will have o2 the marsh habitat,

¥onitoring data shall de collected Prior to the well
ipstallation, during the time of well uce. and up te oze
year after the well is_abandoned., and

The methodology. frequency and tyYpe of data collection.
apd the location of data trapsects sbhall be defiped in the
ovtline after comsultation witk the California Cepartzent
of Figh and Game. i

6. The applicant shall not authorize ARy new connectiorns and shall
petiticn the San Mateo County Board of Supervigors to similacly
Zeduce the nunber of bduilding permits within their service area a
provided by LCP Policy 1.19(d). ¥ew consectlions may be aythorized
upon demeonstration to the Conaty and the Coastal Commisgiox that

adequate, new water supplies exisr %o Serve the proposed number of
Dew coanecricus. '

(END OF APEENDIX C)
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APFZDIX D

Citizens Utilities Cozmpany of California
Montara District

AMORZIZAZION OF PORTCLA WELLS #1 AND #2
Plant and Depréciation Rate

-

sline: Jend well :Structure: Pumps =
: No.: Tten Ac. 306 : Ac. 325 : Ac. 321 @ Ac. 324:  Totel

1 FPortola M $9,475 $19,413 $2,74 $ 5,709 $37,07
*2 Portolaf2 - = V9,175 - 19,413 2,760 4,503 35,851

4 Depreciation Rates None 3366 3.02f 5% -~
S XNenthly Acerual 109 14 4 167

T082* ¢ 1983 = 1984 : 1985 : 1956 : Totai:
(a) (b) {e) (d) (e) ()

Plant 872,922 372,922 $72,922 $72,922 $72,922
Depr. Reserve 1,165 3,165 5,161 7,159 7,901

Net Flant $71,757 $69,759 $67,761 $65,763 $64,9%1

Vgtd. Avg. Plant 72,340 70,758 68,760 66,749 65,%7

Rate of Retwrn 2.71% 11.80¢ 13.29% 13.51% 13.51€
Earnings 1,144 8,349 9,138 9,018

Taxes 1,209 8,82 9,656 9,529

Depreciation 1,165 1,98 1,98 1,98

Excess lease Costs™* 1,400 1,98 2,841 4,207

Patepayer Cost $ 4,918 21,737 823,133 $4,752 $10,149 $8,089
Cost of Well 72,922

Negative Yalence to be amoriized over three years (11,167)

* "[~month period 1582; S=month period 158%6.
** Aoount of the lease in D.82~05-075, less amount actually paid.

‘ (SND OF APPENDIX D)
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APPENDIX E

Adopted Cost of Capital from D.82-02-059 in A.60132 (Sacramento
oupty Watex DISLXict of Citizen Utilitie L1 )

Component. Cost Weighted
Component = _Weight = Rate = = __Cost

Long-term Debt 32.0% 9.57% 3.06%
Common Stogk 68.0% 13.20% 8.98%
Rate of Return 12.04%

Effect of Staff’s Proposed Reduction in Cost Rate
Lor common Equity from 13.20% to 6.60%

Component Cost Weighted
conponent ~¥Y¥eight Rate —~Cost

Long-term Debt 32.0% 9.57% 3.06%
Common Stock 68.0% 6.60% 4.49%
Rate of Return 7.55%
Rellax Effect of Staff Proposed Reduction
12.04% x $1,564,800% = $188,401.92
(Minus) 7.55% x $1,564,800% = $118,142.40
$ 70,259.52 (Annual Penalty)

* Average depreciated rate base for 1585 (Exhibit 22, Appendix B,
Sheet 1 of 2, line 24.)

(END OF APPENDIX E)
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or rate of return adjustments are appropriate in this type/;;
proceeding.

Neither party cites the underlying application proceeding
as the basis for ratemaking adjustments. It would ¢Yearly not be
appropriate to use an application under Public UtiYities (PU) Code
§ 2708 as a vehicle for revising, amending, or modifying the rates
of a public utility. Rather, both the staff aﬁd CUCC cite
OII 83-11-09 as a source of the Commission’s authority, if any, to
adjust rates in this proceeding.

The staff in particular cites Paragraphs 4(e), 4(g), and
6 of OII 83-11-09 in support of the Commission’s authority to
adjustment rates in in this proceeding. /The relevant parts of
Paragraph 4 of OIXI 83-11-09 are as follows:

”4. This investigation will/consider:~

* * w

"e. Whether CUCC or/its subsidiaries acted
in an imprudent manner in the management
and development of their Spring and Well
resources and watershed lands. This
investigation will/ consider the appropriate
ratemaking mechanism(s) and orders if the
Commission determines that CUCC or its
subsidiaries have been imprudent in the
management of the utilities’ water sources.
We invite the Cal. Dept. of Health Services
or any other paAarty to subnit evidence on
water qualitzzgssues which may be relevant
to this investigation.~

" W w

”g. Whether any other order or orders
should be issued by this Comnmission in the
exercise of its jurisdiction.”

* W %

The Co ssion hereby puts each rxespondent
on noticde that other rate cases for CUCC’s
other districts or subsidiaries may be
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evidence on because this is not a general raﬁe case. The
resolution of those issues will, acco*d;ng/to CUCC, have a decisive
impact on water rates in Montara. /

In OIX 83-11-09 both the CommLSSlon and the staff
contenmplated that ratemaking changes/due to the issue of timber
harvesting revenues would be lzkely/:or the Guerneville District.
Accordingly, we consolidated tha;/investzgatxon proceeding with
A.60220, the most recent general/rate proceeding of the Guerneville
Distriect. For other districts,o! CUCC, where ratemaking
adjustments were deemed less likely, we merely included in our OII
a notice that other rate caseé for CUCC’s other districts ox
subsidiaries may be reopened/and consolidated with this proceeding
if the Commission finds it jappropriate.

Neither the sta nor any other party to this proceeding
has filed a motion to consol;date the most recent general rate
proceeding of the Montar District with OXX 83-11-09 or with this
application proceeding./ Consequently, there is no backdrop against
which the staff’s progpsed ratemaking adjustments may be viewed.

In the case cited by CUCC in its brief the Commission stated:
”...as a matter of diligent ratemak;ng practice it is most

desirable to exam;ndla utility’s total operations before increasing
(or decreasing] rates. (Southexn California Edison Co. (1977)

81 CPUC 749, 750.)

As a general rule it is desirable to consider a utility’s
total operations fore adjusting rates. Thus, the bulk of the
Ccmmission's~ratemaking.busihess is conducted in general rate
proceedings wherg all elements of the company’s operations ¢an be
considered. An/exception to this rule is frequently made in offset
cases of one nd or another. Where a single factor in a company’s
results of op?ratlons is significant, the Commission may and
frequently does consider it in isolation. For instance, energy
costs for elgcttic corporations are considered in energy cost
adjustment clause proceedings; the cost of natural gas for gas
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corporations is considered in gas adjustment clause proceedings:
and major additions to the rate base of a public wtility are
frequently considered in rate base offset proceedings.

We do not have before us in this p:oceeding either a
general rate proceeding or a traditional oﬁfset case. The staff’s
proposed rate base adjustment does not result from a major change
in rate base nor is it considered in,tne context of other rate basc
adjustments made necessary by eventslfékang place in this utility
since the last general rate proceed;ng, as would be the case in a
general rate proceeding. It would extremely difficult, if not
impossible, for the Commission tg/éiiance the consumer anc investor
interests ( i
320 U.S. 591, 603) where one evént affecting rate base is not
considered with all events aff@cting rate base over a given period
of time. ‘

Based upon the foregoing discussion we do not believe
that this proceeding is an/appropriate vehicle for making rate or
rate of return adjustments. Although our answer to issue 2A would
seem to make it unnecessary to consider the specific staff
proposals, we will nevertheless discuss the staff proposed
adjustments individua%;y. In doing this we will not consider
Ratemaking Issue 2B separately, since it consists merely of a
general statement that encompasses the three individual issues 2C,
2D, and 2E.

Ratemaking Jssue 2C
| Is the Staff Proposal for Retiregent
of the Portola Wells Appropriate?

r

Staff fecommends that Portola Wells 1 and 2 be retired
from the rate base of the Montara District. The facts upon which
the staff recommendation is based are not in dispute. In February
1980 CUCC purcnased the four Portola Wells from Half Moon Bay
Properties (HMBP). Portola Well No. 1 failed in 1981 and Portola
Well No. z-thiled in early 1982. Portola Wells 1 and 2 have
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v ,
remained inoperative since 1981 and 1982, respectively. Staff
contends that the wells should be remcved q;ém rate basce because
they are no longer used and useful. According to the staff, the
ratepayers have been paying depreciation/’taxes, and a return on
these wells, which have not bene!itteq the ratepayers since they
became inoperative. The staff cites 0.85=08=046 in PG&E
A.83~09=-49 in support of the proposftion that plant which ceases to
be used and useful should be excluded from rate base.

In Exhibit 22, Appendix/b, the staff sponsored an
amortizatioen plan which it testified would permit CUCC to recover
its cost of the Porteola Wells 1 and 2 without earning a return on
the wells. The staff cites in support of its amortization plan
SDGSE (1979) 1 CPUC 2d 644. / We have attached a copy of Appendix D
to this opinien in which the statf has calculated the historical
cost of the two Portola We&ls in question at $72,922. The staf?f
has also calculated the imounts that the ratepayers bhave paid in
earnings, taxes, depreciation, and lease costs during the period
1982 to 1986. The totﬁ ratepayer cost based on these calculations
is $84,089. The histofical cost of the wells is then subtracted
from the cost paid-by/the ratepayers through rates and the balance
of $11,167 is, according to the staff recommendation, to be
amortized over three/years to the benefit of the ratepayer.

cuce cont,sts the staff’s proposal concerning Portola
Wells 1 and 2, arquing that even if this proceeding was a proper
one for general raFe adjustments, it is clear that the staff‘s
ratemaking proposal for amortization of some of the costs of
Portola Wells Nos. 1 and 2 is not appropriate because it would
involve retroactive ratemaking. CUCC states that the ratemaking
authority of the/Commission is derived from PU Code § 728, which
provides, in relevant part:

/
“Whenever the Commission, after a hearing,
finds/ that the rates...collected by any public
utility for or in connection with any service
-.-are insufficient, unlawful, unjust, [or]
unre?sonable...the Commigsion shall determine

\
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and fix, by oxder, the just, reasonable, or

sufficient rates...to be thereafter observed

and in force.” .

CUCC states that the California %ypreme Court, citing §
728, has held that the Commission has powexr to fix rates only
prospectively, not retroactively. In zmgi;y;_zgg (1965) 62 Cal. 2d
634, 649-652 the court held:

#The fixing of a rate in the/ first instance is
prospective in its application and legislative

in its character. Likewise the reducing of

that rate would be prospective in its

application and legislative in its charactex.”

CuCC contends that t%p practical significance of the

prohibition against retroactive ratemaking is that when this
Commission fixes the rates a/é:ility may charge by a final, valid
order, amounts collected by Ahe utility pursuant to that order are
conclusively proper and are not subject to retroactive adjustment
by subsequent action. (Ci (1972)
7 Cal 3d, 331, 338, 356, 359.) According to CUCC, if this
Commission were to beligwe that amounts previously collected
pursuant to a valid tariff were excessive, the only recourse
available would be to hold a formal rate hearing, consider the
evidence on all relev#nt factors and, if the evidence suppofted it,
set lower rates for the future. It would not be appropriate to
order refunds of amo’ ts collected pursuant to the prior tariff.
(PTS&T V. PUC (1965')/:: Cal 2d, 634, 649, 656.)

It is clear from the contents of Appendix D and from the

testimony of the staff witness on cross—examination that the
staff’s proposed amortization is actually a refund of $11,167 to
the ratepayers of/ revenues previously collected by CUCC through
rates that have ?een approved and authorized by the Commission.
Since the amounts identified in Appendix D have already been
collected pursu?nt to a final order of the Commission, an order to
refund such amounts would constitute retroactive ratemaking contary:
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to the holdings of the California Supreme Court in the above-cited
cases, as such an order would not appear to fall within any of the
exceptions to the rule against retroactive ra€9making discussed in
subsecquent California Surpreme Court cases such as Southern

/ g
Salifornia Bdisen Co. v PUC (1978) 20 Cal. £d 813).7
Even if the staff’s amortization proposal were lawful,
CUCC alleges that it is otherwise tlawe in the following respects:

1. It treats all amounts recovered as capital
recovery, when in fact sSome amounts went
for taxes, lease costs/, and cost of capital
(return) ;

The staff’s calculations do not use the
correct rates of actual return, so they do
not show amounts actually earned by CUCC on
the investment in Portola Wells Nos.

1 and 2;

The staff witpess used an incorrect
multiplier for the income tax conversion:

The staff has not reflected the earnings
lost by CUCC between the time of the
installation of the wells and the effective
date of the rate order that included them
in rate base; and

The staff does not offset any operating
expenses incurred by CUCC which were not
included in the test year expenses used to
set rates for Montara.

Since we have already concluded that the staff
amortization pla#'is barred by retroactive rulemaking
considerations, /we need not discuss or make findings on the other
points raised ?y CUCC. However, they do illustrate the problems
encountered wben the test year method of ratemaking is set aside

2 Because the staff did not file a closing brief, it did not
respond to/ the arguments on brief of CUCC on the issue of
retroactive ratemaking.
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and a plant-item by plant-item approach is used in determining the
appropriate rate base for ratemaking purposes. Dﬁging the period
between one decision in a general rate procee%yng and another for
the same company, we assume that certain pl items will be
retired, for obsolescence or other reasonsy/z:d that simultaneously
other plant items will go into service bg/becoming operational
plant facilities. If it is deemed appropriate to examine the rate
base of a public utility between general rate proceedings, then all
appropriate adjustments to rate base/should be examined to account
for both additions and retirements./ Instead, the staff in this
proceeding has examined Portola walls Nos. 1 and 2, which have gone
out of service in the period besyeen general rate cases, but has
not examined the additions and /betterments to plant that have
occurred in the same period. /It would not be reasonable to reduce
rate base prospectively to‘?ccount for the nonoperational status of
Portola Wells Nos. 1 and 2 without examining additions and
betterments to plant in service that have occurred during the same
peried.

Citations by/the staff to D.85-08-046 in PG&E A.83=09=49

and to SDGEE (1979) 1/CPUC 2d 644 are not helpful to the staff’s
position. D.85-08~046 was cited for general language on the
concept of used and/useful utzlity plant in rate base. That
decision was 1ssued in PG&E A.83=09~49, which sought authority to
increase electric rates to reflect retirement and decommissioning
costs of Hunbo%pt Bay Power Plant, Unit 3. In that rate proceeding
PG&E sought $86,086,000 of additional revenue. The Commission ,
authorized the utility to collect $52,910,000, which it found to be
the prudently incurred direct cost of retiring Eumboldt Bay Power
Plant, Unzt/s. The Commission disallowed $33,176,000 of accrued
allowance for funds used during construction. The staff has not
demonstrat;d how the PGLE decision is similar and thus should
govern an§ decision arising out of this proceeding.




A.85-06-010 ALJ/RTB/rsr/fnh © " ALT=-COM-FRD

l in

Is the Staff Proposal for Treatment
of Terminated Lease Payments to

?

During hearings in Phase I, CUCC stipulafed that lease
payments that are now a part of its revenue requirement in the
amount of $9,600 pex year may be rreated as a dgeferred credit and
accunulated in a balancing account with intepbst until the next
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In like manner the staff’s citation of the 1979 SDGLE
decision provides no assistance. That decision arose out of a
general rate proceeding. The matter quoted by tyﬁ/;tatt in its
brief pertained to the rate treatment of certain costs associated
with the abandoned Sundesert Project. The pa ﬁgraph quoted by the
staff contains the following sentence, whiip/ze assume is the point
the staff wished to emphasize: #“We believe that adherence to our
past practice of allowing recovery of abandonment costs fron
ratepayers while denying rate base treatment is an equitable
solution to a difficult problem.” Ag#gn, the factual situation
involved in the SDGSE case is dissimilar to that with which we are
faced in this proceeding. In we addressed the issue of the
treatment for ratemaking purposes/or plant that was never in rate
base and that had to be abandoegd. In this case we are faced with
plant that is in rate base which has become prematurely obsolesence
due to failure of the wells./ In addition the SDGLE case was a
general rate proceeding, wgereas this proceeding is an
investigation proceeding the scope of which did not encompass a
general inquiry into the/entire operative plant of the utility nor
the entire results of operatioﬁs of the utility. Finally, the
SDGEE case did not iqyélve refunds of revenues obtained from lawful
rates, as is the caig with the st;!t propesal in this instance.

For the reasons that we have discussed we will not adopt
the staff’s recommendation for A refund of $11,167 to be amortized
by reducing rate?/over a 3-year period.

Ratemaking Xssue 2D
Is th@ Staff Proposal for Treatment

of Terminated Lease Payments to .

Dyéing hearings in Phase I, CUCC stipulated that lease
payments t?at are now a part of its revenue regquirement in the
anount of /59,600 per year may be treated as a deferred credit and
accumulated in a balancing account with interest until the next
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general rate proceeding of the Montara District. At that time, th
amount accumulated may be used to reduce CUCC’s future revenue
requirement. Based on that stipulation, the Commission ordexrgd
CUCC to establish a memorandum deferred credit account and Ao
accunulate $800 per month representing the lease payments’ on the
Portola Wells, with interest at 7%, until the next rate proceeding
for Montara. (D.86~05-078, Ordering Paragraph 95.)

In Phase II the staff proposed to reflecf in rates the
termination of charges paid by CUCC for the leasé’back of HMBP’s
share of the water from the Portola Wells. Sifice CUCC is no longer
paying these charges, having purchased HMBP’S interest in the
Portola Wells, the staff believes that rates should be reduced to
reflect this decrease in expense. l’ﬁ

This issue involves expenses ©f about $9,000 per year,
which the Commission has already consfdered in its decision on
Phase I. Pursuant to CUCC’s stipulation, we ordered CUCC to
establish an account and to accumylate these expenses for later
amortization, with interest, to fhe benefit of the ratepayers.
That disposition will fully pre¢tect the interests of the ratepayers
and will not involve us in itém-by-item rate adjustments between
general rate proceedings.

During Phase II,/a witness for CUCC testified that the
balancing account establjshed in D.86-05-078, as described in the
preceding paragraph, uld contain, in addition to the
accunulation of the djscontinued monthly lease payments, the
accumulation of costg incurred in the search for the new water
sources. Once the gearch is completed, according to the witness,
the charges can b¢ removed from the balancing account and xecorded
in plant if the gearch is successful or offset against the lease
payments. The femainder of the balancing account can then be
handled in Monfara’s next general rate proceeding. CUCC continues
to advocate the same position through its brief.
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In its brief the staff opposes the proposal by CUCC. The
staff points out that expenses incurred by CUCC in its search for
new sources of water should be capitalized and should become a pa
of the rate base in the next general rate proceeding of CUCC.

It would therefore be inappropriate to offset costsg/that
will be capitalized against the expense items that are acgdmulating
as credits for the henefit of the ratepayers in the balpfcing
account established in D.86-05-078. Accordingly, we yill deny the
request of CUCC for balancing account treatment of gosts incurred
in the search for new water sources.

Ratepaking Issue 2E
Should the Cormpany’s Rate of Return

e GG i) . », oL PN AL N <

The staff recommends that the Cophmission reduce the
allowable rate of return on equity from 14.2% to 6.6% thereby
reducing the overall rate of return frof 12.04% to 7.55%. The
staff further recommends that the lowgk return on equity should
remain in effect until such time as LUCC complies with the order in
D.86193 (1976) to increase water pyoduction capacity to at least
550 gpm. The staff’s recommendatd{on is based on CUCC’s consistent
failure to develop additional sypplies of water. As a consequence
of this failure CUCC has applifd for and received an order imposing
restrictions on connection of new customers. (D.86=05-078.) Staff
requests that a penalty be JImposed on CUCC to provide an incentive
for its shareholders to prbvide reasonable water supplies to its
customers. In support of its rate of return penalty recommendation
the staff cites gepers elephone company o alifornia, 4 CPUC 24
428, wherein the Commjssion reduced General Telephone’s rate of
return because of ingdequate service. Staff requests similar
treatment for CUCC An this proceeding because of its failure to
provide reliable yater supplies to its customers.

COCC résponds that the staff has not demonstrated that
the development/ of the Portola Wells or any other source was
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imprudent. Rathexr, according to CUCC, the evidence shows that CUCC/
was justified in believing that the Portola Wells would satisty
customer demands for service, but that those sources did not
produce as reliably as expected. CUCC asserts that as it became
aware that the Portola Wells would not provide adequate sépplies,
CUCC has continued its efforts to identify and develop f&her
prospective sources. These efforts have included th¢’ retention of
expert hydrologists and negotiations with Half Moom Bay Properties,
the area’s largest landowner to obtain additiona)Y sites. CUCC has
also been seeking the agreement of the County ¢% San Mateo and
necessary permits to develop two new wells ay Half Moon Bay
Airport, the most promising location for the development of new
supplies. CUCC believes that there is n¢/basis in this recorxrd for
penalizing CUCC by reducing its rate o return.

The staff cites Genera e lephone Company o alifornia,
4 CPUC 2d 428, in support of its reguest that CUCC’s rate of return
be reduced. The Genexal proceedipnf was a general rate case in
which all the elements of the cofipany’s operations were examined.
In the decision in that proceeding the Commission examined the
company’s capital structure and costs of capital in detail and
concluded that the cost fagfor for common equity was 14.10%. That
cost factor, taken togethgr with cost factors for other parts of
the capital structure, and weighted in accordance with the adopted
capital structure percéntages, resulted in a rate of return of
10.58%. The Commission also examined in that proceeding service .
deficiencies in Geperal’s operations that had caused a multitude of
customer complaints. To give General an incentive to take
concerted and effective measures to substantially improve its level
of service the/Commission reduced the authorized return on equity
by 0.50% to 1}3.60%. This adjustment reduced the revenue
requirement/for General by $7.4 million. The Commission added that
if General)/ showed that its service had been improved to a
satisfactfory level, the Commission would consider adjusting rates
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to provide General with an opportunity to earn a 14.10% return on
equity. However, the penalty was to be removed no earfin than
December 31, 1981. The order was signed and ef!ec‘t:lir{e October 22,
1980, indicating that the penalty would be in effect for
approximately 14 months, assuming that General Gld show improved
service within that period.

There are several major distinctions between the General
case and this proceeding. First, the reducfion in return on equity
ordered in the Gepneral case occurred in a general rate proceeding,
where all aspects of the company’s operarions and service were
examined and an appropriate balance could be arrived at between the
interests of the ratepayer and the in¥erests of the utility
shareholders. Second, the reductiorn/ in return on equity in the
general case was not punitive but yather reflected the Commission’s-
evaluation of the level of service provided by General to its
customers. In contrast, the prgposal in this case is to reduce
return on equity by 50%. Third, the Commission placed a limit on
the time during which rates would be reduced to reflect inadequate
sexrvice. The staff made no/:uch proposal in this case. Fourth,
the authorized return on equity, after deducting 0.50% percentage
peoint from the adopted cost factor for common equity of 14.10%,
still yielded a 13.60%/return on common equity. This value was
within the range of récommendations made by the expert witnesses
who testified on the¢ subject of cost of capital.

The staff recommendation made in this proceeding to
reduce return on equity from 13.2% to 6.6% is not made within the
context of an oyerall study of the cost of capital of CUCC.
Moreover, such/a reduction of return on equity would produce a
penalty of $70,260 per year.3 A penalty of this magnitude is

3 See/Appendix E for derivation of this number.
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proposed at a time when the development of additional water
supplies is the primary task of this public utility. Since the
development of such supplies is at least in part a function ot/the
availability of funds to use for exploration, test well drildgng,
and development of new wells, it seems inappropriate to»%;/Qhat
such a significant fine is proposed at this juncture. cordingly,
we will not adopt the staff proposal.

However, we do believe that sonme penalty should be
assessed to CUCC for its failures to timely develep the water
supplies that are urgently needed for this syster. Within the
context of a generxal rate increase application 4Or a general
investigation of the rates, operations, and sdésices of the Montara
District a more finely tuned rate of return/reduction, similar to
the one exacted in the General Telephone case, would be appropriate
in our view.*

Need for a General Rate Proceeding

The last general rate proceeding for the Montara District

was A.60253. In that case, based oh a 1982 test year, the

Commission found that a revenue ixicrease of $388,900 or 162.8% was -
necessary. However, this was rgduced by a $106,100 offset rate |
increase granted by Rescolution W-2809, dated March 17, 1981. The
revenue increase was further/ reduced for 1982 to $168,700, pursuant
to the Commission’s policy/of holding rate increases in one year to
50%. The Commission autlorized the collection of the revenue

4 The staff proposal to reduce return on equity from 13.2 to 6.6%
is in fact an attempt to exact a punitive fine from CUCC for its
failure to obey ,the orders of the Commission. Such punitive fines
are ordinarily gought through enforcement proceedings initiated by
OII or 0OSC, wherein due notice of the general orders, orders,
rules, requlations, or statutes violated and of the penalties
sought by the staff are given in writing to the respondent public
utility. Even a liberal interpretation of the lanquage of .

OIX 83=11~D9 could not convert it into an enforcement proceeding
for the Montara District.
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deficiency ($146,300, including interest) to be deferred to
and 1984. (D.82-05~076, page 3.)

The Commission based much of its decision in Montara
case on companion decisions arising out of CUCC’s Sacramento
District (D.82-02-059) and Guerneville District (D.asza—ozz) rate
increase applications. Accordingly, the discussior and findings in
D.82-05-076 were abbreviated. However, the COmmiééion found that
an overall rate of return of 12.04% was reasonable, with a return
on equity of 13.2%. In addition, the Commissfon stated:

#. « . Water quality and system/condition at
Montara have been improved in the last half
decade, and further upgrading ©f the system is
contemplated in Montara’s copStruction budget.

#The enormity of the presemt rate application
stems in large part from the fact that Montara
has expended approximately $878,706 of [CUCC’s)
funds in completing ordéred construction
programs in the water district in the last five
years. This amounts to about $685 per
customer. During s time there have been no
substantial rate inéreases granted to Montara,
with the exception/of the offset increase
granted March 17,/1981 by Resolution W=-2809.”
(D.82=~05=076, page 8.)

In Finding 6 the Commission found that:

~Montara’s leével of water service is adequate.”

(Id., page Al.)

There was/ﬁt-discussion of the issue of water supply and
no mention of the/eommission’s prior orders requiring CUCC to
provide 200 gpm/of additional well production.

Fing?ly, the Commission stated at page 8 that the Montara
District hh:/a,272 customers. The source of the 1272 figure is

CUCC Exhibit 7, page 16. The figure represents the number of
commerciaL/Eustomers as of December, 1979.

The need for a generzl rate proceeding is indicated by
the foldowing factors:
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‘ Rate base should be adjusted to reflect/the
tgilure of two Portola wells, discussed
above.

Lease expense should be adjusted reflect
the elimination of lease paymentg” to HMBP
and to amortize over a future period the
accrued credits, discussed abgve.

Revenues should be adjusted /Ao reflect an
increase in customers from/272 to 1599 or
26%. (CUCC’s monthly repgrt for April, 1988.)
CUCC’s customers have refently reached a high
of 1610, based on the ménthly report for
January, 1988. The indrease in customers
since 1979 tends to jiAcrease sales, and thus
actual revenues, beyédnd those assumed when
rates were last sets

The return on eqyity should be adjusted to
reflect reduced Lapital costs in 1988.
Returns on equity now being authorized for
Class A water L£ompanies with equity ratios
in CUCC’s r:zé: (approximately 68%) are
about 12%, ereas the return adopted in
1982 was 13/.2%. (See, for example,
D.87-09-074, wherein Park Water Company was
authorized a return on equity of 12% with
an equitf ratio of 77.16%.)

While thes¢ four factors suggest that a rate decrease may
be appropriate in the Montara District, the construction and
operation of the yew airport well and other factors of which we are
unaware may offs¢t them, in whole or in part. Our staff should
study Montara’s/revenue requirement and recommend an Order
Instituting Investigation, if appropriate. To assist the staff we
will require LUCC to submit a summary of earnings for the Montara
District to/CACD concurrently with the filing of any general rate

applicatioy or advice letter for any other CUCC water operation in

Oon November 12, 1986, CUCC filed a petition to modify
D.86-03/078 by extending the date that the moratorium on further
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water service connections was to end. The moratorium was Ep/;xpire
on November 28, 1986. On December 12, 1986, Farallon Vista
Associates (Associates) filed a protest to CUCC’s petitign.
December 16, 1986, the ALY issued a ruling setting aside submissien
of Phase II to consider CUCC’s petition and Associatel’ protest.
The ruling also reflects the agreement of counsel £dr CUCC and
Associates that the moratorium could be extended

hearings. On December 17, 1986, the Commission ssued D.86~12-069,
extending the moratorium on service connectiony until further order
of the Commission.

Public hearings on CUCC’s petitiopy and Associates’
protest were held in San Francisco on Janudry 13 and 27, 1987, and
submitted without arqument or briefs. After off-the-record
discussions the ALY ruled from the ben

7...from the two days of heyxrings that have taken
place regarding the petitigh for modification, the
evidence seems to support/he continuation of the
restriction indefinitelyArithout a need to impose
a further cut-off date a date when the
restriction will end by operation of law.

7So I would propose the parties that the
Commission’s current/decision, Decision

86-12-069, disposes/of the petition to modify the
earlier decision of the Commission
[D.86=05-078], and that the matter can be
submitted on the/basis that Decision 86=12=069 has
granted to Citiens the relief that [it] sought in
[its) petition /for modification.

*Is there any/response?” (Transcript 6:448-449.)

CUCC agreed/that the matter could be subnitted on the
above texms. Associftes stated no objection. The staff attorney
stated the position/of the Commission Advisory and Compliance
Division, as folloys:

“Although we don’t condone the continuation of the
morxatorium on Citizens’ service area, we realize
that the moratoriun were lifted, it would place
additional hardships on the current customers.
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Therefore, at this point, we really have no

further objection.” (Transcript 6:449.)

Since D.86-12-069 has, in effect, granted CUCC’s ggtition
to extend the moratorium, the following orxder should so state in
ordexr to clear the docket of a pending petition.

Petlt;on of Farallon Vlsta Associates

by D.86-12=-069. Associates allege that they

that will supply all of the needs of their

propose to contribute the well to CUCC, together with associated
facilities, in exchange for CUCC’s commithent to serve their
development. On February 24, 1988, the/Water Utilities Branch of
the Commission staff filed a timely pydbtest to the petition and
requested that publiec hearings be h d. On March 3, 1988, cuce
filed a motion for leave to file a ate protest, which was granted
by ALT ruling on March 11, 1988.

By letter dated April/15, 1988, (with copies to the ALT
and the staff) counsel for Assdciates forwarded to CUCC a proposed
Agreement for Transfer of Wafer Source and Commitment to Serve.
Presumably, Associates and LUCC are negotiating about the terms of
that agreement. Public hearings await Associates’ advice that they
have reached an agreement with CUCC and that they are ready for
their petition to be hdérd.

Regulatory Proceedxngs Affecting COCC’s

During J’\i{y, 1985, CUCC sought permits from San Mateo
County to develop/two new wells in the airport plain. On February
18, 1986, the County issued a Negative Declaration for the project.
On March 20, 1966, the Zoning Administrator approved Use Permit 85~
31 and Ccastal Development Permit 85-59. The action of the Zoning
Administrator was appealed to the Planning Commission, which
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approved the permits on May 28, 1986. (Exhibit 39.) The action of
the Planning Commission was appealed to the Board of Supervisers.
On July 8, 1986, the Board denied the appeals and approved the
permits, subject to 15 conditions. (Exhibit 26.)

On July 28, 1986, a small group interested in the ¢?fect
©f the wells upon the Pillar Point Marsh filed an appeal of the
permits with the California Coastal Commission (CCC).

(Exhibit 32.) On August 5, 1986, CUCC filed an appeal Avith CCC
seeking to modify Condition 4 so that it would not cohflict with
Public Utilities Code Section 453. (Exhibit 33.)

On November 14, 1986, CCC voted 11 to ¥ to grant the
permit sought by CUCC. The permit limits produétion of the two
wells to 400 acre feet per year and is subjzzﬁ?zo other conditions.
The Notice of Intent to Issue Permit (Exhibif 39) states that: .

“The actual development permit being held in
the Commission office until fulfillment of the
Special Conditions la-d, impoged by the
Commission. Once these cond¥tions have been
fulfilled, the permit will Me issued.~

Conditions la through 1d are attachéd as Appendix B to
this decision.

From correspondence iy the file (copies of CUCC’s letters
to and filings with the CCC were sent to the ALY by CUCC at his
request) it appears that between April 19 and May &, 1987,
unseasonably warm weather rZZulted in increased water demand in the
Montara District. Demand/exceeded productive capacity of the well
and surface water sources, resulting in a draw down of stored
water. Beginning May 8, 1987, between 100 and 150 customers began
to experience tempor low pressure or water outages. CUCC began
water hauling on 1, 1987, and by May S, 1987, all customers
were back in serﬁ}ce.

Since Condition 1 of the original CCC permit had not yet
been fulfilled,/ CUCC could not obtain the permit to arill, and thus
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could not drill, the two proposed wells in the airport plain. ©On
May 22, 1987, CUCC filed with CCC an application seeking to amen
its permit to allow the development of a single, temporary
community water well. The CCC’s staff report, filed May 28,
recommended approval of the amendment with ¢onditions. 7Th
attached hereto as Appendix C.

A letter dated July &, 1987, from counsel for’ CUCC to the
Director of Environmental Management for the County of’San Mateo
indicates that the CCC acted favorably on itsrstafﬁ/;eport and
amended the permit to allow CUCC to construct one¢/well. That
letter requests that the County of San Mateo-puﬁrintoretzect a
moratorium on issuing building permits in the/gervice area of the
Montara District. The CCC staff report had/éecommended as
Condition 6:

~#The applicant [CUCC) shall net authorize any
new connections and shall gz?gtion the San

Mateo County Board of Superfisors to similarly

reduce the number of building pernmits within

their service area as prgvided by ICP [Local

Coastal Plan) Policy 1.,49(b).”

Monthly and quarterly’ reports filed by CUCC pursuant to
D.85=05=-042 in OII 83-11-09 te that CUCC obtained the amended
permit from CCC and, durxing/August, 1987, constructed and put into
service a single well at the Half Moon Bay Airport in accordance
with CCC permit No. A=~3FSMC-86-155. The October report, dated
October 15, 1987, states:

available/to our system on August 14, 1987 and
has beer/used virtually continuously since that

e conditions precedent to the issuance of a CcC
permit for fhe construction of a second well at the airport. It
has also ined use permits and coastal development permits from
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San Mateo County to drill two test wells in the San Vincente Creek
area. The County has extended these permits until September, 1988.
oinds ¢ Fact

1. The productive capacity of CUCC’s water sources is 38
gpm, including the Montara Spring and the Park Well.

5. The Montara system requires 465 gpm of productiv
capacity to meet the demand of current customers for reli
service. In addition, to meet the demand of individual/lot owners
who have applied or will apply for service and the de
Farallon Vista Housing Development the system requixes at least 550
gpn of productive capacity.

4. The combined curxent production of th wells added to the
system since 1976 does not equal 200 gpm. (Fifding 11,
D.86-05-078, p. 33.) «

4. Reliable well production was bet¥een 225 and 264 in 1976 |
and is now adbout 300 gpm. (Finding 12,

S. CUCC has not met the requirepent of D.88618 to provide
new well capacity of 200 gpm. (Findyng 13, Id.)

6. Water from Park Well is ended with water from other
sources before it is delivered tg/customers. |

7. The blended water meefs all DHS standards applicable to it.

8. The staff’s proposed amortization plan would reduce CUCC’s
rate base to reflect the fa that Portola Wells 1 and 2 are no
longer used and useful.

9. CUCC’s authorifed return on equity is 13.2%.

10. D.86-12-069 granted the relief sought by CUCC in its
petition for modificyfion filed November 12, 1986.

11. After a rfgulatory process that consumed almost 2 years coce

obtained authority’ from CCC to construct one new well in the alrpors
plain. The well/has been constructed and has been operating since
August 14, 198%7.
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San Mateo County to drill two test wells % the San Vincente Creek
area. The County has extended these permits until September, 19s8s.
indi ¢ Fact

1. The productive capacity of CUCC’s water sources is 383
gpm, including the Montara Spring 3nd the Park Well.

2. The Montara system requires 465 gpm of productive
capacity to meet the demand of snrrent customers for reliable
service. In addition, to meet the demand of individual lot owners
who have applied or will apply for service and the demand of the
Farallon Vista Housing Deve épment the system requires at least 550
gpm of productive capacity4>

3. The combined curéent production of the wells added to the
system since 1976 does-not equal 200 gpm. (Finding 11,
D.86-05-078, p. 33.) _

4. Reliable well production was between 225 and 264 in 1976
and is now about aoq/gpm. (Finding 12, Id.)

5. CUCC has not nmet the requirement of D.88618 to provide
new well capacity/of 200 gpm. (Finding 13, Id.) ’

6. Water from Park Well is blended with water from other
sources before ﬁt is delivered to customers.

7. The blended water meets all DHS standards applicable to it.

8. The staff’s proposed amortization plan involves a refund of
revenues collected by CUCC through rates approved and authorized by
the COmm1551on.

9. cuﬁc's authorized return on equity is 13.2%.

10. Dk86-12-069 granted the relief sought by CUCC in its
petition for modification filed November 12, 1986.

1l. er a regulatory process that consumed almost 2 years <oce
obtained authorzty from CCC to construct one new well in the airport
plain. The well has been constructed and bas been operating since
August 4, 1987.
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12. By D.87-09-071 the Commission authorzzed Park Water Company
to earn a 12% return on equity. Park’s capxtal structure was 77.16%
common eguity.

13. CUCC’s customers were 1,272 An December, 1979, and are now
about 1,600.

l4. The four factors listed mn the section entitled “Need for a
General Rate Proceeding” suggest that a rate decrease may be in order
for the Montara District.
Sonclusions of Law

1. The output of the Park Well should be added to the other
water sources in computing productive capacity of the systenm.

2. This proceeding ¥s not an appropriate vehicle for making
rate or rate of return aqjhstments.

3. An order to refund the amount Proposed in the staff’s
amortization plan would/constztute retroactive ratemaking and would
be contrary to the holdxngs of the California Supreme Court.

4. D. 86-Os-o7a/should not be modified to allow CUCC to
include in theraccoyét fox discontinued lease payments all costs
for CUCC’s search for new water supplies.

5. The CUCC/proposal to include costs of searching for new
watex sources in the balancing account established in D.86~05-078
should be den;ed. ' ‘

6. A.punxtive fine imposed by reducing return on equity by
50% would not ge appropriate in this proceeding.

7. The following order should grant the Cuce petition for
modification taled November 12, 1986, so0 that our docket may be
cleared of a‘pending petition.

8. CU?C should be required to develop additional water
production capacity to bring its total production to 550 gpm, as
required by /D.861953.
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12. By D.87-09-071 the Commission authorized Park Water chpany
to earn a 12% return on eguity. Park’s capital structure was .16%
common equity.

13. CUCC’s customers were 1, 272 in December, 1979, ,4nd are now
about 1,600.

14. The four factors listed in the section entdtled “Need fox 2
General Rate Proceeding” suggest that a rate decredse may be in order
for the Montara District.
conclusions of Law

1. The output of the Park Wwell should be added to the other
water sources in computing productive cap, city of the systen.

2. This proceeding is not an app opriate vehicle for making
rate or rate of return adjustments.

3. It would not be reasonab to reduce rate base to account
for the nonoperatxonal status of brtola Wells Nos. 1 and 2 without
examining additions and bettermgnts to plant in service that have

occurred during the same perigd, since the adjustment at issue
would not affect a major po ion of CUCC’s rate base and since

adjustment between geneyal rate cases.
4. D.86-05-078 Ahould not be modified to allow CUCC to.

proposal to include costs of seaxching for new
water sources the balancing account established in D.86=05-078
should be denyed.

6. A punitive fine imposed by reducing return on equity by .
50% would rot be appropr;ate in this proceeding.

7.//&he followxng order should grant the CUCC petition for
mod;fxg;txon £iled November 12, 1986, so that ouxr docket may be
cleared of a pending petlt;on.
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8. CUCC should be reguired to develop additional 422:/

production capacity to bring its total production to
required by D.86193.
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ANTERIM ORDER

IT XS ORDERED that:

1. citizens Utilities Company of California (CTCC) shall
submit a summary of earnings for the Montara DistricyY to the
Commission Advisory and Compliance Division concurréntly with any
general rate application or advice letter for any/other CUCC water
operation in California.

2. The petition of CUCC for modification of D.86-05-078 is
granted, as set forth in D.86-12-0695.

3. CUCC shall continue to explore fdr, develop, and put into
service additional water supply sources whtil the total supply for
its Montara District equals ssoﬂgpm.g///

4. Phase II of this proceeding/ including the water supply
issues transferred from OIX 83-11-09, is concluded.

This order becomes effegfive 30 days from today.
Dated SEP 14 1988 , at San Francisco, California.

STANLEY W. HULETT
Prenident
DONALD VIAL
FREDERICK R. DUDA
C. MITCHELY, WILX
JOBN B. OHANIAN
Commissioners
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APPENDIX A
Page 1

Pindi r Pact

1. In D.86193 (August 3, 1976) in A.55538 and €.10093 CUCC
was oxdered to acquire new sources of water for its Montara serxrvice
area capable of producing at least 200 gpn.

2. On September 21, 1976, CUCC notified the Commission that
the Drake well (30-44 gpm) was placed in service.

: 3. In D.88618 (Marxrch 21, 1978) in reopened £.10093 CUCC was
ordered to continue its efforts to acquire new sources of water for
its Montara service area capable of producing at least 200 gpm.

4. In April, 1979, CUCC placed a new South Airport well #2
in operation replacing South Airport well #1 which had failed. The
new well involves a net loss to the system since it produces less
than the well it replaces produced at its peak capacity.

5. On December 6, 1979, CUCC in A.59321 requested a
tepporary moratorium on new service connections in Montara.
D.91422 (March 18, 1980) established a limited moratorium.

6. On January 30, 1980, CUCC’s witness testified in A.59321 =
that it had added to its system the four Portola Estates wells
producing 200 gpm, of which 130 gpm would ke available to CUCC.

7. As early as August 29, 1980, the four Portola Estates
wells were producing only 180 gpm, of which CUCC were entitled to
. two=~thirds of 120 gpm.

8. CUCC was entitled to HMBP’s remaining one-third interest
in the well production according to the terms of a lease dated
Febrvary 5, 1981. However, HMBP retained the right to demand
delivery of one-third of the production of the wells.

9. DPortola Estates Well No. 1 failed in 1981. Portola
Estates Well No. 2 failed in 1982. Portola Estates Well No. 3 is
producing at 35% of its original estimated rate. Portola Estates
Well No. 4 is producing at 20% of its original estimated rate.

10. The two Portola wells still operating produce between 33~
83 gpm. ‘ ‘
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APPENDIX A
- Page 2

11. The combined current production of the wells added to the
system since 1976 does not equal 200 gpn.

12. Four hundred customers have been added to the system
since 1976. Storage capacity has increased from 328,000 gallons to
762,000 gallons in this same period. Reliable well product;on was
between 225 and 264 gpm in 1976 and is now about 300 gpnm.

13. CUCC has not met the requirement of D. 88618 to provide
new well capacity of 200 gpm.

14. Increased storage has been principally responsible for
the system’s ability to provide additional serxvice to 400 new
customers since 1976.

15. Water service to current customers is not adequate in
that it does not meet the maximum day requirements of GO 103
regarding water supply and fire reserve requirements, 2lso in that
it does not provide any reserve margin for possible failurxe of one
of the three major wells serving the system. However, a few more
customers, i.e., the six Portola Estate lots and the prospective
custoners who have obtained commitments from CUCC, may be added to
the system, without significantly degrad;ng the service currently
enjoyed by the existing customers.

16. The customers identified in finding 15 will not be added |
to the system simultaneously, but rather over a period that may
extend to the end of 1986 or beyond.

17. Any further additions to the customer base will seriously
degrade the service to the existing customers unless additional
water supplies become available.

18. CUCC’s Supplemental Agreement with BHMBP is advantageous
to CUCC, will give .CUCC a legal right to additional water supplies
and may make available other HMPBP well sites to CUCC for
exploxation.

19. In D. 85—06-042'(June 5, 1985) in OIXI 83-11-09 we ordered
CUCC to proceed with all due diligence to develop and place in
operation no later than June 1, 1986, new water supply sources or
storage facilities, or both, sufficient to supply existing
customers and new customers as they require connection.

(END OF APPENDIX A)
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Recommended Conditions

PRIOR TQO THE TRANSMITTAL OF THE PERMIT, a study to
determine the safe yield of the Denniston sub-unit of the
Half Moon Bay Aquifer shall be completed by a qualified
hyd:oqeologis: and bdbiologist. 7The study shall include az
iaveatory of existing groundwater extraction, recharge rate
which includes streanmflow figures for Dexmnistoz Creekx frzox
streanm gauges placed in the the upper and lower couvrses and
nmonitered at regular iatervals, aad any other iaformatio:n
regquired to produce a thorough study including
recommendations for the protection of habitat values as
required by the policies of the San Mateo County Local
Coastal Program. The proportional costs of the study shall
‘be based upon the average annual water usage of each
participant.

ADOPitE"b) The study shall be submitted To the Executive Directorn Zor

review and determination that iT meets the requirements of
Condition 1(a) and the Local Coastal Plan Policies 2.32 azéd
7.20. Coplies of the study shall be provided at the same

time to the app?llants,;tpe local government, and operators

& of other wells in the vicinity of the Two proposed wells.
A PlEDc) The Executive Director, after having determined that the

study is adequate, shall prepare a.report to the Commissiozn
recommending final pumping rates and conditioas of
operation for the propoesed wells based on the approved
study and (1) consistent with LCP policies regarzding
groundwater extraction and habitat protection. and (2)
sufficient to prevent interference with other existing
wells in the arxea. The Executive Director shall sezd
copies of the report to tle appellant. the local
government, and operators of other wells iz the area.

-~ T .. e . _
ADC)}"lEDd) The Commission shall establish final punmpizg rates and

.
. ‘

conditions of operation based on the study. The Executive
Director's report, and other evidence submitted at a public
hearing. All parties which received a copy 04 the
Executive Director's report shall be permitted to testily
at the hearing.

Prior to the connection of any water supplies to Citizen's L
_JUtility Company customers from the wells allowed by this pezmic,

S appl;cant shall provide an additiomal 200,000 gallons ¢f water . -

storage., in a tank oz taanks, for emezgency or peak demané usa. .
A Coastal Development Pezmit £oz The Tanxk Of Taxks must be
secured froem Saz Mateo County prior to installatien.
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.Egcommended _Conditions (Continued)

3. BApplicant skall comply with the following conditieas attached
the permit by San Mateo County: Conditions numbers
o f\gyxfi. .3.4,5.6,10,11,12.13.14, and 15 (Board of Supervisors
~;:)\J1 spr:oval July 1986, see Exhibit 1).

RECOMMENDED FINDINGS

The Commission f£inds and declares as follows:

A. PROJECT DESCRIPTION

.

The proposed project involves the development of two communizy watex
wells to serve Citizen's Utlilities customers. The wells ate TS be
located at the Half Moon Bay Alrpoert, west of Highway One, betweex
the highway and the airport service 'bduildings. The Comnty kas
conditioned the permit to allow a maximum withdrawal of 400 acre ,
feet a year from the wells until hydrologicals/biological studies aze
completed. The proposed wells are located in the Dezniston sub-unit
of the Kalf Moon Bay Aquifer. Neazby existiang wells include CUC
North Airpert well (approximately 450" distant): Coastside Comazuzity
Water District's wells, approximately 1/4 mile to the soutd; amnd, a
couple of private wells to the west. (Please 'see Exhibit 4 for well
locations in the Alrport Area.) The proposed wells aze also
approximately 1.800 to the north-east of Pillar Point Marsh and
approximately 1,500 feet from Denniston Creek (Exhibit S).

(ZND OF ATPENDIX 3)
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STAYF RECOMMENDATION

Ine Staif recommends that the Comaission adopt the following
Resolutiocn: .

Approval wirh Condjtions

The Coxmicsion heredy grants. subject to the condirions helow, a
pezmit for tke proposed development on the grounds that The
development, as conditiomed. wiil be in conformity with the
provisions of Chapter 3 of the Califorzia Coastal AcT of 1976, will
ot prejudice tie ability of the local goveroment having
jurisdiction over the area. to prepare a Local Coasta) Prograz
conforming to the provisions of Chapter 3 of the Coastal Acet, is
located between the gea and the £irst public road nearest the
shorelirne and is in conformance with the public access acd pudlic
recreation policies of Chapter 3 of the Coastal ACt, and will nc:
bove any significant adverse Iizmpacts on the egviroamepst within the
meanipg of the Califorzia Taoviroamental Quaiity Act.

RICOMMPNDED GONDITIONS
Stramdard Conditions
See EBxhibit A.

mza; Cogdgtzogs

1. PRIOR TO TRANSMITTAL OF THE PZEMIT. the applicast xhall
demonctrate, to the satisfaction of the Execntive Directos, that
Lhey are noable Tto purchase water from Coastside Community Water

District., either from COWD's own SUPPly or from supplies purchased
from the City of San Prancisco.

2. PRIOR TO TRANSMITTAL OF THE PEKHIT. tde applicaat shall provide

the following information to the satisfaction of the Bxecultive
Direczor:

(3} An analysic of why CUC vater uge rates ace above the
Dorm. Apalysis shall include gecent (2986-1927) meter

figuces for homes and production figures for wells for the
cane peried.

(b} A program to substantially reduce domestic wIter use
and/or repair leaxing pipes depending os the
recommendations of the analysis prepared to satisfy

Coadition 2(a). The prograz. subject to the approval of
the Executive Diroctozr. £dall be implementsd upon

APPLOVAEL. PLogIesg LRTOTLG O the wiffectivemess of he
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program shall de sudmitted ou a moathly dasis To the
Executive Director. Pailure to effectively implement the
prograa or to provide Progresxz Reports shall be groundsg
for the revocation of this permit.

3. The applicant shall inmediately seek permits To construct The
storage required by Condition #2 of the origimal permiz. The pew
stozage facility shall be completed and availadle £or service withia .
120 days of acceptance of this permit.

4. Drilling of a temporary (one year from date of installation)
well at the Alrporlt site may only be permitted if the applicant is'
u2able To secure water supplies from CCAD amd the program for
reducing water use is ipneffective in bdringing use rates dowes Tto the
level of the production rates of the existing water sources affer -
one month's ogezation. Use of the well is limited te periodz of
peax demand and only in the amount necessary to prevent the”
disruption of service while mainzaining a minimum of 450,000 gallozs
in storage for fire flows. Raports of the time and amouat of
withdzawal from this well ¢2all be submitted te the Bxecntive
Director wizhin five days of each use.

5. Prior teo imstallation of the proposed water well, the appliéagt
sball submit for Executive Director's rfeview and approval after
review by the California Department of Pish & Gampe a:

Monitoring Program outline for Pillar Polint Marsd prepared
by a qualified biologizt

The monitoring program s2all be designed to assess the
potential adverse impacts that the water withdrawal froz
. the temporary well will have oz the marsh habitat,

Monitering data shall be collected prior to the well
igstallation, durizg the time of well uce. and up to oze
year after the well is_abandoned, aand

The methodology. freguency asnd Type of data collection.
apd the location of data transgects shall be defined iz the
outline after comsultation with the Califcrnia Lepartaest
of Figh and Game.

6. The applicant shall oot autkoerize any new conaections and shail
petiticn the Sam Matee County Board of Supervisors to similazl
reduce the aunmber of duilding permits within their sersvice area a
provided by LC2 Policy L.19(d). Wew comzectlons may be authoriczed
upen demonstration to the Connty and the Coastal Commisnion TRAT
adequateo, new watexr supplies exizt Yo serve the propesed usbes oF
tew coanecrticns.

(ZXD OF LPPENDIX C)
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APPENDEX D

Citizens Ttilities Company of California
Montara Di.s‘cric't

AMORTIZAZTON OF PORICLA WELLS #1 AND #2
Plant and Depréciation Rate

Lend well :Structure: wmps
Ttez Ae. 306 :+ Ac. 325 : Ac. 321 1 Ae. B24: Total

1 Portola A $9,175  $19,413 $ 2,74 $ 5,709 S37,07M
=2 Portola 2= v 94T - 19,413 . 2,760 4,50% 35,851

3 Total . $18,350 $§33,826 $5,5% 510,212 S72,922
4 Depreciation Rates None 3.26% 3.02% 5.15% -~
5 lonthly Accrual 109 14 44

Tive: = = T A R L=
(a) {o) (¢e) (d) (e}

Plant 572,922 $72,92 $72,922 $72,922 $72,922
Depr. Reserve 1,165 3,165 5,161 T,159 7,99

Net Flant ST1,757 $69,759 $67,761 $65,763 $64,931
Wgtd. Avg. Plant 72,340 70,758 68,760 66,749 65,37
10 Rate of Return 2.71% 11.80% 13.2% 13.51% 13.51%
11 Fornings 1,144 8,349 9,138 9,018 3,678
12 Taxes 1,209 8,822 9,656 9,529 3,86
13 Depreciation 1,165 1,998 1,888 1,98 852
14 Excess Iease Costs™ 1,400 1,968 2,841 4,207 1,753
15 Patepayer Coss $ 4,918 21,137 23,133 4,752 $10,149 $84,089
16 Cost of Well 72,922

17 Negative balance to be amertized over three years (11,167) .

* “[=menth penod 1982; S-monta period 1996.
* Amowrt oF the lease in D.82-05-C785, less amount a.ctua!:.y paid.

(END OF APPENDIX D)
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APPENDIX E

Adopted Cost or capxtal fxom D.82—02—059 Ln A_60132 (Sacxanento
ounty Watex ) ‘ A 1 e Ca A

Component Cost
Component = _Weight == Rate

Long=tern Debt 32.0% 9.57%
* Common Steock 68.0% 13.20% 8.98%
Rate of Return 12.04%

Effect of Staff’s Proposed Reduction in Cost Rate
Lox Common Equity fxrom 13.20% to 6.60%

Component Cost Weighted
component Weight: =~ Rate —Gost

Long~term Debt 32.0% 9.57% 3.06%

Common Stock 68.0%
Rate of Return

12.04% x $1,564,800% = $188,401.92
(Minus) 7.55% x $1,564,800*% = $118,142.40
$ 70,259.52 (Annual Penalty)

* Average depreciated rate base for 1985 (Exhibit 22, Appendix B,
Sheet 1 of 2, line 24.)

(END OF APPENDIX E)




