ei/ka

Decision No. 88128 ROV 221877 | , ' : | @FSU@HNA&
BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA .

Application of CITIZENS UTILITIES

COMPANY OF CALIFORNIA for authority

to increase its rates and charges

for its water system serving the Application No. 55538
axeas of Montara, Marine View, : (Filed March 6, 1975)
Farallonme City, Moss Beach and '

adjacent territory in San Mateo
County.

Investigation on the Commission's own

motion into the operations, practices,

service, equipment, facilities, rules,

regulations, contracts and water - Case No. 10093
supply of CITIZENS UTILITIES COMPANY (Filed May 4, 1976) -
OF CALIFORNIA, Montare District, ° o
sexving the areas of Montara, Marine

View, Farallore City, Moss Beach and

adjacent territory in San Mateo
County. :

Jokn H. Engel, Attormey at law, for Citizens
Utilitles Company of California, ag licant
in A.55538 and respomdent in C.10093.

Joanne Rabin, Deputy Attormey General, for the
Uepartment of Health; and James C. Parks
and Cecilia S. Goldthorpe, for theaselves;
interested parties.

Mary Carlos, Attormey at Law, and James Barnes,
tor the Coummission staff.

OPINION

Citizens Utilities Company of Califormia (Citizens-
California), Montara District, a wholly owmed subsidiary of Citizens
Utilities Company (Citizens-Delaware), requests an increase in rates
for water service to increase annual revemues in the test
year by approximately $92,800 over the rates now in effect.
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The above Comission investigation was ‘consolidated with
the application for rate increase. Public hearings were held before
Examiner Daly at Montara on Jume 1, 2, 3, and 4, 1976 with the matters
being submitted on concurrent briefs, which were filed on |
September 3, 1976. By Decision No. 86193 dated August 3, 1976 the
Commission issued an interim order requiring r_espondent to (a)
acquire new sources of water for its Montara service area capable of
producing at least 200 gallons of water per minute; (b) file a watexr
management plan giving priority to the comservation of water and to
the continuity of service in an emergency; (c) make no mew connections
until a sufficient water supply has been demonstrated; and (d) conduct
a well-testing progran under the sx..pems:.on of a registered
engineer.

Citizens-Delaware both operates and/or has subsi’.diary
utility companies providing gas, electric, telephené, water, and
waste water services in more than 500 communities in the United

. States. Its headquarters is located in High Ridge Park, Stamford,
Connecticut. It actively engages in administrative direction of
applicant performing administrative, accounting, financial, tax,
engineering, and purchasing sexrvices for it.

Citizens~California, which has its principal office in
Reddirg, lifornia, is a Class A telephonme utility as well as a
Class A water utility. The Montara Water District of Citizens-
California sexrves the commmities of Montara, Marine View, Farallone
City, Moss Beach, and the adjacent areas all located in San Mateo
Cbum:y. Water is obtained from both spring diversions and wells.
Three of the wells are located in the mnorthern part of the system
and two mear the airport in the southern section. As of December 31,
1974 there were approximately 121,000 feet of distribution main '
ranging from 1% to 8 inches in diameter included in the system. As
of the same date the district had 968 active metered service connze~
tions, 2 private fire commections, and 47 public fire hydrant
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connections. Operations within the district are conducted from an
office in Montara. In addition to a division manager, whose office
is located in Los Altos, a local representative, two servicemen, and
a clerk operate out of the Montara office.

Rates \
Applicant proposes to imcrease rates as indicated by the

following comparisons of present and proposed rates:
METERED SERVICE

. OPLICABILITY
Applicable to all metered water service.
TERRITORY |

Montara, Farallone City, Moss Beach and Marine View, and
vicinity, San Mateo County.

RATES

Per Meter Per Month
Present = Proposed

Quantity Rates:
First 500 cu.ft. or less $ 9.20 $ 13.15

Next 4,000 cu.ft., per 100 cu.ft. .. .35 1.22
Over 5,000 cu.ft., per 100 cu.ft.’.. .50 .72

Minimum Charge:

For 5/8 x 3/4~inch neter $ 9.20 $ 13.15
For 3/4~inch meter 13.00 18.60
For l1-inch meter 16.25 23.25
For 1-1/2-inch meter . 30.00 42.90
Tor ‘ 2-inch meter 42.00 60.05
For 3-inch meter ...... ceecen 85.00 121.55
For 4=1inch meter 130.00 185.90

The Minirmm Cherge will entitle the customer
to the quantity of water which that minimm
charge will purchese at the Quantity Rates.




A.55538, C.10093 ei

PRIVATE FIRE HYDRANT SERVICE

/

APPLICABILITY

Applicable to all fire hydrant service furnished for private
fire hydrants. ’

TERRITORY

The unincorporated commmities of Mbntara..Farallone City,
Moss Beach and Marine View, and vicinity, San Mateo County.

RATE

Per Month
: Present - Proposes
FOT QQCh h}’drant Cevesrasssenvemsssenna oo $2-0° ' . $2.85

PRIVATE FIRE PROTECTION SERVICE

APPLICABILITY

Applicable to all water service rendered for private fire
protection purposes. :

TERRITORY

The unincorporated commmities of Montara, Farallone Cicy,
Moss Beach and Marine View, and vicinity, San Mateo County.

RATES

Per Month
. _ rresent rroposed
For each 4~-inch commection or smaller .. $ 6.00 $ 8.60
Fox each 6-inch commection ........ ceena 9.00 12.85
For each 8-inch commection ......eec..... 12.00 17.15
For each 10-inch commection .vowvewnon.... . 25.00 35.75

Foxr each 12-inch commection ........o..... 35.00 - 50.05
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PUBLIC FIRE HYDRANT SERVICE

APPLICABILITY

Applicable to all fire hydrant service furnished to
mmnicipalities, organized fire districts, and other political
sudbdivisions of the State.

TERRITORY

The unincorporated commmities of Montara, Farallone City,
Moss Beach: and Marine View, and vicinity, San Meteo County.

RATES

Per Hydrant Per Month
Utility Owned Utrlity Owned Customer Owned
Utility Customer ' Customer
Maintained Ma2intained Maintained

P:Eesen‘c. PEO})OSQE Pfesen:: PEO‘DOSQE PE&SGITE PE‘O‘DOSGC’.

Served by mains

smaller than : o "

6-inch $3.00 84.30 $1.75  $2.50 $1.00 81.45
Served by mains

6-inch or ,

larger 4.25 6.10 ; 3.00  4.30 1.00 1;45

Service and Quality of Water - : _
Twenty~-four public witnesses testified. The majority were

critical of intermittent water-outages, which were covered in detail
in Decision No. 86193. ‘
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There were several complaints about low pressure, two of
which were checked by applicant. One was found to range between 95 and
110 pounds with a flow of 15 gallons per minute at the front hose
bid. In the case of service to amother witness the pressure check
was adequate, but the flow at the meter was somewhat below normal,
and applicant's general manager directed that the sexvice from the
wain be replaced.

Two witnesses testified that a number of customers bad been
receiving water through their meighbors' homes. According to appli-
cant this resulted from a dispute between several contractors about
the payment for 2 main extensiorn in accordance wu.th the Extension Rule,
wilch has since been resolved. | ,

The owner of a rehabilitatior hospital complained of debris
in the water, hard water, and lack of pressure. Because of poor
sexrvice and asserted indifference on the part of applicant, she

. contends that she was forced to install a water softener at a cost
of $5,000 and water tamks at a cost of $8,000.

These complaints apparently had been the subject of a
complaint proceeding brought by this witmess in 1970.

Apother complaint expressed by certain witnesses was the
difficulty experienced in contacting a representative of applicant
during an emergency or even for the purpose of obtaining information.
The problem is more acute when the office closes for the day. At the
present time a call placed to applicant after 5:00 p.m. is answered
by a recording which provides the home telephone number of a service
maz. o

According to applicant en answering service was used several
years ago but was discontinued because it was not reliable. Applicant
claims that it attempted to have the local fire department accept aftexr-~
hour emergency calls, but the department was hesitant to do so because .
of possible liability. Applicant has used call diverters but cont’ends
that the diverter is no more effective ..han a record:.ng gn.v:.ng; an

. emezgency mumber to call.

|
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Rate Base

Applicant estvimates rate base at $913,400 and the staff
estimates it at $818,400, resulting in a difference of $95,000.
The following is a summary of applicant's and the staff's
estimates of average rate base for the test year 1976:
' Applicant

Item ‘ Applicant Staff Exceeds Staff
(Oollars in Thousands)

Utility Plant in Service $1,199.5  $1,112.3 $87.2
Rescrve for Depreciation (186.8) (180.6) (6.2)
. Net Utility Plant in Service 1,012.7 931.7 81.l0

Commor Plant 3.9 3.8 -1
Materials and Supplies 6.0 3.7 2.3
Working Cash - 21.0 .16.3 4.7
Minimum Bank Balances 12.2 1%-
0

Neninterest-Bearing CWIP 4.6 3.6 -
Advances for Coustruction (117.3) (106.9) (1
Contributions in Aid of

Construction (14.4) (15.1;
Reserve for Deferred Taxes (15.3) (18.7

Average Rate Base 513.4 818.4

L)

3.

(Red Figure).
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1. Utilicy Plant in Service. The main difference between the
estimates of applicant and the staff for utility plant in service
results from the difference in their determination of comstruction of
utility plant for the year 1976. Staff allows $222,400 of 1976 plant
additions whereas applicant's revised construction budget projects
plant additions in the amount of $294,200.

Staff rolled back to 1975 certain projects scheduled for
construction. The rolled-back projects are a 450,000-gallon storage
tank, $96,100; a pressure sand filter, $22,400; and a booster pump,
$6,600. Staff estimated other additions to be installed during 1976
to total $97,300, which is the average of 2ll plant additions for the
five-year period 1971 through 1975. Staff's estimates for concurrent
retirements is $7,500, which is the average for all retirements for
the same five-year period. ' |

Although staff recognized that many of applicant's proposed

.pro jects axre important to the upgrading of the water system, it bel:ieves
that the installation schedule and cost estimates for these projects are
uncertain. Staff, therefore, recommends that additional rate relief
tased on the actual capitalized costs of these projects ovexr and above
the staff's allowance of $97,300 be granted to applicant if and when
it completes all projects contained in its revised 1976 construction
budge=.

Applicant argues that there is no uncertainty relating to the
scheduling and cost of the proposed projects. = Accordimg to applicant
it has already expended or committed, by issued purchase order or
othex writing, to spend $241,843 for the proposed projects. .

We note in this proceeding, as we have recently noted in
affiliated rate proceedings, a proposed program of long-needed system
improvements that. applicant has conveniently timed for a rate relief
test year. The public deserves better comsideration. '
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The difference between applicant and the staff in the reserve
for depreciation is attributable to the different estimates of utility
plant in sexvice. _ '

We adopt staff's estimate and recommendation.

2. Materials and Supplies. Applicant's estimate for materials
and supplies is $6,000, whereas the staff's estimate is $3,700.

Applicant's estimate reflects 35 percent of the three-year
average of the materials and supplies inventory held at the district
office of applicamt's affiliate, Nexrth Los Altos Water Company,which is
also used by that company and.the Felton District. The percentage
of allocation was determined on the basis used for allocating other
expenses such as salaries, “transportation, etc., and upon the “espective
number of customers. ,

Applicant's original estimate for this expense was zero,
apparently because the entire account was carxried, umallocated at
Los Altos. Applicant provided mo work papers to substantiate the use
of 35 percent of $17,000 for the North Los Altos inventory.

Staff's estimate appears reasonable and will be accepted.

3. Working Cash. Applicant estimates working cash at $21,000
and the staff's estimate is $16,300.

Applicant's estimate is based upon a lead-lag study whzdh it
conternds is more detailed and therefore a more accurate method of
determining working cash than that used by the staff. Staff based its
estimate on the simplified method as provided by the staff's Standard
2ractice U-16, which is the same method that it has used in ell of the
affiliated rate proceedings. Staff did mot include additional amounts
for minimum bank balances in conformity with Decision No. 83610 dated

October 16, 1974 in Applicetion No. 54323 (thh;ngton Water and
Light Co.).
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Applicant included $12,200 for minimm bank belances which
the staff completely excluded. This represents a portion of the
amount of minimum bank balances Citizens-Delaware is required to keep
with banks in order to acquire short-term financing at the prime rate.

Applicant argues that the effect of maintaining such compen- .
satory bank balances is that the borrower pays interest on the total
amount of a particular loan, but actually has the use of a lesser
amount, the balance being maintained in its account with the bank.
According to applicant their compensatory bank balances carry a
legitimate cost, and since they are mnot included in the working cash
compensations, nor in the cost of capital, it is mnecessary to make:
allowances for them in rate base. - ,

Applicant does mot itself make any short-term borrowings.
The balances are mot directly related to the day-to-day activities of
the applicant. The same disallowances were applied in Decision No.
76996 dated March 24, 1970 in Application No. 48905 (Guermeville
District) and Decision No. 79919 dated April 4, 1972 in Application
No. 54323 (Washington Water and Light Co.). The Commission's prior
position will be followed and no minimum bank balance will be included.

4. Noninterest-Bearing CWIP. Applicant's estimate of $4,600
for noninterest-bearing CWIP is $1,000 more than the staff's and
applicant's estimate of ($15,300) for reserve for deferred taxes wnere
the staff's estimate is ($18,700). In both instances the differences
result from the staff's use of a lower level of coustruction.

Staff's estimate of average rate base in the amount of
$818,400 is reasonable and will be adopted.
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Operating Revenues

Applicant estimated operating revenues at present rates to
be $186,300. The staff estimate is $204,200. Both staff and
applicant estimated the average metered sales per commercisl customer
by use of & multiple regression analysis based on time, rainfall,
temperature, and recorded historical consumption. Based on statistics
from the Half Moon Bay Weather Station the staff's estimated average
anmal use per customer for 1975 was 111l.9 Cef. and 113.9 Cef. for
1976 as compared o applicant’s figures of 113.4 Ccf. and 115.7 Cef.

The difference is primarily due to the differences in the average

number of average commercial customers and the average anmual use per
customer. Staff's estimate of customer growth includes 12 additional
custorers that applicant admits are the approximate number of
unauthorized conrections. |

Staff's estimate appears reasonable and will be accepted.

~11~
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Qperatlon and Maintenance Expenses
The summary of earnings indicates a dxfference of $26,500
in operation and maintenance expense estimates for 1976. The

following tabulation sets forth the detailed estimates of applicant
and staff:

' Applicant
Item Applicant Staff Exceeds Staff
(Dollars in Thousands,)

Coeration and Maintenance | |
Expences

Salaxies $39.9 $34.9

Purchased Powexr 11.5 9.3

Ground Water Chaxrges 13.8 -

Materials, Service, &
Miscellaneous 11.3 9.0

stomer Accounting 4.0 3.8
Transportation , 6.7 5.8
Telephone 1.6 1.6
Uncollectible Accounts 3.3 1.2

Total Operation and , .
Maintenance i ©2.1 65.6 . 26.5

1. Salaries. The difference in salaries resulis from_discrep-
ancies in the use of a wagé rate for one employee, the'numbef of hours
estimated for the part-time employee, the amount of overtime paid
another employee, and estimated amounts to be charged to comstruction.
The wage rate difference amounts to approximately $1,000 resulting from
applicant's inadvertently furnishing an incorrect wage rate. The
overtime issue amounts to approximately $500. The difference in the
aumber of hours for the part—time employee is approximately 85 hours.
The remaining difference is attributable to the staff's use of 16 percent
as the charges to construction. Applicant claims that the charges to
construction indicate a downward trend from 2L.62 percent~in 1972 to
8.05 percent in 1975.
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Staff's estimate for charges 10 construction appear
reasonable wher considered in the 1ight of the system improvenments
that are presently required. Staff estimated salaries will Ye increased
31;500 for the wage rate and overtime items.

2. Purchased Power. As originally set forth in Exhibits 10
and 20 applicant estimated purchased power at 311,500 and the staff at
$11,900. 3By late-=filed Exhibit 24 the staff reduced its estimate
20 '$9,300. According %o Exhibit 2L the staff’s revision was based
upon information contained in pumping plant tests conducted by Pacific
Gas and Electric Company (PGEE) in 1974 and which was produced by
applicant at the staff's recuest in the last day of hearing. Applicant
argues that it is not valid to base the purchased power costs on the
PG&LT tests because they show the situation on a single occasion over
TWo years ago and cannot solely be relied upon to determine the
efficiency of the wells.

waff argues that applicant is negligent in not maintaizning

its plant and allowing it to deteriorate. According to the staff this
deterioration of plant caused the pumps t0 operate at a lower than
normal ef iciency at a higher than normal cost, and therefore the
cost thereof should not be forced upon the ratepayers.

Staff’s estimate will be accepted with an additional $2,800
to offset the increased cost of purchase power effected by Commission
Decision No. 86281 daved August 27, 1$76. |

3. Ground Water Charges. Applicant included $13,800 for payments

to the county of San Mateo purstant to 2 stipulated Judgment issved by o
the Superior Court of San Mateo County on May 12, 1976. Thevamount

go includes $5,000 foxr amortization of the legal expenses related
<0 the litigation. |

' The Jjudgment resulted from a civil action brought by the
county of San Mateo against applicant and requires applicant to pay to
the county the sum of 40 per acre oot of water pumped from the north
and south airport wells. The order also provides that in the event
applicant appeals from <he judgment it may post a bond in the sum of
$25,000 iz lieu of making immediate payment to the county.

-13-
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Applicant's witness testified that he did not know whether
any payment had been paid to the county as a ground charge. On
August 12, 1976 applicant filed a Notice of Appeal.

No allowance for ground charges will be made until such time
as the appeal has been determined or until payments have been actually
wmade. The matter of extraordinmaxy legal expense should be developed
at a subsequent rate proceeding.

4. Marerials, Sexrvices, and Miscellaneous, Applicant estxmatcd
accounts in the materials, sexrvices, and miscellameous category by
inereasing the six-yeaxr averages for each account by 20 percent to
25 percent to axrive at the 1974 figure and then increasing these
anounts by 15 percent to 20 percent for each year 1975 and 1976. Staff
estimztad these accounts by separating the chemical and filtering
material expenses and then estimating the cost per customer for the
rexaining accounts. Chemical and filtering material expenses were

. estimated by the staff on a cost per hundred cubic feet produced in
1975 and then increased by 15 percent for 1976. The 15 percent was
the increcase in the wholesale price index for the period October 1974
v¢ Cetcober 1975. Applicant contends that the staff's estimate does
not truly reflect current or future conditions.

Staff's estimate appears reasonable and will be accepted.

5. Customer Accounting. Applicant estimated customer accounting
on a per-customer basis and then added twenty cents per customer for
each year from 1974 through 1976. Staff, om the other hand, trended
the cost per customer for the last five years. Staff's estimate is
higner cdue to the use of the 1974 and 1975 recoxrded figures and the |
higher estimate of customers.

6. Ironsportation. Applicant estimated transportation expenses
by anmualizing the first 11 months of 1974 recorded expenses and
increasing these by 20 percent per year for 1975 and 1976. Staff
trended expenses for the last five years, inciuding 1975 recorded.

. ’ o . ’
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Staff’'s estimates for customer accounting and transportation
<re Teasonable and will be accepted.

7. Uncollectible Accounts. Applicant originally estimated
‘uacollectible accounts at $1,100 at proposed rates for the test year.
Applicarnt revised this estimate to $3,300 claiming that it correctly
reflects the uncellectibles experience for the years 1574 and 1975.
Staff omitted the last two years' uncollectible accounts in waking
its estimate because both years increased by a factor of 400 percent
over the amount wmeollectible in 1973, Staff contends that since 0o
explanation was given for the extraordinary rise the trend of appli-
cant's experience prior to 1974 should be followed. )

' Staff's estimate of $1,200 will be accepted.

Administrative and General Expenses

1 - £ Dxcobds gecee

=<2 &Eﬂ%%‘%lla-.r:s§'t:r.ar‘E’x""'f'I'he:a‘-‘-'=?~‘-’-1}::1:ic§eej_/TAEi
@ scniniserarive office Expenses  $11.8 $ 6.0 $ 5.8
Commnon Plant Expenses : 2.1 1.2 .9
Legal and Regulatory Expenses 4.5 .8 3.7
Insurance , .2 ol X
Injuries and Damages 2.1 2.0 <1
Weifare and Pension ‘ 8.9 6.9 | 2.0
Rent 1.0 1.0 -
Miscellaneous and Per Diem .1 .l -
Total 30.7 18.1 12.6

1. Administrative Office and Common Plant Expenses. General
office expenses are from two sources, Stamford, Connecticut, and
Redding, Califormia. Services including general Danagement and
supervision, engineering, accounting, financial, legal, and others
are pexformed in Stamford, Commecticut, by Citizens-Delaware for its
subsidiaries. Certain wanagement and supervisory, accounting, billing,

and other reporting services for Citizens-California and its Califormia

=15~
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affiliates, including applicant, are performed at an administrative

office in Redding, Califormia. In addition, certain plant in the
Sacramento office of Citizens~California iS used for the benefit
of all water operations of 4that company and affiliate water companies
in California. |

A thorough presentation on the allocation of these costs to
California for the year 1976 was preseated by applicant and the staff
in the application of Jackson Water Works, Inc. (Application No. 55430).
By svipulation the testimony of witneSses appearing on behalf of the |

. applicant and the staff relating to those allocated costs was received
in this proceeding by reference. By Decision No. 87609 dated July 19,
1977, in Application No. 55430 the Commission set forth the total
allocations of $SL65,000 to all California operations of the Redding
and Stamford mutual Service accounts. O that amount 1.30 percent
or $6,045 was allocated to applicant. Iz the same proceeding the
Commission adopted $33,400 as the total allocation to all California
operations of the Sacramento common utility plant of which 3.63 p e*ceﬁz
or S1,212 was allocazed %o applicant.

We, theréfore, 2dopt the estimate of $6,000 for Adminis-
trative Office Sxpense and the estimate of S1,200 for Cormon Plant
Expense. -

R 2. Leral and Regulatorv Expenses. Staff's estimate of 3800 for
legal and regulatory expenses is §3,700 less than applicant's estimate
of $4,500. 3Because applicant used house counsel the stalf excluded
all asnorneys® fees and salaries af Stamford, Redding, and Sacramento
perconnel who participated in the preparavions of this proceeding.
Staff considered those costs as part of the allocated expenses.
Apﬁlicant's estvimatve included direct costs for such personnel, claiming
it was in conformivy with recommendations made by the Commission's
Finence Division as set forth in Exhibit 16. The recommendations,
relating to the allocation of Stamford, Redding, are

. intended for future proceedings whereby accurate records will be
available which will facilitate the future direct assignments of as many
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mutual. service expenses as possible. These procedures are not
presently in effect nor are accwrate records for making direct
assignments of cos5%t presently available.

With regard to these accounting procedures recommended by
the Commission’s Finance Division it should be noted that Ordering
Paragraphs 3 and 4 of Decision No. 87609 dated July 19, 1977 (Jackson
Water Works, Inc.) read as follows:

"3. All cost accounting procedures of the
admirnistrative and office costs and expenses that
are allocated by Citizens Utilities Company
(Citizens-Delaware) to its California subsidiaries,
including applicant herein, shall conform to the
staff recommendations set forth in Exhibit 17.

"L. Failure to0 conform t0 the staff recommendations

set forth in Bxhibit 17 will result in disallowance

of all administrative and office expenses that are
allocated to the California subsidiaries of Citizens—~
Delaware effective one year from the date of this order.”

Applicant herein is clearly one of the Talifornia subsidiaries referred
To and as such is put on notice that the above order is still operative
and will be applied to this district by this order.

Svaff allowed transcript, travel, and miscellaneous expenses,
which it spread over four years. . _

In addition %o the expense for this proceeding, applicant
included an amowat of $1,400 per year for three years to amortize the
cost of aprior rate case. Im Decision No. 77212 dated March 2k, 1970
in Application No. 49023, the Commission allowed $660 per year for legal
and regulatory expenses based on a five-year amortization of an
adjusted total allowance. The past expense has been fully amortized.

Staff's estimate of $800 will be accepted.

Pursuant to an order issued by Commissioner Robert Batimovich,
Citizens:Uiilities Company contracted for 2 pmanagement study the results
of which were the subject of Decision No. 87608. Decision No. 87608, as’
amended by Decision No. 87776, authorized $23,900 for the cost of the
study to be allocated among the ten California subsidiaries of -
Citizens-Delaware over five yvears. Of the total‘cost'B.AZ‘pércenx'br
$259 was allocated to applicant.

-

-17-
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We, therefore, adopt the estimate of $259 for the
management study expense. _

No adjustment has been made in the previous, tables to
the required revenues in this proceeding since the amount is small
and the time involved in making such an adjustment would delay +this
matter further. However, the amcunt will be offset against a-
recalculated deferred tax account as discussed below under Income
Taxes.

3. Insurance, Injuries, and Damages. Initially applicant and

the staff estimated insurance at $100. Applicant revised its estimate

to $200 based upon recorded 1975 costs. Applicant’s estimate will be
* accepted. ‘ |

The difference of $100 between the staff and applicant in
the injuries and damages account is due to the difference between
them in salaries and amounts capitalized. Staff's estimate of $2,000
is accepted. | '

4. Welfare and Pension. Applicant's estimate of $8,900 for
welfare and pension expenses is $2,000 more than the staff's estimate.
This is primarily attributable to the lower salary estimates on the -
part of the staff for Montara and the allocated salary expenses for
Stamford, Redding, and Sacramento. It is also attiibutable to the
fact that the staff excluded expenses related to the Employee
- Efficiency Incentive Fund in accordance with Decision No. 76996 dated
March 24, 1970 in Application No. 48905 (Guermeville District). '
Applicant points out that although this expense was excluded by
Decision No. 76996 it was subsequently allowed in Decision No. 82361
dated Jamuary 22, 1974 in Application No. 53288 (Jackson Water Works,
Inc.). Through inadvertence the staff failed to raise the issue.in the
last proceeding. We consider the incentive fund more in the nature of
a bonus, the cost of which should be paid for by the stockholders rather
than by the consumer. Staff's estimate will be accepted.
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Taxes QOther Than Income Taxes

Applicant's estimate of $23,200 for ad valorem taxes for
1976 is 34,100 more than staff's estimate.

Both applicant and the staff used a tax rate of $11.0L per
3100 of assessed valuation, but they differ on the assessed valuation
o which the rate is applied. waft applied it to the assessed
valuasion for the 1975-1976 tax year and o its estimate for the
19761977 wax year and took half of each as the ad valorem tax expense
for 1976. Appiicant applied the rate to its estimate of the assessed
valuation for the 1976-1977 tax year.

taff's method is consistent with past Commission practices
and its estimate will be accepted.

Applicant's estimate of payroll taxes is 3200 more than the
staff's estimate of $3,100. Payroll taxes are deperndent upon the total
salaries and the difference is due w0 the difference in their
respect ive estimates of salaries.

Deorec ation

Applicant's estvimate of $27,800 is $3,9C0 higher than the
staff’'s estimate of $23,900. The difference is primarily due to the
staff’s lower estimate of coastruction for the test year.

Income Taxes :
| Both applicant and staff followed the same procedure for
cstimating income taxes; staff’s estimate of $61,000 is $27,900 higher
than applicant’s figure of $33,200 because of the difference in
e*tﬁmaflng expenses znd revenueu.

he procedures for devermining tax depreciation (straight~
line for federal waxes, and lideralized orn a flow through basis for
state vaxes) are the same as those used for other rate applications of
Citizens-Delaware considered by the Commission since Decision No. 83610
dated October 16, 197L in Application No. 54323 (Washington Waver and
Lighx Co.).” During these proceedings the Commission, by order of the
Supreme Court of <he State of California in $.F. No. 23215, S.F. No.
23237, and S.F. No. 23257, was rehearing whe ratemaking treatment of
federal income tax depreciation in Applications Nos. 51774 (The Pacific
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Telephone and Telegraph Company) and 51904 (General Telephone Company
of Califormia). The staff, thus recommended that pending the outcome
of those hearings, appllcant e oxrdered 0 maintain its customers'
records as may be appropriate 10 implement customer refunds in the
event this Commission should in its final determination prescribe

a method other than that now followed.

However, +the Commission has now issued its decision in those
matters (Decision No. 87838 dated September 13, 1977). Among other
things, the Commission found:

"Inder the normalization method we are adopting for
rav emanlng purposes, tax depreciation expense for
ratemaking purposes will be computed on a stralght-
line basis while federal taxes will be computed on
an accelerated depreciation bhasis. The difference
between the tTwo tax computations will be accounted for
in a ceferred tax reserve. The average sum of the
vest yvear deferred tax reserve and the deferred tax
reserve for the three next subsSecuent years shall be
cdeducted from rate baae in the test year. As a result
of each of the deductions from rate based federal tax
expense will be recomputed on the same basis in the
test year for the test year and the three corresnonding
subsequent years, thus matching the estimated %
deferral amount for each period with the es tlma ed
federal tax expense for the same period. This method
combl;eu th Treasury Regulation 1.167(1) - (1) (&)
(6) and is normalizasion accounting.” (Mimeo. page LS.)

No adjustment has been made in the deferred tax reserve or in
the required revenues in this proceeding because the amount involved
would be small and the time involved in making such adjustments would
delay this matter further.

The amount by which revenues would be decreased due %0 a :
recalculation is made even sraller by an offset of 3259 for the V’//
manageaent study expense discussed, sSupra.

' Applicant is placed on notice that the treatment of tax
depreciation and irnvestment tax credit found reasonable in Decision
No. £7838 will be applied in all future rate proceedings for all
subsidiaries and affiliates of Citizens-Delawaze.

v
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Rate of Return

Applicant contends that a reasonable rate of return would be
no less than 12 percent. The staff recommends a 9.00 percent to 9.30
percent rate of return, which world result in a 9.70 percenx to 10.8
percent return on equity.

Rate of return is a judgment determination which the
Cormission must make in a impartial manner. In addition to the
constitutional requirements, consideration must be given to such
factors as financial requirements for construction; the amount of
funds available froz advances and contributions for construction;
applicant’s status as a wholly owned subsidiary of Citizens-Delaware;
the consolidated capital structure and related debt cost of Citizens—
Delaware and its subsidiaries; the impact of high interest rates; the
earnings of otvher utilities; the effect upon consumers and investors;

. inflation; and service.

As of December 31, l97u Citizens~Delaware and subsidiaries
indicated a capital structure consisting of LO percent debt and 60
percent common Stock equity in the form of L..4 million shares of
Series A common anéd 1.4 million shares of Series B common. For the
past 10 years the cash payment of dividends to holders of Series B ,
common has ranged between 16-1/2 to 21-1/2 percent. In 197, the company
experienced earning rates of 16.10 percent on book value, which is a
10~year high mark. . ,

The staff introduced comparisons for the five years 1970
through 1974 relating to earning rates on average capital and common
Stock equity together with interest coverage f£for 10 combination

1/ The rate of return exhidbits received in the Jackson Water
Works, Inc. proceeding (Application No. 55430) were also received
in this proceeding. By stipulation all testimony relating to
those exhibits was incorporated by reference in this proceeding.
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utilities, 8 large regional water companies, and 9 Class A California
water utilities. Citizens-Delaware and subsidiaries earmed 12.57
percent on total capital, 16.76 percent on common equity, and interest
on debt was earned 4.47 times, which was well above the average earned
by the others. '

Applicant points out that the staff's comparison fails to
reflect whether the companies listed have sought, should, or would
seek rate increases and therefore-suggests that the earnings on average
common equity as shown by the staff's exhibit may bdbe low.

Applicant introduced Exhibit 14, which develops the earming
requirements of the California subsidiaries of Citizens-Delaware based

.on the cost of debt and equity capital to Citizens~Delaware as of

October 1975. According to the exhibit the cost of capital of
Citizens-Delaware is over 12 percent and is broken down as follows:

’ Capital Total
Capital Cost Capital
Item Ratio Rate Cost

Current Capital Costs

Long=-Term Debt 32.4% 9.50% 3.08%
Short-Term Debt A 8.6 8.00 .69
Common Equity 9.0 15.00 = _8.85

Total
Capitalization 100.0% 12.62%

Embedded Cost of Debt

Long-Term Debt - 32.4% 2.54%
Short-Term Debt 8.6 ' .69
Common Equity 59 0 . - _8.85
Total |
Capitalization O0.0A 12.08%
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Applicant's rate of return expert testified that, although
Citizens-Delaware is not presentiy engaged in the issuance of long~term
securities, the current cost is apprbximately 9.25 percent and short~
tern prime cost is currently 7.50 perxcent; however, when effect is
given to the noninterest-bearing compensating bank balances the effec-
tive coct to Citizens~Delaware is 8.82 percent. He further testified
that it was his opinion thet no short-term borrowing would be necessary
up to the end of 1976. In March 1975 Citizens-Delaware sold $20
million of 30-year bonds at a cost of 9.50 percent, which was lowexr
than the costs indicated for other double A utilities making debt
offerings at that time. According to the witress this was possible
because Citizens-Delaware is in a better fimancial position to issue
debt than wmany othex double A companies. It was his opinion that
equity investors require anywhere from 3 to & percent more than the
cost of debt, and for the past five years the earnings in common
equity of Citizens-Delaware has averaged better then 15 percent.

As of August 1975 the earnings price ratio of Citizens-
Delaware was 10, which was comparable to Moody's 125 Industrials. Its
market price book value ratio of 1.5 was higher than the 1974 1.138 for
Moody's 125 Industrials and the .562 for Moody's 24 Utilities. Appli-
cant’s rate of return witness gave no cousideration to the operating
resulits for other water utilities for comparison purposes because he
considered the water utility industry as financially sick and conse-
quently not indicative of reasonable earnings.

The staff found that the embedded cost of debt for Cltzzens-
Delaware is 7.84 percent. In making its determinatiom it included
certain REA mortgage notes of a subsidiary and certain other subsidiary
obligations, which applicant excluded from its determination of
cmbedded cost. Applicant contends that this is improper because it
tends to lower embedded deb: costs. Applicant argues that REA notes
arce aveilable by statute only to the subsidiary Arizona corporation |
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and that the proceeds of the old pre—=acquisition issuves of the other
subsidiaries are available only to the issuing companies. Applicant
further argues that the proceeds of the lower cost debt issues are 2ot
available to the Californmia subsidiaries and districts.

Applicant raised the same issue in a Writ of Review dated
Juze 21, 1972 in Larkfield Water Company v CPUC, S.F. No. 22910. The v//
Supreme Court denied review. The issue has been decided. The staff
by including all subsidiary debt used a reasonable approach.

In October 1974 the Commission in Decision No. 83610 used the
consolidated capital Structure in awarding an 8.50 percent rate of
return o Washington Water and Light Co., which is wholly owned by
Citizens-Delaware. The last authorized rate of return for applicant
was 7.2 percent as determined by Decision No. 77212 dated May 12, 1970
in Application No. 49023.

The capital structure of Citizens-Delaware is less risky than

. most utilities in that its 60 percent equity ratio is well above the

level of other utilities. Even in a competitively free regulated area
itmenjoys a return on equity comparable to industrial companies that
are engaged irn highly competitive fields where the higher risk justifies
3 higher revurn on equity. ' ‘

The staff's recommended rate of return of 9 percent on <the
adopted rate base and 2 rate of return on common equity of 9.3 Percent
would be reasonable for applicant if applicant was providing an
adecuate level of water qualivy and service. The record in this
proceeding clearly demonstrates that applicant’s water quality and
service are below mizimum standards and inadequate. Applicant's water
fa@ilities are deficient as found in Decision No. 86193.

: Applicant will thus be required to file a two-year plan
including associated costs for upgracing its system o provide an
adequate level of water cervice and quality. The plan should set out 2
program of system improvements consistent with the recommendations of
18ff and the California Department of Health and the findings ia
Dépision No. 86193. The plan should also include a better method of

-2
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communication between applicant and its customers for the purpose of
reporting emergency situations as well as providing information and

-adequate notice to customers when possible, particularly before water .

is shut off.. Special consideration should be given to a method by
which customers can communicate with a representative of applicant
during the time the office is closed. The plan must be approved

by the Executive Director and once the plan is approved applicant will
be requzred to implement all phases of the plan accordxng_to the
timetable it establishes.

Uatil such time as all of the requirements contained in the
plan have been completed applicant's rate of return will remain at
7.2 percent. The present rates and charges which ave consistent with
a rate of return of 7.2 percent are reasonable So long as applicant
proceeds in a timely manner to upgrade the present water guality and
service %0 an adequate level in accordance with the to be approved
plan and timetable.

Upon certification by the Executive Director that a stage of
improvement, that is, a phase of the approved plan, has been completed,
applicant may submit a tariff filing to revise its rate schedules
to reflect the existing authorized rate of return or the previously
approved costs for such completed phase.

Completion of the entire plam should raise applicant's
water quality and service to an adequate level at which time staff's
recommended rate of retura of 9.0 percent will be reasonable. Thus,
upon certification by the Executive Director that all imprbvements
required by the plan have been completed, applicant may submit a tariff
filing to revise its rate schedules to reflect 2 rate of returna of 9.0
percent. Such tariff £iling must be approved by the Commission priqr'
+0 becoming effective.

Adopted Results

A summary of the earnzngs as computed and adopted for test

year 1976 is as follows.. :

R R
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Aoplicant . Staff
Present Proposed Present rroposed
Ttem Rates  Rates Rates Rates Adopted

‘ (Dollars in Thousands)
Operating Revenues $186.3 $279.1 $204.2 $292.4 $204.2

Operating Expenses
peration and
Maintenance éL.5  92.1 65.3  65.6 68.1

Adnministration and

General 24L.9 30.7 18.1 18.1 18.1
Taxes Other Than . :

Income 18.5 26.5 22.2 22.2 22.2
Depreciation 26.1 27.8 23.9 23.9 23.9
Income Taxes L5 _33.2 1L.8 _ 61.1 13.3

Total Expenses 1138.5 210.3 1443  190.9 145.6
Net Operating »
Expenses L7.8  63.8 56.9 101.5 58.6

Rate Base 812.6 913.L  818.4L 818..4 818.4
Rate of Return 5.88% 7.53%  7.32%6 Ll2.4%. 7.2%

Findings

1. The estinmates of operabmng revenues, operatzng_expenses,
and raze base adopted herein for-test year 1976 are reasonable.

2. A rate of return of 9.0 percent on the adopted rate hase
would be reasonable if applicant was providing an adeguate level of
water service and quality. -

2. Applicant's level of water service and qualmty is 1nadequate
because applicant's existing water facilities are deflclent s' found
in Decision No. 86193. |

L. Applicant will be required to file a twe;jear Plan including
associated costs for upgrading its system to provide an adequate level
of water quality and service, giving significant consideration to the
suggestions of staff and the Califormia Department of Health and the
findings ir Decision No. 86193. The plar should include a better method .
of communications for the purpose of reporting emergency situations
as well as providing 1n£ormaxlon and adequate notice to customers when
possible, particularly before: water is shut off. Specmal consxderazion
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should be given to a method of comrmnicating with a representative of
applicant cduring the time that the office is closed.

5- TUpon approval of a plan and timetable by the Executive
Director applicant will be required to implement aJ.l phases of the
plan according to the established timetable.

6. Uatil such time as all of the requirements set forth in the
approved plan kave been completed, applicant's rate of return will
rexain 7.2 percent which is just and reasonable under the circumstances
herein. o : ‘ ‘

7. TUpon certification by the Executive Director that a stage of
improvement, that is, a phase of the approved plan, has been completed,
applicant may submit a tariff £iling t0 revise its rate schedules to
reflect the existing authorized rate of return (7.2 percent) on the
previously approved costs for such completed improvements.

. 8. No increase in rates is requ:;red at this time since applicant’s
present level of revenues are earning a rate of return approxinately
equal to that presently authorized. . ‘

9. Completion of all improvements recquired by the approved plan
should raise agpplicant's water quality and service to an adequate level
at which ¢ime a 9.0 percent rate of return will be reasonable.

10. TUpon certification by the Executive Director that all
improvements required by the approved plan have been completed, applicant
nay submit a tariff filirg to revise its rate schedules to reflect a .
rate of return of 9.0 percent. Such tariff filing must be approved by t
the Commission prior to becoming ef“ect:.ve. ‘

11. A1l cost accounting procedures of administrative and office
costs and expenses that are allocated by Citizens-Delaware to its
California subsidiaries, including applicant herein, shall conform to
the staff recommendations set forth in +the proceedings on Jackson Water
Works, Inc. in Application No. 55430 (Exhibit 17) as previously ordered ,
in Decision No. 87609. Failure to do so will result in disallowance.of 3

. all administrative and office expenses that are allocated to the
California subsidiaries of Citizens-Delaware effective July 19, 1978.,

-27-
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Conclusion P . . ———

The application should be granted to the extent hereinafter
set forth in the following order.

IT IS ORDERED that: .

1. Witkin rninety days after the effective date hereof Citizens
Utilities Company of Califormia, Montara District, shall file with
© the Commission a two-year plan including associated costs of system
improvements, giving significanz‘coﬁsideraxions t¢ the recommendations
of staff and the Califormia State Department of Health and the findings
in Decision No. 86193. | »

2. Upon app;oval of the plan and in accordance with the timetable
established therein, applicénx shall make the necessary improvements.

3. Upon certification by the Executive Director that a phase of
improvement has been completed, applicant may submit a tariff £iling
to revise its rate schedules to reflect the existing authorized xrate
of return on the previously approved costs for such completed phase of
improvement.

L. Upon certification by the Executive Director that all
improvements required in the approved plan have been completed,
applicanz nay submit a tariff filing to revise its rate schedules to
reflect a rate of return of 9.0 percent. Such tariff must be approved
by the Commission before becoming effective. a |
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5. All cost accounting procedures of administrative and office
costs and expenses that are allocated by Citizens-Delaware to its
California subsidiaries, including applicant herein, shall conform to
the staff recommendations set forth in the proceedings on Jackson Water
Works, Inc. in Application No. 55430 (Exhibit 17) as previously ordered
in Decision No. 87605. Failure %o do so will result in disallowance of
all administrative and office expenses that are allocated to the ,
California subsidiaries of Citizens-Delaware effective July 19, 1978.

6. Applicant's petition for an interim rate increase is denied. - .

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

- Dated at " y Cal:;i‘ornia, th_i-s _ﬂﬂc

day of NOVEM3FR s 1977. . ‘

Pres:.den'b




