Decision No. 4SRN

BEFORE THE RAILROAD COMMISSION OF THE STATE OF CALIFORNIA.

In the Matter of the Application of
Haizes Canyoz Water Compony, & cor-

Lpplication No. L3572,
roration, for an increase in rates.

Horradey and Hartranft, for Applicént.
C.W. Byrer, City Attosney, for City of Tujunga.
Everett C. Carlson, for certain consumers, Protestant.
John S, XKaox, Tor certein consumers, Protestant.:
Daisy XK. Sﬁy&er, for Chamber of Commerce of the

City of Tujunge, Protestant.

WEITSELL, COMMISSIONER:

Eaines Canyon Water Company, & corporétioﬁ, applicant
in the ebove entitled proceeding, is engaged in the public util-
ity business of suppiying water for domestic, irrigation and
other pufposes to consumers in and in the vieirnity of Tujunge
arnd Sunland, in ;os Axgeles County. The application dlleges in
effect thaet the rates mow charged are insurlficient to yiel&
maintenance and operating expenses, depreciation and provide 2
reésoneble return upon the capiitael invested. The Commission is
therefore requested to establish an increased scﬁedule oL rates,
aznd, ia the reanvime, to permit applicant to collect an emergéncy
sﬁrcbarge of foxty per cent on all bills for water cexvice Ten-—

dered. Public hearings in this »roceeding were held et Los




Angeles after all interested parties had been motified and
given an opportunity to appear snd be heard. Alter the first
public heering wes held in this matter, the Commission issued

its Preliminary Opirnion amd Order herein (Decision No. 18721,

dated Amugust 17, 1927), denying without prejudice applicant's’

. request for tke establishment of a surcherge.

This weter system was origirally installed some time
pfior to 1810, was thon known as the Freehold TWater Company
apd its plant consisted of 263 acres of land, togetﬁér'with
certein pipe lines, reservolirs and rights-of-way. Thls p:bperty
wes aéquired about the year 1911 by the Western Fmpire Suburban
F&:ms.Aésociation, a corporation controlled by ome M.V. dartrantt,
and was operated in conjunction with the project of the.apove
association to suéply water to approximately 1,726 acres of landj‘
which it kad subdivided into smell farms or tracts ond was sell-
ing to %the general pudllec. In 1918, said association'irans- |
Zerred 1its wgter utility properties to Haines Canyon Water c5m-
peny, & corporation, the cepital stock of which wes owned'or
controlled by seld association and those connected.the:ewith.'
Apprévﬁl of this transfer was granted by this Commission ix its
Decision No. 5887, dated November 1, 1918. TFor o more complete
history and description of this system, reference is heréby
mede to this Commission®s Decisién No. 5065, dated Ianuar&-zl,
1918, rendered inm conmection with Case No. 1065 and Application
Yo. 2912. The present water-supply of this compeny 1s obtaingd
sroxr three wells located in ard in the vicinity of the'city of
Tn;unsa,‘Supplemeﬁ:ed by & gravity weter supply obtained :tom
Eaires and Blancherd Ceanyons. The company olso clains & right
to receive gravity water from Tujunga Creelk. T@e_terr;tory |

served varies considerably in elevation. Water from the wells




45 pumped into reservoirs located at sn clevetion of 1,460, Teet,
from waich 4t is elevated by booster eguipment fo otrer reser?l;
voirs loceted a2t elevations of 1,720 feev, 1,940 Teet an&\2,076
feet. The amount of weter pumped to the higher'eleva;ioné:de-'
pends upon the amount of grevity water obteizeble from Halmes

axd Zlanchard Canyons, the waters from which éources reed'inzo
“he upper service area of the system; , hé evidence chows +that,
under présent conditions, applicant has an ample supply of watexr
0 meet the cysten's demands and has apparently an abundanz-undér-
ground supply of water for future development;

The retes now in effeet on this system were established

by the Railroad Commiczsion in its Deoision No. 10896, dated

Avgust 23, 1922, and are as follows:

MINDYM MONTELY CFRARCES

5/8-4nch meter=em=mmeserasmmmmcano—n——oe TP 2.

3/4=inch Meter-~m-mmcemcccrmmmess-cecssssaseeons R Y- (¢!
l-inch xeter=-remm==- e e e 2400 -
lt=inch meter- R ——— R S e 23
2mlNCh MO LE A mmm o i = i e e e e e 2 e s e 5 g OO
J=inch meterm—em~~ ———— 4,00
L=fnch meten - cmnmmm= 5,00

MOXTFLY CEARCES FOR WATER CONSTUMED

From 0 %o 4200 cubic fect, per 10C cubice feot-—m=--=={0.3125
Trom 400 %o 1,000 cubic feet, per 100 cudic feet—-===m-=- 29
Trom 1,000 %o 5,000 cubic feet, per 100 cubic feet~—-ws-—- - «20
Trom 5,000 to 10,000 cubic feet, per 100 cublc Ieet=ww———== 12
A1l 1in excess of 10,000 cubic feet, per 10C cubic feet-~mw— 06
The City Attorney requested that the records in Case
No. 1065, Nonte Tista Telley Board of Trade et al. vs. Westers
Zmpire Sudurdan Feyms Ascociation, and Application No. 2912, in
re'ﬁestern Zmpire Suburban Farms Assoclation, be made and con~-
sidered a part of the records of this proceeding. Tpon obJection
o? counsel for applicant, ruling thereon was reserved. Considers~

tion of the maiter, nowever, leads to the conclusion that certein
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evidence and exhidits contained therein relate to the early
history of this system, to its operatiggvconditions and methods,
_ ond to the actual cost of acguiring rany essent;al eleﬁeﬁtS'or
this property, which cannot be odbteined Irom any other source.
It therefore appears that so mugh of the‘abovéiproceedings as -
throw§light upon the matters indicated adove ifﬁ germaﬁe'to this
proceeding and, therefore, may de properly considered aé 8 pért'-
of. the record herein. | |
Detaile&'reports showing appraisels of appliéant's
properties and estimates of depreciation, together with anélysez
of operating expezses and revenues, were submitted bj'H.B. Lynch,_‘
a civil engineer and Precident of the uxility; end by F.E. Ten
Eoesen, one of the Comﬁiééion's hydraulic enginee:s. A suﬁmary

of these reporis is set out in the following tabdbulation:

Lyaeh c Van Hoesen :

DLAXNT
———

Eetireted origiral cost, as of
April 1, 1927, less land value , - ,
anéd intangidlese—e-~eecmmmcmcacmame—s 3256,136. 3258,703.,
Lend velues—w=mmemmmmcce~a mmmmmemame= 19,200, No estimete.
Water rightsmemmecccccnnecnannnnecr=n= 137,731, Xo estimate.
Coing valuemmmmmemcemnacmanneeeeee=- - $0,000. -
Working capitale-—- mememm—neee———e 10,000, No estimete.

Potolmmmmmmmmmmmmm= $473,117,  $258,709.

Coasumers’ advences o ald | . g
constouction *~eemcmmcmccanccmecene= § 18,421, & 18,421,

‘OPERATIONS

'Replecement enauity----- e m——— & 5,372, & 7,3.7.

Cperating Expense (l925)w-mmmwmcmm——= 25,289, 25,344
Operating Sxpense (l926) ~=mwemmmme=a= 27,544, 27,349,
Estimated Operating Expenses, future-~  31,300. 26,985.
Operating Revenuve (1925) 45,245, 45,245,
Operating Revenue (L926)==wmmmme—mae=e 47,431, 47,431

*¥Included in avove totals.

e — ——— o —r—
——

The veluation of the physical properties set out above
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is base¢ wpon the‘appraisals presented tolthe Reilrozd Commis—
sion by the same englneers in comnection ﬁith Applic&tion'-

No. 7523, the proceeding in which the present r&tes or‘this |
t111ty were estoblished. Net additions and betterments to
hpril 1, 1927, were addéé.‘ No estimate of the reproduction cost
new, less aecrued depreciation, was presentéd in the'eviaencc or h

this p:oceeding, Tke gppralsements were bothk nged-upén tﬁq
estim&ted‘or_gihal or historieczl c¢cost of the'thSical prope&tieé,
exclusive of l=nds, which were epnroised at pfesenf falr merket

veluee.

Mr. John R. James, on behalf of applicent, eppraised

the operstive lands of the utility at $19,200., representing

the faoir market value es of Juze 13, 1927; whilé Mr. E;Ct“cnr;SQn,
a local real estete operator and dullding comntractor appearing
for certein consumers as well s in his own:bqhalr, estimated

the same lends O be worth $13,450. The testimony indicates

that the swa of $16,000. is a reasonabdble vglue of this jrope:ty
for the purposes of this procecding. | |

4pplicent, through the testimony of Mr. Lynch, éup-

ported by Mr. E. Hawgood,'claims e present value of $137,781.

'ror water righis; while the’testimany of P.E. Harrouﬁ,]a hyd&aulic
eﬁgineer'appearing for the Commission, is %o the offoct that the
maximum cost of the acquisition of the water rightes did an,exr
,ceed %$29,800., including those of Tujunge Cahyén, which sum of
$29,800. included zuch land and other properties.  The figures:
presented by appiicant included 455,000, a8 the ;llegedf#alue of
1%s rights to pump from itsc wells, in addition to the physical
costs thereo? emnd the velue of the lends upon,which'said wel;s
were located; while such pumping fights were exclﬁded,by the

engineers of the Commicsion.
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Turee insitonces of woter richt seles were cited by
The %Testimony c_ewrlj sh thaet water is now being
srpniicant bul conmideration of these :a_u° showz that the cone
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pumpeld from wells by nartiev other thon upvl:!.cant generally

Litlosns surrovncding whe trensaesicons were wholly disalmilor.

throughout the service are- of this utility and the vicinity

e ey ey ey

Ly Tar oo actunl sales @re CONCErned, uppLaicent hereln purchizy
thereof and, furthcrmore that such undersqpund walters may be
23 caztlv as X936 und 1927, its zights 0 L7.5 miner's . inchecs
obtained throughout said territory in quantity and guality ot
o2 water Irom tne Tuluzza Canyon at o totnl cul=0L=-poCiket cost
Lecst equal *o thet obtained by the companye. No evidenoe vas
¢? not over H2C7. »er inch, basced upon The ocost of delivering
oresented to the Commission chowing that the use O water r*dm
water In pzyment *herclor, and, in 1924, usquired By puschase
the other wells 1n the ver*ito"y has diminisked the yield of
L OWHEDSLAP OF anproxrimately o one=holl Iinverest in the presert
water from the ccmpuny'* sources or in any way Iinterferel with
Thimd Stract well, ortitlling it %o an aversze of Z0.1 ninerts
their continued qperation- nelther 1g there unything in the the
‘-Mv\lec :‘OT ") ':0 \Hﬂ O t 0.0- \_vbO\nil \4:,0 - »
record of this case indiccting that this company has ever Ob=~
LSxeludiag tzw 0% c* cropervies cnt Inverests pUrchasoL.
tained an adjud‘cated ntive right t¢ any of its under-
- 02 WATE the Falin u“yon sad Blezéaord Coayon proTerties
ground waters or t“ t 1%t hes at any vime ever attempted to stop
e evLiientn shows Yhat the oLl origincl cost of aeguisiv
or enjoin cnyore from ovtaining water from unaergrouna uources
Soothe weter Thentzs In the zbove C&ZJOA» wan 2oV in exeecssz of
in its service earea or in the senera. vicinity thereof. Tnder
g :;*»’U" -~

these circumstances, it is clear that the applicant has nov os-




o  In former proceedings before this Commission, ap=
plicent and its predecossors in interest have made no claim to
an allowance for water rights in rate proceedings, but have
taken the,pésition that the water rights belong to the lot-ownérs
‘in‘the 1,726 acre service area of this utility, @ poftién of the
purchase érice of the lots and parcels of land sold being for
the right to receive & share of the waters of fZaines, Blanchard
anéd Tujunga Canyonz, as well as certzin well waters, The evi-
dence chows that most of the original deeds given to the pur-
chasers of the lots and parcels of land granted said purchasers

2 pro rate sh&re'in all of the water rights acqﬁired by the com;
paﬁy. (See Deéd between Western Empiré Suburbax Farms Lssocle~
tion and David Costello, identified as Protestants’ E;hibit

Nof 2 in this proceeding.) As fer as the evidence“shows5 there -
were none of the originel deeds granted by the Western'Empiré
Supurben Farms Assoclation to purchasers of lots or traétsAdr‘v
~lend in the 1,725 acre area served by this utility that d4id not
contaiz pfoQisions transferring tbﬁpuxchasers the title to'the‘t
water rights. x ‘ |

| Ainother importent feature as to the rights of this
'uxility <0 sppropriste surface streem flow 1z the cloud cast

upor applicant'é purported rights by the adjudiceted rights of

the City of Los Angeles to all of the waters of the Los Ange;és f

River end any and all of its tridbutaries under its oiiginal'

Sponish Pueblo rights.. (City of Los anmeles Vvs. Pomeroy, .

124 Cal. 597 end 125 Cal. 420; Vermon Irrisation Compary vS.

City of Los Aneeles, 106 Cal. 237; Feliz vs. City of los Lneeles,

56 Cel. 73; Lux vs. Haggin, 69 Cal. 255) Haines, Bloncherd and
Tuiungs C&ndes are trivutery to the Los Angeles River.

nSummérizing'the evideonce on water rights, it mey be |
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staﬁed thet the Tujunge sﬁpply is now neither oﬁerative'nor*
necessary; that no seperste velue for applicant's purported
rights to pump from underground sources rromfweiis is recog~
nizable for the purposes of this proceeding, other than such
velues as alrecdy hove been 1ncluded in the lands as water=
bYearing; that such interests as applicant may have in;ﬁhe'Waters
of Helines, Blanchard and Tujunga Canyons appear 1o de secondary.
in priority to the rights of the City of Los Angeles andAaregf
to this extent, prodably temporary privileges only, a;d<thaf,f;

thermore, it is clear that the water rights of Eaines and
Blanchard Canyons, and to some extent Tujunaa'Canyoﬁ, bave‘ ‘
probably been transferred for velld considefgtion %o Aﬁd.vested
in the purchcsers of lots in the original 1,726 acre erec. To-
der these circumstences, it is clear that no part of the‘alleged.
present value of these claimed water rights ney p:ojeily'be'1n~ |
.cluded in the rate dase upon which the cénsumers should bé«re-_r
quired to'pay a return.

Applicant's contention that it reguires $10,000. in

cash workins capisal is not supported »y the evidence., Thls
;bum represents in excess of one=third of the entire annual dp-
ercting expenses, less depreclation, Ior 1926. Conside:?ng
thet the revenues produce am average very closely approximatiﬁg‘
4, OOO. per month end thet due allowance hos already been made
for materia_s ané supplieu together with the fact thet avplicant
was or henéd an aversge of %2,000. as deposits by consumers for;‘
metered service and advanced rlat rate payments, it'appears that,
wader such circumsvences, an allowence orvapproximately one and

one-helf months' average operating expenses will be ample £OTr

ash working capital and, therefore, the sum of $3,600.vwill'be:‘

al;owed.'




- The annual neintenances end oPerating cxpenuea, ex-
clusive of deprec;ution, as shown by the company’° recordu ror
1925 emounted to $35,344. and $27,349. for 1926, The Comm_s-
sion's ergineer estimated the recsonable unnual operating eX=
’pensés Tor the Lmmedicte future to de $26,985., erc;u ive or
ixcome téx; while zpplicant estimated the expenses for' 1928 to-
be $31,500., including income tax. Conditions of operation in~
dicaté thet 2o ebnormel inerease in expenses im the imﬁé&iate
future may reasonably de expected, and it therefore aprears that
the suz of 229,000., exclusive of depreciation snd including‘in-
come tax, should be & rea sonoble allowence for the ope*ating ex~
pénse for the immediate future. Tae onnual dep*eciation annuity
wae estimated by epplicant's engineer tobe &6,;55. and by ‘the ‘
engineer for the Commission $7,313., baged upon the 5% vinking |
furd annuity. The latter figure will be used foxr +the purposes
6{;§pis rocecding. | |

' Zased upon the foregoing Ligures, the operationslof
this utility for the year 1926 resulted in a net retu:n of 4% ox
‘ $278,3oé., epreuenting nhy°ical properties and working capital
only. Based upon the presen* increase in dbusiness, es indicated
by the evidence, the preeent roates should ressonebly be expected o
to yield 5.5% on the above cmount during L928.

Applicant contends thet it is entitled to_$so,ooo., or
cbout eighteer per cent of the cost of the physiczl proyerties,
for goling va;ue, ané bases this cmaxm upon alleged carly buuinesq
10”50u and development costs. The cntire evidence,submitued by
enplicant in support of this ¢laim covered costs alleged to\hgyé
been fncurred for "holding" water rights and for "zolding" pipe

line° eﬂd other facilities neces*arily conwtructed in advancc of

'.need and for exploration work in connection with well-gxillizg,
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‘a1l 2lleged to have taken place during = period ot rivefyéaréf'A
irmediately prior to the approximate dote of the Sale:o: the’
lbroﬁeéties_in 1918 to present applicant. Not only does the -
evidence fail %o substantiate these claims of early losses or
the[reasbnableness or necessity for the)alleged developmenf"
costs but this Commission has repeatedly held thet early -

business losses znd development costs have no direct bearing

on the going value of a utility property &as it may exist years

Tn this proceeding, full cbnsi§erationﬁh§é{béen given
td applicant®s claim of going value and 1t appeais‘that this
wsility has never, at any time, veen able to earn 2 full not
return upon its investment Dy reason of the rdct‘thdt 115
bu$inesé is still in the development stdge and higher rates
would be prokiditive end greater than the ser&iée'isfredéonably'
woéti, and, as this seme condition still exists atv the present,
it 1s obviously 1dle to attempt now %o determine wrat is thé"'
‘reasonable going value, if any,’or this utility for therp?qsent.

. In Decision No. 10896, dated sugus?t 23,'1922;,in which
the present rate schedule was estedblished, the CommiSsion‘did‘
not determine a rete base for the reason that the aré&7sorved
wWas SO sparselyAsettled and the system so obvioucly overpuilt
for the then existing demends that a full return upon the |
capital investment in the bere physical properties would have |
resulted in en unrocsomeble and prohiditive rate for the service
rendered. Thié secme situation exists today. The present ratés

have slreedy reached the saturstion pointe Present comsumers

‘cammot afford %o use sufficient weter for laown and garden ir—-
rigation under the rates row charged, altﬁbush anple water is

evailable. To increase these rates would, in iy opinfoxz,
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'diminish the average water consumption to the extent of Te=

dueing Tevenues to ar amount less than'receivea &t prevent.
Besed upon the Tipures presented by applicant the eranting of
its regues?t 'or a full return upon its alleged investment would
require an increase of over $27,000. above the revenue, or
$47,431. received for 1926, or epproximately 57% over the yield
of the present rates. Based upon the average number of. active
consumers for the year 1926, the foet of mein per éonsumerlro*‘
thét‘year emounted to 1l74. This, in conjunc*ion with the ract
trhet the present plant is dewigned to supply and has the exist-
ing facilities to supply a considerably greater population than |
ie now served, clesrly shows that the system is still considefablva
overbuil* and that fhe servico area is only partialij"develobé@.
Under these circumstances, it would de unfair and‘unfeesoﬁdbie
to *equire p*event consumers to pey a full returz upon the emtire
alleggd {nvestment in such a 3ystew, designed w0 sefve a'far
grectes population in the ruture. From the'evidenéé, this-pro-
Ject abnears to be one of those subdivisions where the. rulL hope
of those who preojected the *aleg of ;ots hes not veen realized
and * at it will be some time berore whey will rully uettle up.
The present e, ‘aes on this system are already hi_,he. .
th hen the rates charged Ly eny of the other utilities in the
general vicinity which are of compar b1e size ‘and ovorate unde_
similar corditions. MNoreover, the monthly minimum quentlty
rate Of 400 cubic feet 45 far less water than such other utilit;es
furnish for thevminimum'charge. Tt ic apparent therefore that
applicant hes clready ‘enjoyed a4 much more favérable‘rate"thgn‘
other similar utilities, and, under the conditions above rere;red
%0, no valid reason commends_itselr to this Commissioﬁ.warzdntina

eny further increase in the present rates. It 1z, lindeed, &
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matter for serious comsideration Lif the facts o not warrant ex
. smount of water for the present minimum.monthly churge
o %1.25, DUt no such change will be made at thls time.

I recomxend, therefore, that this application be de~

the following form of Order is recomnended:

Hoines Conyon VWoter Company, & corporétion, having
1led its applicction ss entitled sbove, public hearings having
beer held theréon, tne metter having been submitted ané the‘Coﬁr

wission being now fully advized in the premises,

Im IS EEREEY ORDERED thet the above entitled apnlica-
tioﬁ be and it is hgreby éenied.

The foregoing opinion azd order arc horeby approved
and ordered filed ac the Opinion and Orxder of the Railioad.Cam-
misalon of the State of Califormnice.

271

Duted at San Franmcisco, Califorais, thic

éay of /;¥LMJY

Comn;éyione.u.
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