Decision No. 21110

BEFORE THE RATLROAD COMMISSION OF TEE STATE OF CALIFORNILi.

In the Matter of the Application of .
SCNOMA WATER AND IRRIGATION COMPANY Application No. 12946
for authority to amend rates. - (Further hearing)

In the Xatter of the Investigation

on the Commission's own motlon of the
reasonablencss of the rates, charges,
contracts, rules, regulations, sched~
ules, and onditions of service, oT
any of them, of SONOMA WATER AND IRRI-
CATION COMFANY, a corporation, engaged
in the business of supplying water to
+he City of Soroma, Boyes Springs,
Ague Caliente, Sonome Vista and Z1
Yersno, in the County of Sonoma, Cal-
ifornia.

Case No. 2619

LA.R. Grinstead, for the Consumers.
H.A. Postlethwaite, for the City of Sonoma.
L.F. Cowan, fo> iApplicent end Defendant.

WEITSELL, COMMISSIONER:

Oz the sixth (6%a) day of November, 1926, the Rallroad
Commissior issued its Decision No. 17579 in Application No. 12946
nerein, establishirg e new schedule of Tates 0 be charged by
Sopona Water and Irrigetion Compeny, & corporation, for alil water
sold to consumers in and in the vicinity of the City of Souome

and the cormunities of EL Verano and Sozome Vista in Somoma County.

A petition for reheariig riied by applicant heving been granted,
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the Cormmission, in Decision No. 18419 dated Jume 1, 1927, estab-
lished 2 modified and amended schedule of rates and, amoag ovher
things, directed that cervain 1mprovements'to ¢cost in tae neighdbor-
hood 0f $25,000, whick sum applicént had voluntarily agreed tTo ex=-
pend, be installed on the systems serving the above three com-
munities or or before iugust 1, 1927. Thereafter, on June 25, 1928,
a lerge number of consumers residing in Sonoma filed a petltion
with this Comxission alleging tha%, although the increased schedule
of rates authorized by the Cormission had been put into effect,
none of the improvements as ordered in the decision and as approved
by the Commission had been installed. The Commission was acked to
reopen the proceedings for further hearing and o direct the com- |
pany, spplicant herein, to refund to the comsumers all charges
collected in excess of the rates superseded by those established
in Deciéion No. 18416. Further request is made by saild petitioners
that the retes estadlished in Decision No. 18419 be suspended un-
t11 tae improvemernts are installed within the City of Sonoma as
set out in the plans thereof approved Dy the Commission. 4 »eti~
tion similar in all substantial respects wes 8lso filed by the
City of Somoma, & municipal corporavion, or July 16, 1928. Ao~
coxdingly, the Commission issued Its Order on October 15, 1928,
reopening the instant proceedings and at the same time also issued
an order imstituting an investigation on its own motion into the
affairs of said company.

A pudblic hearing in these matiers weas held at Sonoma
on December 14, 1928, and, by stipulation of all partles concerned,

the application end the case herein were consolidated for hearing

and decision.

This compeny now owas =nd operates under & sinzle manage=

mept five water systems, each of which was formerly under separate
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ard individual ownership. Water is furnished to the City of
Sonoma and the unincorporated communities of E1l Veramo, Sonoma
Tista, Boyes Springs and Ague Caliente, located irmediately ad-
jacent thereto. The latter two plants were scculred subsequent
to %the filirg of Application No. 12946 herein by autdority of

the Commission gramted February 2, 1927, in Decision No. 17950,
end therefore are not involved in the fixins'of rates in this
proceeding. Rates for the Boyes Springs and agua Callente sys-
tems were established by the Commission in Decision No. 19616 de-
cided April 17, 1928, Application No. 14226, but, as these rates
were made conmtingent upon the inmstallation of certain specified
improvements not as yet made, the rates s0 established have heve;
become effective.

Petitioners contend that, in the establishment of rates
for the three systems serving Soncma, E1 Veraro and Soncma Vista,
the Commission, in its Decision No. 18419, estedblished & rate
vase of $65,000 which included $25,000 for physicel propertlies
not then in place but which repﬁesented a sue which the ccmpeny
had egreed to experd and was directed o install in improvements
on or before iAuvgust 1, 1927; that, of thls amount, RO more than
£940 has ever been expended within e City of Sonome, none of
which was in accordance with the plahs approved by the Coumission;
and that, by reasorn of this fallure o fully comply with the
Order of the Commission irn meking said improvements, toe collec~
+ion of the rates established by the Commission is unauthorized
and therefore the excess charges over the former and superseded
fate schedule should be refunded to the Water useTS.

In Application No. 14226, involving the fixing of rates
or the Ague Caliente end Boyes Springs systems, the Commission,

ip 1its Decision No. 19616, stated that the estimated originel
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cost of ell of the physical properties in place for all five
plants combined and including water rights was $79,868, as of
December 31, 1927. The evidence herein indicates the estimated
original cost of these combined properties to be $£82,087, as of
December 31, 1928. The rollowing tadulation skows the estimated
riginal cost of fixed capital instelled ox the various systens,
together with the additions end beitterments installed subseguent
%o the Commission's Decision No. 18419 directing the imstallation

o? the $25,000 in improvements:

Systens

Sonoma City;EI Vbrano;Sonomn Vista

-
-
-
-
-
-

Lppralsenment, Decision

No. 18419, as of .
June 30, 1926 $41,335 $ 5,140 13,525

Net Additions and Betterments,
June 30, 1926, to Dec. 31, 1928 1,972 5,019

Sub=-Total $43,307 $18,544

GRAND TOTAL APPRAISAL of
three systems combined,
as of Dec. 3L, 1928 $66,991

Appraisement oI Boyes Springs
and 4gua Callente systems as
of date of purchase (Jan. 1926} $ 8,088

Net Additions and Bettermenis, .
Jan. 1926, to Dec. 31, 1928 ¢ 7,008

Sub=Totel $15,096

GRAND TOTAL Five Combined Systexs
as of Dec., 31, 1928

All systems with the exception of the one sexving the
City of Sonoma sre interconnected, but the entire group is operated
as & unit under a single manasgement with the'company office ix

Sonome. For this reason, it is extremely difficult to segregate
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the operating and maintenance expenses and properly allocate
them to each separete system. Such allocatioz as is set out

herein therefore is approximate only. The evidence shows the

following Tesults of the operation of the systems Ior 1927 end

1828:

Gross Revenues, Sonoxa

Gross Revenues, Sonoma Vista & ZL Verano
Gross Zevenues, Agua Caliente

Cross Revenues, Boyes Springs
Gross Revenues, Total Outsice Sonome

Gross Revenues, All Systems

Operating Expenses, All Systems

Net Opereting Revenue

Tixed Capital Installed

Net Return on Investment

Estimated Operating Expenses,
Sonome. System

Estimated Operating Zxpenses,
Qutside Systeuws

Fixed Capitel Installed,
Sonoma System

Fixed Capital Installed,
Qutside Systens

Net Return on Sonome Systexm

Net Return on Outside Systems

*Including Depreciation—-sﬁ Annuity Besics.

NOTE: Increase in Revenues for year 1928
rainly attridutedle to fact that Iin-
creased rotes &1d not become effective

until June 1, 1927.

Counsel, for both the consumers and the City of Sonora,
contended that the water users in Soncme were peying more than

their fair portior of the revenues ané were penzlized by being
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forced to assist in carrying ithe burden of the less profitable
systems outside of the city and further contended that, taken
separately and independently, the Soxncma City system under present
retes was earning considerably in excess of a fair return. Petl~
tioners urged that the Soncma system Dbe entirely divorced and
segregated Irom the other systems as to menagexent and operation.
In this conmection, 1t should de pointed'oux that in the original
decision establishing retes for these three systems 1t is specif~
ically stated therein that the wiility did not request a full re-
turn upon the combined properties dut desired only & reascmable
rate for the City of Sonoma and a rate waich could be reasonsbly
applied in the E1l Verano and Sonoma Vista aress. In view of the
et that the Sopoma system was a separate emtity and supplied =z
stable and permanent population, whereas the service demand in

the other two districts was almost wholly sumer resort in charac-
ter, the Commission fixed one type of rate for service within
Sonoma and provided a swummer resort cless of rate structure for
the other two coxmuxnities. These rates were necess&fily determined
upon the separate systems and In no mazner was it contempleted that
the rates so fixed should yield a full retuxz upon the combined
systems at the expeunse of placing en wnfair durden upon those con~
sumers residing in Sonoma, %o make up for the lack of revenues Iin

the outside and less developed territory. In a similar xanner,

the rates recently estadlished for the pewly acquired Agua Caliente

and Boyes Springs systems were ~{ved entirely independently of the
other weter systems. The evidence ROW before the Commission shows
thet for 1928 the utility has not earred in excess of 8% upon the

actusl investment in the Somoma City plan? texen as & single unit,
and on the other four outside sysitems it received 4.3% for the

same period. The met return neglized or the combined operations
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 for 1928 was 6.3% on the actual investment. In Vview of the fact
that the class of sexvice demend in the City of Sﬁnoma 1s 80
essentlally different from that existing throughout the other
communities supplied with water and in view of the present isola-
tion of the Sonoma plant from the other systems, and for the |
further purpose of avoiding any possibility of the operating
methods of this utility resulting in placing an unfalr burden
upon the comsumers in Sonoma at some future time, it sppears
that the utility hereafter skould conduet its affairs so as to
reflect in 1ts books and records the operations of the Sonoma
City system as a separate water works, distinct fron its other

water plantse

The petitioners also contend that, as this company has

rot instelled the improvements in Soncma as directed by the Conm=
nmission, the collection of the rates established by the Coxmission
fs unsuthorized. The evidence clearly shows, as set out in the
Reparter's Transeript (partial} of ome of the earlier proceedings
held in conpection with the apﬁlication herein, that L.F. Cowan,
President of the company, definitely and positively stated that
the company hed on hand the sum of twenty-five thousand dollars
whiech it was ready and willing and which ke agreed to spend in
improvements throughout the Zl VTerano, Soncme Vista and Sonoma
City systems upon the fixing of reascnable rates by the Cormission
for the service. Of this swm, Mr. Cowan stated that approximately
$15,000 would be spent oz the Sonoxe City system. It was for this
reason and upon the strength of this statement that the Commission

1ncluded the sum of $25,000 in the rate vase and directed the ex-

penditure of the sald swm in improvements. Imspection of the

transcript, however, also shows that the ebove statement of
Mr. Cowan was qualified by his counsel, iir. Dudley D. Seles, who,

in his closing remerks, stated that the oompany would not make

the proposed expenditure of $25,000 unless the Commission fixed 8
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rate which would give & falr return also on said suu.

The testimony stows that, since the purchase of the
Lgus Calients and Boyes Sprirgs plants in January of 1926, this
company has spent $7,008 in enlarging the pipe lines and improv-
ing pumping equipment and since June 30, 1926, to December 31,
1928, the sum of $5,019 has been expended in Sonome Vista and
31,972 in the City of Sonoms, a total of 6,991 on the plants
embraced within the Commission's Decision No. 18419. This makes
a total expenditure of $13,999 for fixed capital to December 31,
1928, for the combined systems. It is true that soméwhat less
than $2,000 of the total additions and betterments of approx-
{mately $14,000 has veen spent in the City of Sonoma and not over
$7,000 on the systems involved in the Commission's Order direct-
ing the expenmditure of the $25,000. The overhauiing of the pump-
ing equipment and installation of meters in Sonoma has undoubtedly
resulted in giving a greatly improved and more dependable service
for domestic purposes in the city then heretofoxe existed, al-
though the working pressures are still oo low and the main
capacities too small to meet accepted standards of service, es-
pecially for Tfire protectionlrequirements in a camunity the size
of Sopnoma. The evidence shows that the past increase it the num=
ber of consumers has been very small and present indications show
1ittle, if any, prospect of substential growth in the immed iate
future in any part of the service area of this oompany. Under
these circumstances, it is apparent that, if the Coxmission is %o
insist at this time upon the instellation of the unexpendeq
418,009 for the proposed improvements, there will be & reduction
in the net return comsiderably below the bare fipencial require-
ments of the company. On the other hand, the increase in rates

which would be required to yleld a falr return on the investment

after the expenditure of the above $18,009 would result in a pro-




‘hidbitive rate considerably highex than the service would be

reasonadbly worth and unguestionadly would drive away & very

large number of ¢consumers in Sonoma, forcing them to ohtain

their water supplies from private or other sources.

The testimony and evidence throughout all the pro-
ceeding involving the fixing of rates for this utility indicate
that those responsible for the operating end managerial policies
of the company have at various times made extravagant and, to
some extent, misleading promises for the imstallation of large
scale improvements which later conditions made either Iimprac-—
ticable or inadvisable to carry out. Such acts have very serious-
ly demaged the utility's relations with those membders of the pudb=-
lic it serves and rave resulted not only in the loss of thelr
good will but have destroyed their conridence in its good faith
as well. Primarily, tke improvements approved by the Commission
for installation in Sonome were designed to remedy the inadequate
Tire protection facilities now exlsting on the system. The
capacities of the feeder mains are so limited and the pressure
&ftqrded by the present storage tenks because of their lack of
elevation is so low that little, if any, practical benefit Irom
e Tire-fighting standpoint can be derived under present condi-
tions. The former rate of Lifty cénts per month per fire hydrant
was increased £0 $1.50 in the last rate schedule established by
the Commission for Sonoma in the belief that the inadequate Tire
service would be remedied to scme extent by the immedliate reloca-
tion of the storage tanks at e higher elevation, and that, in the
event that a reasonsble standerd of volume and pressure for fire
service was provided, the estadblished rate could be proportion-
ately increesed by subsequent regotietions. In view of the fact
that the company has made no substantial improvements in the fLire
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protection service and that the testimony of the city officials
shows that this service is not now reasopably worth the sum of
$1.50 per month per hydramt, it appears that this rate should

be canceled and reduced in the City of Sonome to the rate origin-
ally in effect for this service and s¢ remein until sucﬁ time as
the utility has furnished increased fire protection facilities
through the reising of the storage tanks to create proper pressure,
or by installing feeder mains of larger capacity, or by some other
ecually efficient means or method, whereupon the rate Ior fire
hydrant service may be readjusted by Supplemextal Order herein.

I suggest the following form of Order:

The above entitled spplication having been reopened LoT
further hearing and the Commission, on its own motion, having
ordered an investigetion into the reasonmsbleness of the rates,
charges, contracts, rules, regulations, schedules and conditions
of service, or any of them, of Sonome Tater and Irrigation Com=-
pany, & corporation, a public hearing having been held thereocn,
the matters having been sutmitted and the Comxission being now
fully advised in the premises,

IT IS EERESY FOUND AS 4 FACT that the rate now charged
for fire hydrant service within the City of Sonoma and throughout
the territory covered by the Sonoma City water plant of the Somo-~
ma Weter and Ir:igation Company is uwnjust and uwareasonable and
thet the rate herein established is a Just end reasonable rate
to be charged for such service, and |

I7T IS ZEREBY ORDERED that Sonowa Weter and Irrigation
Company file with this Commissicn, within thirty (30)'days fron

the date of this Order, the #ollowing rate ror.rire hydrant ser-

-10-




vice, applicable within the corporate limits of the Clty of
Sonoma and throughout the territory supplied with water through and
by means of said company's so-called Soncma City Water Plemt, said
rate to be crarged Tor all fire hydrant service rendered on and
after the first day of May, 1829:

Fire Eydrants, eack per mpnth—-$0.50

IT IS EEREBY FURTEER ORDERZD that within sixty (€0)
days from the date of this decision Sorcme Water and Irrigation
Campeny shall set up as of January 1, 1929, a'plant ledger con-
taining the fixed capital accounts prescribed by this Commission,
and to which accounts shall bde charged the coﬁpany's investment
in its Sonome City Water System as of Jamuary 1, 1929, and the
cost of additions and betterments to sald system subsequent o
said date of Janvary 1, 1929; said company shall also keep a
separate record for 1929 and subsequent years of its operating
revenues and operating expenses applicable to sald Sonoma City
Water System, and file for said Sonoma City Water System an .
arnual report which shell be supplemental azd in addition to
the compary's znnual report.

| For all other purposes, the effective date of this Or-
der shall be twenty (20) days from apd after the date hereof.

The foregoing opinion and order are hereby apmroved and

ordered tilea as the Opinion and Order of the Reilroad Commission

of the State of Calilforrise

‘C\
Dated at San Francisco, California, this Al ¢ d(
oy , 1929. J

/’Comnissioners.




