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Tn the matter of rates and
gservice of Belvedere Water ) Case No. 908.

Conmpany.

Gibson, Dunn & Crutcher by
S. ¥. Heskins, for Belvedere
¥ater Company.

D. W. Garwood for Belvedere
Civic Association.

BY THE COMMISSION:

o2INIQUX

This proceeding wes begun by an order of the
Commiesion to the Belvedere Water Company hereinafter re-
ferred to a5 the Company, to show cause, if any it has, why
the Commission should not prescribe reaaonable’raxes. rules
and regulatiops governing the service by it of demestic wa-
ter to the inhabitants of Belvedere, which adjoins Los An-
geles on the northeast. The proceeling is the resuft of
gumerous informel complaints concerning the ﬁanner in which
the Compeny epplies its minimum monthly charges to the coﬁp
ditione existing in Belvedere.

Complaint is made that in many instanoces |

there are-separate services to as many as three emall hou- =
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At the end of the first year the system had
about 40 consumers, mostly on two tracts, and by the end
of 1906 about ome-third of the present system was installed.
During 1907 extensions were made to four tracts end by
the end of the year there were about 150 consumers. Iur-
ing 1908 four additional tracts were piped and at the
close of the year there were betweern 700 and 1000 consume-
ers. The company reports that the system began making money
in 1909, 1Its growth hes been steady ever since and it now .
bas 2917 service counections, all of whick are metered, and

about 2442 of which are active.
Iz 1915 the nwtility part of the business was

conveyed to Belvedere Water Company, following & hearing
and authorization by the Commission. At the present hesr=
ing the company was unable to furnish eny financial hig-
tory of the development of the utility prior to the abo&o
transfer. In the early stages of the development no at-
tempt was made to keep & separate set of books rglating to
the utility, and it was found at the hearing to be impossi-
ble. to ascertain the amount of capital invested, receipts
and disbursements, or c¢ost of maintenance and operation,

at either of the periods mentioned above.

Valuation.

Appraisels of the property of Belvedere wWa-
ter Company were made by the Commission’s engineers, R.
W. Hawley and 'C. H. Ioveland, end by J. B. Lippincott and
Edward R. Bowen, engineers for the compsny. Each spprais~
al was explained by its makers, at the hearings. The re-
sults of these appraisals are compared in the following
table:




Zetinmated Reproduction Cost Tes

Compaxny's Commizsion's
J“Cinecr Duglnocrs.

’ 96
7

Tleservoirs ' 5,2
2uoping ecuinment : 19,038
Tells by £ 8,809
Digtritvution system »45 69,564

Stock snd operating
cquipment

Roal Zstave
Development cxpense
Onerating capitel
Golng valune

Tetor righis

$125,058

*ioters and services
nald for by consummors 26,438

*Tor revlecing povement , 7,000

(*Appreiced for bacis of deprecistion allowmnee only.)

The wnrincipal diflerences are in 2l
lLowaxnce for overhcad expense,: pnysical structures,

valuation of real estate, going concorzn wvelue, value
of water rights and operating cepitel nceded. Dhese

subjecte will pe discusszed in the above seguence.
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Overread Expense

Great stress was placed by Mr. ILivvincott

uporn the importance of suitable allowance for overhead
expense.To estimates/§¥e§¥§a§59< more than the Com-
mission'e‘engineers. HEis estimates are based largely
upon bis experience in comnnection with the Los Angeles
agueduct and his estimates o2 suitable allowance for
vhe Denver Water Works. DBoth are very large installa~
tions and under conditions vory different from those
exigting in Belvedere. He also cited ss illustration
cortalin estimetes by the Commissiorn for overhead in
installing various water works, waich woere aleo unler
conditions dissimilar from those now under considera-
t;on.

Mr. anley eXvlained that as 2 result of
frequent and thorough snalyses and study, the Commis-
eion'’s engineers are now adding costs of foremaunship,
uge of tools, and sundry small items to umit costs, so
that the expresc sllowance now made for overkead is
lesa than formerly: and he explaineﬁ in conslderable
detall other reasons for his estimates of overhead ale
lowknces in this case, and why the installatioﬁs re-
ferred to by Mr. Lippincott were not comparsble with
the work ot Belvedere. He also vresented a detailed
tabulation showing the overhead used by the Commission's
engineers for various classes ¢of construction in 13 wa-
ter systems, in some of which the conditions were similar
to those found at Belvedere.

As the Belvedere system was constructed at

& time when the street work in the subdivision was being




done, and many items usually carried by engineers in
overhead are carried by the Commission’s ongineers in
unit costs, after careful study of the testimony we
£5ipd their vercenteges for overkead costs ample. In

. . . ) wless
the subsequent discussion, overhead it exeludsed/mentioned.

Physicel Structures

The difference ir apprelsal of bulldings
was shown to be largely in the pumping station on
Stephonson Avenue. The Commission's engineers showed
taat the company's svpraisal in Application XNo. 1603,

relating to the orgsnization of applicant as a pudlic

wtility, was $3760, and that the apprasisal by iir. F. C,

Pinkle of the éame proverty in 1911 for the owner was
33300. The estimate by the Commission's engineers
was $3850 end thet of Mr. Lippincott was $6615. All
of these figuresz include overhesd.

mThe difference in reservoirs of $804
is principally in the estimated cost ¢of concrete work
on the Rowan Avenue reservoir. Subseguent to hearing
the Commission's engineer discovered am exror of $224,
leaving a cifference of $580. No specific testimony
was presented by them on cost of concrete, and the es-
timate of the comwany’s engineer will be usged.

mhe difference of 646 on pumping equip-
ment is duve to the inclusion of & Gowld's Triplex Zuxp,
at Plant B, by the compeny's engineers, amounting to $1100,
which is excluded by the Commission's englneers as not used
or useful. This is offset in part by a higher estimated

cost of other equipment. This punp is wed dbut seldom sand




although the company contends it is of great
value as an auxiliary, testimony disclosed
that should the prinmcipal pump at Plant A be
out of commission, this yump ¢ar provide only
about 1/7th of the necessary supply at the
regervoirs.

The difference of 34598 on ac-
oount of wells is due to exclusion by ého
Commisaion's engineors of s shaft approxi-
mately 100 feet in depth and a well looétod
in the shaft, because the evidence shows
that this property is not used and useful.

The Commission's engineers ex-
cess8 in stock and operating equipment repre-
gents sz automobile overlooked in the othex
appraisal.

Their excess of $600 in develop-

ment expense is due to higher ﬁnit prices

used by them.

The difference of 84280 on ac~
count of distribution system is explained
principally by difference in the unit prices
used for pipe installed. The difference
in the principal item, estimated cast




of 2 inch pipe installed, is typlecal. This cost without
overhea& is ostimated by the compeny's engineers at 22.9¢
ver foot, based upon experience with similer soils at Long
Beach, and by %he Commission's engineers at 19.5¢ per foot,
based on experiénce with harder soils at San Diege, on
proven cost of excavating and bvackfilling sexrvice trenches
at Belvedere, and on actual cost of installing 2 inch pipe
in other locelities in southera Célifornia uwnder conditions
similar to those existing at Belvedere. The company pro-
duced some time slips for labor of Installing 1100 feet

§£ 2 iach pipe, sbout three-quarters of which was in hard
red adobe s0il and about ome~fourth in zo0ft soll, doth
being commoxn in the compgny’s territory. The slips do

not show the Job, amount of pipe ledd, where laid, nor
whether the service men who 8id’ the work were taken off
that job for other work. These itecms were supplied £rom
memory two years after the work wes done., Waat proportion
0f the company's system is lald in the hard soll referred

to does not appear. Under the circumstances, we delieve

the estimates of the Commission®s engineers best supported.

" Real Estate.

On real estate there wes testimony by
witnesces for the company and for Belvedere Civie Lssocia-
tion &5 to values of lots without reference to possible

peculiar £itness as sites for plants or reservolrs. The




compeny precented the testimony of & professionel ap-

praiser. Hisappraisal of {10,500 1s based on & study

of each lot and market conditions, mede four years ago,
and & rather cursory re-exsrmination made shortly before
the nearing. It is 20% lower than the appraisal made by
him four years‘ago. The company showed that it has made
recont ssles in this neighborhood at adbout the appraised
prices. Belvedere Civic Association offered the testimony
of three real estate agents of the vicinity, who testified
&3 to appraisals by the Jjoint burean of appraisal of lots
8inilarly located for purposes of taxation. Their highest
sggregate appraisal, which they testify is about oune-third
less than the actusl market velume two years ago, 1s about
$1400 less then the company's eppraissl. Comsidersble pox-
tions of the rgal estate, particularly at the sites of the
reservolr and the Stephenson Averme pumping plant, are not
used and wseful. 4is a basis for rates we use $€250 ag the
value of the real estate.used and useful. . |

Going concern value.

The position of the compeny is that it lost
money while building up its business, that such losses
are considered s falr measure of golng concern value and
thet one year's gross revemue at the time of appraisal
is often taken as a fLair basis of estimate in the absence
of exact data; dut in this case only'$2o,000,or less
ther half & current year's gross revenue is suggested as
& prover allowance. As already in&icated, the company
could not show how mch money hed been lost in the early
stages of the dusiness but it showed that such losses
had ceased in 1909 when the present system was pertly
constructed. . From the extent of the plant

-




and the number of consumers at thoe several perlods ¢f ox-
tension, the lozses could not have been very great. It

also anwears that tne syestem was considerably overbuilt:

in soveral instances entire tracts bvelng piped when there

were but few houses to be served. In cone lnstance 1100

feet of pipe was laid to serve two houses on lots sold by

the roal estate compasny. Such & course would probably not
Leve been followed by o company engeged exclusively in sny
pudlic utility business. The system was comstructed &s an
incident to the development of real estate, and to add value
to and aid in selling lends being subdivided. The ovmers

no doubt considered the systex part of the real‘estate in~
vestment. The company recoived large donatlons on accouwnt

of extending its system, which tended to minipize or eliminate
the losses complained of. The testimony does not satisfactor-

ily show any going concern value which should be allowed for.

Water rights.

fne company claims an arbitrary valuwe of
$1000 for water rights, upon the theory thet it has scquired
prescripiive rights In such waters gs underlie its locality
in places and because several of its wells were 10t succesSs-
ful.. Allowence has been made in develovment expense for dry
wells, &8 shown on the sppraisal. It does not appresar from the

testinmory that any prescriptive rights 1o underground water

nave been esteblished through use of water to such an extent

or in such a manner a8 to mske the use adverse to the rights

oL other lsnd owners. (See City of Coalings v. Coslinga




Consolidaie& Weter Company, Tol. 6, Opiniozs end Orders Reil-
road Commission, State of Californis, p. 3%3.) No testimony

was offered as to value of such alleged rigats further than
Mr. ILippincott's stét‘emen that $1000 wes considerod by him
& nominal velue. In the absence of siaowing of such water
rights or thelr value, we do not maXke any allowance therefor.
Yo sufficient showing was made of the neces—
sity for keeving {4000 on hand as opersting capitel. Te
think 2000 should be more then sufficient for this purvose
and we'have included that sum in our valuation.
We have concluded to use for the puryose o

computing rates a valuation of £12¢,762,

Maintenance and overation.

The company has been cherged for execeuntive

. Y
mapnagement other than superintendence, one-eighth of the

$24,000 in ammusl ssleries paid for the mansgement of the
eight companies, of which it is one, operated from the same
office.

Waile we have no doudbt the company has
had the beneflit of high claess business advice and of the en-
gineering skill possessed dy ome of 1ts officers, & continue
snce of such expense is not Justified. The advice and skill
roferred to relate principally %o the installation of the sys-
ten which is properly chargeable to capital and is included in
tae overkead allowance in the above seppraisal. We have sllowed
for executive mansgement other than superintendence the sum of

3500 per year, which should be sufficient compensation for the




determination of guestions of policy and administration re=
lating to the managemant of <the business.

The company's engineexrs show in their
epvraisal asccrued depreciation of the vroverty eaad an énnual
gtraight line deprecistion allovance to cover & continunance
of such depreciation. The Commiscion's engineers do not show
in thelr annraisal any accrued depreciation but compute and
shov & sinking fund enpuity, which compounded at 5% interest
during the life of the property would be sufficient to replace
it when its usefulness has ceased. Mr. Lippincoit testified
thaet these two methods had been shown by numerous tests to
produce substentially the same results. We will, therefore,
use the sonuity computed by the Commission's engineers, which
is $4600 per annum. |

The company's operating expenses, &3
shown by its books, smounted to $24,295 in 1914, and 324,925

in 1915. These smounts, however, included numerous items which

wore proverly chargesble to cepital installed rather than to
maintenance and dperation. A careful analysis of these expen-
ditures for the last two years and estimates for the future

show that 19,000 will probadly de emple for the anrusl cost

of maintenance and operation. The annuwal reports of the company
for the years 1913, 1914 and 1915, show an averegé snnual in-
crease in water salee of 6% per anmpum, waich it is fair %o as-

sume will continue.

Minimun payments.

0f the 342,118 colleoted in 1915 from
water sales to individusls, {37,389 was obtained from the mimi-

mem payments of $1.25 per month per conrection or from separate




dwellings or businesces. The Belvedere Civic Association
filed as its Exhibit A, & map showing the location of sll
dwellings and business places served, waich map was sti-
pulated to be correect. We find thereon 2229 single estad-
lishments, occupying at least one lot, 428 estsdlishments
two on a lot, and 311 establishments three on & lot. OF
those having two or three on a lot, 76 are not charged
separate minima. It was reported at the time of hearing
that there were 2436 active commnections. The record of
last year's operations shows the maximum number of ser-
vices Guring the year to be 2519 and the minimum to be 2480.

The spvralsels show that there are 2728 meters and 2917

gservices. A number of services were installed with the mains

and have never been used. The map shows 2692 premises
served. Iﬁ is mpparent that there are 36 i1dle meters. The
greet number of consumer months use of smell amounts of
water shnows an existing discrimination against consumers
of smell amounts. We have endeavored to provide relief by
the rave fixed herein througzh & lower minimum, and yet al-
low an adequate return to the company upon its invesiment.
After a careful study of the tables
of water use furnished by the company showing the monthly
use in verying amounts from 100 ecu. f£t. or less to over
1000 cubic feet, we have provided a rate set fortn in the
order which ‘based.up/ wi;fcﬁggau:e % °facome amply suf-
ficient to provide for maintensnce and operation, deprecia-
tlon and an adequate return to the company upon the fair

value of its property.




THE RAIIROAD COMMISSION CF THE STATE OF CALIFCRNIA
having by order of Jauumary 25, 1916 instituted an investi-

gation into the matter of the rates and services of the

Belvedere Water Company, and & vubdblic hearing having been
held, and the matter Dbeilng now ready for determination,
IT IS EZREBY FOUND AS A FACT by the Rallroad
Commission of the State of California that the rates for
" water charged by Belvedere Water Coupany ln so far as they
differ from the rates herein found to be reasonsble sre
wnreacsonable and wajust; and the rates hereinafter set
forth are heredy round t0 bPe just and reasonable rates to
be charged by said company for the distributiom of water
to its consumers; and basing its oxder om the foregoing
findings of fact and on the further f£indings of fact set
forth in the opinion preceding this order,
IT IS FERIBY ORDERED that Belvedere Water
Company be and 1t is hereby_direoted to establish and
file with the Railroad Cormission within 20 days from
tho date of this order the following rete schedule of-
fective September 15,1916, to be charged its consumers

for water service in Belvedere and vicinity:




For water used up to 500 cu. Lt.,
15¢ por 100 cu. f£t.
Betweon 500 cu. £t. and 5000 cu. fta
10¢ per 100 cue £t
Use in eoxcess of 5000 cu. £t. at
6¢ ver 100 cu. ft.

Moathly minimun payments to be:

Service 3/4" dlameter and less, B .75
Service 1 " diameter 1.256
Service ly " dismetaer 1.75
Service 2 " diameter 2.26

Fire hydrsnt reatal 51.50 per month pexr hydrant,
including water used for fires.

Public use, sprinkliag charges and flushing
gewers and streets 64 per 100 cu. £t
IT IS FURTEER ORDERED thet Belvedere iater
Company file with the Railroad Commission within 20
deys from the effective dete of this order its rules
and regulations for the service of water, which rules
and rogulations shall ioclude the following rule;
Where water is supplied through one
connection and meter to more thamn one in-
dependent user each such user, whea in &
geparate bulldisg, may be reoquired to mcke
sepgrate vaymort, provided, however, that
upon epplicetion each such independent user,
when in a separate dullding, may demeand and
zust be furnlshed & separate meter and con-

rection to the provexrty line or otreet or
alley neerest the voint of use.

Dated et San Francisco, Cuiii’ornia, this S b AL

e e
';7§€?%Zé%’14pé%zbﬁcﬂ?~f

day of August, 1916
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Commissionerse.




