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EDGERTON, Commissioner:

" OPINITION

h
)
=

This case involves sll of thenrates, rules and
regulstions of East Bay Water Company inm 1ts supply of
water to commmities on the east side of Ssn Francisco
2ay. |
| Prior to the institution of this case on the
Commission’s own initiative, there had been filed s num-
ver of complaints ageinst this company orlits.prédecesédr
involving rates, rules and regulotions in parficular 10-
calities and inasmuch as this proceeding (Caée No. 1098)

is comprehensive, an order made herein will settle all

of the izsmes raised in the: " separate proceedings and

‘hey méy then be dismissed.

This compsny serves water %o and within the
cities of Oakland, Berkeley, Alameds, Piedmont, Emery-
ville, Albany, Richmond azd San Leendro and also widely
gsevarsted portions of the counﬁies of Alamegﬁ and Contrs
Coséa outside 6f thege communities.

The rdtés in these various commmuities sare
not tae same. They differ in aﬁouni of‘miniﬁnm chﬁrge,
mensures for determining minimum charge end unit rate

for water sold by measurement, f£ire hydrant rental and




- water sold for pudlic use. . The following tabulétion. adapted

from an exhivit of the company, gives & gemeral 1308 0% the
. differences that exist:

Nonthlyv Pavoents .

sPexr 100 ce Lt. @ Public Use T .

Winlmam = Q0 = Above @ :Hydrant Rent-
Small 2000 :3,000,000: Street al
: Somnections :cu.f%.: cu.“t. + Sorinikline 2"

'Y
-
-
-

Onic.and. £.85 10 1,50 $.240  3.150 21 to . 17¢
Berkeley 1.50 o262 262 . L1112 .50
Alameda 2400 224 224 2248
Rﬂ.chnond. 1050 -262 .262 .224‘
P4edmont 1.50  +262 262 W50 .50
mQMIIQ 3.-50 .24»0 -240 -240'
Son Leandro 1.00 t0 1.50% 240 .190 Jd274
Albany 1.50 o262 . #262 L W50
Lnincorporated 150 - b 150

ng®  Determined by £lat rate measures. Can de higher 12 more
: . 4than oze ocoumPANCY O One service.

"  Dakes rate of mearbdy rmmicipality.

wew  eter minimum of $L.30

ngm  Loter minfimum of $1.00

non  QOsiland owns its hydrsnts. The othor cities 4o not.

Yinimon op comnections larger than IE%;. 73 cents por mozth
ver #" of dismeter. Fixed dyv Oakla.nd ordinmmee. .

One ‘of the questions which mu*t be anowered here 13
mehall thie water system and its uervice e treated a8 a whole

and congumers in a given class be cherged the same rete regard-

less of locatlion in comx mrunitids™.  Im other words,. Shall all
volitical boundary lines be-disregarded and rates £ixed by

treeting consumers the same a3 though they were all residents
of one large community. "

This question in my Judgment must be snswered in

the affirmative. I caplsee no reason why for a like service
a consumer of this company skould pay & higher or a lower rate

merely becsuse he may reside in en ares surromnded by psriicu-
laxr municival bounddries.




Therefore'fhe burden of cost of the service of water
82 & whole to ell water comsumers has been distributed es
equitably as may be wpon cach ¢lase of zexvice, regerdless of
tee locality in which such service is glven.

'One iscue of outstarding importance in this procoed-
ing concerns the retention of;all of the large acreage of resl
property owmed by the company in the water shed of 4ts water
supply, as uged and ugeful in the conduct of its public utili-
ty business. )

Representatives of the cities and consumers'conxeni
that the lsnd owned by this company, and draining towaxd points
of diversion of water, is 1ot all necessary in the proper ser-
vice %o conauﬁers; that gll that 18 necessary is the reten~
- tion of 2 reasonsable margin of land around the water somwrces.

Dhe company on the other hand contends that practi-
cally all such land now ovmed by it {s used and useful in
the service to conmsumers, in that it comstitutes & large vXo-

voxrtion of the water shed land uﬁog whick tkhe water origi-

netes and the#owncrship thereof resulis in safeguarding the

water supply by preventing the entry of humen beings sud
animale thoreon with comseguent pollution.

A 1axge amount of expert testimony was introduced
on thiz subject. ¥r. C. 2. Gillespie, 8 Sanitary engineer
and the Director of the State Board of Hoslth, testified very




positively that thoge water supplies would be Pully as safe .
and palateble fo; drizking purposes if all of the water was
filtered by ﬁodern.methodg and all water ghed laﬁdé dispoéed
of excopt & éomparatiVely narrow morgin srownd reservoirse an#'
glong streams. Ee explained in considersble detail the work-
ing of the modern filter snd expressed the ovinior that 241~

" tration was & very much greater safeguard against water con-
tamingtion than the ownership oZ water shed lands. Faxther-
more, that the ownerchip of weter shod lands d1d mot imsure
pure water apnd that in any event the water produced in this
system should be ZL£iltered by modern methods. Ee callel at-
tention to the Zact that the large majority of water systems
in the Uniteg States were not vrotected by the ownership of

water shed lands and that in many instances water, admittedly

bedly polluted, was made entirely safe for humsn conswmption

by f£iltretion and chemical treatmont.

Xr. J. . Doékweiler, an exgineer employed by the
City of Ogltland, gave testimony in agreement with the fore-
going and produced a tabulatibn with meps of -water systems
in various parts of the United States where there was no
ownership of water shed lénds. |

On the other hend, the presideﬁz of the State
Board of Heglth, Dr. George E. Ebright, testified that in
his opinion all of %the water shed lands of this compaxy
should be retainéd Lor thé purvose of safeguar&ing the water
supply. Ho stated that he was not expert 1; the mattexr of
water zupplies axnd that he kmew practically nothing oi’mod-
ern filtration methods or their sccompllisbhments.

. The compeny vroduced Mr. Geo. C. Whipple, an

engineer of nationsgl reputatioh, who nas given particulagr




. attention to the senitation of water supply. An snelysis of
nis testimony cléarly establishes the vrovosition that it is
nét neéessary, 88 a sanitary measure, that a water compaﬁy
owz water shed lands. It 18 true he stotes tast in his
opirzion thie comvany should reftain the water shed lands which
it now owns for added safety and bBecause of public opinion
but be emphatically declares that s modern filter is thor-

_ oughl& efficient and does safeguard'water ggainst'both,pol-

lution axd disease germs.

Ho declared that complete ownership of land was
not necessary but that such control ¢of the land be had by
the company as to permit only such ugse as would not cause
pollution of the water. In answer o a question he said:

"I mean ownership in orxrder that the mse might
be proverly controlled. I don't mean the
absolute exclusion of all human heings and
rutting o doard fence around the watershed
t0 keep everybody off. I don't think that
is necessery alweys.”

At snother place in his testimony he says:

"Piltration accomplishes more than digsinfec-
tion. It yields a clean water, as well as
a safe water."

He slso said in snswer to the guestion as to whe-
thaer multiple £iltration would make water safe:

"IL you are talking about safety as mesning
simply safety from disesse produnetions I
don't think there is any question but what
double filtrastion would meke the water, I
nay say, thoroughly safe, sgnd thet also
the owmershir of the landsp or half of the
lands, and g modern filtration would also
maxe the water safe. hat is, you are ask-
ing me to.comware two things, both of which
are excoellent and <o nearly alike that X
don't believe 4t is possidle for anyone to
meke any real comparison detween them.™

Considering Mr. Whipple's testimony as & whole it
13 cuite convincing to the effect thaet modern Liltration
would be effective applied to this compaxy's water suvply .

and that roasomable control of tre water shed lands to pre-

B




vent direct pollutilon of the water 1z sll %that is necessary

to meke the water entirely sanitary and »alatadle.

7. B. Crecd, president of the compeny and its le-~
el representative in these proceedings, took the position
that the mejor part of the water shedﬂiaﬁda of this company
should be retained even thougk it wers determined that the
water could be safeguarded by filtration. e insisted that
experience demonstrated that people would not be confent
with filtration aloze but would be continually distu:be&
axd anxious over the safety of the water'supply 1£ the
water shed became populated. He desire&. howevér, to be
distinetly mnderstood as not deprecating the valune of mod-
ern filtration: in fact, he 88id be was ﬁh gdvocate of 1it.
when it 4is considered that tiols company BOW OWRE
only forty six per cemt of the water shed lands now produc-
ing water for uge, it is obvions that the supply is not
protvected by complete ownership of the shed, end from the
ovidence T am convinced that the ownership of approximately
one-hslf of water shed lands adds mo more profection‘than
a ressonsble and contimmons margin axouﬁd stresms end lekes.
If the position be_taken'thax the ownership of
water shed lands\is:neceséary. then logicslly this Commis-
sion should insist ﬁpon the acquisition of the remsinder
of the weter shed lends smd whem it 13 considered that the
totsl lends now owned by this company are valued by their
own witnesses at epproximately $7,000,000 and the lends
which might be eliminsted sre given.a valune of spproximate~
1y 24,000,000, snd that to acquire the remeining water shed
1ands would require the investment of perhaps seversl mil-
lion &ollers more; the importance of this question L8

reglized.




0f course 1if the owmership of water shed lands co:ld‘
be hsd with small burden to the comsumers or 10ss to the com-
'pany, we could have unanimouns agreement that sﬁch o&nership be
maintained, dut when the cleimed value of the weter shed lands
represenﬁs several million dollars and modern filtration plants
would ¢cost approximately one~tenth of the c¢claimed value of
these lands, we are Lorced %o a choice. Furthermofe,‘the
evidence ¢clearly skows that modera filtration plants chould
be instal}ed to saféguard this water, whether water shed lands
are Tetained or mot.

T do mot believe that we sre warranted in verpet~
wally burdéning consumers with the carxrrying cost of millions
0f dollars of water shed lands merely because of a fear of
vopwlar agifation i£ water shed lén&s are not owned. Ve
note that in most of the communities in the United States
water shed lands sre mot owned by the companies oxr munici-
valities and there is no evidence of any pbpular agitation
on the subjlect. Surely we can rely upoﬁ the intelligence
of the péople of the Zast Bgy region to Base their attitude
toward a water supply uwpon the gquestion of whether pure and
sanitery water is vrovided rather than mpon the methods of
the compeny in éollecting and treating this water.

nhe evidence -to me i3 clear and convincing that
the water of this company should be Liltered by modexrn
methods and that thereupon there will be mno further_nee&
of contimming the ownership of all of the weter shed lands
of this company.

Bowever, I believe thet = ressonable time should

be sllowed within wiaich s resdiustment of the affairs of




the Esast Bay Water Company may bve broughﬁlabout 80 thet no
violent and disestrous fimemcisl reswlt will emsue. If
fhe many thousands of scres of water shed land are suddehly
removed Zrom the rate base, the results op the finencisl

- condition of this companmy would be disastrous, and bark-
raptcy might encue.

Considering that the public hes up to this time
not only ssmctioned the ownership of these laxde as & part
of the waxér eystem dut at times hes coﬁpelled the acqui-
sition of such landg, it is not unfair to the communities
that they bear tﬁe burden during the readjustimoent rexiod.

I shall recommend therefore that there be wer-
menently retained, as used end useful lende, a margin of
approximately 1500 Zeet around the reservoirs and along
érincipal stream courses in this cystem, and tpat the re-~
meinder of the water sked lands be disposed of; ‘that the
company within 2 ressonsble time construct and put into .
operation modern filtration plants for all of their‘wgter
suppliec. |

The evidence it mot sufficient wpon which to
base s fi.nding of & definite time within which this super-
fluoue lend skzould be digposed of, ard these filtration
plants duilt, and, therefore the company should be required
withain a period of ninety days‘from“the dete of this order_
to vrevare and filq wifh the Commizsion = plan Or »rogram .
for the disposél of these superfluons lands and the time
within which such a4isposal will be made; and that tge7'
company L£ile with the COﬁmissioﬁ within gaid'ninaty;§ay3

8 plan for the construction and‘putting into operation of

zmodern L£iltration plante and statement of the time‘ﬁithinxaagaﬂv
such plants shall be completed. |




That meantime the lanis now owned'by the company be
considered as s vart of s rate base snd that wpon .the dispossl
of these lands uwadexr the planvto be submitted and approved,
the water rates shall be reasdiusted accordingly.

Rates should be fixed for this company upon the
broad considerations of the service being rendered to the
communitics on the east side of San Prancisco Bay and to the’

necessary income to keep the company in a sound Linsnclial
condition. |

e are dealing nere with & water conpany perform-
ing an essential service for a greast number of veovle and

waich has emerged from 2 bankrupt condition into ome of

sound. and conéervative cavitalization which was created wnder

authority of this Commiszion. This company like other util-
ities in Celifornie has felt the marked offect of increased
costs of oporation due to wer conditions and, while 1t did
not originete this proceeding with a reéuestAféi an incresze
of rates, the situation is such that, since the Commission
on its own inditiative instituted an investigation iﬁxo its
rates, rules and regulations, conditions have sSo ckanged
that 14 will be necessary to treat the whole mattef in tpe
light of the present status.

In this vroceeding exhaustive evidence was intro-
duced in an effort to establish the usual factors of value
of property dut I see mo useful pwrpose to be served in an
anglyeis of this evidence in view of the mse of the base
ébove suggested in fLixing rates.

. ix., John S. Drum, a witness on behalf of the
company; testified as Yo its fLirancisl requirements. He
statéd that 1n'or&ef that this company be kent finencially
sound ite income showld be sufficient to pay operating




expenses, taxes, depreciations bond intercst and dividends

on the Class A preferred stock and create s surplus. Since
ke gave his testimony the company haé submitted a statement
of sdditionsl overating expenses and bond interest and modi-

sying his figures by these sums results inm the .Zollowing:

: Gross Income
Pactors. ' 1918

1. Operating expenses aud taxes 997,205,
2. Depreciation - 200,000.
3. Bonéd Interest 629,875.
4. Dividends 298,667.
5. Surovlus 99,556.

Total necessery £ross earnings $2,225,302L

These items have been carefully'checked,by ir. R. W. Eswley,
Eyaraﬁlic Engineer of the Railroasd Commission, and by Mr.

W. C. Pankhsuzer, Stock snd Bond Expert of_the Comms ssion,
end T am setisfied thet the operating expenses sﬁbmittea by
the company are reaéonable éxcepf that there shouwld be elim-
insted therefrbm £120,000 ¢f the $200,000 aﬁnnal deprecigtion
claimed because & ressonable devrecistion anmmuity umpon é |
sinking fund basis would be 3100,060 apd from this should be
dedrveted $20,000 beéause the Maintenance and Revalr Acébunts
already allowed for the reélacement o? water meters and ser-
vice commectiovs. Also thore had been eliminated from the
clsimed operating expenses of thé company $52,000 Railroqd
Commission expense as 1t 18 obvious tham'the company Will
have 2o suck proceedings before thie Commission &8 0o jus-
t4fy exy suck expemditure. The sum of $7,000 ‘anmually has
been sllowed for this item. In the smount allowed for .
mainﬁenanco and operation ié an emergency rumping estimate

of $106,000. =




tr. Creed ia csleuleting the 1918 bond imterest end
dividend requirements essumed that the bonds and stock necessary
to finsnce the 1918 construction expenditures womnld be issued oxn
Jenwary 1, 1918. ifr. Pmokhsuser on the other kand assumes
that all of the 1918 comstruction expenditures will de £1nenced
through the issue of donds gt not less than 92 and preferred
stoék at not legs thax 80 and Zurther assumos‘thax the gecufi-
ties instead of being Lissued on'the,first of the yesr will be
jesued iz equsl imstsllments from moenth to montk as’ the con-
struction work progresses. Mr. Fankbsuser hae proposed what
sppears to ve & réasonabie surplus of $60,000per yeaxr as compared
to Mr. Creed's $99,556.

These changes result iz the following:

Groas Income

1918
Operating ezpenses god taxes $ 345,205
Depreciation 80,000
Bond interest 609, " 545
Dividends 288,972
Surplus 60,000

-

I+ will be seen that the figures lsst given result in a

net income to the company over operating expenses, taxes and de-~

preciationlot $976,361 snd this net income is less than eight ver

cent upon the value heretofore fixed by this Commisazion uppn.the
vroperty of applicant when suthorization wee given to issue stocks
and bonds. That valuno was $14,100,0QO and there have been aldldi-
tions and‘beytermpnts since o2 over $500,000 and eighx-per coxnt
on this swn of $1,168,000. This does zot teke into account the
recent expenditure on the San Pablo dam project.

The reorganization whereby all of the pronerties oL the
old Peovles Water Company woxe treneferred to the present East Bey
Water Compaxny restlted in s new msnagemont being nut in office at |
the hesd of which is W. £ Creed. The evidence is that woder nis
direction +ho compsny hes changed 1ts attituae toward the public

and every reasongble effort is beirg mede ‘o con&uct its affaire




with due regard %0 service to consumers.

, Interest on its bonds is nromptly veid and divi-
dends/ggvgh%eg%agggé12§i§ergg%a§ggfk surther then this the
company apparently has no immediate intentiox of ezxenaihg
its dividend volicy to the other cless of 3tock. So we are
not here being asked to yYroduce & revenmue which will either
sneresse dividends mow being paid nor to meke it ?osaible
40 extond the dividenmds to other classes of stock.

T believe that the Commission should give due con~
siderstion to the financiel needs of this compaxy, having

sy mind that the rates to be £ized shall not be unréasonably

or prohiditively high and that the revenue from the consum-

ere be such &8 not only to emsble thiz utility to continue
service 1o the communities it serves bdut %o copstanxly bet-
ter tnis service. |

A very importent result of an adequate revenue
will be the esteblishment of the company®s credit so that
54 may obtain money st ressonsble rates, thus p*evenxing z
hesvier durdexn being put upon the consumers. ,

Having.these circumstances in mind I recommend
that & gross rovemue of $2,000,000 per anrun be produced
by consumers and thet this grosé amount be spread over the
various classes of service rendered as hereafter indicated.

Tt becomes necessary not oxly to £ix the rates for
general coﬁsumers of water but also to £ix the rates %o be
charged mnnicipalities for service. These laxtef rates
are based impart upon the advantage gainea by the com~
munities messured by the value of property‘xn osch muni~
‘cipality recoiving s direct bexefit. To this is added
the investment in fire aydrants. owned by the ¢owpsauy, the
‘ cost of meintaining the same and & charge for pive lines




of certain.sizes on the s3sumption +that they are larger than
necogsary for normal domestic and industrial draft and of var-
ticulsr value in delivering large quantities of watex in &
shoft time. A
. Mhe excess capacity of the water system that may
be deemed Justified by the necessity of providing for emer-
gency demsnds such a3 that in Lighting Zire cannot fairly
be charged against regular customeré and valid uwnder covei
of a wnit rate for water. |
I have separated out only part of the charge that

could reasonadly be collected from owners of property as
distinguished £r9m water users. The totsl amount of this
charge is slightly more them one-tenth of the. estimated in;
come %o be realized by the utility comvany. It ié qeftain
thet the proporﬁioﬁ offfhe'public wiility water systqm ex-
pense not essentisl in the delivery of water to individumal
consumers is much greater than this. '

| The Wiscomsin Reilroad Commission has msde a pro-
longed study of the provortion of cost broperly'chargéable
to the general public which it calls the fire service oharge
sxd in several typicsl casec renorts it to bo betwoen 25% '
and 75% of tae total charges. In systems of the magnitu&e:

02 the Zast Bay Wator Company 1% 18 found to be between 258
and 50%. '

Mr. Creed - on behalf of the'company offered to

treat the sum allowed by the Commission &t operating ex-




penses, as a trust fund, to be expended by the compahy undexr
the generai supqévisiqn 02 the Rallroad Commission, end that
in the event that the amount allowed Qas found to be gieatef
then was sctually needed, that eny ovexrplus would be wsed
fo:.the vonefit of conmsumers in any manner diregtéd by the

Commission.

mhisfoffer 12 sccepted means thaet instead of the -

stockhol§efs profiting by an overesiimate of operating ox-
pensos msed by this Commission in arriving at the sum neces-
sary to bo paid by consumers in rotez, that the consumers
theméelvés would be benefited. 0f course this offer shouwld
not be teken to mesn that the stockholders should be wholly
deprive& of any benefit srising by reason of economies or ’
efficiencies introduced by the mansgement in the conduct of
the business of the compaxy. Nor shomld it be understqod
that 02 necossity there must be a refund of money to con-
sumers. There are several dispositions that could ve nade
of‘this money for the benefit of conéumers other than re-
funiing: guch for instance as invesfnenx in plant dncapi-
talized, etc. I believe this offer should be accepted and
that the company should be asked to £ile a written stivula— ‘
tion a8 vrovided in the orderlherein, designed %0 carry this
plan into effect.

Herewith a form of order:

This Commissionﬁhaving_upon its omn initistive
celled into guestion all of the rates, rules, regulations
and practices of Zast Bay Tater Coupany and a public'hearing
having been hsad; o

IT IS HERZBY POUND AS A FACT by the Reilroad
-Commission of the State of'Ca;ifornia thst the existing

-15-




rates of East Bay Water Company are unjust an&'unreasonable

and that the rates hereimafter set out are just and reasongble

- rates to be charged for the service‘of water by 9aid céﬁpany

to ity consumers.

IT IS HEREBY OFDERED by the Rellrosd Commission of
the State of Califorria that Bast Bay Vater Company is hereby
guthorized to f£ile with this Commission a schedule of rates
%0 bec;me effoctive on July 1, 1918, as follows:

INITIAL PUBLIC USZT CHARGES:

Bagic cherge sunuslly a8 of the year 1917 -

Alameds - = = -~ ~ = $ 22 000
Albany=- = = = ~ -~ - 1 000
Berkeley

Emeryville

Oekland

- 25edmont

San Ie&ndro - - = -

Ad justment to be made in fixing the charge for
the fiscal year 1918-1919 and fLollowing yesars dy
measure of net changes in the inventory of company
vive lines and hydrants Lrom that of Januwsry 1, 1917
as Lollows: |

2"-fire hydrants $1§ per suuum
Pex 1000 feet o street biped with
127" dismeter or largexr $50 per annum
6" d larger to 12" 30 "
4" _Y 6” 0 " "
GENERAL USE CEARGES YONTELY:

¥inimum for each meter 4in usa-~

5/8" meter at rate of § 1.00° per month
1"‘ ” 17 n hat l.oo ”

X, v 2,25 "

2" " 3.25 |
: v. 5.75

730,00

. " .25.00
Unit ?rice-

Tor water used to amownt of tde ninimum
charge, 25¢ per 100 eublce feet.
For all other use, 204 ver 100 cubic feet.

oy X -y




Padlic Use-

At general rates where water 18 measured by meter vexr-
menently set. Otherwise, at 20¢ per 100 cubic feet with no
ninizum. Water used in fighting fire, no charge.

Private Fire Service-

When no meter islon service, one-half the minimum
charge for corresponding size of service pipe.

IT IS EEREBY FURIEER ORDERED that before thirty deys from‘

the'date hereo? said company shall subumit t0 this Cormission for its
gcceptance rules and regulations fb: the service of water to its
COnSMIETS. | |

I IS EERESY PURTEER ORDERED thet within ninety deys from
the dete of this order the company shall file for the spproval oI
the Coumission & »rlan for the dispossl of ouperflnous lands and z
statexzent of the time within whick such disposal will be made and
shall aloo within said ninety days £ile for the anproval 0% the
.Commisoion o plan for the construction and ﬁutting into operation
of modern f;ltration nlants together with & vtatement of the time
within which snch plan shall be completed. |

:m IS FURTEER ORDERED thet Within ton days from the
date of this order the company shsll submit :Eor‘ the approval of
the Commiseion & stipuletion in writing designed %o moke cffec-
tive the plasn of treating operating expenseslas nentioned in
the foregoingvopinion. |

' mhe foregoing Opinion and Order are hereby approved

and ordoied f4led 28 the Opinion and Order of the Ralilroad Com-
nmiszion of the State of Califownia. |

Datol at Sen Fremcisco, Californis, this
[@X____ day of July, 1918.
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