H\
,;\ﬂ /;\ﬂ q ’”‘

Decisiorn No. Ju

o j'h..“";i e (,‘uu

BEFORE THE RAILROAD COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application of
EAST SIDE CANAL COMPANY, & corpora-
tion, for auwthority to increase its Application No.
rates for water service.

In the latter of the Applicatioz of
EUENA VISTA CANAL, INC., & corpora-
tion, for anthority t0 increase its
rates for water service.

In the latter of the Application of
STINE CiNAL, INC., & corporstlion,
for authority to ilncrease its rates
for water service. :

Application No.

Application No.

In the Matter of the Application of
THE FARMERS CANAL COMPANY, & cor-
poration, for authority to increase Application No.
its rates for water service,

In the Matter of the Application of
CENTRAL CANAL COMPANY, & corporation,
for authority to increase its rates Application No.
for water service.

In the Matter of the Application of
KERN RIVER CANAL AND IRRIGATING
COMPANY, & corxporation, for autlority
t0 increace its rates Lor water
service.

Application No..

In the Matter of the Application of
PIONZER CANAL, INC., & corporation,
for autho*ity t0 increase its rates
TOor woter service.

Applicetion No.

In the Matter of the Application of
KERN ISLAND CANAL COMPANY, & cor-
poration, for authority %o increase
its retes TOor water service.

Application No.
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MeCutchen, Olney, Mannom & Greene, by John T. Pigott
and Carl I. Wheat, for applicants.

Athearn, Chandler & ?a.mer and Frazk R. Devlin,
by uilton L. Fermer, L0 S.M. Jasper, protestent.
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Houghton & Eoughton, by Edward T. Houghton,
for protestants Tekachapl Cettle Compeny
and tae Estate of R.E. Zoughton, {deceased.

Siemon & Garber, dy Alfxed Siemon, for pro-
testant Eest Side Water Users Assoclation.

Harris, Willey, Griffith & Harris, by Ronald B.
Barris, for Farmers Protective Assocliation.

JeJ. Deuel and L.S. Wing, for Calilorsnia Farm
Sureaun Federation.

Jackson Mahon, Iin lieu of Siemon & Garder, for
East Side Water Usexrs Assoclation.

T.Ne. Jaxvey, for Peacock Deirles, Incorporated,
and Bloomfield Iand Association.

Folho cgamberlain, Tor Farmers Protective Assocla-
tione

CARR, Commilssioner:

Proceadines,

On June 11, 1930, Fast Side Cemal Compeny, Buera Vista
Canel, Inc., Stine Csual, Inc., The Farmers Canal Compeny, Central
Canal Company, Kern River Capsl and Irrigating Compary, Pioneer
Ceanal, Inc., and Xera Islend Canal Compeny filed their separate
applications requesting the Commissior to authorize them to estab-
lish and charge increased rates of suckh volume as to yield op-
erating expenses and a falr returr on the wvalue of thelr tangibdble
and intangidle property devoted +to the public service.

On Fedbruary 2, 1931, the Commlssion lssued its Order
establishing interim rates for these utilities caleculeted o yield
ther on the average their out~of-pocket expenses, with some yiéld

for current depreciatior. (Re East Side Canal Company, 35 C.R.Ce

779.)' The intexim rete there established was eighty-five cents
(85¢) per acre To00%t for water delivered, representing a Vvery sub-

stantiel increase over the previously gezerally prevalling rate of

thirty~-seven and oxze-half cents {372¢) per sere 200t which had




been ir offect Lor many yesrse.

Hearings in these seversl applications conxinﬁéd at
Intervals uwntil Septembexr 14, 1922, when the ovidence was ¢losed.
The parties were permitted to f£ile bdriefs, the lazt of which was
received on Decembexr 15, 1932. The applications were consolidated
for hearing.' In all, tweaty-ono days were occupied in public
nearings, the evildence presented covering an extremely wide rONgo ..

2rior to the £Liling of these applicaticoms, the Tehachapl
Cattle Company ard other consumers wnder the Zern Islgnd Canal
Company £iled their complaint (Case No. 2711) complaining of cer-
tain practices of the Xern Island Cenel Company and particulsrly
of certain c¢laimed extensions of the wtllity's sexvice area.
Shortly thereafter, the Commission Iinstituted o general investiga~
tion Into the rules =znld practices snd service sreas Qt the vgrious
wtilitles nemed in the heading (Case Xo. 2755}, thus drosdening
the Issuwes ralsed by the Tehachapi Cattle Coméany ¢ase to include
2ll of the several utilities. These two caées wore consolidated -
for hearing. On December 3L, 1929, tae Commission, as the result

2 hoarings devoted primarily to the matter of the practices of

these utilitles, issued its orider ostablishing rules =zpnd regulaw
tions for the deiivery of water. (34 C.R.C. 148.) fTheresfter,

the 30-called Tebachapi case snd Case No. 2755 prbcoeded uwpon the
issue of service areas. They were finelly sdbmitted on Janusry 26,
1935, when the finel snd concluding brief was filed. Trose two
¢as0s are belng dieposed of concwrrontly with the 1nstanx spplica~
tlons, thue bringing to a close perhaps cme of the most involved:

and difficult situations waich has been presented to the Cormnd g
sion.




Conflicting Cleims.

The c¢laims of fhe applicants respecting the value of
their several properties and the rates %t which they think they |
are entitled are sumarized and expressed in Table No. I set
out on the following page. The rates sought, 1t will de od-
sexved, average more than 245 per cent in excess of the interim
rate and are more than 560 per cert in excess of the rate generally
charged by the utilitlies for many yeers prior t0 the interim rate
becoming effective.

Conguzers, accustomed over the years to paying the very
moderate rate of thirty-seven and ome~half cemts (374¢) per acre
root and now Iin grave distress under the cataclysﬁic décline in
the value of farm products, are not only shocked and astounded
at the claims of these utilities dut complein dbitterly at even
paying to them rates sufficient to cover actual out-of-pocket
co3ts and expenses for the service of water - such rates as wore

fixed in the interin order referred %0e

Terminologye
"Land Compeny," when used in this Opinion and unless

otherwise indicated by the context, means XKern County Lamd Com-

pany, which now and for many years past has owned all of the
stock of XKern County Canal & Water Company, which in tura owns
all, or approximately all, of the stock of the several applicent
corporations. The land Company also owns large asreas of the ir-
rigated lands served by the several applicaﬁts.(l)

(L) Xerrn County Canal & Water Company owns 4,997 shares of the
5,000 total shares outstanding of East Side Canal Company; 2,497
shares of the totel 2,500 shares outstending of Buena Viste Canal,
Inc.; 2,809 zhares of the total 2,850 shares outstanding of Stine
Cenel, Inc.; 1362 shares of the total 144 shares outstanding of

e




TABLY KOs 1

SUMAARIZATION OF APEFLIOANTS! QLANIS
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Year
$ 1930

’ poy t
tAore Yooty

¥ast Side Canal Coxpany
Buena Y¥ista Ganaly Inog.
Stins Ganal, Ino,

Farizera Canal Coiapany

Kern River Canal & Irnr, 06;

Pioneer Ganal Coupany
Korn Xslard Canal Gdonpany
’ Sut;Total**
Central Canal Copany
TOTAL

$ 165,395
72,346
94,631
74,543

295,491
172,846
602,816

$ 9,620
94,087
63,742
73,357

113,213
144,899
214,773

8 174,916
167,343
168,273
152,706
408,704
317,765

1,317,687

$ 18,688
10,719
16,701
11,956
10,871
12,381

62,678%

$ 32,660

24,107
52,535

52,637
37,802

187,985

16,385
12,518

20,842

26,723
12,970
85,200

'$2013
X103

2462

2,05
294
2.638

41,85
1,68

24190

1,78
2:50

2174

31,477,787
1,461,105

$1,219,500
408,718

$2,697,287 $161,872

"1,869,823

72,901

$367,656
222,487

162,618
48,948

£2,41

4,67

[ 2]

$2,938,802

#,628,218

£1,667,110 §224,773

$500,143

£01,660

HOTATIONS:

$2.93

*  After deduoting 89,390 as receipts fron Last Side Canal Com;any
and Speoial Gontrac*s. .

+¥

Interrolatsai.

***+ No intersst cdonputed on Wster Rights,
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Since the Central Canal Company, operating the so-called
VCalloway Canal, calls for special treatment while the remaining
epplicants are treated as a group, the term "utilities,™ unless
otherwise indicated dy the context, should bé deemed tgﬁrerer o
all of the applicent utilities except the Central Canal Company.

Water Entitlement.

In addition to the general description of the utilities
here involved, as set forth in the Opinion in the interim rate
order (35 C.R.C. 779}, it should be pointed out that by virtue of
old underlying contracts end court decrees there have been estabe
lished and are gemerally recognized whkat are termed entitlements
iz respect to the waters flowing in the Xern Rivere. The Kern
Islend Cenal Company has the first or prior entitlement to 300 cubie
Teet of water per second flowing in the river. ‘It also has 2 sube

sequent and subdbordinate entitlement. Others of the applicents have

The Farmers Canal Company; 29,997 skares of the total 30,000 shares
outstanding of Central Canal Company; 2,425 shares of the 4otal
2,500 shares outstanding of Xern River Cansl and Irrigeting Company;
2,397 shares of the totel 2,400 shares outstending of Pioneer Canal,
Inc.; 2,997 sbares of the total 3,000 shares outstanding of Xern
Island Carnal Compary. The Land Compeny owns none of the irrigeted
Jand under East Side Carnal Company; 47 per cent of the irrigated
Jeand under Puena Vista Canal, Inc.; one per cert of the irrigated
Jend under Stine Canel, Inc.; 20 per cent of the irrigated lend
under The Fermers Capnal Company; 87 pex cent of the irrigated land
under Central Canal Compeany; 50 pexr coent of the irrigated lend
under Xern River Canal and Irrigating Company; 80 per coent of the
irrigated lend under Ploneer Canal, Inc.; anéd 44 per cent of the
irrigated land under Xerxz Islend Canal Companye.




suhordinate emtitlements of varying amounts and priority.'.(z)

History of Applicants.

The hiztory and status of the respective applicants, so

far as here pertinent, may be summerized driefly as follows:

(2) Tke following is a list of these extitlements with their
emounts and order of priority, scme of whick, it Will de odserved,
run 30 interests other than the applicants:

Diversion Right
iz Cu. Pt. Sec.

Kern Island 300,

Miller & Lux iiller & Lux receive
1/3 of flow measured
at First Point,
Marck 1 - August 31,
after J00 cu. L£t. sec.
t0 Xern Island, de-
livered at Second Point.

Castro 204 '
OeS.Fs Shaw Decree 10650
Buene Vista 80.
Jaxmes 120.
Anderson 20
Stine 1504
Xeachamn : e
Farmers 150,
Plunket 404
Joyce 40.
Johnson 40.
Pioneoxr 130,
Beaxrdsley 6C.
Anderson l0.
James & Dixon 404
Tilson ' 10.
McCallrey 26.
Edwards Se
MeCoxd 100.
Callowey g50.
Railroad 200.
Buera Tista 90.
James 1&80.
Pioneer 170.
Beardsley 240,
Kern Xslend 564




East Side Cansl Company was incorporated on Fedruary 17,

1892, It possesses no seperate entitlement to water from the
Eern River but secures its water under two contrects with the
Korn Island Canal Company, the contract price for water being
four thousand five hundred dollers (${4,500) per year. These con-
tracts were referred to Iin Hancock vs. Eas£131de Canal Co., 20

C.R.Cs 205. TWater zight contracts werxe sold to the landownerz
at tern dollars ($10.00) per acre, the total s0ld as of December,
1897, amounting'to seventy-two thousand six hundred rorfy dollers
(£72,640). Ceortain refunds were made and some &mounts;wbre never
paid. Apperently the met amount actually received from the sale
of these contracts was forty-three thousand seven hundred and
seventy dollars ($43,770)e Anuuel reports of this compeny ¢ the
Cormission show a fixed éapital as of Decemﬁer 31, 1929, of sixty-
one thousand three hurdred nineteen dollars and eighty-four cents
($61,319.84). The compary operates approximately nineteen miles
of cenale

Puens Vista Canal, Inc., was incorporated in 1928 and

was the suceessor of Buena Tiste Canel Coxpary which was incor-
porated in 1878 and was itself the successor of Buene Victa Irri-
gating Company, incorporated in 1872, This utility has & water
right of eighty (80) cubic feet per second, second in priority
among the apblicant'utilitics; It also owns a second right on
the river which, decause of its subordinate position, 1s of little
or no comseguence. The original compeny was owned by Lfarmers wko
constructed a canal for irrigation pu;posés. The consiruction

work was largely performed by the Zarmers themselves. Some rﬁndz

were relsed by assessuents. Fixed capital instelled prior to 1912,




as disclosed by reports on file with the Commission, was tThixty-

two thousand five hundred sixty-seven dollars (£32,567). Fixed
capitel as of Decemder 31, 1929, was reported to the Commission
&t thirty=-two éhousaﬁd five hundred sixty-seven dolla:; ($32,567)
The utility operates approximately itwenty-itwo miles of canale |

Stine Canal, Inc., Was formed in 1928, succeeding Tk

Stine Canal Compeny, incozporated in 1878, which i%tself succeeded
The Stice Irrigatins-COmpany, incorporated in 1872. The utility
hes an entitlement of ome hurdred 2ifsy (150) eubic réet,per second
on the river, whlch is third in priority amongst the various appli-~
cants and 1s eighth in priority among the entitlement holders.

The canal of the original company was constructed by farmers in

the area served by it. LT the time the Haggin Interests, through
lend purchases, acquired control of the compaany in 1878, apparently
about thirty-anine thousand dollars ($39,000) had been'ezpended;

As of December 31, 1929, 1ts fixed capitel was Teported as eighty-
one thousend four hundred thirty-three dollars end five cents
($81,433.05). The company operates approxXimately twenty-two

miles of cenals

The Farmers Canal Compeny in 1880 succealed The Farmers

Irrigating'Candl Compeany, sz early nuitual essocistion. It hes an
entitlement of one hundred £ifty (1S0) cubic feet per second, be-
ing fourth in priority amongst the applicaznts bdut tenth in prior-
ity among all the watexr rights oz the river. The early setilers
forning the predecess&r company constructed & portion of the
canel system. Certain nemorande indicate that in 1879 expendi-
‘tures of approximatély cighteen thousand &ollars (318,000) hed
been nade at that time for construction purposes;—ryixed éapital

of rourteen thousand four hundred dollars (%$14,40G) was reported

S




as of December 3L, 1929. The ntility operates gppraximatoly
twenty-;two miles of canal,

Contral Canel Company, operating the so-called Cellowsy
Canal, was incorvorated iﬁ 1890, taking over the,properfy of the
Korn River Lend end Censl Company which had been incorporeted im
1875. The water right of the compeny iz eizht hundred £ifty (850)
cublc feet per second but it iz seventh in priority among the
water rights of the applicants and ies twenty-seconé in priority
among the water rigats on the xdver. In the ee.rlj' xdnetiesz, sSer-
vico or so-called water rights were 5014 at tex dollars (510.00)
por acre for lands not owned by the Eaggin interests. The net
smount realized from these wae epproximately eleve# thousand six
hundred forty-one dollers ($11,641). The total fixed capital
¢f the applicant as set up in its snnunl report was on December 3J1,
1929, f£ive hundred fifteen thousand three hwmudred £ifty-three dol-
lars and ninety-five cenmte ( £515,35%3.95). The utility operates
approximately four hwndred nize miles of canal.

Fern River Canal and Irrisstine Company was incorporated

in 1892, taxing over the properties of XKexn River Tater and Irri-
gating Company, incorporsted 2 1874. The water right of this
corporation .'x.e,_ in the amount of sixty (60) cubic feet pexr seconl.
It i3 sixth in priority among the weter rights of the gpplicants
and fLifteenth in priority axmong the water righats on the Xexrn .River.
It also has a water right L1z the amomnt of two kundred forty (240)
cublic feet per second of much later pxiority whick Iz of little

consegquence. The cansal operated by this compony wae constructed

largely by the early Zarmer stockholders. Fized capital expendi-

10.




tures as reported to the Coxmission are in the sxount of seventy=-
six thousand five hundred eighty-seven dollars ard eighty-~five
cents ($76,587.85) a# of Docember 31, 1929 The utility operates
appraximately té:iy-tour miles of canale

Ploneer Canal, Inc., was formed ir 1928 eand succeeded

the Ploneer Canal Company, which had been incorporated in 1878,
which in turn was the zuccessor to the Pioneer Ditch and Irri-
gating Company, which had commexnced work on the canal systenm as
early as Mey, 1873¢ The water right of the corporation is in the
amount of one hundred thirty (130} cubic feet per second, deing
Lifth in priority among the water rights of the applicants but
fourteenth in priority among all the water xights on the river.
The compeny also owas & second epproprietive water right in the
amount of one hundreld seventy (170) cubic feet per second, which
is twerty-sixth in priority smong the water rights on the river.
The original cansl was ¢onsiructed by the farmers who owned the
o:iginal mutuel organization. When the Ploneer Canal Company
was organized in 1878, it set up a construction account of forty-
one thousand five hundred twenty-nine dollars ($41,529) on its
books which purported to represent the ezpenditﬁre of 1ts preodeces~
sor for construction purposes. The totel Lixed capital as reported
to the Commission iz forty-one thousand six hundred dollars
(£41,600) as of December 31, 1912, with no fixed capital installed
since that dates, The utility operates epproximately rifty-four
miles of canale

Kern Island Canal Compeny was incorporeted in 1920 and

18 the successor of Kern Island Irrigating Canel Company, formed

il.




in 1870. It has three hundred (300) cubic feet per second, its
water right on the Xern River béing.rirst-in priority of all the
water rights on the river, and a second right of Lifty-six (56)
cubic feet per second, which is twonty-eighth in priority. 'It'
reported fixed capital of two aundred ro:tyisix thousand one
hundred seventy-eight dollars and nine cents ($246,178.09) as of
December 31, 192%. 'The utility operates approximately seventy-
two miles of canal.

Hicstory of Rates.

The first public fixation of xates of these utilitles

was by the Board of Supervisors of XKern Couniy. Such fixation

occurred at least as early as 1885. Witk the exception of Xern
River Canal and Irrigating Compeny, the rate thus estadlished was
the same for mary years, bdeing seventy-five cents (75¢) per cubic
Loot for twenty-four (24) hours, ing approximateiy thirty—seven
and one-half cents (37%¢) per acre £oot. During xmuch of this time
at least, EH.A. Jaztro vas gereral mensger o the Land Company and
ective 1n the comtzol of its affairs and was a member of the Board
of Supervisors. Tals gives rise %o the Implication that the Super-
vizor-fixed rate prevailing for so many years wes nét out of hexr-
mony with the general policy of the lLand Company and 1its controlled
utility canal companies. About 1918; there was conceiveld an ambi-
tious scheme of turning the property of the various applicants
here, together wita that of certain non-utility canael companies,
over to a public water storsge district which, by storage oz the
Kern River and the development and use of certgin underground wa-
ter, should serve the lands under the applicants® canels and con-

siderable areas not under the utility canals. About this project

1z.




thero wag waged Lor maxy yearz a bitlter s_t_ruggle, the landé cém-
poary and its affiliated interests generally ZLavoring 'ciﬁe project
and many of the utility coneumer groups being oppoced to it.
The project was finally a.bandonqd in 1929. The position of the
applicents ig that they were well aware 0f the grocs inadeguacy
of the ratez they were charging t¢ meet oul-of-pocket expenses
and yield & return on the valuo of their property, yvet, during
the continuance of the movement to foxz the public water storage
Zstrict, it was deemed insdviseble to make application Lor Iin-

creases in retes.

Qperating Exvenses.

In the case of these utilities, ike the rapilly
chenging gas, electric mud telepnone utilities, operating oxpenses
are not subject to constont change. Indeed, the Company takes
the position that the measure of the general operating expense
Lor the future is the expeztiqﬁce of the pagt, nodified somewhat
by the gem:&l economic situation and special factors. ILarge ex=-
venses have been incurred by the Company in cornection with these
procoedings, but, in view of the infrequent occurrence of proceed-
ings like these, it is epproyriste to spread such expenditures

over 2 period of not less tharn ten years. Since the Iinterim rate

ordexr, the various applican®ts have mede substantial reductions in

thelr prevailing salery md wage sceles. 2rices of supplies are
less than they were & few yoears ago. Administration of rules and
regulatime yresceribed by the Commission involves 3ome added ex-
rense. Giving dwe welight to the experience o2 the Compeny =nd to
the factors referred to affecting the past ex'perience 8s o guide
to future time, it iz comcluded thet the reasonsbly to be antlcie




pated operating expenses of the "utilitlies,” iIncluding deprecla-
tion, ought not to exceed one hundred thirt& thousaﬁd dollars
(£130,000) pexr annur., (4) (Central Ceaxnal Company, because of the
peculiar conditions surrouﬁding its operations, 1is treated'
seperately at a subsequent point in this Opinioz.) Aetually,
these expenses will very somewhat yéa: by year, but the above
emount mey be taken to represent a Teasonable average for the

fruturee.

Revenue-rroducing Viater.,

The revenue-producing water of the "utilitles" varies
widely from year 0 year, dependlng ox zeincall end runoff. Ob-
viously, in looking into the future the experience of the:past is
the best guide in determining what may de anticipated normally and
on the average. The longer the recoxé of experience the more near-
1y may average or normel conditions be appracimated. It 1s con=
cluded from the wealth of date iz the record that the = eveaue~
rroducing water should de taken as 156,000 acre Zeet peor snnum,
Related to expense, this means taat each acre 200t of water de-

livered should on the average produce elghty-three and one-halfl

cents (83%F) to return to the Tutilities™ their out-of-pocket ¢os%s

(4} These expenses include taxes and insurance, represexting ep-
proximately eleven per cent of the total of $130,000; deprecietion,
10 per cent; engineering department payroll and expense, S per cent;
edminlistration payroll and office rent, 7 per cent; legel, consult-
ing engineer axnd Rellrozd Commission expense, & per cexb; cleaning
carels, 20 per cent; repairs to bulldings, services, etc., & per
cent; superinteandence, zanjeros payroll and miscellaneous expense,
19 per cent; Buena Ticta Leke Reservoir, Carrier Canel, headquarters
expense, § per cent; welr expense and water measuremen®, 7 per cent;
general and miscelleneous expense, 3 per cent. The sum of $4,500,
being the comtract price of water furaished by Kern Islend Canal
Company to East Side Canal Company, is not included in the overall
-expense figure, since its inclusion would involve a duplication in
view of the treatment of the "™utilities™ as & group.
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of operating andéd meintaining thelir systems end a moderate DPro-

vision for current deprecletion iz their depreciedle pioperty.

Rate Base and Valuea

A large amount of testinmony wes adduced upon the cost
and value of the gpplicantsr properties. Since the applications
were riled profound chenges have heen taking place in our ecozomic
structure. O0ld concepts of vaiuve have been shakens Intangidles,
whaich & few years ago were osteemed and given welght, have fallen
from thelr place and the claims respecting them, common & few years
ago, now seem entirely out of harmory witk an era of hard actuality.
Talues of land are ever chenging end there is no existent standard
by which tlhey may now be measured witz eny confidence in the core
rectness of the result obtained. Costs to reproduce likewlise heve
been undergoing changes which make this method of measuring value
shifting and unsatisfactory.

The capitel accounts of the companies, because of their
age and decause of loose methods of sccounting, are unsatisfactory
es & guide to deternmiring the amount of money actually lnvesteld in
the properties. Tarious cansls were constructed by the irrigators.
Contridutions were made through watexr right contracts. Some lexnd
and rights of way represent actual outlays dut in the main these
rights of way represent no actual outlay and in nany instances the
right to use the same rests merely in long usage, not deing sup~
ported by any record title.

There were presented estimates of what 1t should have
cost historically to comstruct the properties and ceral systens,

28 well as of present values of fee lands and of rights of waye.

Sharp disputes arose as 0 the width of the prescriptive Tights

15.




of way and as to the land values which should be aserided to
then azd to dher rights of way and lands. ' |
Indeed, any conclusion here expressed as 1o the value
o these properties in the present disturbed ere or as to vate
bases upon which the utilities should Preseatly be permitted to

earn a return would necessarily be advanced hesitantly end with

no conviction as to their correctneszs or soundness.(5>

Ability of Consumers %o Pay.

Witk Irrigation generally necessary in the relising of
crops in the territory served by these epplicants, +the cost of
water has come to be regarded in much the same light as texes.
Like texes, the irzigation bill requires en immediate cash oute
laye Prices of crops raised in the ter:itory have dropped
abruptly snd are now at such & low level that farmers ere fortue
nate 1o de adle 1o meet their actual out-of=-pocket expenses.
Costs calling for immediate outlay may eesily reack a poinﬁ where
it is beyond tﬁe abllity of the farmer to meet theme

Special Contractse

Certain of the consumers here urge that the Commission

(S) The followinz estimated historical cost of the g¥ructural
properties and estimated preseat day land velue represent the
higkhest velue or base which could reasonably dbe considered were
raves to be fixed under the usual or stereotyped fornmulas: cus-
tomarily employed in »ate fixation of independert utilities:

Fest Side Cenal Company-~we=c=wa ——eed 146,784
Buena Viste Canal, INCem—we—wocccccccmcoe 59,257
Stine Caral, InCe~=—- e0,277
The Farmers Canal Compony=—e—- 63,112
Central Cansl Compazy 1,129,058
Eern River Canal and Irrigating Compeny-~- 247,42k
Ploneer Canal, Inc.- ~——= 131,128
Xern Islaxnd Cansl Compexy 340,258

lé.




should by effirmetive order require water delivered under the £0m
called Bloomfield Land Association, Balfour Invesiment Compaxny,
Jewett axnd Castro Contracts %o be peld for at The rates here
esteblisked, coritending that the delivery of water thereunder
represents & pudblic utility seivice and thet adherence to the
contract terms works & discrimization bdbetween consurers. 7Tke
Fermers? Protecti&e Association, an orgerization of consumérs,
with equal vigor urges that the contract arrangements should de
left alone, although by doirg so the volume of the rate fixed for
the reguler utility consumers must be somewhat higher than 1f they
were set aside. The applicant utilities are non-committal, refus-
ing to teke eny position in the matter.

Thege same conriracts were hefore the Commisgion many yeers

&g0, beins under attaci.as preferentiel and diseriminatory. (Re

Hencock ¥s. East Side Canal Company, 20 C.2.C. 205, 216.) Speaking

oL these contracts, 1¥ was said:

*1t appears fronm the text oL these contracts
and the evidence with relatiozn thereto, %hat these
four contracts were gliven Iin exckange Lor independent
diversion rights from the river, and that this ex=-
change is ir effect & mere transfer of the polint of
use Zrom the river to a point uporn the Xern Island
systen, which benefits both the user and the Xern
Islend Compenye. The hollders of these contracis pay
a lesser rate for this service than other water users
of the system. In & case 0f this kind where agree-
ments are entered into suck as these, we are of the
opiniorn that mo unjust discrimination occurs enéd that
these agreements shomld not be disturdbed.r

There is nothirg in the record here justirying'a different resul?t

then that reached in this carefully considered opinion and order.

Usual Formules Do Not Fit Situation.

In effect, these applicent utilities, sudbsidiaries of




the lLand Compeny, corducted for many years on a level of water

rates not productive of ordinery out~ol-pocket expensee, at the

beginning Of one of the most severe depressions in the Nation's

history suddenly decided that hencelfort:r they should asserxrt

their full legal rights ané demand: rates very much higher than
those long charged without objection by them or the Land Company
end sufficient to yield not only their operative expenses but a
Tull end lideral return on the claimed value o thelr properties.
Even in rormel times the transition Iron the status of water
utilities operating at an out-of~pocket loss as a ninor feature
of ean extezsive land and Zarming enterprise to the status of
independent and profitable utility enterprises would involve .
suckh & shock to long=existing and accepted cozditions as to de
fraught with serious difficultlies. Then, however, such a transi-
tion is atvtempted irn a periold of generel distress like the
present, with consumers experiexncing veory real 4irficulty in
making ends nmeet, it is obvious that some plan or device othex
than the use of the stereotyped and usual formulas exployed in
Utility zate Lfixetion must e hit upon if unjust and‘unrortunate
results ere not to flow from & situation created dy these appli-
cants end the lend Compeany which controls and directs thelr policy
and operation.' For these utilities under existing comditions and
with the situatlon they and the controlling Land Compeny have
created to expect a full raturn upon the proﬁerty is no less -
vareasoneble than for the consumers to expect the utilitiles to
sexve them weter at an out-of-pocket expense. Rather would 1t
seem just and reasonable that the utilities operate on & basis

assuring them of the expenses of operation and with the earning




or return on their property dependent upon the abdbility of their
consumers to pey rates yielding such & return. Suck a dasis
involves & scheme of g:aduated rates varying from year to year
with the level of rprices for the prinmcipal crops produced in the
territory. A formula or plen to accomplish such & result is not
easy %0 develop end necessarily is sudbjeet to some iuperfectionse
It oust be one under which the result sought will, over a period
of years, be accomplished wit: substantiel Justice. Too greatl
refinement in detail would result in confusion and misunderstend-
inge.

Lt the reguest of the various consumer representatives,
certain data as 0 prices of ¢crops raised in the terxitory were
adduced at the heerirgs by the Commission's staff. A careful con-
sideration of this evidence leads to the conclusion that a formulx
or plen may be developed which In the future will resul? in a dasis
of water charges to which neither consumers nor utilities can in
equity and fairress object and whick, had it been in effect Zor
the past ten years with average water conditions end expexnses,

would have resulted in the utilities earning over the period a

reasoneble return on rate bases suck as indicated in footnote (5).

Formmla or Plan for Tuture Rates,

The rollowing principles should control:

le The annuel rate %0 de cherged should, in
general,vary in accordence with the varia-
tion of the prices of the principal crops
produced, which are wheat, darley, alfalfa
end cotton, aggregating 86 per cent oL the
irrigeted acreage.

The minimum rate % de charged should be
such as to produce, on the average, Op=-
eratinrg expenses. This mirimum Xrate should
be eighty-Tfive cents (85¢) per acre foot of
water delivered.




5. Rates should de filed ammnelly dy the
utilitles based upon & definite formule
with opportunity by the consumers io
have a summary review by the Commission
oL the application of the formulas

The rate to be charged during each ir-
rigating year should be based upon the
average of the monthly prices received
by producers for wheat, darley, alfalfe
and cotion in the State O Celifornie
Tor the immediately precelding calendar
year, which should be those prices de-
termined and published monthly by the
United States Department of Agriculiure
in 1¥s publication entitled "Crops and
Yerkets."™ .

A formule consistent with %he foregoing to determine

& composite index of prices of agricultural crops would be:

Q.83W + 13.27b + 2,032 + 1.67¢c » I,
Where ' ‘

™w® ig the average monthly price of wieat
- . iz deollars pexr 100 pounds.

b L{s the average monthly price of darley
. . in dollars per 100 pounds.

ra” 1s the average monthly price ¢f alfalfa
.. in dollers per toze.

ren iz the average monthly price of cotton
. . in ceats per pounde.

"Il" iz the resultant composite index numbder.

And the annual rate per acre foot of water LOr any year COrres-
ponding to the composite index number so determined £or the pro-
ceding year would be as follows:

Conposite Index Number Rate ner Acre Tood

65 224 BeloW-—rmme -—- $0.85
Over 65 to axd irncluding 75--wecww- .1s00
Over 75 to and including 8S—mmemwua 1.20
Over 85 10 and iacluding 9Sw—w—wew Le40
Over 95 to and inecluding 105-~ 1460
Over 105 to0 and includirng 115- 1.80
Ovex 115 to ard including le2S=mcamm= 2.00
Over 125 to and including l3Sw=mmcwew 2.20
Over l3S=ww==- - 2,40




Attached 0 this Qpinion and Order as Exhibit "A® 1o

e statement (a) showing the technical derivation of the formule
and (b) 1llustrating the application of the formule to various
prices running over a period of years (these follow closely thre
historical recoxld of prices) with the water rate which would
result therelrom. The formula assumes the principal crops
merxtioned will cortinue t0 represent 86 per cent of the acreage
cropped; It also assumes a continuvance of the existing relative
acTeage of these crops. Tie result, however, would not in any
substantial degree bde effected if a more complicated formule
were devised taking into account changes in the relative acreages
L these prinecipal crops, as will more fully appear from illus-
trative cases in Exkidit mAw,

This exhidit has been prepared by Mr. P.E. Hurrocn of

the Commission's staff wao has made an exhaustive cieck of the

working of the formula here prescrided.

The applicents, other thaz Central Canal Company, are
sufficiently comparable in their operations %0 have justified
thelr Yelng considered as a group and the same form and voluxe

of rate applied %0 each, as has been done in the past.

Central Cenal Coxparye

The Ceantral Canal Coxrany, 6perating the Callowey
Canal north of the river, possesses characteriztics somewhat
differont from those of the other applicantse It has ax in-
ferior water right. Some years it hes no water T0 sell. De-
liveries are not relied upon for irrigatlion. Its system of
canals is of great lengthe The use 0f the customary formulas

for fixing rates because oL the extensive canal system would

2.




result In a higher level of rates Lor this utility than for the

otﬁer applicants. In Teality, tke chief usefulness of the long ‘
cenal 1t operates is to replenish underground waters Tather
than to supply weter for irrigation. |

Sﬁbstantially, all of the lend urder the censl is owned
or conirolled by the Land Compraye. Taere are but few independent
consumerss
| The company, itself, as appears from Teble :, recog-
nizes thet 1t is not reasonabdle to seek to impose rates as high
as its clains lead to.

There seems %0 be no good reasorn why the seame plen of
graduated rates should not be applied to thls company as %o the
other applicernts. The fixation of & gredusted scale of rates
scmewhat higher than that for the other utilities has some justi-
fication. Eowever, the resultent confusion from & departure fron
the long-exlstent status of uniforn rates over the area and the
slight practical effect such course would heve (the Land Compaxny
would pay more than 85 per ceat of the water revenne) leads 1o
the conclusion that the same rate scheme should bde abplied to
this utility.

The plan of rates here found reasonsdble and authorizeld
and directed odviously would not generally be appropriate iz the
Tixation of utility rates. It iz here adopted bdecause of the

pecullar conditions present, bdeing perticularly the status ouo

long created and acqulesced in by the applicants and the cone
trolling Iend Company, the impossidility of fixing rates whick
would De reasonable each year beceause of fluctuating water sup-

PLiez and the corsequent necessity of viewinz these utilitiest

22




eexraing position over a longer period than .one year or one ir-
rigating season, the intimate relationship dDetween the level
of agricultural prices and the abllity of irrigators to pay
anéd other cilrcumstances heretolore adverted %o.

The plen of rates here approved 1s not advanced o=
pexfect dut it iz believed thet, 1f 1t be accepted by the utile
1ties and their consumers in good Zaith as Tepresenting the
best solution of an extremely difficult problem, 1ts use will
in the future work no hardship to consumers and over a veriod '
of years will yield to the utilities a reasonable return on
the properties used in the public service.

The Tollowing form of Order is recommended.

Public hearings baving deen had on the above eniitled
epplications and they having deen submitted for decisiorn,

It is hereby found that, under the peculiar circumstances

here present, rates fixe& under the plan or formule set out in the

Opinion preceding this Order are ard will be fair end reasonable
alike to applicants and consumers, and

I? IS HEEREBY ORDERED that the applicent utilities each,
on or before Februery 15th of each year, file with the Commission
& schedule of rates for the irrigating seasoz Merck Tirst to ard
including the last day of Eebruary'of the easuing year, based upon
and conformadble o the following formule for determining & come
posite index numbdexr for crop levels for the preceding calendaf
Fear and table of water rates corresponding to the conposive in-

dex number soO determined.




(a) TFormmla for Determining Composite Index Number:

Q.83W + 13TeZ27b + 2032 ¢ le67c = I.
Yhere

™" i1s the average monthly price of wheat
. in dollaxs per 100 pounds.

"b* is the average monthly price of bdarley
. in dollars per 100 poundse.

va® 15 the average monthly price of alfalfa
. . 1in dollaxs per *tone.

men 1s the average monthly price of cotton
. 4n cents per pounde

nIn is the resultent coxposite index number.

(b} Table of Rates 1o Apply to Composite Index Numbers:

composite Index Number Rate ver Acre FToot

65 and below. $0.85
Ovexr 65 %0 and includirg 75=wa=e 1.00
Over 75 o and izcluding 8S5ww—w=m 1.20
Over 85 to anéd including 95=wew= 240
Over 95 %o and incluiing lO0Sw=we=- 160
Over 105 to and including llS==—w= 180
Over 115 %o and including l2S5=e=ww= 2400
Over 125 to and izcludirg l3S=—c== 2.20
over 135-- 2440

o0o

Supporting data az 1o average prices upon which the
foramule 1s epplied skall at the same time be filed with the Conm~-
misslion and coples of the schedules and of suck supporting dete
shall be opez %0 public inspection at the office of the utilities,
notice of which fact 20 be given by the utilities dy putlication
in a newspaper of general circulation at Bekersfieléd. I within
ten (10) days after filing o schedules any obvjections are filed
by consumers to tke applicatioz of the formule and table, a prompt
hearing on such objections will e accorded and, thereafter and

as promptly as may be, the rates proper under the formula end

2be




table will de approved and authorized.
The effective date of this Order skall be thirzty (30}
deys from end efter the date hereof. -
‘ The foregoing Opinion and Oxder are heredy approved and
ordered filed as the Opin;on and Order of the Railroad Commission
of the State of Californie.

R
Dated at Sen Francisco, Californisa, this /J dey

w1933,

@ L
_...J; @&/szm
/////Z 2

SSloners.

Commissioner Harris, having represented one of the
parties to this proceeding prior %0 dbecoming & member of the
Rellroad Commission, feels himself disqualifield and therefore
has 2ot participated in this ldecisione







EETEIT ™A®

The equation for determining the composite indgx numbder
Teflecting the prices of wheat, barley, alfalfa and cotton, re-
ferred to in the 0pinion and Order, is dased upor the averege
monthly prices of these crops dﬁring & celexdar year weighted
into their respective acreage, as follows: |

(=¢ ., nb _ pe + 8c)

100(w™ ~ BY =&  ev)
(m+n+p=+ q }

Leceoenranssnoaa(l)

Iz this equationi

W, b, a, ¢ are the respective average monthly yrices
of whest, barley, alfalfa and cottone

w', b*, a', ¢* are the respective base prices of
wheat, dbarley, alfalfa and cotton.

m, B, P, Q &are the Tescpective ratios or per cents of
the acreage devoted to wheat, barley, alfelfa
and cotton.

I. is the resultant composite index number.

4Assuming the percentage of acreage devoted %0 each par—
ticuler crop is a constant, the following ere the bese prices and

acreaege per cents for a composite index numder of 100

Ccrop Zase Price Acreace Per Cent

Theat $ 2.01 per 100 pounds
Barley - Le49 per 100 pounds
AlTalle 14.90 per ton

cotton 18.1 cents per pound

Substituting base prices and acreage per cents in egus-

tion (1) and reducing, there results:
9837 + 134270 + 24032 + 2467¢ ™ Tuueeeveveosa(2)

wbich Is the equation set out in the Cpinion and Order.

le




The water rete, determined from the composite index

nunber, is as follows:

Composite Index Number Rate per Acre Foot

65 anéd beloV—w—iwamm—- $0.85
Over 65 to and including 75—-----— %o Q0
Over 75 %0 axd including ES~e=ac—aw 1+20
Over 85 to and including 95- 1.40
Cver 95 40 and Izcluding l0S=wmww=— 1.80
Over 105 %0 and including llS=m=cme— 1.80
Over 115 to and including l25==w—twow 2.00
Over 125 to and including l3S==mw—em— 2420
over 135=- - 2.40

This rate is applicable during the twelve months come
mencing Merch first immedietely succeeding that year for whick the
average monthly prices of wheat, darley, alfallfa and cotton have
been takene

The following tabulation, Table I, preseats the appli-
catioz of the equation to wvarlious prices eitending QTer a con=-
secﬁtive series of years, the determination of the composite ine-

dex number and the water rate. The prices for the first nine

yoars approximate the historical prices prevailing, the remasinder
being hypotaeticale ' |

TABIE I

- Cro and Average Monthly Price :Compos=: Water
RoeaT za.Icy ZIEEIT&:Eot:on :ite In=: ve
7per 100 lba..per 100 lbs.:per ton:per lb.:dex No.: Dper
Year: b : nHe : Tav ;. wew™ o ™IM  -fc. Ft.
(L) = (<) : _{9) Y] [V = (7

2.67 . 1.83 .16.20 af ' 2440
z.ig §°33 %3;%8 oS¢ ‘ g;og
2ol «62 e . ol
2.08 173 15230 o 74 ' 160
1.98 l.52 17.80 1.80
1.68 : 1.10 14.20 34 : 1.80
1.10 Q.96 10.30 & . 1.20
0.98 Q.71 L4400 .l «8%
0.72 0.68 6.00 -85
l.l4& 0.99 10.60 «85
l.61 l.32 12,70 : -85
l.92 le4S 14460 1.20
1.60

er_ 88 FF ¥ BB

"s
e ¥0 BN AR AT M




In case the percentage of acreoage devoted to each par-
ticular c¢rop is considered as variedle, the above eguation (2)
would not be true and & different composite index nwndber would
resulte

In order to show the effect of. varisble percentages
of acreage for each parvicular crop arnd tor tﬂe system as a

whele, Tadble IX iz presented delow.

TARLE IX
: :Crovn, Avercse Mentaly Frice and Verdable Lcrears Per Cent : : :  Composite =
: : : :Camposite: Inlex Number :
: Troot Bezley Alfalts Cotton : « Index : Based on =

-

e R By 0%

Total: Number :Consten® Ac'ee:

[T
s %0 %H _BN PR

[E I EI X

: : : : sherow: Bosed : Theat 17%% -
: : : : : : 1080 : on : Barley 17 :
: : Prico:Acrongo: Price:Acreage: Price :icreage:Price:Acresge: %  :Variable : Alfal®a 2¢4% :
: : per: % : per: % : o : % :per: % :Crope: Acresge : Cottm  26% :
:Yoar:100Lbs:Cromnead :100Lba:Crommod: Ton :Cromped:Powmd:Cronned: ped : Shown @  Totzl E&i :
s (L): (@) : (3) : (&) = (5) : (&) = (7) = (8) ¢ (8) : 5105: (11) (1z) .

LI $2.13 18  $L1.96 20 $19.40 24 29.3¢ 28 90 1B.S 135.3

2 2.87 22 .83 22 16.20 22 23,48 22 88  123.4 122.5

3 2.28 18 1.23 18 13,10 28 18.6f 24 84 93.3 $3.0

4 2.13 18 l1.52 15 1330 26 16.7¢ 28 87 27.0 973

5 2408 1 1.73 20 15.30 28  18.7%¢ 28 92  205.9 105.7

& 1.98 20 1.52 15 17.80 20 18.5¢ 30 85  105.4 10647

7 l.88 15 Le10 19 14410 bord 1334 26 82 8l.l ’ 8l.9

8 1.10 1S +36 15 10.%0 2L 8.1 22 30 S8.9 58.0

9 .98 16 «7L 17 8.40 20 6.3 20 83 47.6 48.3

100 W72 7 08 16 6.00 20 7.06 20 g3 39.8 40.0

The crops and prices assumed in Table II have deen taken

from Teble I and present the Lirst ten coasecutive yeers, with a
range from meximum to minimum in price, end composite index nume
bers. The per cent of acreage cropped cf the four c¢rops and of
the total acreage cropped has been arbitrarily assumed and is
shown as varying for each particular e¢rop and to range from 80 to

‘92 per cent for the system as a whole. Column (1l) shows the

Se




conposite Iindex number for the vaxlable per cent Of acreage

eropped. In Columm (12) iz plaeced, for comparison, the corres-

ponding composite index number based upon constant per ceant oL

acreage as calculated dy the equation (2) above given axd whick
is shown iz Columxz (6) of Tadle I.

The dlfference between the composite index aumbers
obtained through considering the per cent of acreage as variable
or constant is shown o de a meximum of 1.3 i years 6 gad 9 and'
e ninimum of 0.2 in years 1 and 10 for the ccsumptions made. It
i3 2lso evident thet iz no ¢ase iz the tern consecutive years
set out would these dlfferences heve ceused a chenge in the de-

ternined water rate as givern irn Coluxz (7) of Tabdble I.




