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Decision 0. o S

BEFORE TEE RATLROAD COMMISSION OF TEZ

w

TATE OF CALI:ORNIA. '
The City of Nationel City,
a Muricipal Corporation,

' Complainant,

vS. _ Case No. 3475.

™e Sweetwater Water Coxporation,
a corporatioz,

Defendante.

)
%
}
)
)
)
)
)
)
‘ )
City of Chula Vista, a Municipal g
)
)
)
)
)
)
)
)
)
)

Corporation, | |
Complal o
Case No., 3479

V3e

The Sweetwater Water Corporation,
a corporation,

Defendante

In the Matter of the Investigetion on
the Commission's own motion into the
rates;, cherges, service, rules, regule- : "
vions, classificetioas, comtracts, ) Cese Noeo 3534
practices, and operations, or eay of )
them, of the water works owned and )
opera tod by The Sweeltwater Water Coxrw= ;
»oration, a corporation operating in
the Cities of National City azd Chula )
Tista‘and vicinity, County of San )
Diego, Californise ;
o.c.audwig, Tox ccmplainant, City of Chula Tista.
JeA.Isaacson, for compleinant, City of Nationmal City.
Z.T.Sutlilf, for various. consumers.
Robert B.Burch, for Sweetwater Frulit vompanyh
Bacigalupi, Z1kus and Salinger, Yy Charles L. Tlaus
ané Claude N. Rosenberg; Ph*lip S.Thacher; and
Lovelend Engineers, by Chester He Loveland and

Fred M. Faude, for édefendent The Sweetwater Water
Cozpora %{on.

WERE, COMMISSIONER:

0 P INIOX
In this;p:oceedins th&ee,cases involving the rates and




service of The Sweetwater Water Corporatioz have deexn consolidated.

The Citles of Natlomal City axd Chule Tista first compleined that
the rates ere unjust and unreasonedle, and that they produce an
excossive return on the uwiility capitel investment; and secorndly
gererally assailed the service of the Corporation, charging in a
supplemental complainf: |

‘1. Defendant's failure to meke promised . improvements.

2. I:adequaté pressure.

3. TFilthy, unpalateble, unwholescme domestic supply.

4. Injurious frrigation SUPYLY. |

5. Obsolete undependable eguipment.

Thereupon, %o droaden the scope of the.proceedings, the
Commission instituted 1ts investisation tpon Its own motion 1nto
vhe rates, charges, service, rules, regulations, ¢lassifications,
contracts, practices and10per&tion3 of the wtility fmvolved.

Upon &ll these questions the defendant has Soined Lssue,
alleging that the rates In effect ware estadblished by the Cormis-~
slon, that %hey eare comparable to those charged for similexr sexrvice
in other Sax Diego Counly localities, &nd that they fail to

produce = reaﬁonable‘return wpor luvestment.

Zistorical Statement.

Thiz water Systen wes installed to serve a large zub-
divided ezrea with water for domestic and irrigation purposes,
It originated as & sudsidiary and stimmlus %o an incorporatod‘and
Prosperous lend selling project. Being conducted and controlled .
Tor many yeers by the directors of this realty prozotion, the
water company found nard usege and in 1895 it pessed through its
Tirst receivership. From succescive ownership and mavagements it
has grown in strength and velue to its present status of a money

-meking utility. Cheracteristic o 1%s origin, 1t 1s today one
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of eight utilities owzned and doemineted by Western Utilities Cor-
poration, a holding corporation. B

¢onstruction commenced in 1886 end in 1888 the Sweetl~
water Dex, & J0-inch transmisslion mein on ihe southﬂside of the
Sweetwater River, and a distridbution system hed been completed
exd pleced in service. Iz 1895 a 24~inch transmission main wes
instelled on the norih side of the Sweetwater Valley frox the
dem and connected with the distridution systen.

Originally the dam was sevenly feet high and the
reservoir stored 18,000 scre feet of water. Iz 1895 tpe dam wes
raised Zive feet, and in 1911 another LTifteen feet, to its present

height of ninety feet. AT thals height the reservoir stored

36,000 acre teet. Natural £lood deposits neve reduced this

storage to its prasent cepacity of 29,000 acre feet.

The system obtains its water by impounding the surface
flow of the Sweotwater River and its tridmtaries.

The dam 1s of the grevity arch type and is constructed
of concrete anc rubble mesonry. The crest of the structure is- 700
feet in length and the spillway lip L3 110 feet above the loﬁest
point of its foundation. It is locateld in a gorge of the Sweet-
watér River epproximately four miles eest of the eesterly 1imits
of the cities of Natiozel City anéd Chula Viste. Water at preéent
is coaveyed from the dam dy two tranmmission mains, ono, tweaty-~
Tour inches in diemeter, 27,029 feet‘lons, axd located on the
zorth side of the valley; the other partly thirty-sixz and partly
thirty-inches in diemeter, 29,886 feet long, located on the south
side of the valley. These two meins are cornected %o the &istri-
bution system comsisting of 559,668 lineal fqgt of xains, varying

in dlameter from twenty-four inckes to three-quarters of an inch.

The system embrsces 5,060 services end supplies water




to aygross acrezge ol approximately 5,300 ccres. Vater is

- furnished for domestic, irrigetion and camerclal purposes.
Within the confixnes of the complainirne citles end adjacent
unincorporeted arees throughout the Sweetwater valley; eppfoz—
imately sixty-six per cent of the comparny's gross revenue is
produced rrom\tﬁe irrigetion deliveries, fhi:ty—one”per cent
fron domestic users and three per ceat fram municipal use. 411

of tze water is measured and delivered uwrder pressure.

The retes now in effect were establizhed by this Com-
aission in i%s Decision No. 20499, dated November.ls, 1928,
(32 C.R.C. 428) and are as follows:

-

Monthly 34 ndmem Charses:

- For 5/8-inch meter
For 3/4=inch meter
For l=inch meter
For li=-inch meter
For 2=inch meter.
For . J=inch meter
Ior 4=inch ‘meter

h 'Mbnfhly.Quantityraatéser

Fron 0 to 1,000 cudic feet, per 100 cudic feet =
Next 1,000 cubic feet, per 100 cudbic PTeet -
Over 2,000 cubic feet, per 100 cudbic feet -
Ovexr 2,000 cudic feet, per 100 cubic feet
(irrigation use oxly) -
Over 2,000 cubic feet, per 100 cubie Zeeot
.+ (industrial use oxnly) -

Tire’ Hydran:‘ts«; it
Eech, per month - -
Street and road sprinkling, per 100 cudic feet - -
Minimum ckarge for each street sprimiling hydrant -

* Commission's Decision Xo. 20499 ixed a

three-dollar ($3.00) charge dut changed
et the recuest of the company. ‘

Frior to this proceeding The Sweetwater Jater Corpora-
%lon, or its predecessors, have been before this Commission Zour

times, - always reguesting and recelving incroased water rates.

%-




for sunplemental deteils to the kistory and descriptionuor this
water systen reference is nede to these four cazes:

I. App. 312, Decision 2802, October 2, 1915.
. (e c.R.C. 232)

ADP. :5249 ‘Deeision 6236, Lpril 24, 1919.
) (16 Co- -Co 695)

IIl. A4App. 6715, Deci.ion 9514 Seprtexber 14, 1921.
. (20 C.R.C. 562)

IV. AL2D. 14195, Dec sion 20499, Kovember 16, 1928.

Heretofore it was.never necessary for the Commission

%o find a rate base and fix rates determinative of a falr return

upoa such base. The iastan?t proceeling ronders this respoasibil-

ity tnevoidable for the first time.

| Tn 1928, somewhat by sgreement, o 20 POT cent increese
iz weter sates wes ordered by the Commission. There seexs to
bave beez an implied n..de*sta..ding upon the pexrt of consumers
that if this increzse were authorized, cestein considereble

improvements would be effected in water service. iz 8 matter

l. That the consumers. in 1928 were led to believe the defendert .
v would enlarge and improve itz sexrvice following the 20 per cer.t Tate
incresse is petent Lfrom the record.

Xr. Blkus of counsel for defendant read Ifron the recerd of
the 1928 Reate Case (32 C.R.C. 428) the commitment of Attorney

Frenk sustin, also of Counsel for. defendant, relative to the
correlation of the anticipated 20 per cent rete incresse (which
becaxne elfective Decmber 1, 1928) and the contemplated addi%tlons
and improvements 0 service uareslizeld +o date. Moo sustin:

(Tr., 1109) "We would zot be justified, under the money
merket tnet hes preveiled or is now prevailing, in meking any
herd-gnd-Tost agreexeont that those improvenments should be put
into the order, as a conditioz that any rate increase would.,,

- be granted, thereby making it obligatory upon ws to meke the -
< Ixmprovements. We do znot wisia To appear here a3 making ary such

. proposal. Now, we want Yo state %o the cozsumers that 1s our

. intention to make the improvements " * * *

. (Tr. 1113) "Now, as to the improvement.,, we izntend to pro-
ceed with them as we heve in the past yee.r towards which we have
expended for this purpose approzima‘cely $100,000 out of-the totel
of approzimately-$1,000,000, ané thet has been done voluzterily
without any rete increase being granted, and without any agreement
with the consumers regarding any future incresse." .
. {T=z. 1115) "Another point we desire vo meke cleexr is, thet
not all of the improvements contemplated Dy us ere intended




of feet no apéreciable part of these improvemeats have acimally

become effective. In that decision (32 C.R.C. 428, supra) it

was indiceted that the rates epproved would produce a zet Teturn

of 6.4 per cont on the estimated originel cost as Zound by the

Cammiscion eﬁgineers,land S pex cext on the repro&uct;on cost

less depreciation sudnitted by the company dased on‘1927 opera=
B fions; ’

Sexrvice Factor

Prelimirary %o & detezﬁination or the mejor 155&@3'
fxvolvedld hereirn it is worthy of note that this proceeding wes
thoroughly i1f not exhausiively heerd. . Elghteen hundred and forty-
rqur rages of trams rigg spen the testimony of twenty days dr
hearizng and numerous_ngéht secsions. Forty-six witneszes, some
'of them requiriﬁg days upon *the stand, ané thirty-nine exhibiis,
ﬁrrord theftestimony‘adduced‘durin@ Yhe six weeksirequiréd.
I@;is_neitﬁe:ﬁﬁecessary 20r possible, witain the linits of a
deciston, to discuss sl the devious and strengely verylsg.. . -
testimony'with'which this record dristles. Hbreina:ter ﬁe shall

meet and conclude, in the order of their appearence in the rocord,

L. (Continued) ’ ) -
to'be limited. salone to the.present consumers, dut we intezd also
to increase our service area for the bdenefit of the comxunity in
general 2s well es for that of our present consumers. This rate
increase of 20 per cent would by no mesns be edequate to yprovide
for the financing of the projected improvements,™ * * 4 ° . -

(Tr. 1216) "This statement iz mpede for the purpose of definitely
placing izto. the record our position, in order that our consumers
mey have 2o doub?t &s to our szincere dosire Y0 cooperate with them
%o the uttermozt extent in maintaining and Improving the company's
present high standerd of service,T ¥ * x . ' : o

(Tr. 1123} "We will make those improvements, lr. Exaxminenw, * * *
"but we dod?.want any definite commiinmernt im the order of the.Com~
ms\?ion." ‘..,‘ : . v

The witzess C. D. Z24dy testified (Pr. 140) that the "agreerentr
oL 1928 was induced by the threst of ifr. Rice, the company supeT-
intendent, "I we Cidntt exter into this agreement the rate would
be raised very much more, and we would teke 1%t whether we liked
it or not.” e . Coe T : ' PR




the major factors and subjects.qf coatroversy that roqnirevthe
corsideration of the Commission. First of these ic the service’of
Ttho defernding water companye. |

The protests and complaints of 22 consumers on the
subject of service required the rirst Tour days. Their testimony

. weried only to the extent of their adility to descride ‘conditions
which, to +them, were wholly unsatistdftory and displeaqi;g.

'“'The spacious auditorimz of the Swectwater Uhion High School wes
texed to cepacity with spirited and vekhemeat profestants; Thelir
Testinony was characteristically vigorous and severe. Comment

upon the testimony of a few will _llust~aue ané sutfice.
Mr. Oscar F. Weissgerber (Tr. 36, 37, 42, 43, 44, 62

and 65), City Engireer and Street Superintendent of Chula Viste,
described the water as "black" and "Zilthy"; 3,000 feet of
Gistribution meins 4n Chula Vista as bavizg "iust about reackheld
the end of thelr usefulness™, and the pressuée ae'drtén seriously
inadequate. ?e'testi‘ied‘tiere woxe 200 breaks iz mains wi thin
2 two yvears veriod resulting in torn and obwt*ucted streets and
'arrording duriag the hours, and sametimes days, *eqpi*ed in
effecting repair,, no water for fire fighting Iin the easterly
section of Chule Viste., Nearly & year before 2is testimony he ,
notiricd the compazy to replace & troublesome pipe,.with-noaiailﬁ
Tn ome instence of eggraveting and locelized street lecks, he
observed four paiches in & piece of pipe twelve :éé: long. He bes
heard.many and frequent protestations rrom.houscholderévasainst
lack and total Loss of ressure,/renderins wnevailable their

tollets amd bath Lubss

rs. Eel Z. Eellett (Tr. 79, 82, 85) (and numerous others)

offered convineing evidence that the water furnished their homes
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wes elive with eicoedigsly~éi3rt ané mumerous ‘crustaceans,. water
fleas and cycloﬁé, visibléfto‘thé?§%§5§ég'pyelz She described
it as full of #;é; silv; ruSt“ﬁn&'ﬁebfisaﬁall water used for cook-
ing and %he wdéﬁiﬁg of teeth required prelimirary boiling; end
pxolonged spells_gk Lilthy water readered bathing difricult,lun-,
pleasent and infrequent. | |

¥r. Bichard M. Allen (Tr. 99, 105, 111) ;gggnbed breais
on transmission main as oceurrizg on a monthly a%é;;éé;'necessitat-
ing stoppege of scervice renging from o Zew hours to three days,

end deﬁicted the mains as deing ovsolete and ready for replacenent.

¥r. B. C. Zuckwoliler, Chief of Division orrSa;itatian

‘of San Diego County, disclosBd tirough Bxhidit 14 the presence of

B .,'1;’(.

B Coli in the specimens of water exemined. Dr. Alexander .

Lesen, Hedlth Qflicer of the City of Saxn Diego, "voul& assume
fron tésts made of the water” pollution and contéminatipn amé sald
"the water would be regardedlwith_snspicién,” Dr. Carl Wilsoz, '
éééteriologist and Techniclen in the derqnd&ﬁt'évem@loyment'gpr}

meny vears, edmitted thet whea E Coli are found in such'a suprly

| the "water indicates a poteztial possidility it mey cerry disease.”

Othexrs brought forta from the‘system‘lengthsfoffpipe,

2. Service.

144 mexmbers of The (livewood Clubd and 25 members of The Friday
Clud (Federated Womens Clubs of Netionel City) complained "of %he
quality of the water delivered dy The Sweetwater Water Compeny, .
cherging: TFirst -- that 1t Ls unfit for drinking purposes bhecause
1t contains living orgenisms large ezoughk to be visidle %o tae
naked eye; dbecause tihe bdaocterlologicel count is too high, (accord-
izg to the County Health OLflicer) and beceause at certain seasozs
of the year it conteizz mud, silt, etc. Second -- That 4% is

Sunfit for laundry purposes beceuse the addition of chemicals

(supposedly to kill bacterie’) renders the water heard, and Third --
Thet it is, at certain seasorns, unlit for dathing purposes becsuse
¢of the mmud and silt that 1t contains.

"ie asgk that irmediate relief be afforded us, inammuch as meny
people are now buying bottled water to drink at a large expense;
axd also inasmuch &3 & much greater number, who are firancially

-unable o bruy bottled water, are compelled 4o drink this undesizedle

Sweetwater water; and also because our schools are supplied only

- With Sweetwaver water aad hundreds of children must daily drink

Tals water or go without any -- either course endergering their
healtho” . &.‘g

S



rotten with rust erd holes and Jemmed full wi;h roots; more thaxn

& score of COiorful, odorous and .orgezically infested sgmples of
water were produced; & protesting petitiqn signed by epproximately
3,400 weter users was filed; and the coxmplainant wilnesses assailed

the sexrvice of the cempary generelly end severely, end specifi-
cally attested to the five service cherges exbraced in the supple-
mental compleint teduleteé in the 2irst paragraph of tais opinion.
Frequent reference was made to the fact §hat every.compagy.manu:ac-
turing end selling bottled waber within the service ares of this
defendant hed been actively solficiting end doing busiress snéd that
all consumcrs, financially edle, purchased and u#ed bottled
vater for d&rinking and cooking purposes.
 Much of the Protesting force was directed against fhe
‘company Tor having allured the conmsumers Lnto boelieving, prior to
the reve increase of 1928, that comprehensive additions and
betterments to the scope and quality of service would‘folléw such
Te%e Increese. They complain ditterly of the mog-fulfillment of
these pledges. In this connection, we refer again o Footnote 1.
The finencial end econamfc calemity suffered since this wate fa
crease, and the contemporenects disappointment of the ¢ompeny
patrons, afford us ample sympatiy end understeanding for doth’
Tactions irn this coxiroversy.
| It is likewise menifest that the irrigetfonists, who
account fTor approzimately.ée per cent of the bnsineés of tris |
company,'néither réquire nor could they practicably receive £il-
tered watér; The seme trensmission meins arfford the supply for
domestic,’industriAl and irrigetion purposes. The Lrrigetion
rates woﬁld become prohibitive‘under & Jmeximum development and
refinement of service. |
Thae conpény reposed its defense to se:vice’solely wpon
-the showlders of"Dr. Cerl Wﬁléon, who testified at length of his
wide experience in the technicel end hyglenic supervizion of water
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supplies. He conéidered the wrater In all woys suitadle and safe

for domestic purpozes end discéunted the multitudinous and dis-
:,pa:aging complalnts registeréd iIn the testimony. Thesze he deséribed
as the natural azmd izeviteble expression ever precent in the ranks ot
PALTORS ﬁherever water companies are concerned. Hiz te*timony pres-
ents & theqis frouw which he Lnvites the conclusion that the zervice,
prewsure, volume and cuality of the water arﬁorded 13 comparable K’
that ol exy other trustworthy znéd commendabdle utility.

Taking the testimony on service far and wide, there is
merit to the ezpressed grievances of these householders'and.patrons
ot doméstic supply. We believe that the cervice ol tais compeny
must e cerefully watched in the Zuture; that rotten and obsolete
tracsmission aﬁd distribution mains should e repleced o3 soon s
sracticeble; that &t frequent and regular Intervels all degd—end
pipe lines should be flushed: that whorever practicaeble distribdbution
melns be cross-connected to provide the most effective circulation
of wﬁter; sad thet increased vigilance Yo practiced in the chloxi-
notion and purifyirg treatment of the waters.

| The presexnt deficlent service justifies an appropriaste

réduction in.rates. In determining their amount and spreed, We shall
endeavor To distribute the messure of reductions so that the grester
benelits will enure'to-those'consumers wao suffer the greater cnnoy-
aace ITrox the existing service. The domestic coaxsumers will enjoy
theisreater reduction. While Improvements to service are desirabdle,
th§ rete structure will 2ot pormit the necessary expenditure to
errect the ultimate realization of improved service. The rate

rucvu:e will permit vigilence and atteniion to the foregoing
direc»iona, and simulitaneously effoxds a,proper_aad an immediate
relietr in reducins retes, hemeinefter referred to.

| RATE BASE

Historical vs. Reonroduction Telues.

we believe historical rather than reb*oducuion values
shouléd determine the rate base herein.

=10~




In thic proceedinz the ceompany orrefed two estimates
o2 cozt or‘réprbductibn new and cozf_or Teproduction zew less
deprecilation, ome by Peter A. Nenzel; the other by Edward R. Sowen.
The Comission staff also prepsred an estizmete of cost of repro-
duction new and cost of reproduction less deéreciation. These
figures may de compared as follows:

Cost of Repro- Cost of Reproduc-
duction New. tion Less Devr'n.

Sowen $3,112,990. 42,471,491,
. Nenzel 2,950,763. 2,453,113,
Commission Stef? ' 2,063,182, 1,316,726.

The compeny urges thg rvse of the Neznzel figure for cost
o:_reprodnction new and the Bowen pexcentage of depreciation, dévelop—
ing a rate base in the following menner:

Rate Base:
Compeny -

Reoroduction Cost (Nenzel) $2,935,763.
‘ Acc:ued Deprec ation (79.39% condition) 605,061,

£2,3%0,702.

Tend ‘ - 487,983.
rganizetion Expen«e , ‘ 15 000. .
Franchises, s ooo.

$2",8\)8‘, 685. N
Original Cost (Lend ot present markes) 2,542,560,

(Divide by 2) - s, :581 245.

iverage $2,690, ezz.

‘Going Concexrn, 200,000.

er ﬁ@h v ' 250,000- !
Mater¢al° &.Supplies 26,000.
Cash Wbr&ing Cepital 10,000,

Total ‘ £3,176,622.

There is an irmeconcileble confiict betﬁeen the reproduction

estimetes of the company end-thet of tke Commission stafe. Neither

should be controllin@ in ’1xing & rete base in this proceeding.

] Yw




The estimates of the compaxy are based on unit prices as of 1927 oz

the theory thet cost of reproduction must be cossidoered Iin finding
a rete base andé that the costs used in such estimate should ook .
to the future. The company contends that 1t I1s the avowed policy
oZ the Natiornal Administration to Taise prices to the 19256 level.
Prices in 1927 were zlightly below those of 1926. Therelore dY
the use of 1927 prices the company hes siven consideration to
present low prices snd the prices which may be expected to obt ain
in the future. This is wholly speculative end there is nelitker
certeinty nor indication that the Administration expects to bring
conctruction costs to the level of 1926. Any commitments thet
beve been masde, end 2ll of these commitments are made subjéct to
_Ehangg,lhave been intended solely to bring the genersl price
‘level to that of 1926. It mey be stated, in passing, that this
hoped-ror evert Iis ,till gwalting a distant rmalization.

In detall, there are certair defec¢ts in the company's
estimates +that make them nedvulous and too speculative as.a basis

tor rixing.rates.s

S« The record revesls many inaccuracies ané diecrepancie, with
refexence to testimony on reproduction values. TFollowing &re

among those eppearing in the testimozy of Zngineer Bowen-
n? (.LrO 1491 W&l-ve- ’T- coom’?

"Qe wa, the result of your detall regarding concrete was £10.25
and you used $£10.50 2 yerd, that is correct?’
That is coxrrect. '

What iz that 25 centz per yard that you have added
iztended €0 cover?

- Well, after getting through I thought 1t would be betier %o
round the figure out to £10.50.

For what reason? ’
Zeceuse I taougnt 1% more nearly represented the cost.

You thought $10.25 was too 1ow°
Evideatly, yes. ‘

That itexs enterinz into thet qlo.zs did you reel were deli-
clent? -

Well, ‘I dontt know as I could put my Zinger or & speciric i%en -
end say, "I.thizk this item isg deficient. Xad I felt that
way about.it I would heve chazged the item., 32ut I think that

- §20.50 1z all right. ™ .
(b)e (Tr. 1494, Walter W. Cooper):

Would LT make any difference iz your Lfigure i 1t =hould
develop that the reinforcing used in the main dam, for exeample,

»
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The compeany has o consideradle mileage of distridbution
 meir comstructed by the placing of & concrete coating around old
- steel pipe. This steel pipe had beexn in the ground, iz some

instances, since 1888, and required replacament.4

{Continued)

- "was ot new steel, but ratiher secondhesnd reil?
.Yes, I think so. o ‘ '
Do you know whether L%t ic a fact that there is a cozsideradble
exount of reinforcing ia the danm which is secondhend rail?
I could not tell youw." (Second hand rail wes used.) -
(¢e)s (Zr. 1503, Talter W. Cooper): . )
You can not glive me the detall on the 37.59 in the same mganer,
carn you? ' -
Mo, I cen not. The detail that I have here amounts %o & total
of £7.35 and I have uced $£7.59."
(d)+ (Tr. 1518 and 1578) o
The witness Bowen in relating his reproductior cost values
stated that the same were baced on values as of December 31, 1932,

dut all of his figures and calculetions wore reed Irom & compendiun
prepared in 1927. ' ' - '

(e}s (Tr. 1533) .
‘Bowen's "reproductiozn of office equipment was $17,000."
He admitied this figure included value of maps, and that sald maps
were mede and paid for out of overating expense,
(£)e Az amazing conformity witz tae Nenzel figures is ‘aus
Lluvstreted: o
(Tr. 1540, Welter W. Cooper):
"Q. Tou are aware of the fact, are youm, %hat every other account
. appearing In your Exhibit 34 your condition per cent is inm
precise agreement wiith Ifr. Nenzel's condition per cent ox
- 8very one of those accounts aside Irom those Zour you mentiozed?
A.' Thet appears %o be the fect. I think thet is perlectly
all ri%ht." ‘
{(g)e (Tr. 1533)

Dowen gives a 90 per cent condition to pipe 13 years old.

?gggn gives a 60 per cent condition to pipe instelled in

(). (Tr. 1566)
. - Bowen glves a 95 per cent conditioz to meters.

4. Testimony John Edw. Cooper (Tr. 1026).
- The pipe thet was concreted was."agprogimately 29 years old.
The company 1tself stated es to that pipe, * * * 12 14 were not
concreted 1t would be immedletely enewedld.” .




Av the time replacement was contempiated, pipe costs were high
ead ¥o evold the purchese of new steel or cast iron pipe *he

coxpary placed z concrete siell around‘this old stesl pipe. In
" other inctances such concrete shell was place¢ about stegl pire

under streéts ther being covered witk paving to avoid the possi-
bility of having o renew these pipes within a few years arter
the peving of the street. R {f‘ |

In applying prices to pipe of this Xkind, mr.fﬁenzel

essumed the concrete to be placed cround steel pipe just es in-

stalled so that his cost fzcludes new steel .pipe p&us"ﬁnconcrete
shell. In deprecilating such pipe he deducted 10 per cent for
depreciatior 4o accownt for tﬁé fect thet the steel pipe was not
actuaily new. Betwéen verious kirds or_pipe treated iz this way,
but of the sane‘size,'the:e is considergble varia@ion in price,

Taougk 1t was edmitied that after bveizg so treated"onefkind of
pipé Was 2o nore-valuable than another kind.

The Bowen methold of priciag this pipe was to ta&g;one—
half of the cost of tho steel pipe in place and add to that tke
¢ost of opening a trench and placing she cozerete zhéll around %he
old steel pipe, thean covering it again.' He adzitted that this
Process resulted in paying for execaveition and backrill one and one-
helf times. MNessrs Nenzel and Eower neturally sgreed that @uch
conerete Pipe was mmch less satisfactory then rew cast iron pipe,
_yet both of their methods produced costs Lor thiﬁ‘pipe greatly in
excess of the cost or’hew:cast:irbnmpipe.

| Cost or‘reprodnctién is of‘little'use or help fin determ1n4
ing a rate bace unless it is such & reproduction as & ressonsble
Person would undertake. As was seid by Mr. Justice Hughes (230 T.S.
352, 452) in the iiznesote Rete Cases "The cost of reproduction
_method is of service {n escertaining the Presext value of e planti

when 1t is reasonably applied exd when the cozt o reproducing tae
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\froperty'may be ascertained with a proper degree of cextainly, dbut
1t sbould not Jjustify the acceptance of resulis walck depend upon
‘.’me:c'e conj ecture."”
The Sweetwater dam was construeted Pilecemezl over 2
poeriod of 29 years and was of three types of material, ;.e. grouted
~ rock, rock mesonry, and concrete. It was reproduced by the Com-
paﬁy witnesses In their reproduction testinony exactly as 1t
stends, notwithstanding their sdmfssioz thet if %the dem wereicon—
.stfﬁéted todey 1t most certainly would zot bde part.masonry and'
part coucrete. To reproduce this siructure today in kind would
be an e:tremely'ezpensive ané Inprovident mrocedure. Xence its
reproduction velue dears little, if any, relatioz to present

.

velue.

With Tespect to the Commission engineerrts 'Teproduction

coﬁf estimate, it wes shown that certain items or'property had
been cmitted. It was claimed that insulficlent overieads .were
ellowed. It was elso claimed that 1932 prices were alfSEetﬁér 00
low for appropriate use in zueh an estimate lookingu:o the future.

As mey be seen, the testinony on reproduction cost less
dep;eciation Tenges Irom $1,316,726.(Commission estimate) %o
$2,472,491. (Compeny estimate). Obviously, both o tﬁese,amounts
¢an not represexnt present valﬁe, axd it is probable'that,neithek
d: thex does.

Keither the estvimates of the gonpany aor the Commission
with rgspect to reproduction cost of the dem should de detetmingefve
in fixizg a rate base decause trey are ﬁoth unsound_;ndvim@racti-
cedle. Mefor consideration should de givem 1o the historicel cost.

ol the property. With respect to historical cozt, the compeny
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estinmated suchlcdst; Including laxé azt presexnt market values but
éxcludihg working capital azd meteriel =ud supplies, at §2,342,560,
and excluding land ab 22,054,577. The Comission staff estimated

~%he historicel cost, including lend at originel cost, at §2,136,123.71,

azd excluding lend et $1,924,860.85.

In the 1921 proceeding ir. Faude, ther one of the Com:
nlssion's hydraulic engineers, prepared zn estimate o* he hig-
toricel cost of the Sweetwater property, totaling 41, 714,:50.

At the same time the compary was offering itc property and businoss
for sele to an irrigation district for y850 C00. The deciwion

(20 C.R.C. 56 2, 565, supra) indicated that a :eaaonablc rate base
lay somewhere between these two figures, the average, incld&ing'
£9,000 for working capitel, belzng approximetely 251,300, OOO.
Eowever, the rates fixed st thet time were not co*related with eny
perticular return oz any given rate ba,e, a¢though »he ratev fixed

were con,ide"ably below the retes sought.

- E

Ir the 1928 nroceeding . William Stava, the" and now
a Commission hydraulie eagineer, end a witness he*ein, toox the
historical cost prepared by Mr. Taude in 1921 and brough* it
forward %o that date. The defendant conpeny 20w contends that
the Commissior Ls committed to the use of the Faude eppreisel
brought down to the current date amd criticizes the Commiszsion |
stall Tor- dcpar vizg from the Faude ‘igure end develop.ng & rigure
ol & new basisz Gross errors and diserepancies in the cox pany
records, dboth zatedatirg and Tollowing the Feaude estimete or 1921,
were discovered by the present Gommission steff in thelr recent
Tesearch. - These errors will cuffice ot this Juncture to dispel
the defendent’s criticism of the course pursued in the instant case
by the Commissioz. witmesses. |



The Commission's historxical cost wes derived by using the
Mashet eudit® of 1913, piu: book additions zince that date, less
 certaizn excessive overkteads charged to comstruction based upon

dills rendered by the management corporatiocn (Lovelend Englneers,
Iﬁcorporated).

‘ Thé Commission's s3tafl presented a staltement of actual
cost beged upon en snelysis of the books. 4 write-down-of Capital
iz 1920 and a write-up of capital in 1927, each texing place at
& time of transfer of the property, have been reversed. Also un-
reasonable cherges from holding comperies spread to capitel by the
reseﬁt owner during the period 1927 %to date have been cmitted.
This stetement velies Tpoz the sworn stetements submitiel To thisf
Cormission since +the beginning ¢of 1913. 2£nd the company in 1912
completed an elaborate audit of all 1ts cxpendittres uvp to that
date in order to arrive at an accurate statement of origimal cost
as & basis for its 1913 and subsequent returns. Sald statexent

of cotuel cost, imcluing land, is §2,136,123.71, exd excluding land

1s $1,924,860.85. From & study of the Tecord in this matter we aTe

coﬁvincea the actual cost of the property is very close to this emount.

9. At the request of the utility the lushet Ludit Compeny pre-
vared and iz 1911 completed arn auwdit of expexnditures to that date
2nd in such menner determined the amount actually spent for '
cepital. The amount so determined was presented by the compan:
in i¥s rate case of 1912 bofore the Commission (Applicatioz zlg)‘
s representing the original cost of +the propexty (€ C.R.C. 334).
The smount was brougat forward to the end of the year 1912 andé iz
such form wes the amount submitted by the company in its fixst
sworn statenent %o this Commission, at the end of 1912 as <tho
getual cost of ivs property to thzat date. The net additions and
betterments of subsequent years were added and in such menner tiae
return has been made in the subseguent asnuel reports up to 1920.
(Testimony of John Eéw. Cooper, Wr. 1101): The witness zdopted
Iusket audit dbecause "it correctly represents the origlnmel cost of
the property,” end because "in 1912 the company subritted thet Lig-
ure to the Commissiorn in Its Annuel Report, sworz to zc represext
the originmel cost of the zroperty, azéd has cozxtinued to bduiléd up o
that base the inveztment in tals property from year Yo year, waick
investment has been reported to the Coammission iz its sworn reports
as being the originel cost of tkhe propexrty. I took those things
into consideration Iz erriving at &=y conclusion.m™ :
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Due conside:atiog being gliven %0 ocach of these &Toups
. o rigures; we arrive at the concluscion thet the historicel cozt
should be the fundemental basis in finding the rate bdase, exnd
Tor this purpose e Tigure of £2,000,000. will reflect our Judgment.
To this must be added lend at its PTesent market wvalue.
| Before determining lazd values and before disposing of
the ”intanGibles," we pause Iin comment upoa the methods used by
‘the campazy in keeping Tecords. Tts records apon "HistoTicel
00§t" are iliust:ative. The 1926 esvimate made by M. Feude,
then iz the employ of the cozmpany, in the sum of 42,986,861.37

was writlten into the company's mecords 4n 1927, exd this seome

Tigure is the amount shown for cepliel as ol December 31, 1932,

It 1= passing strenge thet the compazy does not rolnt vo this
latter emount for bistoricel cost but instead selects an estimate
made by the Commission stelf in 1920, axé which brought wp to
dete amounts of $2,568,035., ineluding land or-$2;05&,577;;
excluding land; working capitel and materfal and supplies.

| Ve thus £ind this company ignoring the record of cost in
1927 in oxder %o writeG into its records an estimated cost at an
inereese of almost a million dollars and in 1932 Prezexting
snother emount as historical eost some hols million déllars lower.,
Thiz situetion 1s not'surprising 17 dooks ave to be ke»t by zuck
apjrozimate aethods. Fortumeiely, they are not. This cozpeary has
been riling‘under ocath eanuel statements with this Cammiszion since

6. (Tr. 355, John =&w. Cooper)

"Iz 1919 the compary wes trenslerred to the Sweetwater water
CoTporation. A%t that time the capital was written down 4in the amount
of $97,162.55. This write~down was for the purpose of adiusting
the assets with the puxchase price of the Properiy.

"In 1927, at the time the Drezent corvorstiorn acquired prope=t
that corvoration wrote upon 1ts books ar amount for Tixed capital
deternined by & valuatioz which resulted 1n 2 write-up of capitel
in the neighborhood of = millioz dollars.m :

?
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1913. Durirg that time the actual experditures have beex recorded
4n conréﬁmity with classificetion of eccounts preserived by this
Commission. While most expenditures are specirically cared for
in this clessificat 1on, others, of more gexneral nature, caz de

included in either capital or expezse. The judsmentno: the officers

musv govern the allocation of such expexnditures and their decisions
zust very as time works its changes. The bold menner in whiek this

compary attempts to dLspose of these records of actual cost,
accounted for in the manner descrideld above, and to substitute
therefor first one end ther..another estimete Indicetes an ignorance

of the value of records thet cezmnot be excused. The books of this

.

utility must be properly kept and entries must not be made therein

Lo be later erased amd igrzored, but must refleet actual experéitures

sincerely accounted £OT.

‘Lend Values:

In determiniﬁs values of larnds, azd rights of wey, we have
eadeavored to erxive &t the fair, Present market value. The cities
Presented one group of witnessez, chier of whon was Frank'3$mmpnds;
tae compezy enother led by 4. X. Fuller. Their coneclusions pfesent
aa emazing conflict aad disperity in land values; the former cggre-
goting $149,851.45, the letter 5479,327.

Through o careful scrutiny of the methods and Teasoriag
followed by these witnesses, aﬁd the appafenx absence or presexnce
ox blas, we are compelled %o accept, generclly, the Simmonds conw
| clusion As %o his valueu, sgree. Tpon his determination of
“ope*ative" and “non-opera*ive" lanés, in some instances_we diszagree.
We regerd. as “operative" (contrary %o his'":onbbperatife".ccn-

‘clusionu) a1l reservolr marginal lands which he~ac3uratel& valued




et £9,883.50. . Te regard as nom-operative (in accordance with his
coiélusions) rotr‘parcels; towit:
1. . That cextein lot in Netional City known and used
s "Dhe Dump" which effords the community a Tefuge ror
euto bodies, ‘carrion aznd Tresh gerbage.
Z. The vacant lot at Fifteenth and 2 Streets, Netional
city. | |
S. Lend at "sweetwater Falls" located several miles above
the reservoir. ' N

4. "Judson Resin" lands aggregeting 117.82 acres..

Tech of these four percels perform 20 utility function,
useful or otherwise. The‘"Judsbn Bas;n" acreaae, (reasonably‘
valued by Siﬁmands at $$6 &ﬁ acre ~ 3$5,893.) wes aéquired since
the 1928 rete case to afford an edéitional reservoir, and es a
bart performance of the 1928 avowed iztention of the company %o
increase azd improve its storage, pressure and service. I
u#ilized rof this purpose, the site would doudtless prove satis- .
Tactory, and its acquizition e justifieble Lncrease to fmvestmest.
Butvit hes remeined wholly wadeveloped and useless and iz today =

rough, barren, hilly and rocky waste, withous water, untilled and
unocenpied. |

Hence, we arrive at the ‘acceptance of uimmond. Telues
applied to our concep»ion of operative lends in the sum of
$141,456.45.  ZHe gave 20 ectinmate of ribht, of way values. wb
‘shall adld to his *and values the conclusion of the compaly witness
Fuller for rights q* wey in the sum of ¢8,656. Ouxr %otal dete*-
minauion o* the rair, present zarket value for operstive landu and

Tt of wey 1s 4150, 114.45.. , |

In embracing the Simmondu conclusions, to the exclusion.

"bijtller's, it is proper to observe that In every instance tze
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Simmonds values were founded upon 3ouné axé convinecing reeéons;
.zxnéd were suyporﬁed Y & satisfactory coroboration borme of other
testimony and a careful inspection of the pyroperties. His direct
exenination chowed anvimnartial diligeat and reliadle study of
velues. .Ee was exhaustively cross-ezamined“by Mr. Philip S.
Tkecher, of counsel for defendant, and e sage in realty velues in
San Diego County. It was this thorough and severe ue-ting of <he
Sinmond, concluoionu that rendered his testimony on valuwes wholly
accepuable, . " :
The compaxy witnesses re-~eczoeld the testfmony of 5ﬁller

whose epparently defective preparation, and disproportionate
Tenge, lost the necessary credlerce which becomes convincing testi-~

nony.

Illustrated, Mr. Fuller rindu himselr in the record,
standing somewhere along the northerly merginel lands of the Sweet-
weter Reservoir, and gezizng souw theesterly, over a vast Stroteh of
water, approximately & mile in en air Llizne %o the abrupt zerginal

hills ascernding into barren beights and affording the sou hea,teriy
section of the reservoir property. Witk no other epproach, he

evaluateu this distent lend, wholly without water and heretorore
untilled, -teep and practicelly barrer, ss worth $250. an acre ror

the pro,pective cultivation of avocados. Zqually unpereua~¢ve 1u
his estimete of the Judsor RBasin lands at £250. an acre.

Intangibles--

A.’ Weter Riphts.
B‘o G'Oin‘ﬂ 78112& -~ . - -

(4. Weter 2ishts):. The compeny has cleimed an . addi~

tion of £250,00C roriwatez.riehts in the rate base. Nenzel testified

to this figure.' Bowen testified that the felr velue of these water

o —
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rights was'%GE0,0GO. Ze aéritted that no swm in excess of $20,000
hed ever been expended in the acquisition axd protection of these
- rishtsLV In‘his testimony (Tr. 17C4) he stated: "The bare
bones o2 the property included the water rights." IR our fore-
going epelysis of historical value, we heve accounted for emd
duly appralsed thé "bere bones.” The outside ellowence ellowadle
for water rights isﬂ$20,000., a sum which ic supported by the
B record, andrwﬁich we heredy find approprizte.

(B. Coizz Value): The company hes claimed an

addition of §200,000 for going velue. This is Nemzel's estimate.

Agein, Bowen waes. higher with the figure of $225,000. mBoth,

N . riggres may be analyzeld with ease aund resdily vanish ;pon«d;zsec-

W t;on. / .

Mr. Nenzel showed e leck of qualificatiors-to justify

any reasonebly informed Juagméét as to going value. T

%x “ Zowen's conception of goinzg value iz 1921,.ber9re thé

countryside had been aroused and inflemed over rates and sexvice,

- -was $100,000. (Tr. 1608). Te o not comprehend any reason for

| this strangely fimed booét of 125 per cext.

: IV is zoteworthy that ‘both witnesses failed to show that
2xytaing bad ever been paid on account of this intengivle element.
Bowen wax admitiedly employed by the ccmpexny iz rate proceedings
In 1921 and 1928, eud at a time whez this property changed hendss:

yét‘in these vital transfers ke appears to have lacked sufficient

7. (Bowen,; Tr. 1377)-
"It iz doudtlul if a total sum in excess of $20,000 has deen

expended in the acguisition of these rights and their protectioz
by the corporation or its predecessors.”

' (Bowen, Tr. 1384): "Breadly viewing the entire question and
being mindful of the above discussion, particularly the record of
values in the San Dliego area, I & of the opinion that the developed
water rights of the Swectwater Water Corporation, sisveted ss they

are and under eall the circumstances surrounding them, heve & fair
~ velue of not less than $450,000."
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curlosity to °scertain, either the pr ce pelid by thevpﬁrchaser, or
the amount allowed Ior going COnCOTR. Tze decision'ér 1921

(20 C.R.C. Sézy'supra.} shows thet the coxpeny was.willizng to sell
the property at that time for approximately 1/2 of its estimated
historicel cost. Imdeed, enything thet could be sald Zor "going

velue” st that time was extremely "intanzibdle™.
) In disposing of this alleged factor we deex 1t timely

to quote from the testimony of the witness Bowen:

: (Pr. 1632-3) " * % % 4p Jesling with & public wtility
proge**y you are.dealing witkh a property thav Ls under the
reculation of & regulati 25 Comzission amd ™ * * dealing in
2 éommodity which Is essedtiel to the habitaiion of theé

regloz S0 that 1% 13 not & question of volition on the part
of the customers at 2ll. It occurs to Re taat 2 customer
. is virtoelly comvelled to teke service from the company.”

- "COMMISSIONER WARE: Irrespective of service?
L. Tell, %0 some eztent. '

Q. Irrespeciive or rate-?

A. Well, I would think uhis. that iz o commnily -- we.
will teke a community like -~ yes,_like‘Naxional City
or scme dexsely dullt-up cormmunity ~- I have iz mind

the busineszs district in San Diege or Los Angeles —-
I would taink that & consumer tiere, would be simply
escentiel for him to take service no matter vhet the

service was nor the vrice he had To pay Zor it: he
just kes to heve it in order TO €AYTY ON. NOW, it
ic assuzed, ol course, -aad properly S0, thet: both
servico and price of commoditie,, sucla as taat sort
and public utility service of that sort, his service
iz absolutely adecuate -- 13 sdequate and the rates
are reesonable eand proper, so that under thaz con-
ception I do not see that good will envers into the
pieture at all."”

The lest centence of the witmess caz nefther effoce ror
softén -his previous declaratlons which we have nnderﬂcored; Taey
deserve repetition in thic opinion becauae they accurately and
vrrankly reflect tne dcrcndant's reg*et able coaception of ,c*v“ce
and the correlation of uti*ity and consumer. lir. 2owen was
abuent dvring tno»e»days devoteld to testimoay arrecting service,
when the auditor fum of the Sweetwater Unfon High School was

”iérowded with protesting corsumers. The chill of his testimony
- ~2%m




on going value would have deeon agreeadly temperel by the warnming
atm0°phere ol these occasions. Tke company should realize that

its equipmenu, service, rates, and practices zave becn daxngerously
noar the lire of %tolerance, aad that one Justifieble and highly

senctioned method of rixiné'rates revolves arownd the single
proposition Qreasonable value of the sexvice rexdered™. Thile

the comclusions reached <n this decision are justified upon the
other method of ratve fixzing, towit: A rate designed To retura
wato the utility its operating expenses, depreciation, and reason-
able return on "investmentm", the same cornclusions are abundantly
relrforced by the Tecord's showing thet they definite;y afford
"*easonable velue of the service renderedr. It is recozmended
that $his utilit V7 hereafver coznduct its enterprise consonent with
the precept that the consumer is first entitled <o satisfactory
sq:viee and reasonable rates, from whence shall issue, secondarily,

to the corporation a reasomeble return. We are umeble and unwill-
ing to place any amount upon the "soin@ velue™ of this utility ir

the rix&uion or rates.

Cashinrking Cavnital, Materisls, and Sundlies:

The compeary cleims an ellowance of $36,000. Tor thecse
items. The evidence of the Coxmmission was thet the ectual worzing
cepitel requirements were about $10,000., and for the last seventeexn

| monthg the naterials ana supplies on hand have averaged a little
less than $22,000. a month. The £36,000. campany claim embraces a
relatively large investment in pipe purchesed in contemv_&tion ot
edditions thet remafn unimetalled. A Teasonedle deducvion fron

'~ the company Ligure appears in order, so that we are jnstified in

sallowin@ Lor "Working Capi vel, ﬁaterial‘and Supplies™ .- the sum of
235,000 | -

Therefore, we conclude that & rate bese developed g
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follows would be reasonadle:

Physical Property - non-landed £2,000,000.
Land and Rights of W 150,000.
Tater Righis - " 20,000.
Cesih Working Capitel and Materiel ‘

and Supplies 35,000,

Totel Rate Bese 32,205,000.

Revenues: _ ]
‘ “The company estimates annuel revenues of $260;OOO§

Stave at $270,000. The revenuse is to & considereble degree leo-

| pehdent upon climetic. conditions. Reinfell and temperature are
‘Tesponsible for a consideradle verietion in the 1rrigation;sales
of the company. However, it iz true that the domesilc busi;pss is
srowing relatively as 2 soﬁrce of revenue for this cdmpany.

tava's estimate of normal revenues was supporied as follows:

Yesr . : ' Acteel Reveaune

1929 . . $285,375.72
1930 ,- 269,859.87
1931, 269,042.56
1932 258,884.10

Totel 4 years §1,083,162.25

Average S 270,790.

' The company estimete by Kenzel wes supported by these
seme four ﬁears ﬁogether 7ith an estimete of revemue for 1933 of
$2355906, resultingdn gn average over e five year period of
§261,632. e year. The company Teports currestly filed with the
Commission revesl that the actusl revesue for the first nine months
of 1933 1s but $10,000 less than for the same momtias of 19%2.
Eence it‘would'appear thet Nenzelts estimete of £225,000 for 1923
is too low. 1929 is said;ﬁy the compeny %o be & freak year. On
tﬁe oéher hand, the sucéeecing thTee years are years of depression. .
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Looking into the ‘utu*e tor reasonable tine it wonld appear tha®
Stavars te of unnual revenue amounting to 0270 ooo is
reasoiable and proper. The Commission foels just 1ed iz adopting
& tigure between thet of Stave end Nemzel, towl<s .;,zss,ooo.

& sefe conception’or'annual Teveauc.

Querating Exnenses:

mne allowance for annual operazins ezpenses claimed by
the company iz largely ba»ed on the tes imony of the witnoss |
Nenzel. The vOt&l contended ror is 7109 625. For the Cammiu-
ISIOn, tava estimated 275,000. Duxring the cour.e or tho pro—
:'ceeding, tne ¢ocal taxes (San Diego and the City o? Chnla‘Vi»ta),

were -ncreage& slightly in excess of VS 000. Stava's e*timato
-or tazes was also deficlent with re,pect to Eederal Iucome Tax.
The following tabulation shows the detail of the ccmpany’~
estinate of expense:

ense:

Source of Seyely

uaping

Purification

Trensmission and Dist

Comnercial

Genersal and.dizcellaneous - - - -

Taxes = Gonergl - - ’
Federel
Capitel Stock

Tzcollectidle -

‘ thraordina:y'zxpense

A84L% 102&1 Raxo Cacze

For purposes. of decislon the first five. {tenms abcre;v
toteling £32,400, will be accepted.

"Generel end Mfscellaneous Expense® as estimated by tho

company»inéludes ebout $11,000 as fees axd sélaries, drainéd‘from
‘the uwtility by +he menagement corporation. The totel fox this
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group of accounts as estimated by the compeny is substantially
the amount charged to these accoumts in 1932and include certein
expeaditures objected to by Mr. Stava, such es dues to the
Netional City, San Diego and Chula Tiste Chambers of Commerce,
San Diego Couztry Clud mexbership,. Community Chest contridmtions,
dves exd lumeh expense to Rotary eand Xiwanis Clubs, eéc., as
well as the dilled detailed qha:ges rgom Loveland engineers and
the Western Utilities corpoiation ¢harge of 1 per cent of gross
Tevenue. Loveland engizeers’ charges purport %o de based on
certaln rates per houwxr for time speat by verious Loveland em-
ployeez Iin connection with the operation of the Sﬁeetwﬁter
Systen, such as "general ofticex" at £9.375 az hour, sezior
engineers at $6;25 &a hour, assistant engineers at 34;575 an
rour, Junior engineers at £3.125 and clericel help at &l.25.
Agaln ror‘purposes of decision, alter a full considerea-
tion of the foregolng, we skall allow for "General and Miscellan-

eous” expenses the rounded sum of §22,000.

-~

Local Taxes: -
' In %the hearing Stave allowed for local texes 315,000
The compeny claimed 422,200 (Bxhidit 27, Page 21). 4t @ belated
hour in +the hearing 1t appeared that San Diego County and Chule
Tista had raiged The compeny assessments, wbich necesziteted the
stipulation that the compazny should file itz affidavit following
the reception of testimony at Saz Diego, setting 'o~ v2 accurately
the increase in local taxes as occasiozed by ceald increased
assessment. Therealter, the Commisvion received the effidavit of
Cleyton B. Neill (spokesmen fo* the compeny) daved Sep,embeﬁ 1,
1933, wherein the swn of §27,866 97 was cladne& for tot al texes

upgp‘the assumption that the same tax *ate would apply. It

appeared menifest that the elffect of the Riley-Stewart Tax Bill
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of 1923 would Tesult in a different and lower tex rate.

The company, veing epprised of 4his situation, on
November 17, 1933, asked to amend the Neill figure to conform
with the eciual amount that comprises the local company teax for
1933=34. This sum is 323,161.50. This Xatter figure adnittedly
includes approximately $3,000 of esceped %axes which should zot
be allowed in computing our estimate for future locel taxes.

The compexyts commitment of November 17, refexred %o sbove,

includes the cexpany's estimete of normal taxes for the future

based on present assessed velues and existing tex retes in +he
sum of $20,739.37. Tais amount will be ellowed subject to
‘elimination from this figure of taxzes upon those parcels of laxd
heretofore excluded from the zate base, as well a5 the tazes
applicable to 14 cebins located st Sweetwater Leke and admittedly
non~operative property. These exclusiozs sggregate $187.13.

From the foregoing the fimel answer of thic local tax
prodler drings ws to the figure of 220,552 which will de ellowed
for the cezpeny locel taxes. It thus appeers that $3,748 is
ennually saved In local taxes and becomes availeble for rate
reductions. | |

It is also patent thet, were it not ror the vigilance
of Sen Diego County and Chule Vista in boovting the company'o
'assessments during the late hours of this p“otracted hearinb,
additionel sunnuel sum approximating £6, OOO would have been avail-
able t0 the consumers ia rate reduc*ionu. rWhile-said County and
City shere the benefits resulting from tkhese greater assessments,

the rate payerg of the Sweetwater Velley will bear the burden.

Federel Taxes-

In the 1izht of our determination of. the rezsoneble
amount estinated. for "Revenue*" (£265, ooo] and Sxpensoes ($82 602),
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the Federal Inceme Tax 43 fouzd to be 57,000. This is dased
ﬁponythe com?any's estinmete of depreciation and other deduétions
used in its compdtation of Feleral Income Taxes. federal Capital

Tock Tex will be allowed in the amount claimed bylthe compeny
1a the sum of £650.

Uncollectible, and Amortization or Extraoriinary and Rete Case

Exbeﬁses ere fixed at £7,000. In adoﬁting this figure, we sccopt
the conclusions of the witness Stava. The compeny's conmtention

of the sum Yo be allowed to cover these items is vitkout reason

Or conselerce. Illustrating, they urge 527,204,91 to be amortized
on account of their exmvemses iacurreld in “hese proceedings.
Analyzing these gross demands, it appears that $16;919.0? is
claimed for "eagineering services and expenses"; Xo rate pro- '
ceeding of tﬁis rmegnitude should cost the consﬁmers ezy such sun.
If'thé‘éompany wishes to conduet such extravggant p&oceedings

the cost of their conduet shorléd be borze by the stockholders and
not by the rate payers.

Stmmerizizg exnd ¢oneluding our determinetion of Zymense
the following tadvuletioz revqals‘oﬁr»judgment:

Txoense:

2. - - - -

3. Purification = = « w = « = = -

%« Transmission and Distridutien

S. Comercial - - w = - - - - -

6. GConeral and Miscellaneous -~ -

7. Taxes ~ General Local = = - -
Felersl Taxes = = - -

3. Tncollectidles exnd Anoxtization of

Eztraordinary anc Rete Case Expense
Totel

l. Source of Supply - - - -
Pumping




Denreciation Expence.

The company estimated depreciation expense on & 5 per
cext sinking fund basis at $18,000. a year. Xr. Travis, of the
Commission's 3tefll, estimeted lepreciation expense oz the 6 por
cent sinking fund basis et §12,615. a year. Neither estimato mey
be viewed with entire satisfaction. There iz some zerit.to the
company's criticism of Mr. Travis' estinate, in that his estimated
1lves (using the siaking fund basis) were compuied by accomnts
rether thex on the varying lives of the groups of property enter—
ing Into those accounts. Under existing clircumstances aﬁd'tpr
purposes of this decision, being mindful of the lerge irnvestment
in the dem and transmission lines, we deex en sllowance of
$17,000. to be reasonable for depreciation expense on a sinking
fund basis. The company will. be expected ang required to conform
ivs dep:eciation accownting to the 5 per ceat sinking fund nethod,
augzenting the reserve by addizng to it intorest at the raie of
5 Per cent per annum oz the balance 4z the reserve.

Rate of Returan.

The compazy, on bdrief, madé 2o claim for any specific
rate of return, merely argﬁing_that the amount now belng earned
by ¥the compeny Ls less then the sum to which 1t 15 legally eniitled.

Fér the compeny, the witness Fande presented an exhibit
shdwing the cost of mozey to be 6.72 per cent, and Gilbert V. Smith,
invesiment bexker, also a witness for the compeny, testified with
rqspect to the yresent day costs of obtelning money, 12 as a mﬂtter‘
of fact money could be obtained at any price by this company,,and
the prices ot walch the company's bonds are now selling.

Ir. 3teln, of the Commission's stelf, irn Dxhibit No. s,
showed %he effective rate oa moneys waich tke compamy now hacs

borrowed to be S.86 pex cent.




The Faude Zxbibit on cost of money is T t7 in severel
particulars. It includes all the Issuez of bonds of predecessor
cdmpanies about which he was adble to obtain Information, Qespite
the fact tzat all of the predecessor company bonds have'been
retired. It =lso assumes the existence of an issue of prefexzred

stock et an estimated cozt of 6.82 pex cezt, though this issue of

stock has been retired. It includes the present bonded_indgbted—

ness of the company, but assumes a dizcouwnt of 6.5 per ceat in

connection with its issuance. The bdooks of tae copany reflect no

sﬁch‘éﬁécount, as these bornds, together with <he colpanyts preo~-

ferred ané common stock, were issued oz & par bdasis in eichangel

Zfor propexty of the predecessor coxpany, Sweeltwater W&ter‘COrpora-

tion@ It 12 worth notirg in the Faude Ezhibit'(xb. I35} the

prérerred stock Iissued witz an assumed discount of 12 points axnd
& net cost o 6.82 per cent was ealled within one year after its

issue and a premimm of 5 points paid with the proceeds of & note

issued to the Wesiern Utilities COrpo:ation, deering interest at

7 por cent. In other wqrds, The Swoetwater Water COrporatioﬁ paid

& premiwm of 5 per cent and <is Low peying 7 per cent to thq holding
. compeny for money waleh 1% had obtaizmed through the Lszuance of

6 per ceat preforreld stock, a ¢lear loss to the operating company

end an unwarrented gsin to the holding corporatios. '

Unler the conditions here dresent, which eare set out

&t some length in this opinion, the Commission is mot Justiried in

disregarding entirely tne wvalue of the service to taose obvliged

to make usze of }tf Welight must be givean to thisz Tactor, even

‘tQngh it reduces the rgte of retura %o = Point somewhat lower
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than night be comsidered reasonsdle 1f the service were no% so
unsatisraétory. The rates t0 be prescrided herein are decmed O
represent the Ifull wortkh of the service. They will effect a
reduction in revenﬁe of approximdtely $27,000., leaving an earning

of slightly more than six per cent on the rate dase.o

This T
return 1s somewhaet iIn excess of the cost of Joney to-the company
and will enadle the company %o meet Lixed charges on 1ts boands,
interest oz loans from the holdling sorporation, 5 per cent'i:xerest
on the balance in the deprecietion reserve, end more thanrs‘ﬁer
cent on Its common stock. This earning, mereover, mey be sugmented
by reductions in expense under those set out and ellowed in this
opinion through preactice of justified econemies. '

The following form of oxder is recomended;

QRTLZER

The Cities of National City eand Chule Vis%ae havizg com=

Pleined ageinst the rates of The Sweeilmater Water Corporation gnd
reving epplied %o the Reilroed Commission for en order fixing lower
retes, and ax investigetion heving beon made dy this Commission
into the rates, charges, services, rules, Teguletions, classiriéa-
tions, contraets, practices end operations of csaid corporaticég;@
1ts weter works, public hearings having deen held thereon, the‘

mattor havizg been argued orelly and dy drielfs, and subm;tted, the
Comxizsion beilng zow fully edvised iz 4he premlses,

€. The use of an undepreciated rate dase requires that the expense
ol depreclation be computed on the sinking 2uxd basiz. Tr a
depreciated rate baze were used deprecietiozn expenze must be allowed
oz the so-called straight lime basis, wkich is substoantially highex
than the sinking fund sllowance. On the other haznd a deprecleted
rate base would be materielly below the sum found reasonable. herein
for the testing of future rates. Tezted ox %hls aliernative basis
the return which Yhe company will receive under rates here *ixed
will epproach 6% per cent or & Teasonadly depreciated rate dbase.




I7 IS HEREBY FOUND A4S 4 FACT %hat he rates mow cherged

by The Sweeiwater Weter Corporation for water supplied to its con-

Sumers are unjust and unreasoneble in so far as they @iffer Tron
the rates hereln established and thet the rates herein éstabli#hed
are just aad reasornadle Zptes to be charged for suck service, and
basing 1ts order upon tre Toregoing findings of fact and upon the
statements of faet contained in $the opinion Preceding this drder,
IT IS ZZREBY ORDERED taet The Sweetwater Water Corpore-

tion be and 1t 1z hereby directed to file with teis Commission,
witkiz thirty (30) days from the date of this ordler, the‘ Tollowing
schedule of rates Lo be charged for z2ll water déiivered o its
consumers sudzequent to <he Thirty-2irst dgi of Decemder, 1933-
Yonthly Mizimum Cherges:

Por S/8-inch meter

For 3/4=ineh meter

For l-inch meter

Tor li-inch meter

For 2-inch me%er

Tor JI-inch meter
For 4~-ineh meter

Zach of the foregoing "lonthly Uinimum Chargesn

- wWill entitle the comsumer o the guantity of
weter which thet monthly“minimnm,charge"ﬂill
purchase av The following Tionthly Quantity
Retes." . :

Monthly Quantity éates:

- Fron 0 %0 1,000 cubie Teev, per 100 cubie

from 1,000 to 2,000 cuble feet, per 100 cubic

Over 2,000 cubic feet, per 100 cubice
Tor irrigetion use

For ucze above 2,000 cublc fect, per 100 cubic
Zor other thean irrigetion use

Fire“Rydrants.: :

Pex 20nth, eeseh
For street end roca Sprinkliag, per 100 cubie
xmpimum charge for each spriniding hydrant
For all otker purposes, the effective date of +his

=hall be twenty (20) days from and elfter the dmte hereor.




The foregolins opinion and order azre heredby approved and
ordered filed as the opinion and oxrder of the Railroed Commission

of ‘::he State of Califorzla. .
Detoed at San Franclsceo, Celifornie, %hic [M- day

'@c-a:m,ﬁ—
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