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BY THE COMMISSION:
- - OPINION

This proceeding iavolves a cozplaint by Charles E. Thomas,
Jr., together with 49 other comsumers, ageinst tho Monterey County

ﬁAter'Works, alleging that the rates charged for pudblic utility

water service rendered in the City of Monterey, Pacific Grove and

Carmel sre unjust and unreasonadle.

After the filing of this complalnt the water aystem of
the Monterey County Wster ¥orks was acquired dy California Water &
Telephone Company, and at_ﬁho hearings on this matter before Examinex
Macxall 1t was stipulated by counsel that the complaint de directed

| againgt_the latter company.

| Although the hearings developed a consideradle amount of
evidence covering the issues usually involved In rate-fixing cases
of this character, there is here preczented the distinct and difficnlt
qnq;tion &s o just what portion of the properties owned 1s used
and useful in readering & public utility water service. This prodlem
arises from the fact that a consideradle part of the facilities which
are employed 1un supplying utility water service in these communities
13 used also In furnishing what i3 claimed to be a private service
within the same general sexrvice area.

In order to understand the various issues which have been
ralsed, 1t 1s necessary to consider the development of this water
system and the use ¢0 which the various parts of the property are now
devoted.

History of the Water System.

The early history of the water system in this territory was




sot forth witkh some detail in former decisions of the Commission,
particularly‘in Decision No. 1855 of October 8, 151% (5 C.R.C. 530)
and in Decision Ko. 3059 of Jamuary 25, 1916 (9 C.R.C. 91). '

Water service was bogﬁn initially by the Pacific Iﬁprovcmont
Company, & development company which constructed the oriéinal Hotel
Del Monte. Finding its supply of water from the wells located on
the hotel groﬁnds to be inedequate, it purchased 1n 1884 sbout 6000
acres of land on the upper Carmel River, kmown as the Los Laureles
Rancho, together with certain riparian lands located down stream. It
then constructed & diversion dam on the river, & distribution reserioir
near Pacific Grove, and a pipe line to transport the diverted water
down -the Carmel Valley, through Pacific Grove and Monterey, to the
Hotel‘Del’Monte.' Through such newly comstructed facilitlies, water was
aerved.generally to consumers in Pscific Grove and Monterey.

In 1905 the Pacific Improvemen: Company csused to be created
& new cérporaxion, the Montérey County Water Works, to which were
transferred both 1ts water storage and transmission facilities. In
making that conveyauce, however, the Pacific Improvement Company re-
sexved £o itself sufficient water for the meeds of the hotel and
grounds. For this water 1t agreed to pay the now corporation a flat
sum annuslly. - At about the same time & second pipe line was laid
rrom.tﬁe west line of the Los Laureles Rancho to Monterey, leaving a
single line only from the ioini of diversion to the west line of the
Los Laureles Rancho. ¥With the exception of the subsequent construction
of the Forest Lake distribution reservoir and the San Clemente storage
roservoir, the water supply system as then completed remains substantial-
1y unchanged- today.

The first proceeding before the COWmissioniinvolving that
water service was in the yeer 191%. This resulted from & complaint

requesting & decresse in rates being charged, the Comnission Then es~
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tablishing schedules covering service doth to gemeral consumers aud

to the hotel itself, declaring the entire servico to be public
utility in character. (5 C.R.c. 530.) ‘A potition was f1led for a
rehoaring of that decision, the Pacific Improvemonz Company inter=-
vening to contend that the service remndered to the hotel was private
in‘nat&re and not subject to regulation. The utility, at the same
time, presenteld a petition for suthority to éeconvey to the Pacific
Improvement Company & part of its water facilities. This petition
the COmmission granted on Jaguary 25, 1916 (o C.R.C. 91), saying
that its action would provido for the private use of the hotel prop-
erties a subztantially independent system.”

‘Without attempting here to analyze 1n detall the terms of that
reconveyance, or to picture the unusual situvation thus creaxed, it
may de aaid in drief that 1t agalin placed iun the handu ot the Pacific
Improvement Company title %o the Carmel dam sud 2 tranxmission 1ine
for the conveyance of uazer through its owu facilities directly to
the EHotel Del Monze. The Monterey Counxy-water‘Works retained the
exclusive owno aklp and use or the second line from & point on the
wostorly border of the Los Lanrole* Rancho where 1t diverged from the
sivgle line gbove, and resexrved the right %o havg delivered to 1t
at that poiﬁf not less than 65 per cent of the water flow of the
Carmel River. In addition, the utility reserved rights of way to
én&blo 1t, if thereafter desired, to construct 1ts owg,liﬁ; for the
conveysnce of water from the river. | |

In 1919 the Pacific Improvexent COmpany tranerrred ita inxerests |
to the Del Monte Properties Company. : In 1930 the lattor company
conveyed io Cheiéeb E. Lovelané, who in.turn tran ferred his rights
and obligations to the Cenxral California'Waxor Supply Company Mr,
Loveland then acqpired aleo the capital stock ot the Montorey COunty
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Water Works, and in 19}5 he znd his assoclates created the California
Water & Telephone Compsny, which thereupon acquired both the Central
Califdrnie Water Supply Company and the Monterey County Water Works.
Thus the ownership of both the.utility water system and the so-called
brivate system used in delivering water to the holdings of the Del
Monte Properties Company in the Monterey Peninsula ares became vested
ia & single corporation. h " |

. The Californls VWater & Telephore Company, which we ﬁ;y'ioro-
after refer to morely as the ”compan35? claims in this rate proceed-
ing that the Commission must contimue to recogrize the existence of
two distinct water services, one admittedly public in charscter and‘
the other wholly private. It i3 claimed that the facilities em-
ployed in the latter service.never.have*been dedicated ﬁo the Public
use or, at least, not since 19164when the Comm{ssion authorized the
partition of the properties into distinct systems, one public and
the .other-private in character.

Representatives of the cities receiving utility service,

- glthough seemingly concedins that parts of the property are not.
dedicated to the pudblic use, contend that there is no practical
basiavupon which they may be segregated into uwtility and,non—uxilify
u#es, and urge, therefore, that the entire water properties be con-
sidered &s & unit. Whatever may de the true fact as to tho present
dedicetion of all the water facilities, it cannot be sald that this
Lasue 1s presented under the pleadings Iin the instant case. Ue
must here sccept the Company's contention that mot all of 1ts waters
and facllities now owned are impessed with a pudblic use.

The primary problem presented, therefore, Involves the segre-
gation‘or these jointly owned properties iuto their pudllic and
private uses. The problem.is complicated Dy the fact that, in spite
of the evident intent of the Commissicr and the original operators

in 1916, wben. carving out & practicelly independent system for the
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purpoﬁé of serving the Hotel Del Monte, there has since been only

a vague acherence to the a.greément then executed. XNot only has
there been a gradual commingling of the use and operation of the
so=called private system with the utility systeim', but new agreements
have been made between the predecessor corporations which consider-
ably alter the contractual relationship then estadblished. It should
be borne in mind that all of such agreements sud convoya.ncoig were
between corporations, one of which completely held the stock of the

othexr.

De-crim:ion of the Present Systex.

| The San Clemente Dam on the Carmel River, completed iu the
year 1921 with a capacity “of about 2000 acro feet, affords the Com-
pany & supply of stored water to supplement the normal stream flow.
To Monterey, & distance of about 26 miles, the water 1s conveyed
first through & 2%-inch pipe to the old Carmel Dam below, thence for
& distapce of about 8 miles through an 18~inch main to a point refer-
.red to as the "Y" on the west line of the Los Laureles Rancho.
All of the water users below, both publlc and fbriva.te » are of course
dependent upon the resources and facilities thus far described. |
Looking at the ownership of these properties as they appeared in |
1935 Just prior to their scquisition by the present Company, we find,
however, that the 18-1nch main ¢rossivg the Los Laureles Rancho was
wholly owned by the Central California Water Supply Company, the
private concern, while the réservoir, dams, watershed lands, and
ripariap rights on the river, together with the connecting 25~Ilnch
mé.m » U.were jointly owned, & 65 pexr cont Iinterest :Ln these f&cﬂities
being vosted in the Monterey Comnty Water Wor]ca and a- 35 per cent
intorest in the Centra.l California Water Su;pply Compuny.

From the "Y" on the westerly line of the Los Laureles

Rancho there are 1".1«6 tranmissioq lines, one -pra.ciicaily parallel-
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ing the other. The one comonly referred to a&s the 22-inch main,
which has always beexn wholly utility owned, serves first to supply
ut1lity cousumers along such line and in Carmel and vicinity; thenm,
after discharge into the Forest Lake Reservolr, continues ip vari-
ous diameters to supply P;oirio Grove and Monterey. The other msin,
varying in dismeter from 12 to 16 inches, snd which before 1935 was
non-utility owned, served Lirst the Pebble Deach area, by-nassos
but conmects with the Forest Lake and Pacirio Grove resorvoirn, and
then continues to the Hotel Dol Monte and grounds. Before coming
Into the possession of the péosonx Company, the Forest Lako ﬁosorvoir
was wnolly ntility owned and the Pnoitic Grove Roservoir wholly nog-
utility owned. ) . _

Thooo paralloling transmission mains below the Los Lenrolos
Rancno are zntorconnocted at various poinxs, pornitting tho use of
'.both in either utility or non~utility so*vico. In fact, there are
ntility consnmors' service lines which take diroctly orr fhe noo-
utility main, and likowiso thero are some so-callod private sorvicos
wh_ch connooc diroctly with 'che utility omed ma:.n.

The secondary mains and 3ervioo= used in tho aotnal dis-

tribntion of water may'moro oosily be zogrog&vod inzo nxility and

nonruzility oatogorios. The distribution system or tho uxility
includes those facilitles employed dirootly in supplying its 6700
rosidential and commercial consumers in Carmol, Pac;fio Grovo and
Monterey, while the only distridution facilities which are private-
1y owned are thoso of the Del Monto Properties Company looatod on
. the varions portions of its own roal ostazo holdings, nnnoly, the
Hotol Del Monxo anpd grounda, -nclnding the golr links and polo
.riold, the Pobble Boach Lagp and golr links, its sand plant near
Asilomar, the Montoroy Conntry Clud, and tho Cypross Point Golf
Clnb The last mentioned property was for s time norvod with
wator by the public utility and yielded & rovonno of abont $12 000
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anpually, dut when repossessed later b& the Del Xoute Probertios
Company, the service thenceforth was considoi-ed private 1n charscter
although the physical facilities used in rendering the sService reé-
mained unchanged.

A sumerization of those portions of the total property
which the record indicates are uséd Jolntly in remdeoring & dual ser-
vice may be made as follows: |

Jolintly Used VWater Properties

Al 1’06%' owoed by predecessor utility, the Monterey
. County Water Works. ,

22=Ilnch trspsmission line and right of way from

the "Y" on Los Laureles Raucho to Forest Lake
Reservoir; .Forest Lake Reservolr,.snd land; 30-
{nch transmission line from Forest Lake Reservoir

to Valve House below Paclific Grove Reservoir;
distribution malns in _Monterey Peninsula Country’
Club; meters on transmission line; certain geueral
oquipment. g ’ ' '

100% owned by predecessor private company, the
+ Central California Water Supply Compsny.

18- and 22-inch transmission line across Los Laureles
Rancho; 15- and 1l4-1/2-inch transmission line from
"Y" on Los laureles Rancho to Pumping Plant Ko. 5
bolow Forest Lake Reservoir; l2-inch transmission
line from Pumping Plant No. 5 to the Valve Eouse be=~ -
low the Pacific Grove Reservoir; 20-inch tranzmission
line from the Pacific Grove Reservoir to Valve House;
Pacific Grove Reservolr, anrd land; 16-inch trans-
mission line from Valve Eouse to Hotel Del Monte;
rights of way for above transmission lines.

Jointly owned by utility and private compaunies.

Water ' rights; water-shed and Ssn Clemente Dam lands;
San Clemente Dam; Carmel Dam; 24-Ilnch transmission
1ine from San.Clemente Dam to Carmel Dam; 18~inch
transmission line Lfrom Carmel Dam to east line of

Los Laureles Rancho; purification equipment; Booster
Plant No. 10, and duilding; pumping equipmont on
Scarlett and Eatlon ranches; rights of way for above
travsmission lines.
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Segregation Theories.

 The record contains & great snount of . tostimony relative

to the respectivc uses to which the various portious of the Com-

panyfs property are unow devoted. The fact that there is acpually

a jolnt use made of much of the proherty is not disputed, the pro-
blem confronting all the witnesses being to find the most reason-
Sblé,baszs for the segroegation of doth capital and the oxpenses of
oporation.

The Company, through 1ts witness Mr. Nenzel, advanced the
theory that as'to those portions of the propexty admittedly uszed
jointly,-a-division should be made on the basis of the relative
quantity of water delivered annually, namely, 75 per cent to the
public utility service and 25 per cemnt to the non-utility service.
The Commission’s engineers preseated exkibits sott:ng'rdbth a segreo-
ggtién on the 5&313 of prior utility sod non-utlility ownership, name-
1y; 65 per-cent to ore and 35 per ¢cent to the other, the basis which
the predeceasor corporationz had adopted in the keeping of their
accounts and a sogregation still rerlected on the books of the present’
Company. Mr. Armatrong, the onsineor for the citles invo;ved, '
adopted lixe percentages.

The legal theorios underlyins tho Company's claim are not
applzed with ent Lre consistoncy. F¢rzt, 1t 1nsists that there has
never boen any dodioation to public use of those proportios and
facllities which berore 1535 were-held 1n private ‘ownership suc-
cessively dy the various private corporations. The'rac* that such
prope tios are now owned by the same corporazion whidh owns the
pudlic utility p"oportios, it 13 claimed, does not a;ter thelr pri-
vate status In the least.

Although thus contending that & large part of the whole
property is held for a purely private use just as though 1t were
still remaining in the ownershi) of a separate private corporatlion,
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the Company contends; nevertheless, that for rate~fixing prurp‘osos
the Commission must adopt a rate dase reflectlng the utiliij' s
actusl use of the entire property. And the basis advanced for ob=
" taining that portion of the total valie to be assigned a3 & rate
base for the utility "is‘ a division of the total Jjointly used capltal
in the proportion which the quantity of water used in utility ser-
vice bears to the total quantity delivered. An exception i3 made, .
however, a&s %o the claimed value of the water rights, the Company
arriving at the utility's portion of total claimed value for This
{tem using a 85 per cent ownership dasis.
We camnot accept the Company’s results thus obtalned. If
1t 18 correct im its first snd fundamental premise that nope of the
properties or interests owned by its predecessor, the Central
Californis Water Supply Company, have been dedicated to the pudblic
use;, it bas mo legal right to have those properties fully valued
for utility rate-Lixing purposes merely because one arm of the Com:-
pany, the utility arm, msy be accorded by the other the use of -
properties nover dedicated to the pudblic service. ¥We do not mean to
say that were the utility to show that it has & definite legal right
to the use of the private property for public "utility purposes it would
not be emtitled to have a falr value accorded to such & right. .But
the Company has in these proceedings oxpressly dlisclaimed that the
utility has anything more than & mere permissive right to use that
part of the property conslidered private, a use revocable at any time.
Possibly, in this respect the Company has conceded too mwache
The very nsture of the water system thus developed over the years
has compelled the Jolnt owners, ﬁow a single owner, to recogrize
in some degree the advantages to 'be derived from 1ts joint use and
operation. Were the Compsay to discard the fiction that & large
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part of the property is not dedicatqd to the public use,' and were 1t
to ac}cnq\_rledgo that the utility part has a right to the use of the
whole, ':I.ts arémncrnt that the degree of actusl use should be taken
as the sole basis of vdnation would carry more persuasion.

Therefore, in accepting the Compsny's fundamentsal premise
thé.t only certain parts of this water property have been dedicated to
the public use, the Commission In valuing the property &ctually used
in thquutility service is compelled to give due consideration to the
Compa.ny"s admission that the utility use of some parts is by suffersace
a:l.one and that they do not have a definite stafus as used and useful
proporty :Ln the rendering of & public utility water sorvico._

- With thia approach, we may turn now o an e::a.mz.na.tion_ of .the :
efidqnco‘ ‘presented relating to the question of property valuo..

Estimates of Value.

. The ‘Company claims that the fair value of its property used
for utility purposes is not less than $2,568,153. It adopts the
tem “operative property,” snd what 1t includes under this head, as
a.lroady explalineld, 1is a.ll the property exclusively used for utility
purposes » plus 75 per cent of all jointly used pz-operty, rogardless
of prior non=utility ownership or dodica.tion, except that 1ts pz-ora—
tion of water rights to utility use is 65 per cent of the total value
claimed for that item. o

The exhibits preseuted by the Compamy’s witnesses do not show
the division of totsl invested capital by the two predecessor cor-
porations, nor do they show elther the actual cost or the claimed
value of thoze particular units of the system property which are
partly utility used but not owmed. The jointly used properties are
clearly descrived, however, and the value of those units, at least’
on. an historical cost basis, can readily be assigned. |
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Therefore, o &id in the presentation of figures which will
roflect. the relationship between the value of the system property and
.thgt part which has previously been utility owned, and also £0 show
‘the amount of the jointly used propexrty upon which the Company appliles
a8 75 per cent factor to obtein the value of the part cousidered opera-
tive, the following Table I is presented to indicate such divisions.
The figures Lnd;catiﬁg the historical cost of the non-landed caplital,
as well as the appralsed value of system lands and rights of way, are
those presented by the Commission’s engiueers. The Company’s esti-
mate for lands and rights of way is $70,767 1n excoss of the Commis-
sionts figure, and for non-landed ca&ital 1ts historical cost estimate
was ebout $45,000 in excess of the amount here shown. Thé figures
indicaxing”the respective uses to which the system propertlies are &p-
plied, except as to those accounts specially noted, may fairly be

taken*fo#éeflectﬂthe Judguent expressed dy all the witnesses in the pro-

ceoding.




T Rxolusive and Joint Use

Qlassification

Priof Ownefsﬁip" K

- Coudbined

Systen

1 Monterey 3 Cential
1 County 10a)if, Watérs Private 3
¢ Hater Hks, & Supply Co. t Service

Utility
Sorvice

18201, Usap Bxel, Use 35 Joint Use

3 Utllity &

Private

TANGIBLE LANDED CAPITAL

Land
Rights of Hay

Sub-total

TANGIBLE STRUCTURAL NON-LANDED CAPITAL

126,167

103;203
22,161

S 22,964
26,055

2,118
6,841

$

124;049
41,365

Buildings

Imoounding Dams & Resexvoirs
Colleoting Resexrvoirse

Pump Egquipnment -

Furification Equi;nwnt
Transniesion Malnsg
Distribution Vains
Distribution Reserxvoirs & Tanks
Hydrants

Sorvices

Veters

Miso, Distribution Equiluant
Ganaral Bquipment
Undistriduted Qverheads

Sub-~total
TOTAL TANGIBLE STRUGIURAL CGAPITAL

43,206

174,323

13,643
310,872
9,635
24,969

© 2,198
753,293
760,714
261,409
29,476
93,181

136,022 .

258
33,863

125,354

13,178
202,141

6,691
24,029

1,860
354,337
760,714
192,488
29,476
91,089
128,365
. -2&
32,975

$ 49,019

$ 465
108; 731
2,744
920

339
398,956

63,921
2,092
7,707

878
515

L7

3
-
QW .
PSE vt L

878

8,959

$

1,670 $

22,456

705,772
21,856
29,476
91,089

126,261

2568

165,414

11,993
310,872

9,835

2,613
" 2,198
763,293
54,942
239,553

2,104

32,976%
241508*

24,608
32,454,081

- 82,620,454

23,993

31,861,814
$1,987,168

$5°2 267

v64;,286

$10,677
316.677

$

998,838

$1 444,566

$1 007,797 $1,609,980

1
!
$
H

. % fThmese arounts are subjeot to proration betheen tho propelties. -
Notes The dasio figures are thoss set forth in 0.R.0. Exhibits Nos. 30, 32 and 33 adjueted as per racord,
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The Company®s study of system property historicsl cost, o6x-
clusive of organization, with fee lands sad rights of iay appraiso&
at thelr present valuwe, is $2,745,098. Por non-landed capital it
_ presemnts & cost figure of $é{499,958, which corresponds closely with
that given by the Commissién?s engloeers and appesring in the fore-
going table in the amount of $2,45%,081. The Companyestimates the
cost to reproduce now the. same property at $3,154,837. Thus, for
the structural properties it claims a repro&uction cost-of approximate-
1y 16 per cent above their historicsl cost. Therefore, if a compari-
son 1s to be made between the claimed reproduction costs of the separate-
1y used and jointly used properties to correspond with the sesregationz
made in the table above, the amounts there Iindicated may be increasod
by -approximstely 16 per cent. ' .

Table II following suxmarizes the Company's cost studies cover-
ing the property deemed used and useful iu the utility service. The-
"use basis" of segregation of the jolntly used properties, as here=
éorore.expiainod, assumes that 75 per cent is assignable to the utility
service, whereas the "prior ownership basis” reflects the 65 per cent
own@rship of the ptility in thoe same properéios before their acqnisz;
tion by the‘Company.




TABLE NO, IX

COMPANY ESTIMATAS
f

HISTORICAL AND RKPROIIJG‘I’IOH 005‘1"-:; AS OF DEGRBER 3];,_ 1935

—— -

: unnxpnxoi TED :‘  DEPREOIATBD '
H
!

v TiVlonterey Countys Central Gellf onterey Countyt central Galit.
1 __Total 1 Water Works tWator Suppl zgo.z Total Mater Works sWater Supply Co.t

-

{a) HISTORIOAL COST
“(Use Basis) : <
Land and Rights of Way $ '129,898 § 101,822 § 28,076
Struotural Property 2 499_L958 2,129,194 370,764

Total $2,629,856 32,231,016 $398,840

{b) RXPRODUOTION COST NEW
{Usé Basis) - : i ‘ - .
Land $ 156,090 § 116,259 $ 40,832 8§ 165,090 §$ 115,268
Rights of Way 89,050 66,974 22,078 89,050 665,974
Sub-total $ 245,140 § 182,232 § 62,908 § 245,140 3 182,232
Struoctural Property ?,909,697 2,473,359 436,338 2,364,926 2,020,921

Total 33,164,8%7 32,655, 591 $499,246 82,610,066 $2,203,153

{o) REPRODUOTION COST MR
(Prior Ownarahip Basis) I . i - S
Lard $ 166,090 § 116,258 $ 40;832 $ 166,090 $§ 115,258
Rights of Way 89,050 66,974 22,076 89,050 66,974
Sub-totsal $ 245,140 § 182,232 3 62,908 s 245, 51140 3 182,232
Struotural Property 2,909,697 2,167,076 252,621 :554L920 1,816,482

Totad 33,154,837 32,339,308 $816,629 $2,610,066 31,998,714

I ITTATITITITITTITFITFALTER TITI T s
Notes Figures from Exhibits Nos, 20 and 23, adjusted as per record.
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To further explanation of the Company’s claimed utility
property value of $2,568,153 for rate-rizing purposes, it may here
be noted merely thﬁt this figure 1s 1ts estimate of the cost to re~
produce the structural propertiea vow ($2,47%,359), less accrued

- depreciation ($452,538), and with landé‘and right$~or way at their
appraised value ($182,232), estimated organization oxponso ($15,000),

water rights ($130,000), golng concern ($200 000), and working cash
‘capital ($20,000) added.

The citios state 1a their brief that the fair value of the
property actually devoted to the public use does unot oxceed $l,900,000.
"This rigure 13 arrived at, as we take 1t, principally dy the addition
of the net additions and betterments to the rate base used by'ﬁhé
Commission in tﬁe 1926 rate proceeding.

A determination as to the most reasonsable dbasis of segrogating
those proporties jointly used iu the utility aund non-utility zervice
necessitates a further examination of the method adopted by ﬁhe

Company based upon the water use iu each part of its service.

Water Use and Sales.

T¢ the water delivered Dy the Company is in fulfillment of
a continuing obligation ob its part to recognize the existence of s
private right to‘thifty-rive per cent of the total quantity of water
delivered, we must first inquire into the boundaries of the private
sorvice éroas or the particular water uses %o which the private ser-
vice may be saidrto be attacted. Reference should here be made to
the most reéent contractual agreement upon this sudbject.

In the conveysmce of April 22, 1930, by the Del Monte Prop-
erties Company to Chester H. Loveland (now succeoded by the Company),
the grantee became obligatod for & period of 50 yesxrs to furnish
the grantor all the water reqn;red, ot exceeding 35 per cent of the
total =upply deveioped oﬁ :h; Carmel River, ror.the-preaenz and
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future needs of the grantor for use on the lands it then ownel or
that 1t might therealter own, lease or operate, at a fixed charge
based upon the actual quantity of water 30 delivered. The conveysnce
provided, however, that the character and mature of the uses to
which the grartor should apply the water so delifbred should de =ub=-
stantially the same a: thern existing. And the right to the use of
such water was made appurtenmart only to certair portions of the
graatorts holdings, nemely, the hotel and resort properties at Del
Monte gnd-Pobblc-Boach, including their grounds, golf courses, étc,,
together with Lts sand plant &t Asilomsr. The fustrument exprea2ly
" provided that as portions of themgranzor's real estate holdings other
than the three Jjust mentioned were disposed of, the right to reéeive
- privete wator thereon should cease.

Water so delivered 1s metered at several points of distri-
bution.. Cther than the three properties above mentioned to which
| private water is appurtemant, the principal water use 1z at the
'Monterey4Pen1nsula GolL Club and the Cypress Point Golfl Clud. The
latter service iz claimed to be private becavse the ¢lud grounds arp

nd#'oﬁdodhby’thé Del Monte Properties Company, altbough for seversl

years prior to 1932 they were served with utility water. Some
brivaﬁe.water 12 alzo dolivered free of charge to the freaidiq st
Ménzé;oy. ' ‘ |
An anomalous situation is ‘thus presented. It 1is not aﬁ all
“cortain tbat the water wse at the Cypress Point Golf Club should be
conside*ed as & prLVate use. And it is clear that the water which
the De*ruonte Propertiea Cozpany pnrporta to deliver without charge
to the Presidio 13 not s part of 1ts private supply. Aside rrom
the question whether or not such rreo water service can be Sustified,
it must be considered as & servico of the utility r&ther than one or

A tbo private uses reserved to tho Dol Monte Proporties Company.




By so segregating the water use between the pubdlic and
private Systams, the relative quantities delivered to each for a five~
year period are shown in the following.tabulation.

WATRER DELIVERIES
(In 1000 cubic.feet )

‘ - Total
Public Ttility Service Private
Yeor Domes=tic - IEEus%rEEI T PooLLIC Service

1931 1 12,073 (993 s, ' 29,653
19352 63.% 8,295 3,126 %885 26,197
159 2 g 2% %y
19%5 6 16,275 27683 26440

S-YI' - '
Average 63,445 12,489 2,497 26,444

Per cent of total ~ public and private 25%

’ It is upon these percentages thaet the Compary mainly rests
ifs claim that & reasopable segregation of the total jolntly used
properties between nwtility and ponr-utility uses should be approxl-
mately 75 and 25 per cent respectiively. Oppozecd to this ciaim;
the cities point out that the percentages are derived by comparing

the totai annual water delivery in each class of service, wheréa#,
the actual durden resting upon the system property which arises from
tﬁe obligation to éelivexr to the private user at all times a full

35 per cent of the total quantity developed has in the past bDeen
exceoded during the months of peak demand. ’

| The objection of the Cities to the Compsuy's contention is
well taken. The rigurés presented in the record showing the total
water deliveries by months of each year over & S5-year perliold indlcate
that the delivery for private use varies from & minimum of approximate-
1y 4 per cent to & maximum of approxim#tely &0 per cent. The
evidence shows also that the ratio between the maximum and minimum




monthly uwse on the private system varies to a greater degree than
ocn the utllity systex. For example, the average dolivorio$ in July
Lfor private use over & slyear poriod were 13 times the average for
the month of February, whereas the utility deliveries in July were
only l1-3/% times those in Pebrusry. This lesser seasonsl £luctua-
tion in the utility use results in large degree from the stabilizing
e##gct of the greatly increased water consumption by the fish cauning
1ﬁ&us£ry dﬁring the winter mouths after the domestic losd diminishes.
- In our comclusion as to the fair value of the property used
in. the pﬁblic utlility service full consideration will be given to the
degree Lo which the property is used Iin- that service.

Reasonable Rate Base.

‘The‘Commissionfs valuation witness recommended the exclusion
of $87,231 of historical capital covering certalin property. believed
to ie non-useful because of extensions projected into presénzly:non-
proritablé real estate subdiviiions. To the extent that such dis-
tribution mains have alrealy been classified as jointly used property
and are to be prorated to utility use ¢on & water use basis, such -
deductions would be unwarrented. Some contention was made also that
the Pacific Grove Reservoir, representing about $69,000, served no
usefil utility purpose. However, this too 1s classified as jointly
used property and, although of value for stard-by purposes only,
should not be entirely eliminated from the rate base.

It 13 our conclusion, after giving full comsideration to all
the claims of property value presented, including all intangib;e
elements of value, that the falr value of the utlility used property
to be taken for the fixing of rates in this proceeding, including a
propor-allqwance for working capiltal dbut without decuction Lfor accrued

depreciation, 1s $2,215,000. Inasmuch as an appropriaste sinking funé
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annuilty will bde adopted, no deductlion need be made from this sum to
reflect the accrued depreciation in the property.

Gross Revenues.

The witnesses presenting estimates of normal water sales
Lor utility uses each projected the trend of grouth in the past, dul
differed comsiderably in thelir final conclusions. The actual revenue
received over a S-year period in both the pubdlic and'priéato services

are set out as follows:

GROSS REVENUES

Pablic Utility SerTvice

Lomestic : , 2

. &nd : :
Miscellaneona-xndustrial Public

Total Total
Utility Private

Service Service

$218,911 $32,021  $17,008 $267,940 $3o,177
- 19%,399 21,809 -19,397 236,105 %39
182,097 26,559 19,753 223,409

187,06 40,223 18,310 245 710 26 265
187,400 31, 17,112 246,3;2 27,018

e %8 O

s 48 W0 B3
2 10 QMR

The Company's estimate of average future revenues fér the
years 1936 to 1940 is $256,820. The citles' witness.estimated
AVOrage rovenues over Q B-yoar.poriod o $296;915, while the ddm—
mission's engimeer concluded that for tho ‘two future yoars they
wonld average $260,100. Although the utility sales for domestic
purposes may v&ry considerably from year to year becsuse of varis~
tions in reinfall and consequent water use for garden purposes, the
above figures polint to the obvious fact that there was & mariked
restrictlion of water use during the depression years. TheHCompauy
reports actual revenues of $267,178 in 1936, and although we are
cogoizant of the fact that i936 was an abnormal year because of the
latenoss of the seasonal ralns, the evidence clearly Zlandlcates
that there'will be & continued increase in water consumption, not

only for domest;c pnrposes ‘but also for Zndustrial purposes in the
fish canning industry.




Something should be 331d at this point concerning the
water service rendered to the Presidio &% free or reduced rates and
also to the City of Pacific Grove for its mwnicipal golf links. In
each ofléhesé'servicés thg Company has received a revenue of ap- '

prqximatel# ope-half of it;'regularly published rates. Although the

Commiﬁaion-would not suggest that the Company discontinue according

a‘regsoppble prerereﬁco to such governmental agemncies, it 1s recom-
mondéd tbat such diécounta as are aécorded ve appllied on & uniform
baéis to all watei délivered anéd that the charges be sufficient to
at least meet the cost of the service rendered.

" 'Tt 1s concluded that &t the rates presently being charged the
COmpany's avorage gr033 revenue reasonidbly to be aﬁmicipated from °
ntility w&tor aales, excluding the deliveorlies to the Cypress Point
Golf Club, will be not less than $27o 000 anouslly.

OooratingLvaenses.

”599P3§$,§9”7t° an examination of the expemses imcurred in |
mainteining and. operating. the properties conslidered used sud uaerul'-‘
in rendering utllity sexrvice,. it must be borne in mind that the costs
Incident to the propertles employed jointly Iir public and private-
services are subject to allocation .on some reasonsble -baslis consistemt
with that adopted for. the segregation of those properties themselves.
Certain items of Insurance, .taxes, and amnual depreclation-charges
are particular.examples.

Since 1ts acquisition of the properiy, the, Company has segregated
its total expenses of operation between utility snd non-utility ser-
Tice tb,refloct &s nearly as possidle the actual expenses of each,
but those incurred in malntaining and operating the jolntly used
property have been spread.on the basis of prior ownerakip. It would
be impossidle here to set out in detall all the expensenaccoﬁnts
upon whick a judgment must be exercised Iin assigning them wholly or

2l.




paxrtially to the utility Lfunction.

Apart from the item of annual

deprociation. oxpense, the ostimates presented by the witnesses of

reasonable wtility operating costs and the average actual reported

expenses over & S-year perlod are as follows:

[ TR BT AN

Reported

.Average .

19311935

[T TR N T

Company
.Estimate
21936=1940

sComaission.

iEnginoor's
: Estimate

'1936-1951

Cities!

tEstimate

Source of Supply
Pumping
Purification
Trans.. & Distr.
Comercial
Goneral

% 1;405

32524
1,212

12,508
15,228
25,644

18,783

$ 1,575
9,8

$ ,200 $ 1,300
8,500 8,250
1,300 1,300

.12,500 12,500
14,500 14,780

27,000 . 23,7
217566 3%5

:19%6-19%8

Taros

Qota_ $84,3l4 $100,103 $ 96,466

$ 93,325

The expeﬁses chaéged by toe Company to 1£s'pr1vate water
service during the. seme S-year period averaged $9,056 por year.

" Thus, of its.total 5-year average expenses of $§3,370.1nznrred‘in
both sexrvices, adpout 90 per cent has-been-assiénedvon'its-books to
the pudllic utility operatlions. o

' 'Undoubtedly, most of the operating costs incurred are charge-

This results

from the fact that the operation of a utility system,vwifh its many .

able. directly or in large.part to the utility service..

cousumers and extensive distribution facilities, meocessitates an.
apnual outlay for both maintenance and commercial expense far in
excess of the ¢ost-to serve & single consumer through .facilitles which
represent & mintmum of distribution capital.  After carefully exsuin-
ing 81l the oxpense items covering dboth the utility and non-utility
service, we conclude that the total sums which have ammually dbeen
assigned to the.utility appﬁoxim@te the reasonable charges Ilincurred,
although the Company's allocation.or-partiéulaf accounts. are not in

all cases acceptable.




It 1s reasonable to conclude that for a future year ke
Company* s exﬁonses, without deprecistion, will be $98,000, 2 sum
which will allow for increased operating ¢osts and inereazed water
deliveries heretofore indicated.

The annnal allowance for deprociation mmst de added. The
enginoera ro~ both the Company and the Commission computed thelir
ostimazos ou & 31nk1ng rund b&sis, the Coumission’s engineor arriving

‘at an annnity relatively bigher than that of the Company however,
because of the use of somewhat shorter lives. This was approxim&tely
$16,%00, for use withk a deprociadle property vaiuo‘at book.éost of
spproximstely $1,952,000. Adjusted to the valustion herein accorded,
& reasonadble ailowance Toxr dépreciation expense, for use with an un=-

depreciated rate dase, will de $17,000.

LI . - B
. Mo o T e L

Result of Qperations.

Our discussion thus far of the major prodlems presented in
this . rate proceeding must make 1t clearly evident that the net
- result of the utlility's operations is dependent in an unusual degree
upon::&ctors.of meertainty. The primary test of the recasonsblenoss
of rates charged, the Company ssserts, is a £alr Teturn upon the'
value of 1ts property, but thet value admittedly 1s governed'largely
by the extent of its use In the utility sexrvice. If rates were to
be either decreased or increased suffficlently to méxorially'inrlu—
ence water cousumption by utility patrons, or for any other reason

the relative quantity -of water delivered in the utility service

ahouldibe locreased or decreased, the value of the utility prop-

erty would be similarly influenced. The fixation of rates upoﬁ
such uncertalin factors may e&sily-load@to an Iinsquitadble result un-
loss more %angidle guides for testing the reasounableness of rates

can be found.




One such test was employed by the Commission’s ergineer,

Mr. Stava;-in‘presentiﬁg his study of the results of operation,

he having polnted out the practical mecessity of inquiring into the
results of an assumed utility operation of the entire property. He
rodnd the actual net earnings avalladle to the Company upon its em- .
tire prope ty, but because its salos of water to the Del Monte Prop-
erties Company were &t rates greatly less than those applicablo to
tﬁo ntility sorvice, he computed also the assumed revenues from sll

water sales at the existing utllity rate schedules. He conceded,

howevor? the possidbility that, were rates to be rixod'by the Commls-

sion for the entire service, the present utlility scale of charges
might ot be deemed ressonsble for the large quantity of water de-
11vcrod the sinslo customer.
Tho utility rate which Mr. Stava applied to the private

water deliveries 1s 25 cents per hundred cubdbic feet for monthly
quantities in excess of 1000 cubic feet, the lowest rate now avall-
able to utility consumers. The rate accorded the Del Monte Properties
Company 1s 10 cents per bundred: cublic feet for montbly use 1n"excqss
of 30,000 cublie feet. Its actusl average use monthly has been about
2,000,000 cudlic feet, wheress only & few of the largest utility con-
sumers use as much as 30,000 cubic feet. It would thus appear that
thé application of 25 cents as the utility'rate to the entiro'péivaze
water delivery would not reflect & result reasonably to be expected
were the entire serfice under the Commission’s rate-fixing aunthority.
Con;ideration must also be given to the fact that the large quantity
of water delivered to this single consumer roquires a2 minimum of in-
vestment in distribution fa¢llitles,- such as sorvice plpes and maﬁers.

It 1s regrettadle that there i3 not avallable more complete
data upon'which to premise a study of the actual cost of water produc-
ticn and tranamission to that point where the respective utility and
non-utlility distribution facilities begin, for were such cost srrived
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at, it could be taken to measure the minimum wholesale rate waich
the Company should charge to each branch of its service. Upon the
record borbre us, it cannot be sald that the so=called private water
service rendered to the - Del Monte Properties Coﬁpany vields a net
retuwrn 30 far below the iange of reasonadleness as to result 1# an
unfair discrimination agsimst utility comsumers. It sy be con- |
cluded, therefore, that the test applied by Mr. St&va, and urged also
., by the cfties, serves only to show the range between the maximum and
| ninimum net revenue which might be assumed from & utllity oporgtion
of the entire property. | |
' In & summarization of these conclusions, the ngt result of
the Compény’s utility water operations reasonably to be anticipated

under existing rates is here shown.

Reszult of Onerations

Apnual Gross Revenue « « « « « « - P . e o $ 270,000
EIPWSQ Ofoper&tlon. LI o o = @ - - . 112‘000

Net RoVenue .+ v o = o o o o « ‘ . $.155,000
Rote BASE . o o o s e w o . .$2,215,000
Rate 6f Retur2a = &« = . & . o .h f.OO%

~000~

The Cities contend that & rate of return of 5-1/2 per cent
is adeqp&te. The Company, ¢n the other hand, demands &nroturn ol
T=1/2 pex cent. We are of the opinion that neither extremeo 1=
jusﬁified; A return of approximately 6-1/2 per ceut upon the prop-
erty value herein found will amply protect the Compeny's credit and
wi;l be fully commensurate with the return earned by comparadle
busines; wadertakings.

'.The evidence Iindlcates, therefore, that the consumers are.
entitled to a reasonable reduction in the rates presently bdeing
charged. But what 1: egually important %o the Company’s patrons is
that in re&ising oxisting rate schedules an attemp? de made to more
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equitably reflect the cost and value of the service rendered to
claszses of consumers and at the same time T0 promote the maximum use
orf water consistont with the economical development of the Coxpany's

supply. Something more should be sald wpon this polnt.

Rate Schedules.

‘The rates at present in effect were established by the Come
mission i 1ts Decision No. 5997, dated December 21, 1918 (16 C.R.C.

293) avd sre as follows:

MORTHLY MIXIMOM

1/2 and 3/4-inch services
- -l=inch services
l1-1/2-%nch services.
.2=in¢h zervices

4nch services

MONTELY QUANTITY RATES

First 300 cudbic feot, or 1633 . . - . . .
Next 700 cubic feot, per 100 cubic feet
Over 1,000 cudice feet, per 100 cudbic fLeot

PRIVATE FIRE SERVICE

2-inch and smeller . . . . . . . $2.00 per month
3ei0Ch 4 o 4 o o o . o - 2.50 per nmonth
4oinch o o o o o e » 3.00 per month

Piro 36Tviceo, Per month per Aydrant . . « « « « « « $3.00%
For sprinkling streets and roads, per 100 cubic feet . .25.
Qthoer use at meter rates.

»The $3.00 fire hydrant rate was reduced Iin

. May.of 193% to $2.50 per month.

~000~

Ropresenzémives of the canning industry countended that the-
present rate schedule does not provide an lundustrisl rate for large
water users and they are compelled to pay the czame rates charged the
docmestic user with no consideration being given %o the lowexr cost

of delivery of large quantities of water to single users. It was

also pointed out that the camning irdustry demand for water occurs
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during the fall and winter months when the domestic reguirements
8o greatly reduced. For these various reascns the canners con-
tended that they were entitled to sn indusirial rate that would be
comparable Lo the rates charged under the Private Service.

Aside from the cuestion of the reasonsbleness of the net earn-
ings derived, i1t 1s evident that the Company’s existing rate schedule
needs some revision to effect & more equitable snd non-discriminatory
spread In the rate structure. The respective classes of water
users are ontitled to rates comxensurate with the cost of service to
each, but for the larger users the schedﬁle should provide for ade-
quate minimum monthly charges to assure the Company & reasonsble re-

turn upon the more costly meters and services required.

Conclusion

We have Telt coﬁpelled in this proceeding to accept the con-
tention that mot all of the Campsny's property employed iu rendering
water service to the Monterey Peninsula communities has boen dedicated
to a pudlic use. It would be unfair to precipitate the Company
into litigativn upoﬁ that issue 1f suchk & result can be avoided.

Yet, the present situstion 1s ar unforfunate one, conducive to sus-
picion upon the part of utility consumers that they are compelled to
bear unnecesssry costs of operation, and c¢creating an unnecessary bur-
den and expense upon bothk the Compary and the Commission in the pre-
paration of date covering the resuwlts of 1ts utility operations for
rate consideration purposes. The Company should, therefore, take
all steps legally possible to bring its entire water service imto the
utility fleld and until that is accomplished should endeavor to so
keep 1ts records and accounts &s to clearly distimguish between one
branch of its oborations and the other. Its public cousumers are
entitled to information through sumuel reports covering both brauches
ortits‘aervice; s2d our Order herein will direct the Compsny here-

after to file such reports.




Complaint having been f1le¢ with the Railrosd Commission as
entitled above, pudlic hearings baving been held thereon, the matter
having been duly submitted snd the Commission being now fully advised
in the premises, | '

It 15 hereby found as a ract that the present rate schedule
of California Water & Telephone Company (formerly Monterey County
Water Works), in so far as it differs from the schedule of rates
herein established, %is unfair and unreasonsble and that the »ates
herein established are Just and reasonable rates €0 de charged for
the service rondered, and

Basing this Order upon the foregoing finding of fact and on

the further statements of fact contaimed in the Opinion which

precedes this Ordex,

IT IS HEEREBY ORDERED by the Ratlroad Commission of the State
of California that Californis Water & Telephone Company be and it is
hereby authorized and directed to file with the Railroad Commission,
within twenty (20) days from the date of this Order, the following
schedule of rates for water delivered to its consumers Iz and in the
vieinity of Monterey, Pscific Grove and Carmel, sald rates to be
charged for all service remdered subsequent to the 10tk day of September,
19372 |

MONTELY MINIMUM CEARGES

-

l/é-inch and 3/4-inck service
-1l=inch service

1-1/2-1nch service

~2=inch service

J=inch service

4-inch service

6-inck service

8-inck service
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MONTHLY QUANTITY RATES

First 300 cublc feet, or less + + .

Noxt 700 cublce feet, per 100 cubice fect
Next 9,000 cublc foeet, per 100 cubic feet
Next 20,000 cubic feet, per 100 cubic feet
Over 30,000 cubic feot, per 100 cubdbic feet

PRIVATE FIRE SERVICE CONNECTIONS

2-inck and smeller, per month
S=inch, per month . . .
4=inch, per month . . .

rUBLIC USE

Fire service, per hydrant per month . .
For sprinkling streets and roads, per 100 cubic feet
Other uses &t meter rates.

~000-
IT IS ZERERY FURTEZER ORDERED thet California Water & Telephone
Company be and it i1s heredy directéd to file with the Railroéd Cormis-

afon speclel reports for its Monterey Division covering its sexvice of

water to the Del Monte Properties Company in a form similar to the

speclial reports required to be filed showing the results of operations

in its various divislous.
For 211 other purposes, the effective date of this Order shall

be twenty (20) deys from and after the date horeof.
Datéd ét Sen Francisco, Cglifornis, this //é" day of August,

“Coxmissioners.




