
EL 

Decision No. 

BEFORE THE PUBL!C UTILITIES COMMISSION OF THE STATE OF CAL,IFORNIA 

) 
L"l the Il1atter o~ the Application of ) 
CALIFORNIA ~vATZR & TELEPHONE cor~:?ANY ) 
to increase rates for 'Oublic water ) 
service in its Monterey Peninsula ) 

Application No. 30025 

Division. . ) 

------------------------------) 
Claud~ N. Rosenberg and William Hudson for applicant; 
A.B. Jacobsen for the County of Monterey; John Redhead 
for the City of Pacific Grove; Russell Zaches for tEe 
Ci'ty of ~10nterey; Roy A. ,(lehe for th¢ cl.ties of Monterey, 
Carmel and Pacific Grove and the County of ~1onterey; 
Charles Uhl for New Monterey Property Owners' Association; 
B. Milier for Neighbors Club of Pacific Grove; Allen Knight 
for the City of Carmel and the Carmel BUSiness Association; 
'/lesley Kergan for Monterey. Pacific Chamber of Commerce; , 
I,;,]. Funke tor Carmel Valley Property Owners; 'Horrl~r J. HO;tt 
for ~ionterey Peninsula Garden Club; Alfred S. Balsam tor 
Carmel Hig.."llands A.ssociation; George Clemens for Monterey' 
Fish Processors Association. 

o P' I N I ON ........ ---- ... 
, , 

On February 1, 1949,Calif'ornia Wa~er &: Telephone Co~pany, 

filed, its application for authority to increase rates charged for water 

service in its r·Tonterey Peninsula Division. The Monterey Peninsula' ' 

Division ~mbraces customers in the cities of Monterey, Carmel and 

pacifi'c' Crove a...~d adjoining unincorporated territory in the County of 

Monterey. Besides the Monterey water operations, applicant likewise 

serves water customers in communities in San Diego and Los Angeles 

counties and supplies public utility telephone and telegraph service 

to portions of Riverside, San Bernardino and los ·,~gelcs counties,. 

Public heari:'lgs were held in Monterey on October ): and 4 and 

DeccItber 14 and 15, 1949, and the matter was t-lkcn under. submission' at 

the' conclusion of the oral presentation. 
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~vatcr service on the !-!ontcrcy Peninsula Stems from the. estab

lishment in l879 of a source of water supply from wells by Pacific 

Improvement Company to provide the needs of that company's Hotel 

Del ].!onte. In 18$47 diversion works on the Carmel River and a trans

mission line were add~d' to the ~tcr supply facilities. In 19077 

Monterey Co,;,nty ~ater ~'lorks took ovc:r servic€ to customers othc::- than .. , ., 

the hotel p~operti~s, operations having expanded into Monterey and' 

Pacific Grov~.. Since 1913 7 when Monterey County VIator ~lJ'orks acquired 

'the distribution system in Carmel pursuant to a decision or ~his .. 

Commission (2 CRe 9.$;), development of service in the area has been 

~~der consideration by the Commission in sev.oral formal proceedings. 

Facilities· used to supply the hotel properties were recon

vcyed to Pacific Improvement Company in 1916, were acquired in turn by 

Del Monte Pr~perties Company in 1919, by Chester R. Loveland and 
. . 

Central California Water Supply Company in 19;0, and California Water &. 
. . 

Telephone Company.in 1935, at which time the latter company also 

acquired the publiC utility properties from the Monterey County Water 

Works.. In disposing of its water i'acilitics, Del Monte·Properties 

Company retained, by contract, the right to 35% of the· total supply 

developed on the Camel River a.t .a fixed rate for a period, of 50' yec.rs .. 

At the end of 194$" ilppli.c~nt deli v:ered water to:12,722 

.:ictive service connections. 'Nater is diverted from'.tho Carmel River at 

~wo storage projects, San Clemente Dam, c;omplctcd in 1921~which has a 
. . 

cap.'lcity of 1 1 700 acre feet, D.nd Los Padres Dam, with a capaeityo£ 

) ,ZOO ,,"ere feet, which W.:lS completed in 194$ •. 1;'atcr is also produced 

from underground supplic~ oy pumping. In 194$, water.produced totaled 

about 272 million cubic fe~t7 15% from wells Md 'therema.inder from 

stream diversions. ·wIater from the C::.rmel River is trans:nitted by pipe 

line about ZO miles to Forest Llke Reservoir, which is the mainbalanc

ing reservo·ir on the distribution system. Tho 'aggregate lengtho!'. 
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transmission and distribution piping in the area exceeds l~ million 

feet. More than 170 million gallons- of distribution storage resorvoir 

capacity is o.vail~ble, and differences in elevation necessitate a 

number of pressure zones, resulting in a su'ost.:lntial amount- of inter

zone pumping. Both filtration and chemical tre~tment are used in 

reaintaining the quality of the water. 

Applicant requests authority to estcblish rates which it 

olleges would increase annu.:tl revenues about $65,000.' The record 

shows that Monterey County' ~vater Works was authorizod to mo.ke a 

ge:lcral increase in rates in 191$, whi"ch established a rate level 

that remained in effect until 1937. In th~t year, as a result· of a 

formal complaint by consumers, the Commission ordered n reduction in 

q~"ltity rates but authorizod' increases in n"..inimum charges for l.:lrgcr 
, . 

size meters. The r.:ttes estD.'olished in 1937 are those which applicant 

now proposes to increase. Applicant directs attention to the gencr~l 

increase in the price level or practically all commodities .md serv

ices which applicant must usc in the' operation of its system.· The. 

record shows th.lt the v~rious sizes and. kind.s. of pipe and fittings in 

191.9 cost from 50% to 250% more tho.n the same item cost in 1940~ 

TJolage rates paid severol different classes of employees show incroases 

during the same period of from 70% to 140% • 
. 

Applicant reports the revenues received under the contr~ct 

with Del Monte Properties Company for the nonutility scrvic~ sep~rately 

froQ its other revenues. For the pozt several years, the utility opera-

tions ht.l.ve shown su'ost.:mtial growth 7 while the nonutility sales h:ilve 

rCmD.incd relatively static •. Average number of active utility service 

connections has incrco.sed from 9,240 in 1943 to 127221 in 194$'7 while, 

the ,corresponding revenue received from sales to those customers rose 

from .:1>380,000 to $532 1 000. Th~ average revenue received. from residen

tial ~d commercial customers 1 however, has shown. only a slight 
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incr.eo.sc, from $36.05: to $37.93·. During the same period, the recorded 

expenses charged 'to maintenance and operations for source of water 
. , 

su?plY7 pumping 7 purification, transmission and distribution and com-

mercial expense o.lrnost doubled, increasing from $68 7000' to $130,000. 

The increases in other expenses, such as administrativc:t ·ta.xes· and 

dep~ccio.tion7 were not 0.5 great either in amount or per cent, toto.ling 

about $216,000 in 194$ 0.5 ago.inst $179.,000 in 1943. 

In the 1937.proceeding, the Commission adopted 0. suggest-ion 

~de by its staf! that utility and.nonutility operations be considered 

'togethcr and that utility rates be est",blishcd at such 0. level e.s to 

return to applicant; a proper estimated net income assuming utility 

r~tes applico.b1e ~o nonuti1ity service. Utility customers would 

thereby pay that rate which would be justified if no nonutility co'n-

'tract rates existed. 

In the present procecding, both o.pp1icant and the Commission 

staff presented estimates of app1ic~nt's earning pOSition on sever~l 

'oascs, including the application of ut,ility ro.te,s to ·the D(:l Mcn~e 

contract. The results for 1949 and 1950 under. the latt'er 'oasis, with 

proposed ro.tes in effect for the full year, ,,-:-e summarized 3S· follows: 

Op~r~ting Revenues 
Operating Expenses 
Taxes 
Depreciation 
Total Expense 
Net Revenue 
Rate Base 

Rate of Return 

Results of O~erations. 
Proposed .ates 

1949 
Ap-01J.cant epue Staff' 

$ 581,475 $ 751,200 
193,200 202,963 
154,500 17S,000 

32,400 32,929 
3$0,100 413,$92 
307,375337,30$ 

6,635,000 5,961,800 

4..6,% 5.66% 

APlJ1icant CPUC Staff 
$ 41,54v::$ 'l53,3oo 

197,.600. 202,000 
170 ,SOO, 180,100: 

33,800 36,700 
402,200. 41$:,$0,0, 
339 i 340, 34.4.,500:. 

6,829,000, 6,458:100~ 

4.97% ' 5.,,3%' 

In ~he respective 1950 es~imates under present rates, app1i

co.nt computed a ret,?-rn of 4~2$% and the staff 4.49%, with filed tariff 

rates applicable to· thc Del l·1ontc contract service. Using ther3tcs, 
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specified in th~ contract, applic~~t estimated its 1950 return under 

present rat~s at 4.10%,. and under the proposed rates, at 4.'75%. 

From the tabulation, it is apparent that net earnings.ls 

estimated by applicant and the starr d.o not differ greatly. While' 

the staff estimated that revenues would be about. $22,000 more than 

estimated by applicant, the incrc~sed revenues were largely offsot by 

greater estimated expenses. Differences in the revenue estimates were . 
primarily due to the method of applying the filed tariff schedules to 

the n~nutility contract service. The staff applied the rate as though 

each present point of service was a. separat~ customer. ApplicaIlt,o"n 

'the ot.."ler hand, assumed that cert.'lin deliveries would. be consolidated 
, . ", 

if utility rates were applicable and made its estimate on the combined 

deliveries. 

The staff rate base is ~371,000 less than that claimed by 

ap~licant. The evidence shows that the staff est~ate of average 

fixed capital was $9,000 grc~ter and its estimate oi'materials and 

3upplics $2,000 more than applicant's cl~im. The st~ff working c~$h 

estimate was $10,000 less than applicant's and the staff also included 

an ~dj.ustQent to remove from rate base. Advances and Donations in Aid 
, 

of Construction and certain property ,and equipment which the staff. 

considered to be nonoperative. 

The working cash estimate claimed by applicant is a judg=cnt 

, figur~ b~scd upon its witness' knowledge of its needs and would 

approximate about l~ months' aver~ge expense. The st~ff estimate is 

based upon a formula which reflects average operating expenses but 

includes also a credit for taxes accrued in advance of the payment 

thereof. We oelieve the staft estimate is an.adequate allowance. The 

fixed capital adjustments which the staff rn.:ldc by deducting, .Advances 

for Construction, D~nations in Aid of Construction, and the deprccia-

" tion reserve on motor vehicles arc customary adjustmentswh'ich are 
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considered proper. The staff deductions ~r nonoperativc items resulted 

from examination of the property in the field ~nd of ~pplicAnt'$ books 

and records. The amount of the deduction is a staff estimate or the, 

plo.nt costs sllocab1e to the specific items. We see no reason fo,r 

disagreeing with the staff o.djustmcnts,. 

B~sed upon the rates proposed by applicc.nt, it appears tho.t 

1950 earnings would be about ;.:3% on a rate base reflecting the cost 

of the properties used and useful' in rendering, service in the district 
, , 

if the proposed rates were' applicable 'to both utility and nonutility 

operations. 

App1ic~tts witness estimated that for'the year 1950, under 

present r~tes, it would earn a return of 4.2$% on an,undepreciated 

:-o.te base of $6,829,000, based on a ye~.r of n~rrnal precipi t.:ltion and 

adjusting its DelMonte revenues to- reflect utility rates instead of 

contract r~tes, end a return of 4.9~ 'under the proposed rates.' 

Similarly, the staff of the Com."l'1ission estimated a return for 1950 

under present rates of 4..49%, on an undeprecittted rate base of 

$6,458,000, and of 5.:3:3% und~r the proposed rates. 

The cit·ios and other parties introdlJced no evidence concern

ing financial results of operation or of rate of return. It appeo.rs' 

to be their pOSition that ra.tes should be kep~ at the lowest ~ossible 

level bu.t that applicant is entitled to receive in revenue the co'st of 

rendering service plus 0. reasonable return. 

Applicant opcl"e.tes in several places in the 5t.j.te. In 

issuing securities, the utility makes provision iorits capit.'-l: re-
, , 

quirements in all its districts" and not in on~ particulal" d.is~rict, 

and it ,therefore is necessary to re£er to its tot~l capital structure. 

Its outsto.nding securities and equity capital as of September :30, 1949, 

(giving effect to an issue of bonds in October) arc shown in the· 

tollowing tabulation. 
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Long-term debt: 
First mortgage bonds 
Debentures 

Total long-term debt 
Preferred stock ' 
Equity capital: 

Common stock 
Net. premium 
Surplus-

Total equity 

Total 

$3,689,250 
193,350 
65;3,212 

$12,250,000 -
1,000,000',< 

13 ,250, 000, 
4,047,4.25 

4.,535,812 

56%" 
5.· 

C!. . 
18 

21,. 

21,833,237 100 

The depreciation reserve was reported at $2,925)086 on 

September 30, 194.9. 

The common stock consists. of 147,570 sho.res of the par value 
• of $25 each. The record e~ntains testimony of the terms under which 

it'W3S issued, the ear:ings and the dividends paid. It appears thAt 

prior 'to 1943, dividends were paid at v~rying rates but that tor the 

,yc~rs 1943 to 1949, dividends. were paid in the amount of $Z.annually, 

being at the rat~ of S% of the par value. 
,-

In Exhibit 37, the staff of the Commission reported the 

average' effective interest rate applicable to the long-term debt at 

t/'" 3.3% 'and to the preferred stock at 4 .. 7%-• .' The weighted average 'rate 

for -the long-term deb-c, preferred. stock and reserves, is 3.~., V". 

A witness called on behalf of ap?lieant testified that with reference 

to capital raised by applicant between Decernber 31, 1940, and June 30·, 

19~9, (a period of gre~t growth when a~plicantTs capitalization was 

dvublcd) the average cost of bond money was 3.25%, of debenture money, , ' 

3 .. 89% ~d or preferred. stock money, 4.55%.. .This wi-cness estimated th'e' 

over-all cost of money for this 'period tl.t 4.87$% ,< including in the 

calcula1;ion an allow~cc for equity capital or 9.83% comput.ed by ,the 

use of' earnings-price ratios at the time of issue o£,'shares of 'coI:lmOn 

stock. He urged the issue of additional sharcz of stock during 1950 

in order to reduce the proportion of long-term debt in applicant T S ~ 

capital structure and gave tes,timony sh¢Wing the estimated cost of' 
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capital under pro for:na bases, giving effect to additiontll issuea·o! 

stock, to be in excess of 5%. A review of the r~cord indicates that, 

applicant during 1950 is faced with construction expenditures esti

mated to cost in excess of $2,000,000, including $39S,S401n the 

Monterey Peninsula Div1sion,and it is clear that it would be desir

able for applicant to obtain additional funds through the issue of 

stock, rc.ther than bond.s. 

Testimony introduced by intercstedpartics dealt with two 

gener:ll topics. A number of customers testified regarding their 

experiences with in~dequate pressure and poor water quality. The 

Chief of the Monterey Fire Department likewise submitted the results 

of ~ number of tests made by his men respecting the aV~ilable'press~e 

at fire hydrants throughout the City of ~'.onterey <md enumerated certain 

points in the system which ~ere considered deficient from ~ fire pro~ 

tection standpoint. With respect, to the individual customers' 'COQ

plaints, the filter plant'installed in 1947 should eventually rOMove 

all of the compla'ints regarding quality of water, and the- pressure 

deficiencies' were the result of developing loads. which had temporarily 

exceed,ed the installed capa.bility of the dist;r-ibution system, but--

which were susceptib,le of improvement, with new construction. The same 

is true of the deficient pressure in the fire protection system. The 

testimony indic~tes that applicant has cooperatca with the Fire Depart

~ent in making certain imp~overnc~ts. lhere is no question respecting . 
applicant'S obligation to maintain a~cquate and $~ti$f~ctory service to 

its customers, and a mutually satisfactory sol~t1on to the ci~y'& com-

:;>laints respecting, defici(:mt pressure in the sever~l hydrants should, 

be undertaken as a joint responsibility of ap'~'licant and the city : 

authorities. It should be pointed out, however, that annual expenses 

which result from such changes must either be bo:meby applicant's . 
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customers or paid for by the city; and in developing the improvements . 

to the fire protection system, both applic!lIlt 3nd the city should bear 

this factor in mind. 

The o.f':f'icial representatives or the cities of Monterey, . 

Carmel DIld. Pacific Grove introduced evidence intended to show that. 

both a?plic~nt and the Commission staff had taken a rather pessimistic 

view of the future potential customer groW'th in the area. Testimony 

was offered thClt themilittl:"y installation .?t the former Del Monte 
. ! 

Hotel properties was expected to expand from a present complement of 

about 1,600 people·to approximately 4,500 people by 1954, a program 

wh.ich would. entail the investment of better thAn $30,OOO,OOOinbuiJ.:d

ings and equipment. Representatives of the fishing and canning indus-
" 

try likewise testified that the'lull in pro¢essing operations which 

followed the disappear~.nce of sardines from their usual haunts for 'the . , 

: 

. . 

past several years was u?parently concluded, since current takings 

:lppro:lched the high level of activitY' experienced during '.t:he years 

from 19.35 to 1945, inclusive. A.s an aid to the Commission's judgment 

from D. statistical standpoint, the ouilding inspectors of the. three 

cities introeuced figures showing the number of building permits and 

the es.timated cost of construction in the years 1946. to 1948 and for 

the first 11 ;Qor .. the of 1949. Those statistics are sUtDInarized as follows: 

: Monterer., : Facl.fl.c Grove: carmel : 
:Builal.ng*: Estimated:Building*: Estimatea:Buiidin~c: Estimated: 

Year • Pcmits: Cost Permits' : Cost: Permits: Cost: 

1946 
1947 
1948 
1949>:cr,( 

21S 
275 
505 
52$, 

$1,016,361 
1,:3:30,682 
>,274,735 
2,628,615 

177 
168 
22l 
154 

$ 829,294 
1,174,474 
2,246,729 
1,475,756. 

l29 
193 
221 
158 

)',c Building permits include new residenti~l, 
new bUSiness and alterations. 

~(r,( 11 . 'months. of year 1949. 
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In view of the conclusion heretofore reached raspccting the 

net revenues and level of c~rnings to be anticip~ted by ~pplicant in 

the area, it seems unnecessary to ~djust the estimates to reflect such 

r¢fine~ents as the foregoing statis~ics might indicate tp be desirable. 

, It is·.appc.rcnt tho.t the r.'ltes proposed by applicant will not 

yield So return at a level in excess of thot to which applicant is en

titled in view of all of the factors in the record by which that ret1lrn 

may be tested. It appears, therefore, reason~ble that the r~tes pro~ 

posed by appliccnt should be authorized ~nd be'~~de effective in the 

area. 

o R D E R ... ......, - --
C~li:f'ornia \'later & Telephone Company having appliod to this 

C.oIn."llission for an order authorizing increases i..'1. rates' 1...'1. i:es Monterey 

Peninsul~ Division" D. publ!.c hearing 'having been held, and the ~tter 

hcving been submitt~d for decision 1 

IT IS HEREBY FOUND AS A FACT that the incrco.scs 'in rates and 

charges authorized herein are justified; therefore, 

IT IS h~REBY ORDERED that applicant is authorized to file in 

quadruplicate with this Commission . .:1.fter the ~f£ective date of this 

oreer, in confcrmity with the Commission's General Order No. 96, the 

sch~dules of rates shown in Exhibit "A" attached hereto and on not loss 
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than five (5) days' notice to t~c Commission and the pu'blic to make. 

said rates effective for service rendered on' and after A.pril 1, 1950. 

The effective date of this order shall 'be twenty (20) days 

aft.er the date hereof. 

Dated at San Francisco, California, this 

of bM~ .. ,1950. 

c3t22'2& day 
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APPLICABILITY 

• 
Schedule No. 1 

GENERAL lJETERED . SERVICE 

Applicable to all aomo~tic, commercial, and indu:trial con3umcrs. 

TERRITORY 

Entire area ~e%"'rOd by Monteroy PeniMula Divioion. 

RATES -
Quantity Charge: 

Per Meter 
Per Month 

First 300 cu. ft. or les! .. .. .. • .. 
Next 700 cu. !'t .. , per 100 cu. it. 

• • • • • • • • • • $ l~40 

Noxt 29,000 cu. ft., por 100 cu. ft. 
Over 30,000 cu. ft., par 100 cu • .ft. 

· . . . . . . . . . .,0 · ... .. • • • .25· · . . . • • • . • • .2l. 

Minjmum. Charge: 

For 1/2-ineh and 3/4-inch motorz .. • .. • .. .. .. • .. .. ... . . 
For l-inch meter ..... .. .. .. .. .. 
For 1-1/2-inc:h meter • .. .. .. .. .. .. • .. • .• 
For 2-inch :neter ...... .. • .. .. 

· ' .. 
For 3-inch meter ............. • • • .. 
For 4-inch .meter .............. .. 

· . . 
· .. .. For 6-inch meter ... . 

For e-ineh meter .... .. 
• • 4' !II; • 

,. .. . . 
Tho Minimum Charge will ~nti tlo the 
coc:swnor to tho quantity of wator 
which thnt monthly minimum chargo 
will pureh~e at the Quantity Ratos. 

EXHIBIT A 
Pag~ 1 o.f ;, 

. . . . 

1'.40 
2.00 
4.00 
6.00 

10.00' 
20.00 
30.00 
40.00 
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Sched.ule No. 2 

MUNICIPAL SmVICE 

APPLICABILITY 

Applicablo 1;.0 1;.he cit1e~ or Monteroy, Paei!ie Grove, and Ca.r~l and. to carmol 
Highlands and. Soa3id.e Fire Di~triets. 

TEP..RITORY 

Entire aroa. ~ervod. by Monterey Poninsult\. Divi3ion •. 

RATES 

Quantity Ch~rge: 

For sprinkling ~troets and. roa.d.s, per 100 cu. 1"t. " •• $ .~ . 

For wat~r used a.t Pa.cific Grove Municip~ Colt Course.... 75% of General 
Meterod $(srvicc 
QUAnti t:; Chargo 

All othor uses at Gener~l Metered. Servico Quantity Charge. 

Fire Hydrants: 

Monterey, Paci!ic Grove,. C~mel, ca~l Highlands, a.nd 
Sea:'3id.o, per hydrant per month.. • .. .. • • .. .... 3.00 

E:{.Tf.(BI'l'. A 
Pago 2 ot 3 . . 
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Schedule No. :; 

_PR .... rv: .... 'A ..... TB .... ' !1B! SERVICE 

APPLICABILITY 
. 

Applicnble to nll domc~ticJ commercial, and indu3trial consum~rs .. 

TE?.RITORY 

Entire area. zervod. by Mont4')X'OY PonWul..'!I. Divi~:S.on. 

RATES 

P:-ivate Firo SCrvico COMcctions: 

2-inch and ~mallor .. • .. 
ri.."leh • •. • • • • • • _ ••.• 
4-!i.n.eil _ • .• _ • • • • • • • 

· . . . . .' · . . . . . . . · . . . . ... . .. 
,Fire Service for Spririkl~r Systo~: 

4-inCh cocn~ction' .. .. .. .. .. .. 
6-inch connection • .. .. .. ..... .. '... .. .. .. .. .. .. • .. .. 
8-inch connection ........... .' .. , .. .. '.. .. .. .. ".. • 

. . . . - . . . . 

Por Month 

$ 2~;0 
3 .. 00 
4.00 

10.00 
20.00 
40~OO . 

All wate~ us¢~ 3hall be paid for at Gener~l ~cterod Sorvico rat~s .. 

SPECIAL CGNDITION2 

Priva.t~ t~ S\lX'V'.l.co for sprinkler ~ystoms shall b(6 equipped with ::tandard , 
~etector type ~ter or by-pa5S check valve with pros~ur~ alnr~ 3ystcm approvod by 
thp. Boord. of Fire Underwriter5 .. 

EXHlBI'l' A 
Pago :3 of .3 

, 


