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Decision No.. 4584.8 

BEFOP£ THE PUELIC UTILITIES CO~~SSION OF THE STATE OF CALIFO&~IA 

In the ma~ter of the application of ) 
DEL ESTE WATER COMP A.~Y, a corporation,) 
for authorization to. increase its ) 
rates and charges ro~ water service. ) 

Application No. 31810 

.... '", 0 H t ... .... l' t ~ranc~~ • oover, a torney, ~o. app lcan ; 
William Stava a.."l.C George F. Tinkler,for the 
Commission ztaft; Jack B~k, ~n~erested party. 

OPINION 
-~ ... .-..---

, .. 
By ~his application, filed.. October 3, 1950, Del Este 

Water Company, a corporation, requests authority to increase its 

rates and charges for water service. 

A public hearing in this proceeding was held before 

Examine:- Ezr.erson in Modesto on l-tay 22, 1951~ 

The basic rates presently in effect and those proposed by 

applicant are compared in the following tabulation: 

Flat Rate Service 
--~----;.;;;..;;. 

Monthly Rate 
Present Propos"ed 

For 1!2-inch connection ................................ $1.75· ~"~-
For 3!4-inch con.."'l.ection ...................................... 2".30" 3.00 
For I-inch con."l.ection ......................... ,.10. 4.00 
For first additional unit ~hrough same 

con.,..".ection ,. ...... __ •• _ • • ~.. • • • • • • .. • • • • • • • • • • • • • • • • $0 1.00· 
For seco~d addi~ional uni~ through. same 

eonn.ect:Lon. .' .•••••••..••. r; .. .- ............. _ ........... ,. .60 
, 

.75 
For each~~~ over three through same 
connec~ion ••••••.••..•••••.•.•••••••••••••••• .. 50 .60 
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Metered Service 

Rate 
?er Meter-?er Month 

Minimum Charges: 
Present, Proposed . 

For 5/S x 3!4-inch meter 
For 3!4-inch me~er 
For l-inch ~eter 
For l~-inch meter 

· .. ,. .......... $ 1.00 $ 2'.00 · . . . ,. . . . . . . . . -1.75 2.25 ...... .,.- ......... 2.50 3.00 · . . . . . . . . . . . . 3.50 5.00 
For 2-inch me~er · . . . . . . . . . . . - 5.00 7.50 
For 3-inch meter · . . . . . . . . . . . . 10.00 l5.00 
For 4-inch ~e~er · ............. 15 .. 00 20.00 
For 6-inch meter · . . . . .. . . . .. . . . 20.00 '30.00' 
For a-inch meter · ......... - ..... 50.00 

Quantity Charges: 

First SOO cu. ft. , per 100 cu. ft. .075 .25 
Next 1 t 200 cu. ft,. , per 100 cu. ft. .075 .20 
Next 3,000 cu. ft. , per 100 cu. ft. .075 .15 
Next 35,000 cu. ft,. ) per 100 cu. ft .. .06 .l5 
Next 10,000 cu. ft. , per 100 cu. ft. .. 06 .10 
Over 50,000 cu. ft. , per 100 cu. ft. .04 .075 

The increased rates prop¢sed by applicant, if applied to 

1950 consumption, would have proeuced an increase in gross revenues 

of approximately ;45,000. On the average, such increase would 

amount to 33%. However, increases in individual monthly.billings 

would range between 29% and 193%, the greatest inerease being 

assigned t~ those metered eor.sucers using 2,000 cubic feet of wa~er 

per month. 

Applicant was incorporated in September, 193$, for the 

purpose of acquiring and operating as a public utility various water 

systems installed and previously operated by the Beard Land and 

Investment Company, subdividers and developers of lands in 

Stanislaus County~ Applicant's operations presently eonsist of 

seven distinct water.systems, three adjoining the City of Modesto, 

one at Waterford, one at Empire, one at Salida, and one adjoining 

the southerly boundary of the City of Turlock. As or December 31, 

1950, a total of 5,S12 aetive services, of which 555 were metered, 

were supplied by means or approximately 431,000 feet of distribution 

mains from 47 pumped wells with pressure being maintained by ~eans 

-2-



"A-31S10 EL 

11 or steel pressure tanks. Well water is readily obtainable in almost 

any portion of applicant's service areas. It is of excellent qUality 

and needs but little purification treatment. Sand traps are 

installed at eight locations. 

restimony and exhibits with respect to the present and 

prospective earning position of applicant were presented by 

witnesses for applicant and by the Commission staff. As shown in 

applicant's annual reports to this Commission, customer growth since 

World War II has been steadily upward. and has more than doubled in 

the last five years. During the same period, reported operating 

revenues have also more than doubled. In justification for the 

rectuested rate increases, however, applicant presented. evidence 

indicating substantial increases in material and labor cost·s for 

nearly all phases of its operations. In the postw~r years, this 

utility'S costs for common labor have increased by 40% and its costs 

for supervisory labor by 32%. Materials used in r~pairs7 as well as 

in fixed capital, have likewise shown sub·stantial increases; costs 

of service cocks increasing 165%, gate valves 12>%, service pipe 

110%, meters 94%, and well caSing 30%. Taxes of all kinds have also 

increased for this company as they have for all others, tax pay,oents 

being 60% higher in 1950 than they were in 1948. 

The utility has expanded operations by means of water main 

extensions and other capital additions amoun~ing, in 1950, to 
I 

approximately $224,000, an increase or about 54% in that one year. 

Because of the absence of defense industries in the utility'S areas 

and the present restriction of eredit for residential b~~lding, 

capital expenditures. for 1951 will be considerably less thO~ still 

estimated at $80 ,000 for the year. In this connection, it is 

17 For a detailed description of the systems as existing in 1938, 
see DeciSion No. 31;8$: issued Decemocr 19, 1938, in Application 
No. 22301. 
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:lpparcnt t-hat ~. major portion of. enginocring 2-"ld supervision charges 

heret-otore m3d~ against fixed capital aCCO~"lts must in the !uture be' 

chargeable to opcra~ion ~"ld maintenance expensos as the rapid growth 

and expansion of plant facilities of the past several years doclines 

to what may b~ considered a more norQal level. 

ApplicantTs ~~tness and the Commission staff arc in 

relatively close agr8ement with respect to revenue estimates. In 

this connection) however 7 we note that applicant has in the Po.st 

allowed billing discounts for advance payments by i~s customers. On 

the averag~, its 1950 reco.rc.ed revenues for nat rate services are 

some 3.9% lower than its tariff schedules would produce. Such dis­

co~ting pro.cticc is irregular ~nd not in accordance with its filed 

tariffs a~d must be discontinued. In developing revenues for the 

purpose of testing the utilityTs e?rning pOSition and the reasonable­

ness of its rate· proposal, we shall, therefore, use as total opcrat-

ing revenues th,e sums which its ta,ri££ schedules would produce if 

properly applied. These are $150 7000 for 1950 and $16S,570 for the 

estimated year 1951 at present rates. Applying the proposed rates 

to 1950 consumptions Yields -eo-eal oper~ti.."lg revenues of $203,SOO. 

For the estimatcd year 1951, the staff indicates tot~ r~venues of 

~224,700 ~d ~pp11cant $227,489. 

Applicant's recorded operating expenses for 1950,tot~led, 

before tax~s and depreciation expense, ~93,79S. Such ~ount was 

adjusted do\4tlward by tht: Commissi,on stet.r to a. totD.l of $79,420. 

Adjustments by the staff, as shown in Ex..i.ibit !~o. S in this proceed­

ing, consisted primarily of deducting. oVE:rhead construction costs, 

which applicant had included in both fixed capital and operating . 
expensc:, deducting certain contributions and donations in accorda.."'lCc 

with long-established Commission policy, and averaging law expense 

and ccrt~in repair expenses considered as either nonrecurring or 
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'Unusual. After addition 0'£ depreciation expenses on a str.li~ht-line 

basis, plus t~es, th~ sum of ~123,6q4 ~ppcars ~o be ~hc properly 

adjusted total of 1950 oper~ting expenses under normal operations 

and at existing rates. 

"'ith rospect 'to operc.ting expensl~s for the yor:.r 1951, the 

staff based. its estimate on the 3djustod yeo.r 1950 figure's, adding 

thereto sums reflecting c.nticipated system growth, incre~s<::s in wa,ge 

rates, and increasc:s in general price levels. Also included was 

one-fifth of the estimated cost of the present ra.tc proceeding. A 

total of $142,$70 waz thereby derived as the estimated 1951 operating 

expenses under present retes. Increased truces, due to increased 

revenues, increc.se the staff estimato for 1951 operating expenses to 

~16e,e:3S ul'ldcr -che rates proposed by app1iccnt. Applicant'3 estimate 

of 1951 o?e~ating expenses under the proposed ratos is contained 

within its comparative profit, and loss statement entered as Exhibit 

No. 4, in t.his proceeding a:ld i~dico.tcs a total of $181,704. 

A summary ot th~ ~bove is shown in the folloWing t~oulation: 

· · 
:Ae~usteQ e~r : ear . . :Present :.f'roposeo.:.?rescnt ates: Proposed R~tes 

:, _______ I~t~~~m~ ____ ~:~P.~~~t~e~s __ ~:~R~a~.-~~e~s~~:~ __ ~S~t~o~f~f ____ ~:X~p~p~f~'~~'c~n~n~t~:~S~t~~~f~T __ : 

Opcr~ting R~venues ~15S,OOO ~203,800 ~16S,570 $227,489 $224,700 
Operating Expenses 123,604 146,487 142,870 lS'l,704 168,$35 

Net Revenues 34,396 57,313 25,700 45,7$5 55,865 

With respect to the bases by which the reasonableness of 

applic~nt 't S present and proposed rates m:lY be t-ested 7 the Com,ission 

staff developed ra~e bases using the results of its field and office 

investigation of app1icant Ts capital accounts and prior appraisals to 

which were add~d normal a1lowances£or working cash, m~terials and 

· supplies, ~d sums for construction work iD., progress, and from which 

were deducted aver~gc aI:ounts" of cO:lstrJ.ct,ion c.dvc.nccs by consumers 'I 

donations in aid of construction and nonoper~tive land. By such 

method, ~verage rate bases for the year 1950 and the esti~atcd year 
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1951 were determined oy the staff upon historical and estimated 

historical costs in accordance with long-es~ablished Commission 

practices. Applicant, on the other hand, presented book !igures or 

total fixed capital and work in progress practically identical with 

those of the st~r but co~tendcd r~cogr.ition should be given to such 

clemen~s as going eoncorn value, present carket value of lands, costs 

to reproduce the system, present v~lue, value of ell ass~ts regard­

less of the munncr ncquired, ~~d inferred tr~t a rate of r¢turn of 

8% sho·.:;ld. be allowed ?c the vclueso resulting. r:o evidence t¢ 

support such contentions was presented, however 1 applicant apparently 

relying solely on statements of its cO~"'lsel that such IMttors should 

be considered. The utility should receive a fcir return on moneys 

expend~d in ,acquiring one const~cting its facilities actually ~~d 

properly in use in serving the public. 

After thoroug~ examination of the evidence presented in 

this proceedi~g ~d after consi~eration of all the pertinent testi-

mony, we find that the depreci~ted rote bases which ere fair ~d 

reason~b1e 1 and on which o.pplicc.nt. is entit.led to e~rn a retu.-n, a:-e 

$517 ,240 for the yer!.r.1950 o.nd ~673 ,000 for a .norm~l 12-::onth period 

in 1951. Applying the ~bove tabulated ~et revenues to such bases 

yields rates of return as follows: 

: Ye~r 1 :~ ____ ~ __ ~~~~~~~ __ : 
: resent : roposed:Present: ro'Oose R;).tes : 

: _________ I~t~c~rn~. ________ N:_R~~~~t~e~5~_: __ P~~~~t~c~s~~:~R_~~~_e~$ __ ~:~~~p~p~l~i.c~nr.~.t~: __ S_~_a~fMf __ : 
Net Revenues 
Deer~eiated Rate Base 
Rs.t.e of Return 

$ 34,;96 $ 57,313 ~ 25,700 $ 45 1 7S5 $ 55,e65 
517.,240 517,240 67.3,000 673 1000 67.3,000 

6.6% 11% .3.$% 6.8% 8.:3% 

Fro~ the above, it is appare~t that applicant was not in 

need of rate relief in 1950, :,ut the estimates indicate a less than 

s~tistaetory earning positior. for the future if present rat~s were 

to continue. It is also apparent that the rate: ?ropose~ by applicant 

would yield, in this inst~"'lee, an excessivo rct~rn. !n view of the 
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declining yield to be experienced i£ presBnt rates were continued~ 

relief in the fOrQ of increas~d r~venucs is justified ~~d the rates 

hereinafter to be ~uthorized are designed to produce gross revenues 

of $,209,800, which ·ttill ~sult in a net revenue of $41,000, or 
slightly over 6% return on the rate base hereinabove £ourJi to be 

reas·onable. 

About 30 of .;:.pplic~.nt's customers o.ttended the hearing in 

this matter. Of these, four presented tastimony, three in opposition 

to ~~y rate increases. !n the cain, ~he$c customers ocde ~nor 

service. cocplaints that .h.?d either never previously b~E:n bro.'ught to 

the compa.."lY'S attention or were recognized by the eo:npany as exist­

ing and already scheduled for corr~ction, and theorized regarding 

r.:lte fixing moathods. T/!e 3,precio.t~ t~t no custom.er- desires 

increcsed charges but the record in this proceeding fully subst~~­

tiatcs the justification for the increases to be outhorized. 

Applicant'S p:'csent meter rat.e: :.p?e~r ~o bc entirely too 

low and ~rdly ~dequat~ to meet the full costs ~o serve. The pro­

posed meter r~tcs would, on the other h~~d, place a gre~t11 ~is­

proportionate increase on metered consumption. The rates to be 

cuthorized are designed equitably· to distribute the required 

increased revenues ~ong both the metered ~~d the fl~t rate users. 

ORDER 
~ - - - ~ 

Del Este Water Company having applied to this Commission 

for on order authorizing increases in rates and charges, a public 

hearing r~ving been held and the mntt~r having been submitted for 

deCision, 

IT IS HEREBY FOUl\'D AS A FACT th...'tt the increases in rates 

and charges ~uthorizcd herein are justified and that the present 
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EXHIBIT A 
Page 1 of 3 

Schedule No. 1 

APFLICABnrr£ 

Applic~olc to nll domestic and indust~.ol meterodwatcr ~~rviee. 

TERRITORY 

Throughout the entire territor"J se:-veci, as d.e~e~teci on maps 
included in the t~1' shcG-ts. 

RATES 

Quantity CMrge: 
. Per Ycter 
Per ~ronth 

Fir~ 1,000 cubic teet., or 1c!;!; ........ 8." ........ 8"" $ 2.00 
Next 2,000 eubie feet., per 100 cuC;i.c tect.. ••• .1B' 
Next. 7" r:t>O cubie teet, per 100 cubic tcet......... ..l5 
Nc:¢40,OOO cubic !ect., ,or 100 cubit: teet. ..... .lO 
Over 50,000 cubic teet, per 100 cubic feot.. •••• .075· 

Mir:irn"m Charge: 

For 5/~ineh motcr •••••• M •••••••••••••••••••••• 

For 3/4-1neh mcter •••••••••.• a ••••••••••••••••• 

For 1-1nch meter ••••••••••••••••••••••••••••• 
For l!-i:rleh mc"tcr •.•.•.. ' .............. ' .•..•.• '., •• 
For 2-inch ~er ••••••••.••.•..••••.....••••• 
For 3-ineh meter ••••••..•...••.••••••.••••••• 
For ~-ineh ~cr •••• _ •••••••.•..•.••.•••. ~ •.• 
For 6-irJ.eh t:lCt..cr ..................... , .............. . 
For ~irJ.eh m..."'t"er ............ ,. .~ •••••••••••••••• 

$ 2.00 
2.25 
3.00 
5.00 
7.50 

15.00 
20.00 
30.00 
50 .. 00 

The ·t-1i."licum Charge 'Will cntitl~ tho con~r 
to tho quwtity of water which thAt monthl7 
m:i..nir!Ium charge ~'ill pu.-eMsC at tho Quantity 
Ra.te~. 
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~-crBIT A 
Page 2 of 3 

Schedule ~o. 2 

DO~TIC !16! ~ SE.c\YiCE 

APF.r...ICABI!.ITY 

Applicable to .1::.1 unrncasur..:d ·,ra.tr",r scrviozQ rendor4old. to dO!llCstic 
or rusidcntial con~rs. 

TERFc!TO:ty 

Throughout th~ mt1rc tc!"!"1tory $(jrvcd, 3.~ dclinoJa.tcd on ma.p~ 
included. i."'l the ta...""i!f ~hoctz. 

RATES -
For water usee. in one e.wellir.g hou..,e, e.pa.rt:zn-:., st.ore, or 

induztry or othe!" ~ingJ.e unit est.:.bl1sb::le:lt on one lot or ouildi.."'l.g 
si~e, with t.he premiscs on whieh the saJ.Oe is located, the charges shall 
be Q,$ r"llow3: 

Pe!" lvionth 

Fo~ ;/4-ineh connection •.. ·., .... ' ......•. * •••••••• _, ...... '$2.70 
For l .. inch connection ...... _ .•.•......•.......... . ' ~.. ,3.50 

Per 1>'ionth 

For the tirst a~ditio~ unit •••••••••••••••••• ~.~.,_. $1.00 
For the zecond. add:.t:tioruW. unit......................... .75 
For the third. ao.c.it1oMl ur.it and. each unit in exce,s 

o£ three ............................ ~ ............ ,. .... . " ..•• " .60 

SPECIhL CONDIT!Li~:S 

1.. Charges ere pilyable ~:lthl7 in advance .. 

2. l-ieter3 1A1Y be i."l.Stalled. 3.t the o:peion or the utili~y or the 
custo::ler> i."l which event !5er"rice ~herea.!t<!lr will be ren<!e!"cd. only on 
the b~izof Schedule No.1> Ciene!"al Y.et.ered S¢rvice.' A c~tomerrz 
requezt for ehJ!nge !ro:l nat rate to :et.ered zervic¢ cust. 'be mad.~ i.."l 
wri ti.."'lg .. 
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APPLICABn.ITY 

E"I.HIEIT A 
Page 3 ot 3 

Sehee.ul¢ }:o. ~ 

I 

A:cplicD.ole to all water ~erviee rend.e:::-ed to privately QW%lod fire 
$prinkler and fire ~rotection z~temz. 

TERRITORY 

Th...""Oughout the entire ,torritory served, ~ d.olinea.ted on maps 
included. i:l the tarit':t s;heet~. 

Per YJOntn 

Per inch of ~eter or zerviee ••••••••••••••••••••• $1.00 

SPECIAL CO~~ITIONS 

The above rat.e i~ a.pplica.ble on::.j" to private tire exti."lgUi:shing 
:tD.cilitie~ t.o ~nich ~o co~~cctions for ~hor t~ tire protection 
purpo:;es are illowt.-d. The cOmpruly may install t.hc st.and.a.""d d.cteetor 
type of meter, or 'by-pa.z~ check valve with prcsS\ll"C s.larm sy:rt.cm. 
approved. by tho Bollrd otFi...""C U:lderoter:;, for protoction a.g~ 
theft., loakagc Or waste of water. 
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rates, in so far as they differ from those prescribed· hcrein,are 

unjus~ and unreasonable; the~e~ore, 

IT IS HEREBY ORDERE~ that applicant is authorized to file 

in quadruplicate ·..rith this Commission, atter the effective Q.3.te of 

this order ~d in conformity with Gener~l Order No. 96, the schedule 
, 

of r~tes set forth in Eh~ibit A attached hereto, and, afte: not less 

than five (5) days' notice to the public and this Commission, to 

make said rates c!£ective tor all bills and charges for service 

rendered during billing periods ending on and after July 15, 1951. 

The effective d~te or this order shall be twenty (20) days 

after the date her~of. 

of 

~ Dated at San Fr~cisco, 

~.-- ,1951. 

California, this 

U 

Commissioners. 


