
.EL 

Decision No. GRIGBIA! 
BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF ·CALIFOR!UA 

In the Matter of the Application of ) 
Duarte Domestic Water Company for a) 
certificate of public convenience ) 
and nec~ssity; for establishment of } 
rates; ~~d for permission to issue ) 
shares of capital stock. ) 

Application No. 31393 

I 

Anderson and Anderson, by Trent G_ ~~derson, 
for applica."'lt; Phili-o F. vJa"1sh, for Sou~hern 
California Water Compa.."'lY, ana Mort Brandlcr, 
for City of Hope Medical Center, J.nteres-eea 
parties; C. G. Ferguson, for the Commission 
staff. 

OPINION· ----.---

Duarte Domestic Water Company, a corporation, by tpe 

above-entitled app1ic&tion filed May ll, 1950·, seeks a certi.ficate 

of public convenien'ce and necessity to opel:'ate a public utility 

water. system in~"'lincorporated territory in and about the town of 

Duarte, Los Angeles CO~"'lty, California, ~~d asks the Commission to 

establish a schedule of rates for domestic water service. Percission 

is also requested to issue shares c£ capital stock to acquire the 

domestic water system properties and 3,750 sr..ares of capital stock of 

Duarte I.futual ~later Company. 

Public hearings in this ::-U;·.tter were held before Examiner 

Warner on A~ril 4, 1951, a.."'ld J1me 6 and 7, 1951, in Los Angeles, 

Cp..lifornia. 

At the hearings, applicar.:.t amend.ed its application by the 

introduction, as'a part of Exhibit No.4, of ~~ amended schedule of 

proposed rates, 3nd, as Exhibits Nos. l-A ~d 2-A, of a ma~ of the 

proposed service ~ea together with a description of the boundaries 

thereof. 
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Duarte Domestic Water Company, a California corporation, 

was organized December 19,,1949. As set !o~h in its ~icles of 

Incorporation, a copy of which was attached to the application as 

,Exhibit A, its eirectors are: J. S. Blain, Max~. Bengel, C. B. 

Hopper, F. W. Livermont, and James A. Blain, all of Duarte, 

California. ApplicantTs boare of dircctors ~~d the officers elected 

thereby are identical in person."lcl wi:h those of Duarte I'Lutue.l Water 

Company. 

As alleged in its application: applicant is a new corpora-

tion and ~s not engaged in ar.y business. It is authorized by its 

Articles of Incorporation to issue 10,000 shares of common stock only, 

having a p~r value of $60 per share; the aggregate par value of ill 

shares so authorized being $600,000. 

~pplicant requests permission to issue ~"ld sell ~56O,OOO 

par value of its stock to Duarte Mutual t'later Company. 

Of this total amount, ~3357000 would be in payment of the 

physical properties of the domestic water system of the mutual water 

company, excluding all do~estic'water production facilities; but , 

in'cluding domestic service water transmission lincs, pipe lines, 

res~rvoirs; office building and lots, trucks, furniture, fixtures, 

tools, meters. matc~als, suppli~s, and ~iscell~eous equipment. 

Also included in this payment would be certain ~ccounts receivable 

of the mutual company. 

The balance of thE: tot.al ·:::.mount. of stock requested to be 
. 

issued, amo~~ting to ~225,0001 would be in pa~ent of 3,750 shares 

of the c~it::W. stock of DuartE: Mutual Water Compa.."lY at a v2.lue of 

$60 per s~re. Ownersr~p of such mutual stock would entitle appli­

cant to purchase, from the mutual company, a. limit of 2,500 cubic 

feet of water per share per month and 'WOuld consti tute applica..~t·' s 

source of water supply. Wat. er would be purchased by applic ant fro:n 

the mutual company at a rate of $0 .. 0,3 per 100 ,ei!bic feet. 
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Duo.rte Iw1utual 'ilater Cor::;nmy was organized April 26, 1947, 

for the purpose of effeeti~g the consolidation of Bcards1~~ Water 

Di tch Company 1 incorporated in lSal, and Duarte ~~utual Irrigation . 
o.nd Canal Company, incorporated in 1882, for the purpose of supplying 

irrigation, and. SOCle incidental d.,mestic, water to faro l:mds 

and their owners in the vicinity of Due.~e, Califo=nia. The 

pr~dcccssor companies dev~lo?ed over the years zubstanti~l water 

suppli~s in the so-called Pasadena Basin, th~ Upper and Lower C~~yon 

BaSins, and the S~ v~brie1 Riv~r Basin and. through pr~scription, 

court adjudicc.'tion a.'ld other means, <:stablish~ rights to some of 

these water supplies. 

Since 1945 the charact~r of the area has changed from 

agricultural and rural to dom~stic and suburban. Dom~stic water 

sales have increased from 15,445,000 cu. ft. to an aver~gc of 

225 domestic consumers in 1945, to 76,379,000 cu. ft. to a~ average 

of 2,723 domestic consumers in 1950. It is because of this changing 

character of the areo. that, a witness for applicant alleged, appli­

cant company was formed to take over the domestic wa~~r service 

operations of the mutual cocp~~y ~'ld that the ~pplication herein 

being considercd was filed. 

Th~ area proposed to be served by e.pplic~~t, and now­

b~ing served by tae mutual company, is generally £la: in tc~ain 

except t~t the :nost northe:-ly portion is moun:ainous, and extends 

d.ue east and southeast of the city of ~lonrovi'l to the Sa."l Gabriel 

River. It comprises about 5,OO? acres. As of ~pri1 4, 1951, 

domestic water service was being £urnish~d to 3,262 consumers, 

~d 92 fire hydrants o£ the single outlet type were connected to 

tbe distribution system. 
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In support of i~s applica~ion applican~'s presiden~, 

Mr .. J. S. Blain, also pre'sident and a director of Duarte Mutual 

~ater Company, alleged that the operation o£ the domestic water 

services by applicant as a public utility would b~ v~rJ desirable 

and would be for the best interests of the mutual company and its 

shareholders, and also of its' domestic consumers, in that it would 

(1) reduce o~erating expenses, (2) improve and simplify 'bookkeeping 

by machine bookkeeping, (3) eliminate the extensive and expe'nsiv~ 

details of issuing and reissuing mutual stock to lot purchasers 

in subdivided tracts, thus greatly simplifying applications for 

domestic water service, (4) provide for cetered domestic service, 

and (5) 'minimize controversies with consumers because of regulation 

by this Commission, all or which would result in lower water 

charges and better water service for consumers of all classes. 

The following tabulation shows 'a comparative summary of 

the present domestic water service rates being charged by the 

r.1utual company and the proposed:' rates, to be charged by applicant: 

DUARTE DOr·'!ESTIC '..rATER CCM?ANY 
COMPARISON ()F ?RESENT U/iUTUAL) AND PkOPOSED RA.TES 

- ." Quantity Charge: , Per Meter ~r Month 
Present f'ro'Oosed. 

First $00 cu. ft. 'or less . • . . . • • $1.,0 $i.75 Next 2,000 cu. ft .. , per 100 cu. i't .. .. • .07 
Over 2,$00 cu. ft., per 100 cu. ft. .. • .0; 
Next 1,200 cu. ft., per 100 cu. r~a .1$ Next ,3,000 cu. ft., per 100 cu. .ft. • · .l4 Over 5,000 cu. i't. , per 100 cu. !t,. ..os 

Minimum Charge: 

For 5/S x 3!4-inch met~r • • .. .. •• $_ 
For 3!4-inch meter .. .. • .. .. • .. .. $ 1.75 

2.00 
2.;0 
5.00 
7.50 

For 1-1nch meter • • .. .. .. • .. • 
For l,-inch meter • • .. • .. .. .. .. 
For 2-inch meter • • • .. "." .. .. 
Por 3-inch meter • • • .. • • .. • 
For 4-inch meter .. • .. .. .. .. • .. 
For 6-inch meter • .. .. .. .. .. .. .. 
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Under present mutual company regulations, as shown in 

Exhibit No.5, a $50 installation charge is ~ade for each servic~ 

connection of two inches or less i~ size, plus the current list 

price of the service meter. Each user of water is required to 

own not less than two (2) shares of stock in the mutual company. 

The record shows that approximately 51% of the consumers 

used, during 1950, 1,400 cubic feet of water, or less, per month 

and that whereas under the present mutual rates their bill was 

$1.92 or less for such usage in 1950, it would increase to $2.S) 

per month, an increa.se of $0.91, or 47%,ll."'lder the proposed ra.~s. 

There would, however, be no assessments levied against stock 

ownership. As shown in Exhibit No.6, such assessments amounted to 

$0.50 per share twice in 194$ and 1949 and onc.e in 1950. No assess­

ments have been leVied in 1951 to date. 

The record shows that the number of shares of capital 

stock of Duarte Mutual Water Company which may be issued is 

25,000 shares; that the par value of each share is $50; and trAt 

the aggregate par value is $1,250,000. As of December 31, 1949, 

the mutual company had 20,433 shares outstanding with a net book 

value, including $$25,000 of water rights, or $65 per share, and 

~,567 shares unissued. or the total outstanding shares, a minimum 

of 6,524 sha.res was held by domestic water consumers. In its 

app1ic~tion, applicant alleged that the book value of the unissued 

shares was approximately $60 per share and that the value of the 

.nceded 3,750 shares of mutual stock proposed to be acquire~ by 

applicant was $225,000 at $60 per share. 

Concerning the value re~uested by applicant to oe placed 

on shares of mutual stock proposed to be acquired by applicant, 

a ·consul~ins enGineer celled as a witness for applicant, in ---
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testifying regardi~g ,Exhibit No·. 4. subm1 tted by him, placed an 

appraised value on the mutual shares of $43, as shown in said 

Exhibit No. 4., made up of the following items: 

(1) The remaining book or physical value per share of $22.20; 

computed 3$ follows: 

Total assets of Duarte ?-~utual ~later Company' 
Less: Liabilities 

Net Worth 
Less: Water rights 

Remaining oook value 
per share, .of 20,433 shares 

31,529,453.59 
200,l15.*S 

1,329,.337.1 
~5,000.OO 
44,337.61 

22.24 

(2) The value of rights which applicant would acquire u~on 

ownership of mutual stock, known as ~participating va1ue~, of 

$20.S0 per share, computed as follows: . 

Estimated reproduction cost new as of 1945 
of water production facilities ~ 7$,000.00 

Fer share, of 3,750 shares 20.80 

Applicant did not amend its application to reflect the 

various values ap~earing in the record and placed on stock of the 

mutual company. The record shows that some mutual stock has be~n 

exchanged recently from tice to time for $10 per share. A witness 

for the Comoission starf testified that he had been unable to 

determine a value for ~ate making purposes of stock ~r the mutual 

company, and that he had not included any value thererorin the 

proposed estimated average rate bases for the.years 1950 and 1951 

as shown in Exhibit No.9. 

The domestic water supply or Duarte Mutual Water Company 

as shown in Exhibits Nos. 4 and 9 is developed from four sources, 

viz., (1) Fish Canyon, including gravity supply, and a well, 

16 inches in diameter, 172 feet in dept'h, with an installed pumping 

plant capacity of 1,251 ga11or~ per cinute; (2) Los Lomas well, 

26 inches in diameter, 172 feet in depth, with an installed pumping 

plant capacity of 980 gallons per minut~; (3) Santa Fe well, 

26 inches in diameter, 680 feet in depth, with an installod p~~ping 
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plant capacity'of 1>286 g~llons per minute; and (4) 

~!ountain-Avenue·· ·{Beardslee) . ~ell; 20 inches in diameter, 352 feet 

in depth; with an inst~lled pumping plan~ capacity or 1,5Sl gallo~ 
. 

per minute. The Mountain Avenue and Santa Fe ... ,ells draw on tho 

San Gabriel Basin, the Los LOmas well draws on the Lower C~~yon 

Basin, ?nd the Fish Canyon w~ll draws on the Upp~r Canyon Basin. 

None of the domestic wells draws on the Pasadena (Raymond) Basin. 
. . 

The sources or dom~$tic water supply arc separate and distinct 

from thozc of the irrigation water supply and they are not.physically 

connected. The record shows that the mutual company plans ~o 

build a filtration plant on Fish Creek at an estimated cost o! 

$100,000 for the purpose of treating waters divert~d ~ro~ the 

San Gabriel River for domestic uses. 

The mutual company now owns, operates for its dome~tie 

water system purposes, and proposes to ~ll to applicant three 

distribution reservoirs as follows: (1) Fish Canyon reservoir, into 
. 

which water from Fish Canyon sources is delivered, is a reinforced 
. . 

concrete reserVOir, 80 feet in diameter, 15 feet in depth, with a 

capacity of 500,000 gallon;:;; (2)' Scott rese.rvoir, into · ..... hich 'water 

£rom the Santa F~ well ic delivered, is a welded s~eel ~ank on 

concrete foundation, 60 feet in diameter, 30 feet in height, with 

a capacity of 625,000 gallons; and (3) Fair Oaks tanks, into which 

water from Fish Canyon reservoir is boosted, are: '(a), a corrugatec. 

iron tank, '15 feet in diameter, 12 !~et in height, with a capacity 

of 15,800 gallons, and (b), a bolted steel tank, 20 feet in diameter, 

Sfeet in height, with a capacity of 18,800 gallons. The reco~. 

shows that eo~tracts have been let by the mutual company and 

cor.struction is now under way for a n~ ..... reservoir of·1,500,OOO­

g~llon capacity which wi~l augment the distribution system in the 
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sou~hwcs~ po~ion of ~he service area and will decrease ~he 

present area served by the Scott reservoir. Cost of this reservoir 

was est~tcd to be $65,107, and it ',Tas c:;t.imatcd to be in service 

in June, 1951. 

The domestic distribution system of the mutual 

company, proposed to be acquired by applicant, consists of 

approximately 244,100 feet of ~r~sitc and stoel mains varying 

in diamet~r from 2 inches to 16 inches. 

Exhibit No. ~, her~inbe£ore referred to, is a 

report on the rate 'base, opcratin~ expenses, rate schedule, 

and earnin~s of ~pp1ic~~t. Exhibit No.9, also rererr~d to 

herein, i.s ~ report on 0. study of the op~rn.tions of o.ppliea.."lt 

for th~ ye~r 1950 o.dju&ted to refl~ct acco~"lting pr~ctices with 

which applicant would have 'bcc~ re1uired to confor: if it had 

bcon oper~ting as a public utility during 1950, and for the year 

1951 estimated. Exhibit No. 9 was testifi~d to by an engineer· .. 
on the Co~ssion's staff ~~d the rate base is pr~dicated on the 

appraisal shown by Exhibit No. 10 end prepared by ~~other engineer 
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of the COmmission's st~~f.. Th~ e~rnings info~~ion ¢on~aincd 
-----

th~rein is s~arized and compared in the follo~~g tabulation: 

: 

. . 
: 
: 

DUARTE DOI€STIC iIATER COM?~NY 

:?~r ?ll.C.: Per Co. : 
~. No .. ' 9:~~. No. ~: 
: Year 1950: Year '1951: Per P .. tJ.c., Ex.~ .. No .. 9· 
: A.d.j~t.~ : E::timated: Year 1951 E3ti."DAU!d. 

: .. . .. .. 
.. .. : Present: Proposed : Pro:5ent: Pro'OOsed. .HAte~ 

: ___________ ~!t~~~. __________ ~: __ ~Ra~t~e~~~:~Ra~t~e:5~_w:~Ra=t~e~~~:~~(~1~) __ ~: __ ~(=2~) __ : 
Operating Revenue~ $ S4~020 $155~377 SlOO~3S0 $155~930 $155~9.30 

Ope:'3.ting E:<pense:5 ~ Includ.i!'l.g 
Taxe3 and. Depreciation 

Net Oper~ting Revenuez 

Estimated. Depreciateti 
Hi~torical Cost or 
Production Facilitie: 
(Per Exh. No. 10) 

Aver~ge Rate Ba~e~ 
Depreciat.ed 

Rate o! Return 

76,751 117.,8L. 

37~993 

(1) 
(2) 

A3~uming ~utU3l-ow.nea pr~uctio~ facilities. 
Assuming utility-owned. production facilities. 

486 ~ ,)20# 486~ 520#:' ;26 ~ 520# 
1.7% 8.1% 7.8% 

..:. Includes estimated net ,aving o! $1~590 due to w~ter not purehased • 
Excludcz value for 'Water rlghtz. 
Includes V"dolue for water rights or $161~2SO (3~ 750 sha.res of mutual 
com;~ stock at $43 pe:- :!iha.re) .. 

I~ is eVident from the above tabulation that the inclusion 

in the rate base by the Commission staff witness of. a value for 

water rights proposed by applica.~t to be acquired through ownership 

of mutual coopany stock would have had th~ effect o£ considerably 

~educing the estimated rate of return under the proposed rates. 

Also, it is evident that the est~tes of operating 

revenues and operating expenses, ~~cluding taxes ~~d depreciation, 

for the year 1951 under the proposed rates as submitted by appli­

ca."lt t S witness a.~d by the Commission staff enginee.r, arc not far 

apart, except for net savings due to water not purchased, assuming 
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utility-owned production facilities, as estimated by the staff 

witness. Such savings, the r8cord shOWS, would result primarily 

from th£: elimination by the staf~ witness of interest payments cal­

culated by applicant'S witness as a compon~nt of tho cost of water, 

of $O.oj per 100 cubic fet:'t.. 'rho dcvelopmt.i:nt of this cost was set 

forth in applic~~t's Exhibit No.7. 

In explaining ~~ibit No.7, applicant'S witness testified 

that he had consider~d "interest paid" as ~~ operating expense for 

the purpose of his computation of cost of water purchased. The 

record does not show the basis of xhc d€termination of the items of 

total system administrative expenses of which, as shown in 

said exhibit, 73.6% ~s ~located to pumping costs. 
-This witness fu.-thcr testified that it was his understand­

ing that the $0.03 rate (cost of water purch~sed) would be subject 
'II •. I fl. ' .. _ • '~~ .. 

to revision by the mutual compcny, either upward or downward, 

depending on the "cost:'t to produce such we-ter. When determination 

of such ~CO$ts") whether on a monthly, ~~nual or some othor perioeic 

oasis, would. be nl:lde ~~y the mutucl., is not shown in the record. The 

Commission, therefore, is ~~able to arrive at a co~clusion as to ~he 
-

reasonableness of t~~ cstioat~d rate of retu.~ of applicant, based on 

applicant'z showi4g,with respect thereto. 
, " . ~ . I. .~'" 

Accord~ng to test~ony of applic~~t's president, certain 
, . 

stockholders of ~he mutual cocp~~y arc reluct~~t to turn over the 

water supply production facilities to o.pplica.~t, and, i:'1 fact, the 
• .... " L , _, 

testimony indieat~s ~ha~ they would not consent ~o a pl~~ of ~ppli-

cant's operat:on which would incorp~rate that proposition. The 

underlying reasons for such reluct~~ce are obscure in the record, 

but it appears from the testimony of a~plic~t's president thct 

certain irrigation stockholders would ~likc to make some money" from 

the sale to applic~~t of excess shcres of mutual stock which they 
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own. This wi~ness stated that tbosc stockholders a~~icipated that 

the .3,750 shares of stock to be acquired by the applicant would soon 

prov~ to be an inadeq~te n~~b~r ~nd that more shares would soon 

have to b~! acquired in ord.er to assure to applicant its source of 

water supply, and that the de~nd for the stock would incr~as~, 

. thereby ine:-easing the, price. 

The record shows. that ca:::-nings of applic:tnt might 'be usecl : 

by the mutual company, at the discretion of ~heboo.rd of directors, 

either, of applica.~t or the mutuD.l company, to (1) reduce irrigation 

rates, (2) reduce indebtedness of the mutual company, (.3) effect 

improvements to the mutual irrigation system, (4) effect improvements 

to the domesti.z w~ter production facilities, or (5) rec.uce the whole-· 

sale,or cost of,water rate to appli~ant. Some of these actions 

might be beneficial to applicant and to its consumers ~d some might 

not, and the record does not disclose which Dctions ~~ght be b~nefi­

cial, in what degree, to what extent or when or over wr~t period 

they might be beneficial, if th~y were. The Co~~ssion, thcre£o~e, 
, 

concludes th~t it would not bo in the public interest to authorize 

the stock issuance as applied for. Counsel fo:::- applicant cited the 

matter of th~ CommissionTs Decision No. 42172, dated October 26, 1948, 

in Applic~tion No. 29398, of San Dimas-Charter Oak Domestic Water 

Company for an increase in water rates, as being in point both as to 

mutual company complete ownership of utility stock, ~~d ~s to 

inclusion by the Commission in the r~te base of a value for mutual 

stock owned by the utility. Upon revic~cing this metter, it is 

evident that this case is not in point,i'!1;:f: i! f~. 

~fter a careful review of the applic~tion ~s subQitted end 

the record of the proceeding in this matt~r, it is our considered 

opinion that i't would not be in the public interest to grc.nt the 

application as requestc:d. Our considcr~.:tion:; h~ve included, o£ 
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coursc, applicant's allegations as set forth in the application ~~d 

in the record, as outlined herein~bovc, that it would be in the 

public i:ltcrest for th~ dom0stic w~tl3r systom prop(:rties of Duo.rtc 

Mutual Vlilt(:r Compo.ny -:0 be .lcq,uired and ope::-ated by applict!.."'lt. 

Howeve:, we conclud~ to the cont:ary, in view of the following f~cts: 

1. That the rates requested to be established would result 

in a substantial increase in monthly water bills to. 

present domestic consumers. 

2. That the ::-ccord docs not disclose a sound basis for determin­

it'lg a reasonable rate of return. 

(a) The reco::-d does not disclose a sO~"'ld basis for 

determining a reasonable cost of water to be 

purchased. 

(b) The record 'io~s not disclose a sO\!''''ld basis for 

the placing of a value on the c~pital stock of 

the mutual company .proposed to be acquired by 

applicant for incl':.zion in the r3te base. 

3. That the proposed acquisition by ap?lic~~t of 3,750 shares of 

mutual company stock of an u."'ldeterminable v~lue would not 

nect;:ssarily assure to applicant, over the years, as depend­

able or economico.l a source of water supply as would be 

assured if applicont were to ~cquire these or other physical 

w~tcr production facilities. 

4. That the record shows th:~t the absolute control roldownership 

of all of applicant's c~pital stock '01 the mutu.31 company 

might or might not prove to be beneficial to applie~"'lt ~~d 

its domestic consu:ners~ that the corporate rel\ltionship estab­

lished. thereby would be obscure; that. actions of either 

bo~rd of directors, at their discretion solely, might or 

mi~~t not be equit~ble, or in0quit~ble, as between the mutu:u 
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compa~y ~~d applicont 3S the case might be or a8 the 

circumst~nccs direct, ~~d.th~t it would be ambiguous 

in its purposes ~~d in practice. 

Therefore, the order which follows will provide that the 

application be der.ied.without prejudice. 

o R D E R - - - - .... 

Ducrte Domestic Water Com?~~y having applied to the 

Commission for a certificate of public convenience and necessity, 

for the est~blishcent of rates, and for permission to issue shares 

of ccpital stock, public 'hearings Moving been held, . .:..~d the ::latter 

h~ving been submitted for deciSion, 

IT IS OP~ERED that Application No. JlJ93 filed by Duarte 

Domestic Water Company be end it is hereby denied without prejudice. 

The effective date of this order shall be twenty (20) d~ys 

after the date hereof. 

,11 Dated. at 3w Francisco. California. this ~ d . 
of _-:~=---..:;,,4'.,;.;;;'/1,,,,,'//~ ... '? _____ , 1951. 

V 

day 


