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Decision No. 

BEFORE THE PUBLIC UTILITIES CO~v~SSIuN OF THE STATE OF CAlIFORNIA 

In the ~.atter of the? Application of 
NORTH 105 ALTO~ WATER CO. for (1) an 
order authorizing the sale, Qortgage, 
and transfer of a water system and 
(2) an order authorizing the issuance 
of stock - pursuant to Sections 51 
and 52 of the Public Utilities Act~ 

) 
) 
) 
) 
) 
) 
) 
) 

--------------------------~-~--~,~ .. ~--.) 
In the Matter.- of the Application of ) 
NORTH LOS ALTOS, WATER CO. for (1) a ) 
certificate of public convenience and ) 
necessity, (2' an order fixing ~ate$ ) 
and (3) an order authorizing the ) 
issuance of notes - pursuant to ) 
Sections 32, 50, and 52 of the ?ublic ) 
Utilities Act. ) 

AppJ.ication No. 3546$ 
(Amended) 

Application No. 35469 
(Amended) 

Leon A. Carley and William Stava, for applicant. 
John Donovan and E. Ronald Foster, for the 

Commission staff. 
c. G. Ferguson, for California Water Service 

Company, interested ?arty. 

Nature· of:'Proceeding 

By its applications as amended,lI North Los Altos Water 

Co., a California corporation, seeks a certificate of public 

XI Application No. 3546$ filed y~ 27, 1954, sought approval of the ~' 
transfer of Spinks WatarSystem and authorization to execute a 
chattel mortgage. During the hearing it was dete~ined that the 
transfer had been completed and the purchase price of $60,000 paid 
in full. The application as filed contained a request to issue 4,500 
shares of common stock as part payment for the properties to be 
acquired by the corporation. At the hearing applicant requested that 
the authority to issue common stock be limited to ),140 shares. The 
application was accordingly amended. 

Application No. 35469 filed l,~y 27 1954, requested authority 
to execute a note in the amount of $156,000 covering a contemplated 
loan in said amount. At the hearing applicant stated that the '·loan 
was still being negotiated and the requested authori ty would be 
covered by a subsequent filins. The application was accordingly 
amended. On December 7, 1954, applicant filed an amendment for 
authority to establish increased rates. 
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· A-3546$, 354' ET 

convenience and necessity to operate a public utility water system 

at Los Altos, Santa Clara County; authority to issue 3,140 shares 

of common stock having a par value of $25 per share and an aggregate 

par value of $78,500 in part pay~ent far the properties to be 

acquired and authority to file rates higher than presently being 

charged. 

Public Hearing 

A public hearing was held before Examiner T •. E. Daly on 

January 14, 1955, at San Jose a.nd the matters were s,ubmitted. The 

matters w~re consolidated for the purpose of hearing and decision. 

The only protests related to rates and were limited to a consumer 

and to representatives of the Los Altos Fire District. The 

consumer was of the opinion that the proposed increase in rates 

would place aln unreasonable financial burden upon himself' and his 

neighbors. 

A Fire Commissioner and the Chief of the Los Altos Fire 

District testified that applicant is presently charging higher 

hydrant rates than any other utility in the immediate area and that 

the water system does not offer adequate facilities for fire pro

tection. Users of neighboring water utilities are assertedly 

paying 30 per cent less in fire insurance rates because of better 

facilities. 

Past Operations 

Operation of the system was commenced in 1924 by Charles 

H. Spinks as the result of a real-estate development. It was known 

as the Spinks Water System and was operated .... ~ thout having acquired 

a certificate of public convenience and necessity.. In 1949 the 

water system was sold to Thad c. Binkley and his \<life, Mildred 

H. Binkley, for a cash consideration of ~60,OOO. The new owners 

subsequently caused the incorporation of North Los Altos Water CO. 1 

the applicant herein. Since 1949 the syste~ has undergone 
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substantial reconstruction and improvements. Plant additions have 

been installed by Associated Engineers, Inc., and Pioneer Supply 

Company, organizations which are affiliated with the water system 

through the common and sole ownership of Thad C~ Binkley. 

Pro'Oosed Area 

The service area is situated within the northwesterly 

portion of the Town of Los Altos ani in an unincorporated territory 

adjacent thereto in Santa Clara County_ A map designated as 

Exhibit 4 sets forth the proposed boundaries, except for the 

isolated Deerfield Avenue area hereinafter referred to. Uncertain

ties arose as to the southern boundary wherein it conflicted with 

the servic e area of California Water Servi ce Company. These were 

resolved between the parties and a map designated as Exhibit 5 sets 

forth the southern boundary to w.hich applicant ~~d a representative 

of California ~water Service Company mutually agreed. 

Eleven customers living on :Jr near Deerfield Avenue, which 

is adjacent to territory served by California Water Service Company, 

have been served by applicant ~~d its predecessors for many years. 

Applicant serves these customers with water purchased from the 

California tArater Service Company. 

Water System 

~vater is supplied from seven deep wells and the systel:. is 

fully automatic~ Applicant operates five pumping stations
l 

each 

being equipped with a surface tal:lk in which the water level is con

trolled by float switches operating the deep-well pumps. 

The system consists of approximately 99,300 feet of mains 

varying from 2 to $ inches in di,~eter_ As of December 31, 1954, 

service was supplied to approxi~1te1y 1 1 200 users ~~d 44 fire 

hydrants. 
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Other Available ~Jater SupplY 

It appears that there is no other Fublic water supply 

available to serve the hereinabove designated area. 

Financity; 

A pro forma balance sheet as of January 1, 19$4, intro

duced by applicant as Exhibit 3 in this proceeding, shows the assets, 

liabilities and net worth of the present owners of the water system, 

as of that date, to be as follows: 

Fixed Capital 
Less Depreciation Reserve 
Cash and Deposits 
Accounts Receivable--Consuoers 
~4terials and Supplies 
Prepaid Expenses--Insurance 
Construction Work in Progress 

As~ets 

$342,644.64-
60J734-~00 

Total Assets 

Liabilities 

Capital 
Notes 'Payable--John R. Lindsay 

T. C. Binkley 
Accounts Payable 
Taxes Accrued 
Hydrant Rentals Billed in Advanc(~ 
Consumer Advances for Construction 
Donations in Aid of Construction 

$ 500.00 
100,000.00 

Total liabilities 

$2$1,910 .. 64 
;,$61.4.5 
2,782 .. 58 

207.14 
82.$4-
62.50 

$299,907.15 

$ 7$,513.14 

100,500.00 
57,055.09 

259.72 
1$0.00 

50,$99.20 
3.500.00 

$290,997.12 

The $100,000 note payable to T. C. Binkley is a demand 

note calling for interest at the rate of .5 per cent per annum. 

The $57,055.09 of accounts payable includes $54,$43.80 due Associated 

Engineers, Inc_, a~d Pioneer Supply Co. During the course of these 

proceedings applicant did not offer a plan to refinance the~ 

ob.ligations and it is proposed that they will become liabilities of , 

the corporation. 

Applicant corporation proposes to issue 3,140 shares of its 

common stock of tr~ aggregate par value of $7S,.500 to Thad C. and 
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IUldred H. Binkley for their equity in the water syst'eu., which 

equity is reported as $7$,51).14 in the J~~ua.-y 1, 1954, pro forma 

balance sheet. 

Applicant advised that additional financing is contem

plated for the near future through the issue of a long-term note 

in the principal amount of $150,000. The proceeds from such 

financing would be used to liquidate the open account indebtedness 

to affiliated companies, to finance future construction requirements 

and to refinance in part the note payable to T. C. Binkley. 

Present and Proposed Rates 

The present minimum charge is $1.50 per month for 

600 cubic feet or less of water supplied through a 518- by 3/4-inch 

meter. Applicant proposes increasing the minimum charge to $2 per 

month for 500 cubic feet or less of water. TYpical billings under 

applicant's present and proposed rates and under those rates 

hereinafter authorized are as follows: 

Monthly Consumption Present 
Charge Eer ~onth : 
Proposed :Authorized Rates: · · in Cubic Feet Rates · Rates . A12Eendix A · . 

° - 500 $ 1.50 $ 2.00 $ 1.90 
600 1.50 2.25 1.90 
SOO 2.00 2.75 2.40 

1,000 2.50 3.25 2.90 
1,500 3.75 4 .. 50 4.15 2,000 4.$0 5.75 5.40 
3,000 6.S0 8.25 7.90 
5,000 10.60 '12.25 11.90 

10,000 18.10 22.25 21.90 
20,000 33.10 42.2; 41.90 

The present charges for service to public fire hydrants 
range froo $1.75 to $3.50 per hydrant per month, depending upon the 

size and type of hydrant and the size of main to which it is 

attached. Applicant proposes monthly charges per hydrant of $2.00 

and $2.25 respectively for 2i- and 3-inch wharf-type hydrants and 
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$3.00 and. $3.50 respectively for 4- and 6-inch standard hydrants, 

without regard to the size of the water main from which service is 

supplied. .. ," 

Results of Operations '"" 

Independent~studies were prepared by applicant and the 

staff and received in evidence as Exhibits 3 and 6 respectively. 

The staff's study co.ve,red the operations for the year 

1954. The revenue and expense figures for that year are estimates 

based upon a review of the previous three years. Adjustments were 

made which allowed for abnormal and unusual situations. They 

included such items as nonrecurring expenses, changed service and 

operating conditions. Wages and salaries were placed upon a 

current level. Certain nonoperative property, which applicant 

included in its rate base, was excluded in the staffTs exhibit. 

Different methods were employed in determining the rate 

base. The staff used an a~erage between the beginning and the 

end of the year. Applicant used the year-end rate base although 

it used a yearly average for the purpose of deter.oining the number 

of consumers and the water consumption per consumer. Applicant was 

of the opinion that while the average rate bese is the reasonable 

one to apply in the case of an est~blished utility where additions 

and betterments are a nominal percentage of that capital, it should 

not be applied in this instance. It was indicated that applicant 

increased its capital 32 per cent by betterments in 1951, 30 per 

cent in 1952, 23 per cent in 1953 and 12 per cent in 1954. 

Applicant expects to spend approximately $32,500 for capital 

expenditures during 1955. 
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Comparison of App,licant Ts and Staff's Studies 

12.& 

· Starr Applicant · · Pre"sent : Proposed Present : Proposed · Item Rates Rates Rates Rates 

Revenue $ 60,$$0 $ 74,310 $ 5$,4.70 $ 71,3.3.3 

Expense* 51,060 56,340 50,695 ;4,914 

Net Revenue 9,$30 17,970 7,775 16,419 

Rate Base (Depreciated) 235,000 235,000 252,7$0 252,7$0 

Rate of Return 4.1$% 7.65% 3.07% 6.50% 

* Federal Income Tax at 52 per cent. 

Conclusion and Findings 

After consideration the Commission is of the opinion 

that the staff's study presents a more complete analysis and 

therefore will be adopted. 

Because of applicant's substantial construction program 

its rate of return has gradually decreased over the past few years. 

It dropped from 4.$4 per cent in 195.3 to 4.1$ per cent in 1954. 

It is reasonable to exp~ct that it will decline another .6 per cent 

in 1955. 

The proposed increase in hydrant rates, which would result 

in an annual increase of approximately $200, has not been justified 

and therefore will not be authorized. 

Attached hereto as Appendix A (by reference made a part 

hereof) are rates which are designed to render a rate of return of 

6.$ per cent based upon the results shown in Exhibit No.6 for the 

year 1954~ Taking into consideration the anticipated decline in 

return due to capital additions for improvements and growth and the _~ ___ _ 

disallowed hydrant rates, applicant should realize a rate of return 

of 6.2 per cent for the year 1955. Based upon the evidence of 

record the Commission hereby finds said rates to bel just and 

reasona b 1e • 
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During the course of the hea.ring it was ascertained that en -, 
October i4~ 1952, Ordinance No. 650 was passed by the Board of 

Supervis:or's or the County of Santa Clara granting to applicant a 
~ , t~ ••• 

fran,chise ,t~ construct, operate' and' maintain 'a water system under',! 

upon and ¢Yer the public streets and roads of said County. Ap~lic~nt 

is hereby informed that application should be made to this 
, . 

Commission for a certificate of public convenience and necessity to 

exercise the rights, pr'ivileges and franchise granted by 

Ordinance No. 650 (Sec' .. 1002 Public Utilities' Code). 
, , 

Applicant should use the depreciation accrual rates 

shown in Table 7-A of Exhibit 6 in this proceeding until such time 

as major changes in plant composition occur or a future review 

indicates that such accrual rates are inappr?priate. 

r,le conclude from the evidence of record that applicant 

should be granted the requested certificate and that it should be 

authorized to issue the shares of stock for the purposes l':lereinabove 

mentioned. 
'.', ' . 

The certificate of public convenience and necessity 

issued herein is subject to the following provision of law: 

That the Comrilission shall have- no pewer to authorize 
the capitalization of this certificate of public 
convenience and necessity ¢rthe riint to own, 
operate or enjoy such certificate of public c-onven
ience and necessity in excess of the amount (exclusive 
of any tax or annual chargeJ: actually paid t() the 
State as the consideration' for the issuance of such 
certificate of public convenience and necessity or 
right. 

" 

QR~~R 

The above-entitl'ed applications ha. ving been considered, 

a public hearing having been held, the matters having been submitted 

and now being ready for deci'sion, 
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" ,t , , . • ' ! ~.' ~ •• ' ••• , ;,.:, 

''>' 

IT IS HEREBY Fourui "SA FACT that public' convenience and 

necessity require and will require the operation of a public utility 
. -
water system by applicant, North Los Altos vlater Co'., in the area 

. , 

delineated on map . designated Exhibit 4, as amended by Exhibit 5, 

in this proceedini and ~~ therscall isolated area in the vicinity 

of Deerfield Avenue;'therefore, 
~ 

IT I S HEREBY OWERED: 

1. That a certificate of public convenience and necessity 

be and it is hereby granted to North Los Altos Water Co., a 

corporation, to operate a public utility water system for the '" : 

distribution and sale of water within the territo'ry here:!.nabove 

described. 

2. That applicant is authorized to file after the· effective 

elate of this order the rates set forth in Appendix A attached to 

this order, together with rUles a'nd a tariff service' area' map, '" 

acceptable to this Commission and in accordance with~':th:e' require-
.. 

ments of General Order No. 96. Such rates, rules and tariff 

service" area I!lap shall become effec'ti:ve ,upon .f.~ve . day s',J.".no,tic'e'· to 
" . 

the Commission and to' the public: after::,.t'iling. as· hereinaboVe 

provided. \",::.:. ~; .. ~" : . '(. ' 

3. That applicant shall file, within forty"days after the ' ---effecti ve date of this order, four copies of a comprehensi ve map, 

drawn to ~~'indicated scale not smaller than 500 feet to the inch, 
.. 

delineating by appropriate ~arkings the various tracts of land and 

territory served; the prinCipal water production, storage and 

distribution facilities; and the location of the various properties 

of applicant. 
~ '" . 

4. That applicant shall determine future accruals for 

depreciation by dividing the original cost of plant less estimated 

future net salvage less depreciation reserve by the estimated 
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remaining life of the plant; applicant shall review the accruals 

when major changes in plant composition occur and for each plant 

account at intervals of not more than five years. Results of 

these reviews sr4ll be submitted to this Commission. 

5. That applicant shall set up on its books the plant 

accounts and the depreciation reserve as of December ;1, 195;, 

substantially ~s shown in Table 6-A of Exhibit 6. 

6. That applicant, after the effective date hereof and on 

or before July 1, 1955, may issue and sell, at not less than $25 

per share, 3,140 shares of its capital stock for the purposes set 

forth in the foregoing opinion, it being the opinion of the 

Commission that the money, property or labor to be procured or 

North Lo~ A~tos Water Co •• ~or the purpose~ herein s~ated. w~eh 

~urposes are not, in whole or in part, reasonab11 chargeable to 

operating expenses or to income. 

7 - That applicant shall file wi th the Commission monthly 

reports as required by this Commission's General Order No. 24-A, 

which order, in so far as applicable, is made a part of this order. 

The effective aate of this order shall be twenty days 

after the date',hereof. 
San F.o~nd:,,~1" 

Dated at ________ , California 1 this 
--- .... ",oJ·Rv r to:-.. \ r\ \. of _______ , 1955. 

Commissioners 



APPLICABn.ITY 

APPENDIX A 
Pa.ge 1 ,.f 2 

Schedule No. 1 

GENERAL METERED SERVICE 

Applicable to all ~etered water service. 

TERRITORY 

The northern portion of the City ot Los Altos ani adjacent. 
unine~rporated territory, Santa Clara County. 

Per Meter 
per Month 

Quantity Rate3: 

Fir3t 600 cu.ft. or less •••••••••••••••••••• 
Next 2,400 cu.ft.) ~r 100 eu.!t •••••••••••••• 
Next 20,000 cu.ft., per 100 cu.ft •••••••••••••• 
Over 23,000 eu.ft., per 100 cu.ft •••••••••••••• 

Ydnimum Charge: 

For 5/S x 3/4-ineh mete:- ........... " ............. . 
For 3/4-ineh Qeter •........... ~ ...•..•..• 
For l-inch meter e .................. 4ft •••• ., 

For 1-1/2-ineh cete~ ••••••••••••••••••••••• 
F"r .2-inch :leta:" ........................ . 
For 3-inch meter ••••••••••••••••••••••• 

Tho Y.inimum Charge will entitle tho customer to 
the ~uantity ~f water which that ~~ charge 
will pureha.3e at the Quantity R:l.tes. 

$1 .. 90 
..25 
.20 
.15 

$ l.90 
2.75 
4.00 
6.00 

10 .. 00 
20.00 



APPLICABn.ITY 

APPD-.'DIX A 
Pa-go 2 or 2 

Schedule No. ~ 

PUBLIC .E!!:§ HYMAN!' SERVICE 

Applicable to all pt,UiLic fire hydrant service :"e!'ldered to municipalities, 
duly organized c;r i."lcol"'pOntod fire districts, or other political sub
divi::3ions. 

TERRITORY 

The northern portion o.f the City of los ..utos a."ld adjacent uninco~
rated. territory, Sant.a. Cl~a. C01,;."lty.· 

RATES 

. 
~ . . . " 

Type 
: of 

H.,dl'llnt 

Wh3.:'fhead 
W'h."U'fhead 
Standard 
Standa.rd. 

SPECIAL CONDITIONS 

• 

Size 
of 

Cl"lnr.ecti.,l'l 

2~inch 
3..inch 
4.-inc1'1 
6-1nc1'1 

~ Per Hydrant per. ~nth . : . 
(. Ditl.!l'lCt~r of Main Suppl'Y:i~g Hyd;n."I.!:~ 
:; Smo.llcr 4-I!'lch and. :6-lnch:! 
: than Less ":.han and £: 
:: 4-Inch 6-Inch larger:· 

$1.50 
1.75 

$1.75 
2.00 
2.'50 
3:00 

$2~ 
2.25 
3~OO 
3~50 

1. Fire hydrants will be attacneci to the utility' ~ distribution mains 
for public .fire protection only upon receipt of proper re~olution p~ssed. byi:o."le 
local .fire protection a,geney. Said resolution must designate the ty:pc o.f 
hydr~"lt, size of cor~ection and specific locatio!'l ~t which each hydrant is 
to be inst.llleci. 

2. The cost of fur:lishing, insta.1J.ing and l:laintainirlg t~ hydrants 
will be ':)orne by the utUity. 

3. The above rat()s include use of water .for .fire .fighti."l8 purposes and 
scheduled fire drills only. QiUl!ltitics of water delivered through fire 
hydrants for a."lY other purpose will be e3timatoe. or measured and charges will 
be made ~t the monthly qu~tity rates under the General Metered Service 
schedulo. 

4,. Tho utility will supply only sueh water at such pressure a:s may be 
available from time to tioe a:3 tho r,e.5Ult of its normal opera.tion of tho 
system. 


