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BEFORE THE PUBLIC UTILITIES COMM!SSImr OF T"AE STATE OF CALIFORNIA. 

In the Matter of the App1ic~t10n of 
tAKEWOOD WATER &: POWER COMPANY, a 
corporation, for an order author!.z'1ng 
applicant to increase !. ts water rates.- Application No. 37844 

OPINION AND ORDER REQUIRING UTILITY TO MAKE 
AvAllABLB Cl-;?i!AtN BOoRS AND l .. .:sboRDS 

La.kewood Water &: Power Comp~ny" a California corporation (here­

inafter referred to as "the uti1itylf), by App1ica.tion No. 37844" 

seeks an order of this Commission authorizing an increase in its 

water rates. 

Public hearings were held in Lakewood on Septem'cer 26" 

November 28" 29 and 30, 1956 before CO~~ssioner Rex Hardy and 

Examiner Stewart Warner. 

In support of its application for a rate increase" the utility 

introduced evidence \'lhich revealed that from some, t1me 1n 1950 'W'ltil 

June" 1956, the utility paid to Mutual Pipeline and Construction 

Company (hereinafter referred to as "Mutual") for labor and eqUipment 

furnished by Mutual for the installation of water mains" services 

and fire hydrants the sum of $818,,578. T'll1s is the total Stml paid 

for installations by the utility during this period. 

The record disclosed that Mutual is an un1ncorpo:r'ated enter­

prise engaged in the bUSiness or- pipeline construction and that the 

major1ty portion of the business is owned by the Wife" adult son, 

minor daughter and brother-in-law ot Lee T. Hollopeter, the general 

manager~ secretary-treasurer, and one of the d1rec~ors of the utility~ 

It was also sho~ that the California State Co~tractorf$ 

License under which Mutual does business is issued in the name of 
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Mr. Hollopeter's wife. Mutual'z business orfice oecupies space 

controlled by v~. Hollopeter at the same address where Mr. Hollopeter 

ma,1ntains his own personal office. The utility f 3 business office 

is in the 1mmediate Vicinity. The record is clear from the testi­

money of Mr. Hollopeter himself that he dominates an<1 controls the 

business activities of Mutual through the medium of the members of 

hi:: to.m1ly. 

During the period in quest10n l 1950 to June, 19561 the 

utility'S chief engineer negotiated with the general manager or 

Mutual relative to construction contracts. Arter these parties 

arrived at an adjusted figure l the contract was submitted to Mr. 

Hollopeter. In this period" while unit costs of work peI,"formed by 

Mutual for the utility were increasing" no ~ids were received by 

the utility tor pipeline construction work. 

The Chief engineer is subordinate and responsible to Mr. 

Hollopeter" the general mana.ger. As general manager 1 Mr. Hollopeter· 

has full authority to hire and fire personnel l including the chief 

engineer" and has authority to extend contracts and limited author-

1 ty to modify contra&ts. 

The record also revealed that the president and the two V1ce­

preSidents of the utility have many othe~ bUSiness interests and do 

not devote full time t·o the utili ty 's opera t1ons. 

Upon these facts" having been disclosed by the record" the 

COmmission staff representative made a motion that the utility be 

directed to make available to the staff the ~ooks and records ot 

Mut\l3.l for the purpose of determ1ning the reasonableness of the 

charges of Mutual to the uti1itYI which charges appear on the books 

of the utility. 

It is upon that motion that this Commission is now asked to 
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rule. 

It is a fundamental pr1rlc1ple 1~ rate mald.ng Proceedings that 
-,'I ,~-__ 

all charges made by a util1~y against 1t~ ratepayers be reasonable. 
',- , ~. 

(Smyth v. ~I 169 u.s. 4661 544-545, 42 L. ed. 819, 848-849.) -It 

is the duty of this COmmiSSion to preven~ a utility from passing on 

to the ratepayers unreasonaole costs of mater1a1s or services. 

(Western Distributing Co. v. Public Serv. Comm., 285 u.s. 1191 126-

127, 76 t. e~. 655; Dayton Power & Light Co. v. Public Utilities 

Co~m., 292 U.S. 290, 295, 78 L. eo.. 1267; PaCific Tel. & Tel. Co. v. -
PubliC Utilities Comm., 34 Cal. (20.) 822, 826~) 

Moreover, the burden of proo~ is upon the utilitYJ if it is 

to prevail l to este:olish the r(~aSOnableness of such charges. It 

does not ~eet this burden by p~oV1ng its books of account or the 

fact that the charges were incurred.. In add1tion
l 

there must be 

independent proof in the record of reasonableness of the cr~rges._ 

(Public Service Coord1."a ted etc. Co. v.. State or Net-t Jersey (Supreme 

Court of New JerseY)1 74 At1. (2d) 580
1 

591-592.) 

While it is perhaps true thatJ in most 1nstances
l 

the contract 

price can be regarded as a reasonable measure of the cost to the 

ratepayer l this is not the Situation where there are absent the 

~ual safeguards of bargaining 4Lnd competition. When there is a. 

lack of arm's length dealing l brought about by the relationship of 

the parties l this COmmiSSion is entitled to a fair shOW1ng of the 

reasonableness of such costs l altho~~ this may involve the produc­

tion of evidence which would ,not 'otherwise be reqUired. 

Based upon the evidence thus far adduced
l 

we ~~d that there 

exists a relationship of t~t and confidence be~deen Mr. Hollopeter 

and the utility and that there exists a like relationShip between 

hi1'n and the construction compa.ny. ~le" also" find that therelsti0nz.":dp 
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between V~. Hollopeter and the utilitYI on the one band l and between 

him and the construction company, on the other hand, is sueh that 

he has a full opportunity to unlawfully and preJud1cially affect 

the relat10nship be~leen the utility and the eonstruction company 

to the detriment of the ratepayers of the utility. We do not say 

that Mr .. Hollopeter has so acted. What we do say is that the 

Comm13s10n 13 entitled to a full d1sclosure o~ all elements of the 

transactions between the util1ty and the construction company for 

the purpose of ascerta1ning if any or tho3C transactions constitute 

unreasonable charges against the util1ty to the ~etr1ment o~ the 

ratepayers of the util1ty. 

We further f1nd that, in order that this Comm1ssion be fully 

advised whether undue advantage has been taken of the eXisting 

situation to 1mpo~e an unreasonable burden upon this utility and on 

its ratepayers, the public interest reqUires that the books and 

records of the construction company be made available to agents and 

representatives of the COmmission. 

ORDER 

Por the reasons stated in the foregOing opinion, 

IT IS ORDERED that the motion of the COmmission st&rr re~re-. 
sent~tive be granted. 

IT IS FURTHER OF.I>ERED tha t y~.. Hollopeter and the utility 

cause the books of'account of the construction company and support­

ing data rela t1ng to the transactions between the utilitY and the 

construction company to be made available within twenty days ~rom 

date hereof to the authorized agents and representatives of the 

COmmiss1on for their examination. Should said bookz of account and 

supporting data oe not made available l the Commission will give 
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consideration to dismissing the rate 'increase application herein 

or removing1t trom the calendar until this order has been complied 

with. L 
. .' /'7 ;/ 

Dated at . " ,de ... W'.<rp/L< , 

day 0WO /6<: , 1957. (~ 
'. ---

California, this ~h' -:r,f 
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()ssioners 


