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BEFORE THE PUBLIC UTILITIEZS COMMISSION OF THE STATE OF CALIFORNTA

Apnlication of Eastshore Consolidated )

Water Company to operate a water sys- ) Application No. 38529
tem In lower Eastshore area, Clearlake, ) As fAmended

Loke County, and to establish rstes. )

Heber James Brown, for applicant. .

Ralph v. Devoto for Richard Hodges and Harold
Drebert (dba Burns Valley Water Company) by
Henry B, Morse, Jr.; Eighlands Water Compaay
by G. 4. Johnson, protestants; State Depart-
ment of Public Health by Serge V. Spiridonoff:
Kurt Schamber, in propria persona, interest
parties.

John F. Donovan and Robert C. Moeck, for the
Commission stalt.

QREINIQXN

Nature of Progeeding

In this proceeding Eastshore Consolidated Watex Company,
a California corporation, seeks (1) a certificate to operate public
utility water systems in three areas in lake County, (2) to estad-
lish flat rates for service therein, and (3) authorization to <issue
$125,000 of capital stock. The original application in this mstier
was filed by one John G. Larson on November 16, 1956, and conmcerned
an area of about 300 acres near the community of Clearlake Highlands,
Lake County. An zmendment to the application was filed on February
19, 1957, such amendment substituting the corporation as the‘party
applicant and, further, seeking certification for a second area
known as the Anderson Subdivision, such subdivision being on the
westerly shore of Clear Lake near Brown's Landing. At the publie
hearing in the matter, certification of a2 +hird area, comprising
subdivisiens known as Bella laguna, Brendelin Tract, Wilder Tract,

Clear Lake Vista, Lakes End, Lakeside Park and intervening territory,

was also sought. A second amendment was filed May lh, 1957, such
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amendment seeking to establish rates for metered water service a2nd
correcting deficiencies 4n earlier filings.

‘Publig_Hemring‘

After due notice to the public and to each of the grantees

to whom deeds for property within the original 300-acre area had been
delivered, pudblic heering in the matter was held before Examiner F.
Everett Emerson on April 9, 1957, at Clearlake Highlands, Leke County.
The matter was submitted on May 1%, 1957, upon receipt of late-filed

exhiblts and the second amendment to application above mentioned.

The Applicant and Its Financing

Applicant 1s a California corporation formed, primarily,
for the purpose of constructing a2nd operating 2 water system in areas
subdivided many vears ago. Lots within these 0lé subdivisions have
remained unimproved and 211 of them have reverted to the State because
of nonpayument of taxes. In recent years, applicant's officers, as
ﬁgents for 2 real estate firm and for prospective individuel purchasers
of lands under tax sales, have promoted the sale of 2,609 lots within
the various subdivisions near Clearlake Highlands. As of March 31,
1957, approximately 850 persons had completed such lot purchases,
through applicant’s officers, and their average holdings were 2.7
lots each. Applicant desires that each of these new owners become
stockholders in the water company.

As a part of the fee and purchase price collected from
prospective purcheszers of lots, the promoters set aside in special
funds an amount of $10 per lot for use in the development of a water
system. In additlon, the promoters collected and have reserved the
further s of $5% per purchaser which is also to be used for develop-
ment of the water system and for which 1t I1s proposed that the pur-
chaser will receive shares of the capital stock of applicant. It
would thus appear that the promoters have zlready collected about

$26,090 on the basis of lot sales and about 745,900 on the basis of
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purchasers, or a total of £71,990, from applicant's future water
customers for the developument of a wateor system.

Applicant's authorized capitalization consists of 200,000
shares of the par value of $1 per share and of the aggregate par
value of $200,000. In the preseat proceeding applicant seeks
authority to issue $125,000 of such stock in exchange for cash and
properties, and some unstated additional amount as "sromotional
Stock" for applicant's president.

As of ¥arch 31, 1957, applicant asserts that the promoters
have expended $46,361.98 In initially developing a water system, such
sun Including, however, an amount of $13,000 for the purchése of
approximately 79 acres of nonoperative real property located near
Lakeport. It seems, therefore, that as of that date approximately
$33,362 had been expended in developing the physical water systen.

It appears that completion of the initial water system
will require expenditures of an additional $80,000, applicant's
engineer having estimated the total cost of the physical plant as
being $113,780.96.

Applicant proposes to reimburse the promote;s for the
amount of $46,361.98, assertedly already expended, by issuing stock
therefor. The promoters have on hand approximately 528,628 (871,990
collected, less 346,362 expended) in cash yvet %o be de&oted to the
water systen and for which applicant would exchange shares of stock.
It is averred that the promoters might additionally purchase the

remainder of the shares of stock sought to be issued out of funds

obtained from the sale of property within the proposed certificated

service area of applicant.

Applicant proposes to use the 79-acre tract near Lakeport
as 3 source of revenue to assist in meeting the operating expenses of

the water system near Clearlalke Highlands. I%ts plan is to sell lots
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within such fraet and devote the profits thereof to the operations

of the water system. This phase of applicant's plans 1s further

discussed below.

Area Develooment and Water Facilities

Three general arcas are involved in applicant's plans and
for which applicant sceks cortificate of public convenience and
necessity. These will be termed(l) Highlands, (2) Bella Laguna and
(3) Anderson herein for convenience in discussing the areas and
water facilities.

(1) Bighlands:

This area comprises about 300 acres containing about 2900
lots. Within 1ts outer boundaries, as delineated on Exhibit A
attached to the originzl application, appear to be a number of sub-
divisions imown as Parkers Addition, Plats 1, 2, 3, 4, 5 and 6;
Chatesu Villas; Tracts 3, 4 and 7; and Valley Vista Addition; all of
whlch lie to the east of State Highway Route No. 53 near Clearlake
Highlands and Clearlake Park. WUpon hearing expressions of the op-
position of nearby water companies, applicant withdrew its roquest
for certificate for Valley Vista Addition and for that portion of
Tract 7 lying to the west of Spruce Avenue.

Contrary to the clearly stated provisions of Seection 1001
of the Public Ut;lities Code, applicant has proceeded with the
construction of an intended public utility water system to serve this
area. Appllcant 1z using the waters of Clear Lake as its source of
supply and is pumping water, by means of a 15-hp electric motor-
driven pump, from a percolating well located within the lake. Water
from the lake Is then conveyed through about 3200 feet of 6-inch
line to a 15Lpp booster-pump station and 2%,000-gallon detention

tank located at the northeast corner of Manzanita Avenue and 34th
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Avenue. As of the date of hearing applicant nad installed approxi-
mately 12,000 feet of mains and had practically completed the
installation of an 80,000-gallon storage tank in addition to the
well and the two pump stations. Complotion of the initial system
To serve this area will require installation of an additional
83,000 feet of mains, according to applicant.

Applicant’s best estimate of area development 1is that the
systen will sefve an average of 140 customers during the first five
years of operation and that at the end of such period 400 customers
may be coanected to the system. Cnly a few permanent or year=round
customers are anticipated, the majority being only summer-vacation
or week-end users of water.

(2) Bella laguna:

This area 1is bounded on the north by Lakeside Avenue and
on the south by Garner's Lakeside Park Subdivision and encompasses
all the Territory between such doundaries extending from the shores
of Clear Lake to State Eighway Route No. 53. The acreage and the
nmber of lots involved appear To0 be unknown to applicant. IZxcept
for the 6-inch line, between the percolation well and the Eighlands
arca above discussed, located in Lakeside Avenue, applicant has no
facilities in +thais areé and has developed no specific plans for serv-.
ing the area. Water needs within the area are now being met, primar-~
ily, by means of individually owned wells. As of the date of hearing,
applicant anticipated that 1t might serve 12 customers in this over-
all area.

ObJection to the certification of applicant in this area
was voiced by the manager of a neighboring mutucl water coapany who

testified that the mutual had long intended to serve the area, had

always considered it as part of the mutual's territory and has, in




A-38589 GH

fact, facilities already in place along the state highway and at

Lakeside Park from which the various subdivisions could be and are

intended to be served.

(3) Anderson:

This area lies along the westerly shore of Clear Lake at
a place known as Brown's Landing and is a proposed new subdivision
contalning adbout 70 lots. As of the date of hearing the subdivision
had not recelved the necessary approval of the county or other public
agencies and no map was available which would show the area's:
boundaries.

As in the case of the Highlands area, applicant has pro-
ceeded to install an intended public vtility water system in the
arca. The source of supply for this system 1c also Clear lLake and
obtained through a percolation well loszated in the lake, pumped by
means of a 15-hp electric motor-driven pump similar in layout to that
for the Highlands area. The well, pump, water mains and a storage
tank are now in place for this systen.

Applicant anticipates thet the development of this area
will proceed at a rate not exceedihg 5 customers per year. The ¢ost
of the system 1s reported to be $8,615.35.

Prospe¢tive Results of Operations

Applicant's baslc rate proposal is that it will charge a
flat fate of 324 annually to seasonal users and will charge for
permanent or year-round usage at meter rates identical to those now
effective on the mutual water company system serving Clearlake
Eighlands. Applicant's best estimate of the total annual revenues
‘derivabdble from such charges for the Highlands area 1s the sum of
$3,360. Such estimate is based upon applicant’s assumed development
of an average of 140 customers for the first S~year period. Appli-
cant made no estimates of revendes which night be obtained from the

Bella Laguna and Anderson areas.
=6~




A-38589 GH

ith respect to the expenses of operating the Highlands

System, the testimony of applicant's vwresident indiecates an annual

total of approximately #7,200 bvefore any provision for payzent of

taxes or proper amounts for depreciation. No estimates of the
expenses of operating the systems at Bella Laguna or at Anderson
were made by appllcant but it is reasonable to assume that, elthough
probably small, additional expenses would necessarily be incurred
for such systems.

From the evidence respecting revenues and expenses, the
econclusion 1is inescapable that applicant is faced with serious
financlal losses and a deficit of not less thaa 53,800 anmually.

Clearly faced with operating losses under the woter rates
applicant proposes to charge, applicant intends to subsidize the
water operations through funds hoped to be obtained from the sale of
lots within the 79-pere tract located near Lakeport. In this con-
nection, applicant estimates that such sales would produce an snnual
amount of £13,000 during the first five-year period. Such amount,
however, would be nonoperating revenue de:ived from nonoperative
property. The evidence indicates thaot althouch the lots are "view"
Llots and of the type desired by the publie, they are of 1little or no
value wless streets and other roadways snd the customery utilities,
including a water system, are brought into the area. The entire
tract 1s now but raw land even though map records indicate its
subdivision Into lots. No evidence respecting 1ts prospective devel-
opment was offered in this proceeding and applicant apparently knew
of no means by which the necessary utilities would be provided the
area. It seems, therefore, that the development of this area is
highly problematical and that as o source of income which might be
devoted to applicant's prospective utility deficit 1%t is highly
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uncertain and spoculativeo,

Position of Protestants

Applicant’s originally proposed Highlands service area was
objected to by the Burns Valley Water Company on the grounds that
such area would include territory in which 1t was already rendering
utility service. As hereinabove meationed, applicant withdrew from
its request that nortion of the area served by Burns Valley Water
Company.

Applicant's proposed Bella Laguna service area was objected
to by Highlands Water Company, & mutual water company holding itself
out to serve the identical area, as hereinabove discussed.

While no person objected to the estaplishment of pudlle
utility water service within the Highlands area, counsel for the
owners and operators of the Burns Valley sysitem voiced their serious
objection to the certification of avplicant to such area, it being
thelr position that applicant is not financially competent to serve
the area and that the public interest demands that only a finanelally
competent utility be permitted to enter the area.

Conclusions

This Commission has in many decisions stated the funda-
zmental principles of utility operation and regulation required, by
the laws of this State and the voliciles and practices of this
Commission, to be met by those who would enter the public utility
water business. We briefly restate them here.

When an applicant, as herein, seeks the privilege of

operating as a public utility it thereby dedicates its service to the

public and covenants with the State <h-t 1t will perform its pudlic

duties as a utility. Of these duties, a2 nost fundamental onme is

that 1t will furnish an adeqguate and continuing service to the pudlic

at reasonable rates. The public interest is paramount and 1t is the
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plain duty of this Commission to protect that interest. The pProspec-
tive water utility must have some prodablility of successful operations
1f the public interest is adequately to be served. If it does not

it may collapse, leaving the water users who are completely dependent
upon 1t for one of the basic necessities of life with a deteriorated
system or inadequate service or, indeed, with no water service what-
soever.

Although we have power T0 Issue certificates of public con-
venience and necessity, to authorize execution of evidence of indebt-
edness and to authorize the issuance of stock, and to attach
reasonable conditions to such grants and authorities when appropriate,
this Commission should be slow to exercise that power when by so
doing an applicant will commence its utility life under such 2 heavy
financlal handicap that its demise seems certain or when 2 continuing
utility service at reasonable rates to the pudlic seems o be uncer-
tain. This Commission would bYe seriously remiss in its duties if it
were to permit the creation of a utility which could bring only
trials and tridbulations, if not disaster, to the utility, its patrons
and the community.

In ouwr opinion the financlal aspects of the prospective

results of applicant’s operastions are not merely inadequate but are

grossly deficient. Applicant's president claizs to be no more than

a2 salesman employed by the promoters and there 4s no assurance that
the real estate cozpany has or will uwnequivocally supply the funds
necessary to complete or operate the water system. In addition,

the record in this proceeding will not permit of the finding required
by law that all of the purposes for which applicant seeks to issue

stock are not reasonadbly chargeable either to operating expenses or

to income.
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In view of the evidence no certificate will de 4ssued o
this applicant.

Public hearing heving been held, the matter having been
sulmitted and the Commission desing its order upon the findings and
conclusions contained in the foregoing opinion,

By ISIORDERED that the application of Eastshere Consolidated
Water Company, filed herein as Application No. 38589, be and it is
horeby denied.

-

The effective date of this order shall de twenty days after
the date hereof.

Dated at___ tos Anceles , California, this_ 2fer/.

day of neyY < 1957

N . President

Commissioners

Commissioner_Matthow J. Dooley, being
necossarily adbsont, did not Particizgate
in the disposition of this proceodlng.




