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BEFCRE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application of )
AVILA WATER COMPANY, a corporation, )
(1) for increase rates for water )
service rendered in and in the )
vicinity of the uniacorporated town )
of Avila, San Luis Obispo County, )
(2) for a certificate of public ) Application No. 38462
convenience and necessity to operate)
a public utility water system and )
sell water within a certain terri- )
tory, and (3) for authority to )
restate its fixed capital accounts.

)
%
FRED A. SHAEFFER, ET AL., )
Complainants,)
vs. ) Case No. 5703
)
)
)
)
)

AVILA WATER COMPANY, a corporationm,

Defendant.

Wyman C. Knapp of Gordon, Knapp & Gill, for Avila
Water Company, applicant and defendant;

Jack P. Kaetzel, and Frank L. Sorague of Orrick,
Dahlquist, Herrington & Sutcliffe, for Joseph
E. Gregory; Bert Smith, Mayor, and Richard F.
Harris, City Attorney, for City of Pismo Beach;
Warren T. Smith, in propria persona; protestants.

William C. Prince, for residents of Sunset
Palisades; Martha J. Rivers and John H. Klinger,
in propria personae, interested parties;

John D. Reader and A. L. Gieleghem for the
Commission staff.

OPINION

Nature of Proceedings.

By the above-entitled application, filed October 1, 1956,

Avila Water Company, a Califormia corporation, seeks an order of this
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Commission authorizing it (1) to increase rates for water service
rendered by it in San Luis Obispo County, and (2) to restate its capital
accounts. Applicant also seeks a certificate of public convenience
and necessity for the area served by it and its predecessor and for
an expanded area including one generally known as Sunset Palisades.
The above-entitled complaint, filed December 21, 1955,
sought as rglief the improvement of service in tﬁe Avila portion of
defendant's system and the elimination of any rate differentials
between different areas of service. Decision No. 53992, issued
October 30, 1956, in such matter, provided for the service reolief sought
and ordered defendant to apply its regularly filed tariffs to &11
customers throughout its entire service area. The effect of such
order, as respects rates, was to increase rates in the Sunset
Palisades area to the level of rates on the balance of the system.

Following issuance -of the order, residents of Sunset Palisades

petitioned for a reopening of the complaint proceedinﬁ on the primary

ground that they had not had notice respecting the proceeding which
resulted in increased rates. The Commission granted peritioners’
prayer end, by oxder dated April 16, 1957, reopened the matter for
the limited purpose of determining "whether Decision No. 53992
should be altered or amended insofar as said deciszion relates to
rates to be charged for water service in the Sunset Palisades Area".

Public Hearing and Submission for Decision

The application and the reopened complaint case were con-
solidated and public hearings thereon held before Sxaminer F. Everett -

Emerson on April 30, May 1 and May 2, axd before Examiner Donald B.
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Jarvis on October 9 and 10, 1957, at San Luis Obispo. The matters
were submitted subject to the filing of late-filed Exhibit No. 14,
which exhibit was received by the Commission on October 18, 1957.
Analysis of the record, insofar as it pertained to the
proposed restatement of applicant's books, revealed certain minor

discrepancies which it appeared to the Commission should be recon-

ciled. Accordingly, the Commission issued an order, on December 3,

1957, setting aside submission and reopened Application No. 38462
for the limited purpose of receiving additiomal evidence on such
subject. All appearances in the proceedings were supplied copies of
an exhibit entitled "Company Appraisal and Proposed Adjustments as
of March 1, 1955" and were advised that unless objection to its
receipt in evidence was raised prior to December 17, 1957, the
exhibit woul& be received as Exhibit No. 15 and the matter resub-
nitted for decision. No objection having been entered; the matter
was resubmitted for decision on December 17, 1957.

Nature of Evidence and Conclusions Thereon

Reynold T. Doty, president of applicant, and two brothers,
P. E. Doty and J. T. Doty, acquired control of the system through
stock purchase on March 11, 1955. The system was deficient in
several respects and required not only immediate but continuing
rehabilitation and improvement. Practicall} no records or books of
accomnt were in existence. After adopting the only knowm fixed
capital base and adding thereto the cost of additions and betterments

wmade subsequent to March 1, 1955, applicant's accountant analyzed the
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financial aspects of the operations and found that the operations
were producing a wholly inadequate return. Applicant therxeupon
filed the application herein sceking an improved ecarning position.

An inspection of the system showed that the recorded costs,
as set out in the capital accounts, did not reflect all of the actual
original costs to install the facilities. Accordingly, applicant had
the property inventoried and appraised on an historical cost basis.:
Applicant secks to restate its capitzl accounts to reflect the
appraisal.

The presently effeetive basic rates and charges for water
service have remained substantially uachanged for a period of over
thirty years. A comparison of present charges with those proposed
by applicant, for general domestic and business customers, is showm
in the following tabulation:

Monthly Usage Present Proposed Percent
(Cubic Feet) Charge Charge Increase

300 $1.50 Minimum $3.00 Minfmum 1007

500 2.40 3.00 Minimum 25

700 3.30 3.90 18
1,000 4.65 5.25 13
1,500 6.65 7.25 9
1,500 10.65 11.25 6
5,000 20.85 21.25 3

Applicant also has a schedule of flat rates which produces
charges of various amounts depending upon combinations of types of
plunbing fixtures used. The schedule is unwieldy and out-moded,

according to applicant, and it is proposed to replace it with one

which would charge $4.C0 per month for a 3/4-inch comnection, $6.00

per month for a l-inch connection and $10.00 per month for a

1x-inch comnection.
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Applicant and the Commission staff presented extensive
testimony, supported by exhibits, on practically all phases of appli-
cant's operations.

Of considerable importance in this proceeding is the pro-
posed restatement of applicant's books and the appralsal of proper-
ties upon which such restatement would be based. Exhibit No. 15
sets forth the results of the appraisal and the adiustments thereto
and can properly be said to dispose of all disputed pleat items
except one water main identified in Account No. 343-1 end known as
the Front Street main sequired from the Unién 0il Company. In our
opinion the evidence is abundantly clear that applicant is the owmer
of this 3,065 feet of main, by purchase, and that the line has been
and now is but a portion of applicant’'s system used and useful in the
public service. The estimated original cost of the main is $9,225.00.
The purchase price was $10.00. Applicant places a value of $5,500.00.
on the line, deriving such sum by equating a $100.00 per month
reduction in the water rate charged the Union 041 Company over a
period of 55 months. In our opinion, such cderivation is erroneous.
Commission records clearly indicate that the reduction in rate was
occasioned by the mutval recognition of applicant's predecessor and
the oill company in 1950 that water usage was reduced to 13.7 per cent
of prior usage as the result of permanent removal of water-using
facilities by the oil company. This is disclosed by letters dated
May 16, 1950 and June 28, 1950, in File No. 602 (Avila Water Company)
on such subject. While the total tramsaction may be said to have

been somewhat loosely handled, we believe it to be eminently fair
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to all parties and to the public at this time to finally determine
the matter and we find the fact to be that the reduced :.;ate was the
result of reduced usage and was not a matter of compensation for
change of title to the line.

In view of the evidence and the foregoing finding we con-
clude that applicant should be permitted to restate its books in
accordance with Exhibit No. 15 in this proceeding, except that the
entries 0£$5,500 shown in Account No. 343-I thereon should be deleted
and the sum of $9,225 should be placed in columns marked "Appraisal
Amount" and "Final Amount After Adjustments" thereon. By so doing,
the adjusted total will become $96,511. The order herein will so
provide.

In developing a rate base upon which applicant should be
entitled to earn a fair and reasonable return, the amount of $96,511

11 be used as the total of utility plant in service as of Maxch 1,
1955. Net additions ard betterments from such date.to December 31,
1956, total $10,228 according to witnesses for applicant and the
Comnission staff. Thus, totol utility plant as of December 31, 1956,
amounts to $106,739. To such total will be added allowances of
$1,260 for materials and supplies, $510 for working cash and $3,111
as average net additions during the year 1957, as derived by the
staff witness. For the average year 1957, thercfore, average utility
plant plus working capital totals $111,620. From such total will be

deducted the dollar amounts of contributed plant, advances for con-

struction and an adjustment for services, as testified to by the
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staff, in the amount of $17,784, thus deriving an average undepre-
ciated rate base of $93,836 for the year 1957.

The evidence shows that the gross investment in depreciable
plant, as determined by the staff, at the beginning of the year 1957
was $84,675 and that the depreciation reserve requirement appliceble
thereto was $31,794, or a ratio of 37.5 per cent. Applying the same
percentage factor to the depreciable utility plant of $104,115, as of
December 31, 1956, would indicate a reserve requirement of $39,043.
We find this latter amount to be a fair and reasonable estimate of
the reserve requirement and such amount for the purposes of this
decision will be deducted from the undepreciated rate base of
$93,836, as above derived, to produce a depreciated rate bese of
$54,793 for the averasge year 1957. In the order herein, applicant
will be authorized to record on its books of account as its accumu-
lated reserve, as of January 1, 1957, the above-derived amount of
$39,043. The depreciated rate base of $54,793 we hereby find to be

a fair and reasonable rate base and may be compared with the amount

of $61,710 claimed by applicant and the $42,580 as developed by the

Commission staff.

In the opinion of the Commission, this utility should
normally earn a rate of return of 6.5 per cent on a fair and reasona-
ble depreciated rate base. In view of the cvidence relating to the
acquisition of the 3,065 feet of main on Front Street, however, and
the fact that this $9,225 worth of maln was acquired for a price of
$10, we find that a rate of return of approximately 6.0 per cent is
fair to the utility and will place no undue or unreasonable burden

upen its customers.
-7-
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The Commission finds that, in view of the evidence,
applicant is in neced of and entitled to incxeased revenuzs. The
rates for water service hereinzfter authorized will produce a rate
of return of approximately 6 per cent on a depreciated rate base of
$54,793. Net revenucs of approximately $3,290 are thus required and
to such sum will be added reasonable operating expenses in order to
arrive at the gross revenues to which applicant is entitled.

Applicant's and the staff's witnesses testified respecting
operating expenses and‘lengthy and detailed cross~-cxamination
thercon ensued. The expence estimates Iin this recoxrd are the sum
of $13,672 as claimed by applicant, and the sum of $10,330 as
derived by the staff. Both figures include allowances for taxes and
depreciation, although in different amounts, and are based upon
presently effective rates for water service. Comparable tetals under
the rates which zpplicant seeks to make cffective are $14,371 and
$11,760 respectively. In view of the evidence, we £ind that appli-
cant's reasonable operating expenses should total approximately
$8,500 before provision for tax and depraciation expense. The
staff's methods of computing taxes and depreciation are reasonable
and will be followed herein. Accordingly, the total operating
expenses which we hereby find to be reasonable under the rates to be
authorized herein, for the estimated average year 1957, are as
follows:

Operating and Maintenance Expenses $ 8,500

Taxes 1,700

Deprecilation 3,240
Total Reasonable Expenses $13,440
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From the above, it follows that applicant would be entitled
to gross revenues not exceeding $16,730 based upon usage during the
estinated average year 1557. Applicant's estimate of the gross
revenues to be generated by the water rates which it proposes is
$16,246, while the staff's estimate of such revenues is $16,150.
conclude, therefore, that applicant's proposed water rates will
produce revenues in a total amount no greater than is reasonable
that the proposed rates should be authorized except that the

proposed business and residential metexr and flat rates will

be made applicable to industrial cusiomers because no justifi-

cation was demonstrated for the considerably higher than average
increases proposed for this class of service.

The testimony relating to applicant's proposed certificated
area clearly indicatec that a great proportion of the area is alrxeady
served by applicant. The area lying between State Highway 101 and
the ocean from the southeasterly limits of Sunset Palisades to Shell
Beach, however, is preseatly unserved. In this area, owners of
relatively large parcels of land desire to develop their lands into
residential tracts and commercial areas. The desired development
has not been undertaken, apparently, because of lack of a water
supply. Applicant'; system is capable of supplying the area and
lawfully may extend into such area as it is contiguous to an area
already lawfully served. Certification of the area would require the
utility to provide sexrvice to any and allxapplicants therein who

meet the requirements of the utility's lawful rules. The City of
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Pismo Beach, which operates a municipal water system both within and
without the city limits has been contempiating serving the area. Its
lines, however, are some distance away and it does not appear, from
the record in this proceeding, that the city is presently, or in the
foreseeable future will be, in a position to provide adaquate service
to the area. Suffice it to say that the evidence indicates that
public convenience and necessity require that the area be served and
that applicant herein is able and willing to provide sexvice therein.
Accordingly, we find the fact to dbe that public convenience and
necessity require and will require that applicant provide secrvice
therein. A certificate will be issued, as requested by applicant.
Such certificate is, of course, subject to the provision of law:

"That the Commission shall have no power to

authorize the capitalization of this certificate

of public comvenience and necsessity or the right

to own, operate or enjoy such cextificcte of

public convenience znd necessity in excess of

the amount (exclusive of any tax or amnuzl charge)

actually paid to tihe State as the consideration

for the issuance of such certificate of public

convenience and necessity or right."

Testimony concerning the subject of water rates for
service in the area known as Sunset Palisades leads to the inescapa-
ble conclusion that this area is an integral part of the utility
system dedicated to the serving of the general area of Avila. It
cannot be separated therefrom. In our opinion there is no merit to
the contention that this portion of the system has characteristics

so different from those of the balance of the system that special

rate treatment and lower rates therein should be accoxrded it. The
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evidence does not support a finding to that effect, no matter how
liberally the evidence is construed. The apparent misunderstanding
of this situation by residents of Sunset Palisades is unfortumate
and, in our opinion, is directly traceable to the loose manner in
which the former owner of applicant's stock managed the system and
handled an agreement between the utility and the subdivider of the
Sunset Palisades area.

No utility, subject to the jurisdiction of this Commission
may deviate from its filed rules or rates unless after a finding by
this Commission that such deviation is justified, the authorization
to so deviate is specifically granted. The agreement, in evidence
as Exhibit No. 7 in Case No. 5708 and therefore in evidence in the
consolidated proceeding herein, by its terms would create deviations
from both the filed rate schedules and main extension rule of the
utility. The agreement was not even brought to the attention of
this Commission until several years after it had been signed by the
paxtics thereto, despite the fact that the agreement itself carried
a clause reading, '"It is understood that the provisions hereof are
subject to the lawful rules and regulations of the Public Utilities
Commission of the State of Califormia and appropriate governing
bodies."

The parties to the agreement axe Joseph E. Gregory and
wife and R. L. Gilliam and wife, the latter persons being prede-
cessors of the applicant corporation herein. Any adjudication of
their respective rights under the agreement may lie in the courts,

but insofar as the regulation of utility operations may be concerned
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this Commission has exclusive jurisdiction. The terms of the agree-
went as respects the establishment of a water rate different from
that in effect on the utility system were, and are, unlewful and we
so find. These terms created an unlawful and discriminatory rate
situation, as we have herctofore indicated in Decision No. 53992,
which was oxdered terminated by this Commission in said decision.
Rates applicable to the arca will be those rates authoxrized by this
Commission and none other.

We find a5 a fact that the terms of the contractual agree-

uent pertaining to reversion of the properties to Gregory, as con-

tained in that portion of the agreement starting on line 21 of page 5
and rumning through page 6, line 20 thereof, are unlawful in their
application to ucility operations. Property which has been dedicated
to the public use cannot be impressed with a reversionary interest
which could have the effect of depriving the public of that use. No
such clauses will be approved by this Commission.

In view of the evidence, we conclude that‘applicant should
be authorized to carry out that portion of the agreement starting at
pagé 4, line 17 and running through line 5 of page 5 thercof. The
Commission hereby finds as a fact that refunding of construction
costs substantially in accordance with the provisions contained
therein 1s warranted under the specific conditions disclosed by the
record in this proceeding. Further, the Commission finds that the
clauses '"when twenty per cent of the lots ... are connected",

therein contained, are to be interpreted as applying when said lots
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are first provided water service by being connected to the utilicy
mains by service commections and/or through meters installed for
bona fide water customers of applicant and not before. Further, the
Comnission finds that no refund payments should be made after a
period of ten years from the date on which the main construction was
completed and in no event shall the total sum of any refunds be more
than the actual cost of construction.

In view of the evidence, the Commission finds that
Decision No. 53992, heretofore issued in Case No. 5708, should not
be wodified. Further the Commission finds that the increased rates
and charges authorized herein are justified and that existing rates
and charges, insofar as they differ from those authorized herein,

are for the future unjust and unreasonable.

Public hearing having been held, the matters having been
submitted and now being ready for decision based upon the evidence
and the findings and conclusions contained in the foregoing opinion,

IT IS HEREBY ORDERED that:

() A certificate of public convenience and neéessity is hereby
granted Avila Water Company to comstruct, maintain and operate a

public utility water system for the production, storage, distribution

and sale of water within that portion of San Luis Obispo County

enclosed by the red boundary line shown on Exhibit No. 1 in this

proceeding.
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(2) Applicant is authorized to file, after the effective date
of this oxder, in quadruplicate with this Commission.and in conformi-
ty with the provisions'of General Order No. 96, the schedules of
ratec set forth in Appendix A attached to tﬁis order and, on not less

than five days' notice to the public and to this Cormission, to make

sgicd rates effective for all service rendered on and after April 1,

1958,

(3) Within thirty days after the cffective date of this order,
applicant shall file in quadruplicate with this Commission and in
conformity with the provisions of General Order Wo. 96, rules
governing custemers' relations revised to reflect present-day
operating practices, together with a tariff service area wap and
with current forms normally used in comnection with customer service.

(4) Within sixty deys after the effective date of this order,
applicant shall file with this Commission four copies of a compre-
hensive map, drawn to a scale not smaller than 500 feet to the inch,
delineating by appropriate merkings the various tracts of land and
texritory served, the producticn, storage and distribution facilities
and the various water utility properties of applicant.

(5) Beginning with the year 1957, applicant shall determine
depreciation expense by multiplying the dollar amount of its
depreciable utility plant, exclusive of plant grovided through con-
tributions in aid of construction,by a rate of 3.4 per cent, using
such rate thereafter until review indicates that it should be

revised. Further, applicant shall review sald rate, using the
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straight-line remaining life method of depreciation accounting

whenever major changes in plant composition occur and at intervals

of not more than five years, and shall revise the above rate in

conformance with such reviews. Results of these reviews shall be
submitted to this Commission.

(6) Applicant is authorized to adjust its books so as to
reflect the March 1, 1955 adjusted appraisal in the total amount of
$96,511 as set forth in the foregoing opinion. Further, applicant
myy recoxrd as accrued depreciation on its December 31, 1956
adjusted utility plant the amount of $39,043.

(7) Except as sald contract may be modified in accordance
with the findings and conclusions contained in the foregoing opinion,
the contract between Joseph E. Gregory and Elsie B. Gregory and
R. L. Gilliam and Myrtle M. Gilliam, dated September 11, 1950, is
not approved by this Commission and is woid and of no effect insofar
as it pertains to public utility operations.

The effective date of this oxder shall be twenty days
after the date hereof.

Dated at San Mcié;’jlifomia, this éA{/_{Z

day of %/_,/Jm, , 195

A, Commissioners
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APPENDIX A
Page L of 5

Schodule No. 1
GENERAL METERED SERVICE

APPLICABILITY

Lpplicable to all metered water service, excopt service to Union 01l
Company under Schedule No. GLIM,

TERRITORY

The wnincorporated town of Avils, and vieinity, Sanm Luis Obispo County.

RATES
Por Moter
nex Month
Quantity Rates:

First 500 culftl 01' 1983 BBt avestessatannsrnns $3.00
Next 500 c’u:.ft-’ per 100 Cu-f‘t- CBhsrsscnnnerns .4—5
over l,ooo cu.ft., Per loo Cu-ft. LA N RN N N NN W I W e .A-o

Minimm Charge:

For 5/8 X 3/4-1nCh DEtor seerecececnerannsenonnene B 3.00
For 3/4minCh MOLOT eeeeeernsensnncoanescnsnns 4e25
FOI‘ l-inCh meter Gmbscssauanpseccnatansurne 6.60
For 1—1/2"inCh mewr (AL L AR R E NN RE R NN XN INRWE RS 14.25
FOI' 2—inCh metar PSSP PAEIOIRVTRISIOIBOICSOITERBTERS 18.75
FOZ‘ 3-inCh meter LA R R R L RN LR KR RN N NN 35.00
For 4=inCh MOTOT eveevennnncnscae. cevenoea 57.00

The Minizm Charge will entitle the customer
to the quantity of water which that minimum
charge will purchaze at the Quantity Rates.
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Schedule No. 2

GENERAU FLAT RATE SERVICE
APPLICABILITY
Applicable to all wator service furnished on a flat rate basis.

TSRRITORY

The unincorporated town of Avila, and vicinity, San Luls Obispo County.

RATES

Por Service Comnection
gor Momth

For each 3/i=inch service connection eeeceesocs $ 4.00
For each l-inch service connection eeececeec.s 6.00
For each ldwinch service commnection .

SPECIAL CONNECTIONS

l. All service not covered by the cbove service commection sizes will
be furnished only on & motered basis.

2. A meter may be Instelled at option of utility or customer for ebove
sorvice connection sizes in which event seorvice thereafter will be furnished
only on the basis of Schodule No. 1, Genoral Metered Service.
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APPENDIX A
Page 3 of 5

Schodule No. 5
PUELIC FIRE HYDRANT SERVEE

APPLICABILITY

Applicablo to oll fire hydrant service furnished to dvly orgenized or
incorporated fire districts or other political subdivisions of the State.

TERRITORY
The unincorporated town of Avila,and vicinity, San Luis Obispo County.
RATE

Pax Month

For each fire hydrant owned by a fire .
pmwc'tion agency ..III.......-..III-...-....-..I‘.II. $ 1‘00

SPECTAL CCNDITTIONS

1. For water delivered for other tham fire protection purposes, charges
will be made at the quantlily rates under Schedule Ne. 1, Genorsl Motered
Sorvice.

2. Relocation of any hydrent shell be at the expense of tho party
requesting relocation.

3. The utility will supply only such water at such pressure as may be
avallable from time to time as the result of its normal operation of the
system.

4e The cost of imstallation and mainterence of hydrants will be borne
by the fire protecticn agency.
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Schedule No. 9LIM
LIMITED INDUSTRIAL AND FIRE PROTECTION METERED SERVICE

APPLICABTLITY

Applicadle to industrial and fire ﬁrotection motered water service
furnished to Union 01l Cempeny.

TERRITORY
The unincorporated town of Avila, and vicinity, San Luis Obispo County.

RATE
Per Meter
per Month
Quantity Rato:
Pﬁr 100 cu. ftl ....IliIl....".ll......t..l.l.llll. s o.w
Minimum Cherge:

Fire protection and pler Washifg seveeeeeseeeacseees  $ 65.00
Punping plant and £ire Protoction eeevesececeeecoens 250,00

The Minimm Charge will entitle the customer
% the quantity of water which that minimum
charge will purchase at the Quantity Rate.
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APPENDIX A
Page 5 of 5

Schedule No, SLIF
LTMITED INDUS‘I’RI_;AL_ AND FIRE PROTECTION FLAT RATE SERVICE

APPLICABILITY

Applicable to water service fumiohed on the Port Sen Luis Transportatim
Plor on a flat rate basis.

TERRITCRY

The unincorporated town of Avila, and vicinity, Sen Luis Cbispo County.

RATFS

Per Service Commection
por Month

For the fire protection service commection ..... $40,00
For the boat 1ift service connoction eevecccevs. 10,00




