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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STA~E OF CALIFOiNIA 

In the Matter of the Application ) 
of PALM DESERT WATER COMPANY, a ) 
corporation, for authorization to ) Application No. 39356 
increase its rates charged for ) 
water service. ) 

Best, Best & Krieger, by James H. Krieger 
and Richard Edsall, for applicant. 

Ralph E. Phillips, for Candlewood Lodge, and 
c. M. Kincaide, for himself; pro:estants. 

Harry B. Cannon, fOr Pa~ Desert Chamber of 
Commerce; Mrs. Arnold S~haak, for Pa~ 
Desert News Letter; win Andrews, Clifford 
w. Henderson, Paul G. P8tle, and George L. 
Townsend, each for himse ; interested parties~ 

James G. Shields and Theo. Stein, for the 
commission staff. 

OPINION 
-.~--~--

By the above-entitled apPlication filed August 21, 1957. 

the Palm Desert Water Company, a corporation, seeks to increase 

rates for water service rendered in the unincorporated community of 

Palm Desert and vicinity, about thirteen miles southeasterly of Palm 

Springs, in Riverside County. 

Public Hearings 

After due notice to the public and to each of applicant's 

consumers, three days of public hearings were held in the matter 

before Examiner E. Ronald Foster, on April 9 and 10 in Pa~ Springs 

and on April 24, 1958, in Los Angeles. Upon the last date the matter 

was submitted and is now ready for decision. 

Nature of Evidence 

Witnesses on behalf of applicant presented oral testimony 

and supporting exhibits .concerui.ug various phases of applicant's 

operations; its relations with its associaxe, Pa~ Desert Sales 
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Company; and the water system facilities recently acquired by appli

c~t from the Pines to Pa~s Mut~al Water Company. Particularly 

pe~taining to its .. request for rate relief, applicant's consulting 

engineer wic~ezs submitted two reports which together cover the 

results of operation of Pa~ Desert Water Company for the year 1956 

as recorded and adjusted and for the years 1957 and 1958 as esti-
II 

mated.-

Experts of the Commission's staff presented, by oral 
2/ 

testimony ~d supportins exhibit~,- the results of their independent 

studies and analyses of applicant's operations for the years 1957, 

as recorded and adjusted, and for the ycar 1958 as estimated. 

Although several spectators attended the first two days of 

hearing, only one customer offered any testimony. The appearance 

for Pa~ Desert Chamber of Commerce, in particular, showed an active 

interest in the proceeding by cross-examining the various other wit

nesses at all three days of hearing. 

History of the Utility 

The applicant corporation was organized December 20, 1949, 

for the purpose of furnishing water service to purchasers of lands 

being subdivided by the Pa~ Desert Corporation. Decisions Nos. 

45721 and 45862, da~ed May 15 and June 26, 1951, respectively, in 

Application No. 32201, granted applicant a certificat~· of public 

convenience and necessity, authorized the issuance of certain 

securities, and established the rates for water service now in 

effect. 

1/ EX6ibits Nos. 3 and 4. 
11 Exhibits Nos. 5, 5-A and 5-B 
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By Decision No. 56033 dated December 30, 1957, in Applica

tion No. 39646, the utility was authorized to issue four unsecured 

pro~ssory notes in evidence of $17,500 advanced by holders of its 

cocmon ztock to finance, in pert, construction costs amounting to 

approximately $25,500, which included the construction and equipping 

of ~ U2W well. The notes, payable within three years after dates 

of issue, bear interest at the rate of 6 per cent per annum. 

Description of the System 

The utility's service area comprises approximately 1,530 

acres, including 30 acres formerly served by the Pines to Pa~s Mutual 
..-----

Water Company whose water system was acquired by applicant as of 

January 1, 1958. The area slopes generally upward from north to 

south and is located at the intersection and on both sides of the 

Pa~ Springs to Indio State Highway No. 111 and the Pines to Palms 

State Highway No. 74. 

The source of water supply consists of four wells, drilled 

to depths varying from 252 to 790 feet, each equipped with an electric 

motor-driven deep well turbi~e-type pump. One of the pumps is 

manually controlled while the others are automatically regulated 

by control systems actuated by reservoir water levels. 

The storage capacity of the metal tanks now in the water 

system is as follows: 

~eservoir 
Number 

$ 

1 
2 
3 

Total 

Capacity 
126,000 gallons 
150,000 gallons 
30,000 gallons 

306,000 gallons 

Elevation 
420 Feet 
556 Feet 
608 Feet 

Prior to the end of 1958 applicant plans to install a 

fourth metal storage tank of 200,OOO-gallons capacity to be deSig

nated as No. 4 Reservoir adjacent to the existing No. 2 Reservoir. 

There are four electric motor driven booster pumps 

installed in connection with the distribution ~ystem. Two of these 
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pumps are located at the si tIl! of No. 1 Reservoir and function to 

elevate water from that location to No. 2 Reservoir and another 

operates to delive= water from the distribution syst~ into the No. 3 

Reservoir located above the former Pines to Pa~s Mutual Water 

Company's service area. The fourth booster is connected to the dis

charge of one of the well pumps and serves to increase the volume 

and pressure of the water from that well delivered into the distri

bution system. 

There are two principal zones in the service area, the 

pressures in them depending primarily upon the water levels in the 

two main storage reservoirs. As of March 26, 1958, there were 241 

customers in the lower zone and 125 in the upper zone (including 

about ten customers in the third zone immediately below Reservoir 

No.3), making a total of 366 customers. 

~§ of Decemb@r 31, 1936, tke sYSt~ comprised approximately 

115.576 feec of cransmdssion and distribution mains varying in size 

from 2 to S inches in diameter. On December 26 of each of che years 

1955, 1956 and 1957 there were respectively 247~ 288 and 353 metered 

service connections. Thus, at the end of 1956 it is indicated that 

there were about 400 feet of mains per mecered service connection. 

On the basis of 120,857 feet of mains installed as of December 3l~ 

1957, the average length of main per metered service connection would 

be about 342 feet. As of December 31, 1956, there were 147 fire 

hydrants connected to the distribution system and 12 were added dur~ 

ing 1957, making a total of 159 fire hydrants at the end of that year. 

All services are metered ~th the exception of chose used 

to supply the "common grounds" or irrigated areas along the streets 

in the several units of the subdiVided lands. 
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Present and Proposed Rates 

Applicant's present rates have been in effect since June 1, 

1951.. The following tabulation presents a comparison of applicant's 

present and proposed rates for metered service: 

General Metered Service 

Per Meter Per Month 

Quantity Rates: 
Present : Proposed : Per Cent 
Rates .. Rates · 

First 600 cu.ft .. or less . $1.50 · $3.00 . .. .. · Next 400 cu.ft., per 100 cu.ft. .225 .. .35 • · Next 4,000 eu.ft., per 100 cu.ft. .15 · .25 · Next 5,000 cu.ft., per 100 cu.ft. .125 .. .20 · Next 10,000 cu.ft., per 100 cu .. ft. .10 .. .15 • .. 
Over 20,000 cu.ft., per 100 cu.ft. · .10 • .. 
Next 30,000 cu.f:., per 100 cu.ft. .08 .. • .. 
Over 50,000 cu.ft., per 100 cu.ft. .05 .. .. .. .. 

Minimum Ch~ge: 

For 5/8 x 3/4 .. inch meter. · .. 1.50 · $3.00 .. • · For 1 .. inch meter .. · 2.00 .. 5.00 · • · .. 
For 1~ .. inch meter .. 4.50 .. 10.00 • · .. • · For 2 .. inch meter. 6 .. 00 .. 15 .. 00 · .. · .. · For 3 .. inch meter. 12 .. 00 .. 25.00 .. · • • · For 4 .. inch meter. .. .. .. · 20.00 .. 40.00 .. 
For 6 - inch meter. * .. 60.00 • · · 
* No tariff on file for this size of meter, although 

$36.00 minimlJ::n has been charged a customer. 

: Increase 

· 100 · · 56 · 67 
· 60 · 50 
· .. 
· .. 
· · 

100 
· 150 .. 
· 122 .. 
· 150 · · 108 .. 
· 100 .. 
· · 

The record shows that applicant has both 5/8 x 3/4-inch 

and full 3/4-inch meters on services to some of its customers.' At . 
the hearing applicant stipulated that it would have no objection 

to the establishment of two minimum charges, one for a 5/8 x 3/4-inch 

meter and another for a 3/4-inch meter. 

A consumer analysis prepared by applicant's engineer shows 

that for the l2-month period ending June 30, 1957, the average monthly 

consumption by metered customers was nearly 9,000 cubic feet, For 

such monthly usage the charge at present rates is $13.40 and at 

proposed rates it ~ould be $22.40, an increase of $9.00 or 67 per cent. 
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Applicant also proposed a new schedule consisting of a 

single rate of $840 per month applicable to all flat rate service 

of water used to supply the common grounds of Pa~ Desert Units 

Nos. 1, 3, 4, 5, 6, 7, 8 and 9. At the hearing, applicant asked to 

amend this schedule to include Unit No. 10 at the same rate. Although 

applicant has ~o rate on file for such service, the record shows that 

since November 1, 1954, it has been making a monthly charge of $600 

for this unmetered service. The proposed rate of $840 per month 

would represent en increase of 40 per cent. As end when additional 

subdivision units arc cddcd which involve similar common grounds, 

also called p3rk and recreation areas, applicant stated at the hear

ing that rate filings would be ~ade by advice letter to provide for 

additional charges for flat rate se=vice of water to th~. 

Applicent has ncither filed r~r proposed any schedule 

of rates for fire protection service rendered through the fire 

hydrants connected to the water distribution system. 

Surmn.'lry of Showings 

The respective showings of applicant and the Commission 

staff may be suomarized as shown in the following ta~ulation, 

extracted from Exhibits Nos. 3, 4, 5, S-A and 5-B in this proceeding~ 
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S~~Y OF EARNINGS 

Year 1957 --'...-_ ................. _ .. -. 

Present Rates 

Item Aoplicant St3ff Applic3nt St:tlff -
Oper3ting Revenues $ 45,210 $ 45,370 $ 74,940 $ 74,940 

~enses 
pereting 

Taxes Other Than 
29,590 21,600 2~,590 21,600 

Income 2,730 2,135 2,730 2,135 
Taxes or Income 640 3,115 11,580 14,860 
Dep:eciation --z&-: 750 6a932 9 a750 6a932 

Total ,trcr 33,7St 53,650 45,527 

Net Revenue 2,500 11,588 21,290 29,413 
Avg. Depreciated 

Rate Base 239,080 236,700 239,080 236,700 
Rate of Return 1.05% 4.89% 8.90% l2.43% 

Year 1958 Estimated 
Pz-csent l~tes Proposed R.~tes 

~ Applictmt: St.'3ff Applicant: Staff 

Operating Revenues $ 50,240 $ 50,240 $ 83,510 $ 83,510 

~enses 
operating 32,490 
Taxes Other Than 

22,905 32,490 22,905 

Income 2,930 2,200 2,930 2,200 
Taxes on Income 440 4,750 13,160 19,545 
De,!)reciation 12:240 7:720 12:1240 7:720 

1'0::81 4S,1~O 37,575 60,820 52,370-

Net Revenue 2,140 12,665 22,690 31,140 
Avg. Depreciated Rate 

269,100 250,000 269,100 Base 250,000 
Rate of Return 0.79% 5.077- 8.43% 12 .46'~ 

Revenues 

Applicant's engineer prepared a detailed consumer analysis 

for the l2-month period ending June 30, 1957, on the basis of which 

he estimated ~etered service revenues at both present and proposed 

rates for the calendar year 1957. His estimate of the present rates 
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proved to be quite accurate when compared with the recorded revenues 

for that year. Later, based on 351 general metered consumers as of 

Dececber 31, 1957, and an estimate of 29 consumers to be added during 

the year 1958, he made similar estimates of revenues for the year 

1958. 

Revenues from flat rate service were computed a:t: the rates 

presently being used end as proposed by applicant. 

The staff engineer reviewed and checked the revenue esti

mates made by the applicant's engineer, concluded that they were 

reasonable and accepted them for the purposes of his report. This 

explains the identical amounts for the two showings in the foregoing 

tabulation rep=esenting estimated revenues at proposed rate for the 

year 1957 and at bo.th present and p:-oposed rates for 1958. 

Expenses 

Applicant's engineer and the Commission staff are in basic 

disagreement with respect to the determination of certain elements of 

operating expenses. When considering these differences, it should be 

remembered that Pa~ De~ert Water Company has no employees; that the 

payroll charges represenc the time which employees of the'Pa~ 

Desert S~les Company ,11 an aSsociate of the utility, devote to the 

water company, based on time sheets for outside work and on estimated 

cost of office salaries; and that engineering and legal assistance is 

obtained as required from outside firms. The substantial differences 

between the two showings are discussed under the follOwing headings: 

1. Source of Water Supply Expenses. 

The amounts as.recorded for this group of accounts consist 

primarily of labor items most of which properly should be charged to 

pumping. For the maintenance of wells, applicant allowed $100 per 

annum per well or a total of $300 in 1957 and $400 in 1958. The 

staff allowed $25 per annum per well or a total of $100 for each 

11 Sometimes hereinafter referred to BsSales Company. 
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of the years 1957 and 1958 on a pro fo~a basis. In the absence 

of recorded charges applicable to maintenance of wells only, $200 

will be considered as a reasonable allowance for this item of expense 

for the y~ar 1958. 

2. Power and Pumping E?g?enses. 

Abou: 80 per cent of this group of expenses is the item 

of purchased power which applicant's engineer estimated would cost 

$11,770 in 1958 while the staff engineer estimated it should cost 

only $9,080 if cere~in suggested changes in operation were put into 

practice, or a difference of $2,690. While certain operating require

ments may prevent the realization of all the savings envisioned by 

the staff engineer, it appeara that the estimate by applicant's 

engineer does not fully reflec: the economies obtainable from the 

relative high efficiency end advantageous location of the new well 

which was equipped late in 1957, tested, and put into operation at 

the beginning of 1958. After il careful review of all of the extensive 

testimony by the tt~o engineers pertaining to this subject, an amount 

of $10,500 will be used tlS a =easonable allowance for power to be 

purchased during the year 1958. 

For the rer.aaining i tem.s of chis group of expenses covering 

a telephone line lease, p\.~ping labor, maintenance of pumps and 

motors, oil and miscellaneous, applicant's engineer estimated an 

~ount of $2,830 for the year 1958 as compared ~th the staff's 

estimate of $2,170, or a difference of $660. An amount of $2,530 

is considered reasonable for such items for the estimated yearl958. 

3. Transmission and Distribution Expenses 

For the year 1958, applicant's engineer estimated $4,310 

for expenses connected wi th the operation and maintenance of trans

mission and distribution pipelines, services, fire hydrants, and 

tanks, compa.red with the staff's estimated amount of $4,085, a 

difference of $225. 
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One item covered the amortization of an amount of about 

$2,250 expended during 1955 to repair the bottom of the No. 1 storage 

tank which was installed in 1946, the applicant using a period of 

5 yea=s and the staff using a period of 9 years; the staff's t:eat

ment is considered logical and reasonable for this extraordinary 

expe:l.Se. 

Another item concerned an amount of about $760 paid by 

the applicant in 1957 to have its distribu=ion system maps brought 

up to date, which t~e $t~f proposed to amortize over a period of 

9 years. On the other ha~d, applicant's engineer proposed to capi

talize this expense and i:lclu<ied tha.t amo'mt in utility plant and 

rate base. The sta.ff' $ treatme:lt of this extraordinary expense is 

considered proper. 

The soaller cifferences in other items were also considered 

and a total amount of $4,180 is adopted as reasonable to represent 

this group of expenses for the year 1958. 

4. Cus tomer Accounts Expenses. 

Applicant's e~gineer and the staff engineer estimated 

amounts of $770 and $750, respectively, for this group of expenses 

for the esti~ated year 1958. On the basis of $685 recorded expense 

for the year 1957 ~d allo~rlng for estimated customer growth, an 

~ount of $750 appears to be reasonable for this group of expenses 

for 1958. 

S. Administrative and General Expenses. 

For the year 1958, the differences between the estimates 

of the two engineers for this group of expenses are as follows: 

Classification AE2licant Staff Difference 

Payroll $ 8,470 $4,200 $4,270 
Regulatory Commission 1,670 670 1,000 
Insurance 750 400 350 
Rent (Office and Other) 1,200 1,200 
General Repairs 220 150 70 
Legal 100 100 

Total 12,410 6,720 5,690 
-10-
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lS) P3~oll F~ense. 

Considerable testimony and much cross-examination revolved 

arou:ld the general item of the administrative and general payroll. 

Applicant ~'l:l~, :0,0 payroll for employees of its own. All services, 

including management, accounting, clerical and operating labor, which 

are not re~dered \~de~ contrcct, are furnished by the Sales Company. 

With the exception of management, accounting and clerical services, 

all labor furnished by the associated company is charged to applicant 

on t!.1e basis of time-card r·ecords. 

For th~ yen~ lS57~ payroll expenses charged to this group 

of accounts were recorded as $5,408. These payroll charges included 

one half of the salary cf the office clerk at monthly salaries varying 

be~Neen $275 a.nd $350 plus $3.5~ per month representing the estimated 

cost of the tim~ devoted to cpplicant's operations by ei~~er one or 

both of two men who act in general capacities as accountant and as 

general manager fer the applic~t. In addition, extra office help 

was ecployed during the first five months of the year. 

The $t~ff enEin~e= ~djusted the actual 1957 pa)~oll expense 

to an amo~e of $3,900 to clic!nete nonrecurring costs and to reflect 

the otebilized peyroll coses incurred during the latter part of the 

year. He estimated 3 corresponding amount of $4,200 fer 1958 

ope::ations. 

Applicant's engineer based his estimates on the recorded 

figures for the first seven months of 1957, which figures are alleged 

to have been based on a study of time actually spent by the office 

personnel of the Sales Company on applicant's operations. He made a 

further allowance of $150 per month for the manager, claiming that 

no expense had been recorded for his time. In this manner he arrived 

at a total eseimated amount of $7,860 as payroll expense under this 

heading for 1957, which he increased to $8,470 to reflect the 1958 

level of business transactions. 
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The record shows that the only realistic time study which 

was attempted concerned the office clerk,. covering one month in 1957. 

The testimony was indefinite and somewhat vague as to the exact 

nature of the duties and responsibilities of the manager, accountant, 

office clerk and other persons and as to the amount of titne such 

personnel speed, in r~lation to applicant's affairs. However, it 

appears clear ~~at any determination of the charges to the applicant 

for this payroll expense has been and in the fU.ture wi 11 be an 

arbitrary alloca~icn of a portion of the salaries paid by the Sales 

Company to persons specGing part of their time on applicant's 

activities. It also appears that any estimate of time spent on such 

activities in 1957 undoubtedly would have been influenced by the 

work done in that year in cO~2ction with the instant rate proceeding. 

It further appea~5 that out of whatever total allocaticn of these 

persons' salaries is assigned to applicant, some portion thereof 

should properly be charged to appropriate plant accounts, rather than 

ch~rging it all to E~ense. 

Applicant's c~3in~cr testified that his estimates for the 

years 1957 and 1958 included tot~l amounts of ap?roximately $13,300 

and $13,390, respectively, for all wages and salaries, which equate 

to about $3.55 and $3.04, respectively, per customer per month~ It 

may be noted that about 60 per cent of his total payroll estimate 

is for ad=inist=ative' and general salaries. It was bro~ght out that 
4/ 

in prior testimony- this wit~ess had stated" • • • • • that for other 

water companies which I have studied the normal salary expense 

allowance rense is between the figure of 75 cents and $1.25 per con-, , 

SUIller per month.1t To justify his considerably higher figw:es in the 

present proceeding he pointed out that the average water consumption 

at Palm Desert is three times that of water users on the coastal 

plain so that it was his opinion that applicant serves a special 

~7 ~~libu Water Company, Application No. 35657, in 1954. 
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type of consumer. 

After review and careful consideration of all of the evi-
.1 

deuce pert~ining to this element ~f expense, an amount of $6,500 is 

considered sufficient and will be adopted as a reasonable administra

tive ~~d general payroll expense .for the year 1958. 

(b) Re~~latorv Coamission E!Pense. 

Applicant's engineer included this item of expense at 

$1,670 to represent one year's amortization of the cost of the instant 

rate proceeding, estimated at $5,000, over a period of three yeers. 

The staff engineer co~idered $4,000 as a reasonable cost for such 

proceeding, which he an:ortized over a six-yca::- period, resulting in 

a figure of $670. 

Exhibit No. 8 filed by applicant herein shows a total 

amount of $5,412 as prepaid CApense for professional legal and 

engineering services rendered in connection ~~th this proceeding, 

incl~ding an estimate to complete the r~te hearing. It may be noted 

that the rate eng1~ecr prepared ~$O re~orts to show results of 

s?plican:'s operations, one for 1956 and 1957 dated October 1, 1957, 

and a s~?p1e=e~tal ~epo~~ for 1958 d~ted ~~ch 24, 1958, ar.d that 

he was present at tile three d~ys of hearing together ~~th two Attor

neys of the firm representing spplicant. Because Applicant has been 

oper~ting on the basiS 0: a fiscal year ending Octo~er 31st, appli

Ca:l.t t S engineer spen·;t some time adjusting recorded figures from the 

fiscel year ~o a calen~ar year basic; such time will be \~ecessary 
2.1 when applicant oper.aees on a calendar year basis. 

This rate increase proceeding wss filed six years after 

applicant was certificated. In view of all the related circumstances 

and observing the magnitude of the cost of the current proceeding, 

it appears that the estimated amount of about $5,400 should reasonably 

be amortized over a period of six years, or $900 per year. 

i7 At the hearing applicant stipulated' its willingness tbat its 
booI~s be put on a calendar year basis cO'Dmlencing wi th the 
year 1959. 
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{c) Insurance. 

Applicant's 1958 estimate of $750 for this item of 

expense includes an allowance of two per cent of the total 

payroll expense for compensation insurance, in addition to 

recorded costs of other insurance. The staff's corresponding 

estimate of $400 covered only general insurance. Applicant's 

treatment of this item appears proper and an amount of $625 

will be used herein as reasonable for all insurance, including 

compensation insurance on total payroll expenses determined as 

reasonable in the several foregoing groups of expenses. 

Cd) General Repairs. 

For both of the years 1957 and 1958, applicant and 

scaff estimated $220 and $150, respectively, for this item of 

expense. Based on recorded amounts during the past three years, 

an amount of $200 is considered reasonable for the year 1958 

as an allowance for general repairs. 

(e) Rent and Legal Expenses. 

Amounts of $1,200 and $100 per year for rent and legal 

expenses, respectively, were estimated by both engineers and 

they are considered reasonable and will be adopted. 
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6. Taxes Other Than Income. 

For the year 1958 ad valorem taxes ~ere estimated by appli

cant at $2,220 and by the staff at $2,178. The higher of these two 

figures is considered reasonable to represent taxes on applicant's 

property:. inc luding the proposed new reservoir. 

Other caxes were estimated by applicant to amount to $710 

for 1958, consisting a~ost entirely of payroll taxes. the staff 

engineer considered payroll taxes to have been included in the various 

payroll expense accounts and so did not separate taxes for showing 

then in this classification. In the foregoing classifications of 

expense, payroll amounts adopted as reasonable do not include taxes 

on payroll. An amount of $600 is determined as reasonable for such 

payroll taxes and some other minor tax items. 

7 • Taxes on Income. 

The amounts shown as taxes on income for the year 1958 

are $13,160 and $19,545, respectively, as computed by the applicant 

and by che staff. Taxes on income vary, of course, with the amount 

of taxable income which, in turn, depends upon the estimated gross 

revenue and the allowable deductions. This accounts for the 8~affts 

estimate of income taxes being $6,385 greater chan applicant's. The 

amount of income taxes computed and adopted for use in connection 

with this proceeding will be developed later. 

8. Depreciation. 

The'annual depreciation accrual for 1958 as determined 

by the straight-line rema.:bUng l1f~ method by the staff engineer 

is $7,720, as shown in Table 7-A, revised, of Exhibit No.5-A, on 

utility plant in semcle as of January 1, 1958, including the former 

Pines to Palms Mutual Water Company system and anticipated additions 

to be installed during 1958 but excluding the proposed new reservoir. 

The corresponding depreciation accrual for 1958 as determined by the 
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same method by the applicant's engineer is $11,880 as shown on Page 10 

of Exhibit NO.4, using the same accrual rates for the various classi

fications of depreciable plant as were developed in T3ble 4-D of 

Exhibit No.3, and is calculated on average plant estimated to be in 

service during 1958 but also a~cluding the proposed new reservoir; 

for the reservoir he estimated an additional accrual of $400, thus 

making the total depreciation accrual for the estimated year 1958 in 

the amount of $12,240 after deducting $40 for depreciation on con

tributed plant. 

The difference of $4,520 between the two estimates of depre

ciation accruals is largely d~e to the differences in the remaining 

lives of the various classifications of property as developed by the 

two enginee~s. In eac~ instance, the remaining life used by the staff 

engineer was as long as or longer than that used by applicant's 

engineer. The evidence shows that the staff engineer's estimated 

remaining life of 33.7 years for transmission and distribution mains 

is too long when all pertinent factors are considered and properly 

weighed. By substituting in the staff engineer's table a remainiu§ 

11f~ of 21.4 1~~S which approximates that of 20.9 years used by 

appl~e~~ for ~at class1flcation of plant, comprising over half of 

all depreciable plant, an over-all compos1ce raCe of 3.0 per cent is 

obtained as applicable to gross depreciable plant in service as of 

January 1, lS58, as compared ~nth over-all composite rates of 3.38 

per cent and 2.36 per cent developed by applicant's engineer and the 

staff engi~eer, respectively. By applying the same rate of 3.0 per 

cent to $8,002 of depreciable plant acquired from Pines to Palms 

Mutual Water Company on that date and to the estimated weighted aver-
6/ , 

age net additions for 1958 of $29,080- and a rate of 2 per cent to 

!7 See Section F, page 9r of Applicant's EiEibit No. 4, shOWing 
estimated total additlons of $37,656. 
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$20,000 for the proposed new reservoir as non-revenue producing plant, 

the total depreciation accrual for 1958 totals $10,635, which result 

is considered reasonable and will be adopted for the purposes of 

this proceeding. 

Using the foregoing amount of $10,635 as the depreciation 

expense for the year 1958 and the recorded reserve for depreciation 

of $73,865, as of December 31, 1957, and adding the accrued depre

ciation requirement of $992 related to the Pines to Pa~s Mutual 

Water system as of January 1, 1958, the average depreciation reserve 

for 1958 is eomputed to be $80,175 and is considered reasonable for 

the purposes herein. 

9. Utility Plant and Rate Base. 

The difference of $19,100 between the two figures for 

weighted average depreciated rate base may be largely aseribed to 

the proposed $20,000 reservoir which applicant's engineer included 

on ,a pro-forma basis for the entire year 3~ non-revenue producing 

plant, while the staff engineer did not include the reservoir because 

it was his opinion that it will not be needed now that the new well 

is in production. Applicant's engineer also included in plant on a 

weighted average basis an amount of $26,400 for additional mains to . 
be installed in March, 1958, but the effect on the rate base was 

offset by a corresponding deduction for consumers' advances for con

struction. 

the weighted uti 11 ty plant considered reasonable to be 

incorporated in the race base for the purposes of this proceeding is 

developed as follows: 
Recorded Utility Plant in Serviee 12/31/57 
Construction Work in Progress 12/31/57, 

including new well, pump and pipeline 
Total Utility Plant, December 31~ 1957 
AcquiSition of Pines to Palms Mutual Water 

Company sys tem as of January 1, 1958 
Estimated Additions in 1958 totalling 

$37,656, on weighted average basis 
Proposed Reservoir No.4, pro-forma basis 

Total Weighted Plant 
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$299,335 

27,347 
326,682 

8,102 

29,080 
20,000 

$ 383,864 
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The development of the rate bases for the year 1958 as 

shO'Wn in app1:lcant's Exhibit No. 4 and in the staff's Exhibit: No.5-B, 

together with the rate base which will be adopted herein, are shown 

in the following tabula:ion on a comparative basis. The rate base 

of $268,000 for the year 1958 is hereby adopted as reasonable for 

the purposes of this proceeding as representing the rate base upon 

which the reasonableness of applicant's rate proposals may be tested. 

Rate Base for Estimated Year 1958 

Item Applicant Staff Adopted -
Weighted Average Utility Plant $367,050 $345,,280 $363,860 Non-Revenue Producing Plant 19 a800 - 20:1000 Total Utility Plant 386,850 "345,280 383,860 
Working ~lita1 

Materia s and Supplies 5,740 5,200 5,500 Worldng Cash 2~220 1a53O 2;a000 Subtotal 394,810 "352,010 391,360 
Deductions for aate Base ~oses 

Consumers i Advances for 
Construction 42,080 24,360 42,080 Contributions in Aid of Con-
struction 1;a120 - 1:11 120 Total Deductions 4:J,2l:m ~4,3()O 2;3,200 

Undepreciated Rate Base 351,610 327,650 348,160 
Weighted Average Depreciation 

82:11510 77 1725 80.175 Reserve 

Depreeiated Rate Base 269,100 249,925 267,985 Use 269,100 250,000 268,000 

Rate of Return 

Using the adjusted amounts found reasonable in the fore

going discussion, the following tabulation indieates the results 

of applicant's operations for the year 1958 as estimated at present 

rates, at the rates p~oposed by applicant and at the rates herein

after authorized. 
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Results of Operations As Adopted 

Estimated Ye~r 1958 
Present Proposed Authorized 

~ Rates Rates ~tes 

Qeerating Revenues 
Metered Sales $ 43~O40 $ 73,430 $ 56,480 
Flat Rate·Service '1200 10:1080 9:1 600 

Total 50,240 S3,510 66,080 

Qeerating ~enses 
Source ~W~ter Supply 200 200 200 
Power and Pumping 13,030 13,030 13,030 
Transmission and Distribution 4,180 4,180 4,180 
Customer Accounts 750 750 750 
Administrative and General 9 1 525 9 1 525 9~525 

Subtotal 27,685 27,683 27,685 
Taxes Other Than Income 2,820 2,820 2,820 
Taxes On Ineome 2,247 16,133 7,440 
Depreeiation 10,,635 1°:1 635 . 10 z635· 

Total Expenses 43,387 37,273 48,580 
Net Revenue 6,853 26,237 ~7,500 

Aver~ge Depreciated Rate Base 268.,000 268,000 268,000 

Rate of Return 2.6% 9.8% 6.57. 

Financial Position 

Following is a eondensation of the appl1eant t s balance 

sheet as of December 31, 1957, as set forth in Table 2-A of Exhibit 

No.5: 

Assets 

Total Utility Plant 
Reserve for Depreciation of Utility Plant 

Utility Plant less Reserve 
Other Physical Property 
Current and Accrued Assets 

Total Assets 

Liabilities 

Capital Stock and Surplus 
Common capital Stock 
Capi.tal Surplus 
Earned Surplus 

Total capital Stock & Surplus 
Long Term. Debt 

Subtotal 

Current and Accrued Liabilities 
Advances for Construetion 
Reserves for Depreciation of other Property 

Total Liabilities 
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$326,682 
73 1865 

252,817 
1,603 

24,818 
279,238 

50,000 
183,087 

1.1410 
234,497 
17.500 

251,997 

4,276 
22,324 

641 
279,238 
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From the a~~y~ i E may be p01RE~a atl~ fait. t.h~ equ! ty lnvest';' 

mene as of December 31. 1951. represen~ed abou~ 93 per cent and debt 

was only 7 per cent of the applicant's eapitalization of approx1mately 

$25Z,000, In applicant's EXhibit No.9 the capitalization was in~ 

creased eo $272>000 to include the proposed new reservoir, with an 

assumed equity ratio of 50 per cent and debt ratio of 50 per cent. 

With a further assumption of a 12 per cent return on equity and 6 

per cent interest on debt, the cash requirenent would be $24,480 

which is 9.1 per cent of the rate base of $269,100 shown in appli

cant's Exhibit No.4. Exhibit No.9 further shows that with the 

revenues from the proposed rates and other expenses as developed by 

applicant in Exhibit No. 4 but with taxes on income reduced to 

$11,000, the net revenue would be $24,850 or a rate of return of 

9.24 per cent on the rate base of $269,100. We feel that any claim '.\;~;', 

based ou such assumptions is extravagant and that: to comment at ImY 

length on this subject would avail little. 

Recommendations 

The staff recommended, in whatever level of rates is author

ized, that there be included a minimum charge for a 3/4-inch meter, . 
as distinguished from a 5/8 x 3/4-inch meter. " The record shows there 

are about 24 of the 3/4-inch meters and 124 of the 5/8 x 3/4-1nch 

size now in service. Applicant stipulated that it has no objection 

to the establishment of the two minimum charges. A further recom

mendation was made by the staff that a special condition be made 

applicable to the flat rate schedule to restrict such service to 

off-peak periOds. 

The staff made other recommendations pertaining to depre

ciation accounting practices and the filing of up-to-date maps, and 

rules governing customer relations revised to reflect present-day 

operating practices. 

-20 .. 



A-39356 GH 

It is also appropriate to recommend that applicant put 

its books on a calendar year basis, beginning with the year 1959 in 

accordance with its stipulation, and discontinue keeping records on 

the present fiscal year basis. 

Miscellaneous 

At the hearing a question was raised by a consumer who was 

the former president of Pa~ Desert Corporation concerning the $2,500 

item of legal expense claimed to have 'been paid some years ago to 

clear applicant's title to the site of its Reservoir No.2, and upon 

which it is planned to erect Reservoi4 No.4, and to some rights of 

way. No documentary evidence was produced to clarify exacely what 

such legal services covered. This expense was capitalized on appli

cant's books in 1957 as part of the cost of its landed capital. 

An appraisal was made jointly by applicant's engineer and 

the staff engineer 1n this proceeding to determine the estimated 

original eost of the facilities of the Pines to Pa~ Mutual Water 

system acquired by applicant as of January 1, 1958. Exhibit No. 7 

shows the total estimated original cost to be $8,102 and the related 

accrued depreciation reserve as $992, which amounts have been used 

by applicant to record this transaction on its books. The record 

shows that the only cost to applicant for such properties except 

for appraisal cos~s of about $135, was its agreement to serve water 

to a 30-acre area as consideration for the various assets received. 

Those facilities, supplied with WAter by a connection to applicant's 

existing pipeline, now serve 10 or 12 customers and more houses are 

being built in that area. 

Applicant testified to the need for the proposed 200,000-

gallon reservoir to be installed at the same elevation and on tQe 

same site as the existing 150,OOO-gallon Reservoir No.2. About 

35 per cent of the present, customers are in the upper portion of the 

system supplied from this reservoir with water pumped by the boosters 
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located at Reservoir No. 1 through over a mile length of a-inch 

pipeline. Applicant claims that its consulting hydraulic engineer 

recommends the instal13tioo be made in the near future to satisfy . 
possible peak-perio~.and fire protection requirements. At the hearing 

applicant's counsel committ~d the utility to the installation of the 

said reservoir before the end of the year 1958 provided its esti

mated cost of $20,000 is included in the rate base in this proceeding. 

Because it is being so included, the order herein will require that 

the reservoir be installed as proposed. 

Applicant's engineer called attention to the fact that the 

rate of return of 8.43 per cent with the proposed rates in effect 

for the year '1958 compares with 8.90 per cent for the year 1957. 

He pointed out that as refunds are made on the consumers' advances 

for construction, the rate base will become greater and subsequently 

the rate of return will decrease if the gross plant additions are at 

least equal to the annual depreciation accrual. It does not appear 

at all certain that such conditions will prevail and it is also to 

be noted that the rates of return for the two years as determined by 

the staff indicate a slight increase, rather than any decrease. The 

evidence is not conclusive that the trend in the rate of return will 

be downward. 

It appears that the arrangement of the irriga.ted areas and 

the facilities installed to provide water service to them are such 

that they cannot be practically .and economically metered. Therefore, 

flat rates for such service will be authorized. The evidence shows 

that the charges for such service are paid to applicant by the Home 

Savings and Loan Corporation as the Declarant on the subdivision 

restrictions, which in turn collects proportionate charges from the 

owners of each lot of either improved or unimproved property. 
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The record in this proceeding discloses that there were 159 

fire hydrants connected to the distribution system as of December 31, 

1957. Also, it discloses that the utility has continued to add 

hydrants and indicates that additional storag~ is being provided 

partially for fire protection. It is therefore apparent that there 

is a demand for such service and a rate should be filed providing 

for it. the order which follows will therefore require applicant 

to file a rate for fire protection service. 

Findings and Conclusions 

The C~ssion finds and concludes that the estimates, of 

operating revenues, expenses, including taxes and depreciation, and 

the rate base as revised herein for the year 1958 are reasonable and 

they will be and hereby are adopted for the purpose of this proceed

i~. 

The evidence demonstrates that applicant is in need of and 

entitled to increased revenue. The revenues which applicant's pro

posed rates will produce, however, are greater than, and the result

ing rate of return on applicant's invesonent is in excess of, those 

which are reasonable. 

As indicated by a foregoing tabulation, the rates herein

after authorized are expected to produce total revenues of about 

$66,080 from both metered and flat rate service or an increase of 

4pproxim4te1y $15,840 or 31~ per cent more chan chose estimaced: co 

be obtainable from rates presently in effect. After due allowance 
£or all reasonable allowances for operat!ng expenses, taxes and 

depreciation amounting to $48,580~ the resulting net income of 

$17,500 represents a rate of return of 6.5 per cent on the depreci
ated rate base of $268,000. We conclude and find that such results 

of operation are fair and reasonable for this water utility. 
",. 
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The Commission finds as a fact that the increases in rates 

and charges authorized herein are justified and that the present rates 

in so far as they differ from those herein prescribed are for the 

future unj us t and unreasonab le. 

Palm Desert Water Company, a corporation, having applied 

to this Commission for an order authorizing increases in rates and 

charges for water se:-vice rendered to its c'l!Stomers, publi"c hearings 

having been held, the Commission having been fully informed thereon, 

the matter having bee~ submitted and being now ready for decision, 

IT IS HEREBY ORDERED that: 

1. Applicant is authorized to file in qU3druplicate with this 

Commission, on or after the effective date of this order and in con

formity with the provisions of General Order No. 96, the schedules 

of rates attached to this order as Appendix A and, on not less than 

five days' notice to this Commission and to the public, to make such 

rates effective for all such service rendered on and after the 

meter reading date of July 26, 1958. 

2. Within forty-five days after the effective date of this 

order, applicant shall file in quadruplicate with this Commission, 

in conformity with the provisio!ls of General Order No. 96, rules 

• acceptable to the Commission governing customer relations revised to 

reflect present-day operating practices, a revised tariff service 

area map and samples of current forms normally used in connection 

with customer 'service. Such rules, tariff service area map and forms 

shall become effective upon five days' notice to the Commission and 

to the public after filing as hereinabove provided. 
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3. Within sixty days after the effective date of this order, 

applicant shall file with this Commission four copies of a compre

hensi ve map drawn to an indicated scale not smaller than 500 feet to 

the inch, delineating by appropriate markings the various tracts of 

land and territory served, the prinCipal water production, storage 

and distribution facilities, and the location of the various water 

utility properties of applicant. 

4. Beginning with the year 1958, applicant shall determine 

the accruals for depreciation by dividing the original cost of utility 

plant less estimated future net salvage less depreciation reserve 

by the estimated remaining life of the plant; applicant shall review 

the accruals when major changes in utility plant composition Occur 

and for each plant account at intervals of not more than three years. 

Results of these reviews shall be submitted to the Commission. 

5. On or before December 3,1, 1958, applicant sball have 

installed and placed in operation a storage reservoir of not less 

than 200,000-ga110ns capacity, complete with necessary pipe con

nections and valves, at the location of the existing Reservoir No.2. 

Applicant shall inform the Commission in writing within ten days 

after said facilities have been installed and placed in operation. 

6. Within one hundred eighty days after the effective date of 

this order, applicant shall file 1.n quadruplicate with this Commission 

.. 25-



A-39356 GH 

and in conformity with the provisions of General Order No. 96, a 

schedule of rates providing for public fire ,hydrant service. 

The effective date of this order shall be twenty days after 

the date hereof. 

Dated at·oo:-___ S.wa'l'l ..... ..:.FM;t:"l:;.;,;n;;;,;eb;;;;,;se;.;;,o ____ , California, this 

clay Of----J~1 ..... If ..... U..,.,t-. ___ , 1958. ____ ---

I~ 
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APPENDII A 
Page 1 or 2 

Schedule No. 1 

GENERAL METERED SERVICE 

APPLICABlLITY 

Applicable to all metered. water service. 

TERRITORY 

The unincorporated community or Palm Desert and vicinity, located 
a.t the intersection or State Highways No. 74 and No. lU, approx1:ma.tely 12 
mile3 southeast of the City of Palm Springs, Riverside C01.Ulty. 

RATES - Per Meter 

~~r ~nta 

F1rst 600 cu. ft. or less ••••••••••••••••••••••••• t 2.00 
Next ~,400 cu~ !t., per 100 cu. ~t. ••••••••••.•••••• .~5 

Next 3,000 cu. ft., per 100 cu. ft. ••••••••••••••••• .20 
Next 5,000 cu. £t., per 100 cu. £to ••••••••••••••••• .14 
Next 10,000 cu. ft'., per 100 cu. ft. ................. .ll 
Over 20,000 cu. ft., per 100 cu. ft. ••••••••••••••••• .09 

For S/8 x 3/4-inch meter ••••••••••••••••••••••••••••• 
For 3/4-ineh meter •••••.••.••......•...••••...• 
For l-inch meter ••.••••..•.•••••••••••••••••• 
For li-1n~meter .~ •••••••••.•••••••••••••.••• 
For 2-tnch meter ••••••••.••••••••••••..•....• 
For 3-inch meter •••••••••••••••.••••••••••..• 
For 4-inch meter ••••••.••..••...•...•......•. 
For 6-1nCh meter •••••••••••••••••••• * •••••••• 

The Min1m1Jm Charge will entitle the customer 
to the quantity or vater which that :m:1.n1mum 
ch.e.rge \dll p\Jl'ebMe at the Quantity Rates. 

2.00 
;3.00 
4.;0 
8.00 

12.00 
20 .. 00 
30.00 
55.00 
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APPENDIX A 
Page 2 of 2 

Schedule No .. 3Ft 

Ln.flTED ~ ~ :mRIGATION SERVICE 

Applicable to water furnished on ~ fl~t rate b~is for the 
irrigation of park and recreation areas designated as the common grounds of 
Units 1,3,4,5,6,7,8,9 and 10. 

TERRITORY 

The unincorporated community or Palm Desert and vicinity, located 
at the intersection of State Highw,ys No. 74 and No. lll, approx:1'Clately 12 
miles southeast of the City or Palm Springs, Riverside County. 

Per Month 

For all water furnished .~ •••••••••••••••••••••• $800.00 

SPECIAL CONDITION' 

Water fUrnished under this schedule may be restricted at the option 
or the utility during hours or peak demand. 


