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~ 
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OPINION 
~ ...... --~----

The Deer Lake Water Corporation operates a water 

<iistribution system in the area of Deer Lodge Park which is a 

subdivision of a portion of the NEt of Section 8, T2N, R3W,.S.B.B.&M., 

San Bernardino County, and is located about four miles northeast 

of Blue Jay, California. The company originally was operated 

by one Charles Krause, but was pw:cb.a.sed in December of 

1957 by William M. Noe who is the present O'WJler. There are 

approximately 50 dwellings in the area receiving water from this 

water system. The source of water supply is a tunnel about 

2,500 feet long and 6 feet in diameter, which has been blocked 

at each end and in which water accumulates. '!his tunnel was con

structed in about 1890 ancl wa.s part of a project designed to 

divert the ~rater from Lake Arrowhead to the d.esert area lying 

to the north. 'J:h1s project was never completed and the tunnel 

remained unused until it was discovered that it could serve as a 

source of water supply for the present users. The water wJUch 

accumulates therein is surface water and seepage, and it is 

estimated that the tunnel has a capacity of approximately 300,000 

gallons. 

Water is piped from this tunnel to the various users 

in the Deer Lake Park subdivision. Additionally, there are seven 

users in another area known as "Crass Valley Creek. ff The users 

in Deer Lake Park pay for their water at the rate of $24 a year, 
. 

whereas the seven users in Grass Valley Creek do not pay for their 

water and allegedly are using it under deeds which give them a 

right thereto. 
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Shortly after the present owner purchased the system he 

gave notice to the users that the water rate would be increased 

from $24 to $36 a year effective January 1, 1958, and 

that meters would be installed at a cost of $50 to each consumer. 

Likewise, the new owner advised the users that he intended to 

add to the water bills the cost of scraping the roads. !his 

situation gave rise to the complaint in Case No. 6002 wherein 

certain users complained as to defects in the service and also 

against the proposed increases in charges. 

Subsequently other users filed an additional complaint 

in Case No. 6006 again complaining as to the service and as to the 

proposed increases in charges. 

A hearing was held on these two complaints on February 

20, 1958, before Examiner Grant E. Syphers at San Bernardino, 

California, and as a result thereof this Commission issued 

Decision No. 56529, dated April 15, 19S8~ declaring the Deer 

Lake Water Corporation to be a public utility and directing it to 

file rates. The rate so set was $24 per year for each service 

connection. 'I'his decision was interim in nature ancl did not 

determine whether or not the seven users in Grass Valley Creek 

constituted a mutual water company or were part of the utility. 

Under date of April 15, 1958, this Commission issued 

an order of investigation in case No. 6088 "to inquire into the 

practices of this utility as they relate to furnishing of serviee~ 

to determine whether or not certain users of the water are 
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in fact customers of the utility or constitute a mutual water 

company; and to determine the rights and obligations of the 

owners of the utility and the users of the water service." 

On September 4, 1958, the utility· filed Application 

No. 40406 requesting authority to increase its rates to a flat 

rate of $60 per year for each service connection, and for metered 

rates based upon an annual mintmum rate of $60 per year per 

meter which would allow 500 cubic feet per month. Over that amount 

the proposed charge is 35 cents per 100 cubic f~et. 

Further hearings were held on June 10, 1955 and December 

8, 1958, before Examiner Grant E. Syphers in San Bernardino on which 

dates evidence was adduced and on the last-named date the matter 

was submitted subject to the filing of late-filed eXhibits. these 

now have been filed and the matter is ready for decision. 

Technical studies were presented by both the company and 

the staff of this Commission showing the estimated results of 

operation 1.mder present and proposed rates for the year 1959. This 

may be summarized as follows: 
Present Rates 

Item Company Staff 

Operating Revenues 
Expenses 
Taxes 
Depreciation 
Total Operating Expenses 
Net Revenue 
Rate Base 
Rate of Return 

(Red Figure) 

$ 1,560 
2,200 

255 
404 

(~~? 1 7 --

.$ 1,560 
1,400 

290 
320 

(~'f~ 1 , 

Proposed Rates 
COmpany Staff 

$ 4,000 
2,200 

613 
404 

3,217 
783· 

13,757 
5.71. 

$ 4,020 
1,400 

930 
320 

2,650 
1,370 

ll,430 
l2.0% 

From an analysis of the foregoing studies it is apparent, 

and. we now find, that this company is in need of rate relief. Under 
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both the company and staff estimates it will operate at a loss under 

its present rates. The principal difference between the rate base 

estimates under the proposed rates of the company and the staff is 

found in the fact that the company made an allowance of $2,110 for 

the cost of the tunnel. However, there is no evidence in this 

record that the company or its predecessors paid anything for this 

tunnel and, as a matter of fact, it is questionable whether this 

utility owns this tunnel. Under these conditions we will make no 

allowance in the rate base therefor. There are other minor differ

ences but an analysis of them leads us to conclude that the staff's 

estimate of rate base is reasonable. It will be approved herein. 

items: 

The differences in expenses are found in the f~llowin.g 

Expenses· 

Management and General 
'transportation 
Outside Services and Corporation Expense 

Estimated 
Cpmpanx Staff 

$600 
360 
200 

$200 
50 

100 

The first item consists of the time spent by the owner in 

the operation of his utility, and the second item consists of his 

transportation expense in that connection. From this record we 

find that the Owtler hires help to perform maintenance and clerical 

work and spends little of his own time in operating the utility. 

Further:l the abnormal amount: of transportation expense estimated 

by the applicant for travel to and from the Los Angeles area will be 

non-continuing considering its testimony that the owner proposes to, 

reside in the area. We will therefore adopt the staff estimate of 

these expenses. Concerning the third item of outside services and 

corporation expecsc, we will adopt the staff's estimate since this 
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item should not be an expense which recurs annually and the staff's 

estimate appears to be reasonable. 

The rate of return of 121. on the staff-adopted results is 

clearly excessive. In the ensuing order we will authorize a flat 

rate of $4·5 instead of the $60 requested, whieh will result in a 

rate of reeurn of approximately 6%. We find that this result is 

reasonable and that the increases in rates and charges authorized 

herein are justified and that present rates, in so far as they 

differ from those herein prescribed, for the future are unjust and 

unreasonable. 

It should be noted that the foregoing computations a~d 

findings do not include the seven residents of Grass Valley Creek 

who also receive water from this tunnel. In connection with this 

group we now find that they in fact are conducting a mutual water 

company. The pipe from the tunnel to this area was it'lStalled 'by 

the original owner of the land and it was the understanding of the 

purchasers that they acquired ownership of this pipe from the 

original owne::-. 'I'he evidence shows that Since 1945 they have not 

paid for using this water and ~hat they have in fact maintained the 

water system. It should be noted that this water system consists of 

~pproximately 900 feet of one-inch pipe connected to the tunnel. and 

from this pipe the seven users have connections to their respective 

cabins. 

There is no evidence in this record to justify the claim 

of the utility to ownerShip of this pipe or of the distribution 

system to Grass Valley Creek. 

Returning to the users of the utility system) the evidence 

discloses that they are opposed to any increase in rates. However, 

we observe that the utility is entitled under the law the opportunity 
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to earn a reasoDable return on its investment. We also believe that, 

in view of the fact that this area consists principally of mountain 

cabins and that many of the users are only weel(-end residents ~ tbe 

investment of the waeer company should be kept at a reasonable 

minimum. Therefore ~ while the staff engineers reconnnended that the 

company submit a program for completing a c1rcul~tory system, and 

also a program for pressure betterment, we do not believe that 

existing conditions warrant an order requiring the utility to go to 

this additional expense. Any such additional expense would obvi

ously increase the rate base and would eventually have to be passed 

on to the consumers. Therefore, we now find that the present system 

is reasonably adequate under the present conditions. In making this 

finding we do not justify any defects in service, and ehe utility will 

be ordered to uv1ke every effort to obtain a permit under the 

California Health and Safety Code. Likewise, the utility should 

make reasonable efforts to keep the tunnel clean and to insure an 

adequate supply of potable water. 

The applicant should take the necessary steps to establish 

ownership of the tunnel constituting its sole source of water supply 

or to acquire a definitive right to take water from such source. It 

will be required to report its progress in this respect to the 

C01mllission. 

While it was recommended by the staff that the utility 

install meters for all services, the ensuing order will not so 

direct inasmuch as the evidence discloses that most of the users of 

the water are merely week-end residents and, further, the rates 

authorized herein provide a minimum charge for meter service which 

is identical with the flat rate service. Upon this record it does 

not appear likely that many of the residents will exceed the usage 
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permitted under the minimum meter charge. Accordingly, there is no 

justification on this record for requiring the additional expense 

of installing meters. 

The evidence also indicates that some of the users have 

paid $36 for water service during 1958~while the rate prescribed 

by Decision No. 56529 is $24 per year. Any excess payments which 

have been made shall either be returned by the utility to the user 

or credited on that user's account against the charges for 19S9~ 

with the balance therefrom being returned. 

ORDER ... - -- ..... 

Complaints, an order of investigation, and an application 

to increase rates, as above entitled, having been filed, public ~ 

hearings having been held thereon~ the COmmission being fully 

advised in the premises and having made the foregOing findin8s~ 

IT IS ORDERED: 

(1) That the Deer Lake Water Corporation, a California corpora-. 
tion, be and it hereby is authorized to file in quadruplicate with 

this CommiSSion, after the effective date of this order, in conformity 

with General Orcer No. 96, the schedule of rates shown in Appendix A 

~ttached to this order, and upon not less than five days' notice to 

the Commission and to the public to make such rates effective for 

service rendered on and after July 10, 1959. 

(2) That applicant shall~ within ninety days after the effec

tive date of this order, refund to its eustomers any charges hereto

fore made in excess of the previously authorized r~te of $24 per 

year and shall advise the Commission in writing Within e~ days afeer 

such refunds hAve been made. 
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(3) That applicant sh3l1~ within thirty days after the effec

tive date of this order, apply for a water supply permit and shall 

advise the Commission in "i."%'iting within ten days after such applica

tion has been made. 

(4) That applicant shall determine the accruals for deprecia

tion by multiplying the depreciable utility plant by a rate of 3%. 

This rate shall be used until review indicates that it shall be 

revised, and applicant shall review its depreciation rate USing the 

straight-line remaining-life method whenever substantial changes 

in depreciable plant occur and at intervals of not more than five 

years, and shall revise the above rate in conformity with such 

reviews. Results of these reviews shall be submitted to the 

Commission. 

(5) That this order shall relate to the applicant's service 

in the Deer Lake Park Subdivision but shall not apply to tbe seven 

userS presently located in the Grass Valley Creek area~ inasmuch as 

these seven users have been found in the preceding opinion to be 

operating as a mutual water company and not as a part of the public 

utility herein concerned. 

(6) That applicant shall, within one hundred and eighty days 

after the effective date of this order~ sufficiently cover the 

shallow and exposed sections of its mains to prevent freezing and 

shall advise the Commissio"n in writing within ten days after such 

work has been accomplished. 

(7) That applicant shall, within ninety clays ~fter the effec

tive date of this order, report to the Commission in writing as to 

the progress made in obtaining ownership of, or a definitive right to 

take water from~ its pre$ent source of water supply. Applicant shall 
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continue to make such written progress reports every ninety days 

therea£~er until such ownership or definitive right has been estab

lished. 

The effective date of this order shall be twenty days 

after the date hereof" 
SIP1 ~ ~ / ./"'7-

4
ted at ___ ._". __ " ___ ' California, this :2(/G~U. r 

day ofr&A.(£ ~ 1959. 

<!ommissio1'lers 

1 'C','IIorot't. c. McKo:t.P Comm1zc onor.~ ••.•• _._ •• __ •••••• _._." 'bo1%lg 
noc03.o~rllY' 3.bei'\nt, d·1d not p;.rt1c1p:z.to 
1n tho di3~OGit1on of tbla ~roceodi~. 
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A'PPLICABItlTI 

APPENDIX A 
Page 1 or 2 

Schedule No. 1 

, . 

Applicable to all metered ~ater service furnished on an annual basi~. 

TERRTTnRY 

The unincorporated area including the subdivision known as Deer Lodge Pork, 
and vicinity, located 4ppro~tely four miles northeosterly of the Community of 
Blue Jay, near Lo.ke Arrovhend., San Bernord1:lo County. 

Monthly Q~~tity Rate~: 
Per Meter 
'P.,r MS'ln'Yh 

First 500 eu.f't. or less, included in P..nnual Ninimum Charge $ 
Over 500 eu.rt., per 100 eu.ft. •••••••••••••••••••••••••• .30 

Per Meter· 
Annual Min:tnwm Charge: Pgr Y,f1r 

5/S x 3/k-ineh meter •••••••••••••••••••••••••••••••••••••• $4$.00 

SPZCL\L CO~1)ITION$ 

1. The rumual minimum charge applies to service during the l2-month period. 
commencing Januar,r 10 and is due in advance. A ~tomer ~ho ~ establiohed h1~ 
permanency by having p~id tor oervieo for the preeeding 12 months may elect to 
p3y the annunl min~ charge on a monthly ba3is e~ual to one twelfth of the 
annual mini.::Ium ehorge. 

2.. When the amlu.e.l minimum chArge is paid in advance, charges for ~o.ter usoo 
in excess of the monthly allowance for the annual minimum charge mo.y be billed 
monthly, bimonj~ or quarterly at the option of the utility on a noneum~tive 
monthly cOllGuroption ba.sis. . 
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~PFLICAB!L!TY 

APPENDIX A 
Page 2 of 2 

Schedule No. 2 

Ar..YNUA t G~"ERAL ~ ~ SERVlCE 

Applicable to all flat rate ~ter service furnished on an annual basi,. 

IERR!TORY 

The unincorporated are4 including the subdivioion known az Deer lodge P~k, 
and vicinity, located a~proximAtely four miles notthen3~rly of the Community of 
Blue Jay, near we Arrowhead, San Bernardino County. 

For each ,ervice connection •..................... $45.00 

SPECIAL CO~1DrTrONS 

1. The above flat rate applies to service during the 12~month period commenc
ing J tmuary 10 Slld i3 due 1n I.ldvonce. 

2. The above flat rate applies to sorvice eonneet5.ons not lager tb.t:l.n one 
i."lch in diameter. 

:3. Meters Wly be installed a.t option of utility or e'Il5tomer for above elo.ssi
fication in vhieh event :erviee therca!ter vill be furnishod onl1 on the basis 
~of Schedule No.1, Annual Cienerru. Metered Service. 


