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Decision No. S~t.:.f'I; P. ----------
BEFORE THE PUBLIC UTILITIES COMMISSION OF TEE STATE OF CALIFORNIA 

In the UlStter of the application of ) 
PACIFIC GAS AND ELECTRIC COMPANY for 
authorization to increase the rates 
and ctu;:rges of its Salinas Water 

Application No. 40479 
(Amended) 

System.. 
(Water) 

F. T. ~rls" John C. Morrissey, and Philip A. Crane, Jr., 
for applicant. 

Russell Scott, Ci~ Attorney and Thomas G. Dunne, City 
Manager, for City of Salinas, protestant. 

t·!. R.oche, T. Deal and G. Weck, for the Coramission staff. 

OPINION -.-- ..... ~,....-
\ 

Applicant request's an inerlease in its Salinas water system. 

rates designed ~o increase total operating revenues by $205,280, or 

47%; cancellation of B special rate contract for water sales to 

Far::lers Mercantile Company in Salinas, and .authority to revise 

private and public fire protection schedules applicable to the 

Salinas system. Hearings, after due notice, were held Bt Sali~s on 

December 4, 1958 and January 20, 1959, before Ex3miner .John M. Gregory. 

The City entered no' objection to justifiable tncrea~es in 

general service rates. It did object, however, to revision of the 

private fire protection schedule as an unnecessary and unsubstantiated 

change in long-standing rate practices for that class of service. 

Counsel for the staff also objected to the revised schedule on the 

ground that it would be imprecise and difficult to administer because 

of the inclusion therein of a monthly II facility ehargeH of l¥!. r.tr 3/t.. .. 7. 

of the estimBted cost of installation of required f~cilitics as a 

factor in the total rate, or charge, for the service, the lesser 

percentage to apply where the customer advances the costs of instal­

lation. 'V7 e will return to this subj eet later, following a brief 
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discussion of one of the recent factors influencing· the companyf:i 

operations and of comparative operating result esti:m.ates under 

pre&ent and proposed rates. 

Present rates for applicant's Salinas water systemw~e 

authorized in 1953 (Decision No. 49187 ~ Application No. 34038). 

Since then, rising eosts ancl, in tax year 195&-59, an increase of 

1401. in assessed value over 1956-57 of the eampanytswater systeQ 

properties in Salinas, plus higher local tax rates, have contributed 

to a substential and continuing decline in the company's retu'rtl on 

its invest::ment in those properties, despite added customers and 

revenues during the intervening years. The following table 

illusc:ates the trend ·in recent years of assessments and local t8x 

rates. Although a portion of the increase in assessed value in 

1958-59 is due to added plant, it primarily results from 3 higher 

level of assessment. 

Tax Yesr 

1956-57 
1957 .. 58 
1958-59 
1959-60 

Assessed Value 

$ 466,450 
514,670 

l,119,460 

Tax Rate 
Per $100 

Assessed Value 

$6.38 
6.74 
6.95, (est.) 
7.15 (est.) 

A condensed version of camp~ny and staff estimates of 

operating results for 1959 at present and p~oposed rates is shown 

below. The estimates are in substantial agx-eement 3nd require no 

special comment. The staff's figures are based on field studies 

and on. review and adjustment, where appropriate, of the company's 

results. Depreciation for federal income tax purposes was calculated 

by both the company and the staff by the straight-line method. '!he 

staff study (Exhibit 6) also contains figures illustrating the 

effect on rate of return of using aeeeler~ted depreciation, a 

subject now under investigation by the Commission in Case No. 6148. 
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1959 Estimated 
Present Rates Pro~osed Rates 

, Item Staff Company Stef company 

Iotal Ope:atillg R.evenues (:.7) $ 431~190 $ 434~620 $ 636,790 $ 639,900 
Total Oper.oting' Expenses 345)'\095 347,536 456,539 4S8.60S 

Net R.evenues 

Ra tc Ba se, Deprcc:is ted 
Rate of Retu'rn 

85,695 87,084 

2,878,931 2,939',115 
2.98% 2.96% 

180,251 181,291 

(Cl)Average number of customers used: Staff - 8,620; Company - 8,6l9' 

Returning to applicant's proposal to revise its schedules 

for fire protection services, both private and publiC, and treating 

first of the private protection service, the evidence establishes 

that applicant and other utilities have similar schedules in effect 

for electric service which have been approved by the Commission~ 

but that the proposed revision represents an ixmovation in water 

service rate schedules. '!he present schedl,lle" (Sched. No. F-2, 

Cal. P.U.C. Sheet 344-W, effective Nov. 15, 1953), provides rates" 

based on a three-yeDr contract, for service to private fire protec­

tion systems located along ~ins having excess capacity for 

deliveries to firm customers;p within the incorporated limits of 

Salinas and certain contiguous unincorporated areas,. The rcvised 

schedule, .also applicable only on a three-year contr.ac't: baSis, would 

apply to all weter service furr..ishcd for privately ot.."ned fire 

protection systems in the entire area supplied from the company's 

~own pressure system. 

Flat monthly charges in present Schedule F-2 are specific 

for 4-to-10-inch services and range from $5.50 to $25.00 in addition 

to the commodity rates in Schedule No. 1 fo~ amountso£ wnter used. 

Under the proposed revision the flat monthly charges, wbich.. now 

include components for capital and expense items, would be replaced 

by a lower service charge, ranging from $2.50 to $10, plus a 

1\ facility eharge1j equal to 1%% pcr month of the estimated cost of 
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the company-owned faeilities installed, in addition to Schedule No. 1 

commodity rates. Installed eosts are now higher than those originally 

used to design the present schedule and have ranged fl:om $820 to 

$2,122 for 14 installations of 6-inch services of which the company 

has records. A U facility charge" of 3/4% would .apply if the customer 

elected to advance the total estimated installed cost of the required 

facilities. 

The purpOse of the revised schedule is to relate charges 

to cost of supplying the service, for which there is comparatively 

infrequent demand and for which the costs of installation vary in 

accordance 'With the requirements of individual customers.. Revenues 

for private fire protection service for the test year 1959 are esti­

mated at about $3,700 at present rates and between $10,800 (company) 

and $12,340 (staff) at proposed rates. 

Applicant also proposes to revise Schedule No. F-l, Fire 

Hydrant Service (Cal .. P.U.C. Sheet No. 343-W, effective Nov. 15, 1953). 

The prescn~ schedule provides three scales of monthly rates for wharf 

and standard hydrants for ~cipalities and other public agencies 

within the incorporated limits of Salinas and certain contiguous 

ul.'tineorporated area. the rate scale applicable depends on whether 

the company or the customer owns and maintains all or a portion of 

the facilities installed. 

!'he revised schedule, applicable within the entire territory 

supplied from the company's town pressure system7 contains two scales 

of rates, denominated \\Rate A'~, under which tbe company owns and 

maintains all faCilities, and ~;Rtlte B") und.er which the customer owns 

and maintains hydrant, service pipe and fittings and the company 

provides anQ installs the service tee and Shut-off valve. 

The company presently supplies no service under the second 

scale of :rates in existing Schedule No. F-l, the scale under which 
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the customer owns and maintains only the hydrant. RDtes for company-
I ... • , 

owned hydrant installations would be increased under "Rate N' and the 

rate closed to new inst311~tions as of its effective date. "Rate B" ~ 

which is less in all categories than the oRate A" scale, would' also 

be increased. 

The record shows that most of the hydrants on the Salinas 

water system are of the double outlet standard type, carrying present 

rates of' $2.25 if customer-owned .and $3.50 if company-owned. The 

difference, $1.25, if capitalized at 1.5% per month, or 18% per year, 

for operation, maintenance, depreci~tion> ad valor~ taxes~ general 

expense and return and taxes on income, would support an investment 

of only about $83, Which is less ti1an the cost of the hydrant f~o.b. 

factory. Under the proposed rates, the differential is $3.00 per 

month, which, if capitalized at 18% per year, would support an 

investment of only $200 per hydran~. Recorded costs of typical double 

outlet hydrants installed during 1955-1957 averaged $446 per hydrant, 

of which about three-quarters was for materials and supplies, and the 

balance for labor and overhead. 

Most of the fire hydrants nO"wY' suppliccl under Schedule No. 

F-l are customer-owned. Under the revised schedule the company 'Will 

continue that type of service wit:h only nominal increases in clulrges 

for the different types of hyc1rants supplied. Under "Rate Btl the 

customer will be free to install any type ox: model hydrant desired. 

Operating revenue estimates for the test year 1959 under 

existing Schedule F-l range from $16,520 (staff) to $16,900 (company) 

and under eheproposed revision £rom $23,060 (staff) to $23,700 

(company) • 

I~ is clear, from this record, that present rates for 

applicant 1 s salinas water system a:e i1Uldequate and insufficient under 

existing conditions, and that applicant is in need of additional 

revenue to meet costs and a reasonable return on its investment for 

-5-



A. 40479 jo 

that system. 'the difference of less than one-tenth of one percent 
"I 

in the indie.'3ted rates of reeurc. for the test yellr, under bo~ present' 
, 

and proposed rates, would seem to indicate that, despite csre~l 

scrutiny of :applicant's proposals by the Commission's staff and the 

adjustments, here found proper and reasonable, to .:lpplieant's esti­

mates, both the company a~d the staff are in substsntial agreement as 

to the need for revision of rates for this system of the order 

inclicated in the respective SU1l:m3ries of estimated operating results 

for the year 1959. 

We see no reason for withholding per.mission to revise 

schedules for public and private fire protection rates and service. 

The record, in our view, supports a finding that the proposed revision 
, 

of Schedule l~o. F-l, Public Fire Hydrant Service, is reasonable, with 

minor modific~tion. 
i 

With respect to Schedule 1'10. F-2, Private Fire Protection 
1 

i 
Service, ~1e are of the opinion that applicant's theory of relatiXl8 

the charge for such service to the estimated cost of providing it in 

individual cases, as is contemplated by the proposed schedule~ may 

have some merit, but that the proposal as advanced by the company has 

several serious deficiencies. We do not believe that the costs of 

providing service can be properly related to the cost of the physical 

installation as advocated by applicant, particularly for customer-owned 

facilities. In the case of the latter, for example, applicant proposes 

to include in the facility charge an item of depreciation, on the 

theory that the company will in time have eo replace these facilities 

:at its' own expense. This is contrary to the basic object.ive of 

deprecia~i01l, which is the recovery of origir..al cost of fixed capital, 

less est~ted net salvage, over the useful life of the property; it 

does not: relate to replacement of capital items. Since the company 

would not have furnished the capital for installation, it would 
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obviously be inequitable for it then to claim, as an expense, 

deprecistion on pl~nt supplied by others. MOreover, applicant's 

proposed schedule would base the facility charge on 8 percentage, of 

the total estimated installation cost, which could well lead to 

controversy as to what would be included in the total cost and. what 

would be the basis for the estimates of such cost. 

The proposed schedule would result in an over-all increase 

of 200 percent in revenue fr~ private fire protection service, 

according to applicant's own estimates. The charges for many 

customers would undoubtedly re~lt in increases considerably greater 

than this. Moreover, applic~tion of such .a schedule could well result 

in rates very different for different customers with'similar facilities, 

depending upon the ege of such installation and its cost of the time ' 

of installation. When an old installation requires replacement, the 

same facilities installed at probably much highel: cost would resul.t 

in appreciably higher rates to the customer without any corresponding 

increase in availability of water. Finally, this fo~ of rate would 

impose a diffi.cult administration problem on the Commission. 

particularly if Special Condition No.1 in the proposed schedule were 

permitted, wherein only a copy of the contract form would be filed 

with the CommiSSion. 

In our opinion, the deficiencies in applicsnt's proposal 

for private fire protection service outweigh the possible inequities 

that may exist under the present form of schedule. 'to1e see no reason 

for a change at this time in the l~storical concept of charging for. 

such service on 1:be basis of the size of connection, even though it 

is rccogru:zed that the present method may have imperfections. The 

simplest solutiOtJ. is to restrict future installations to those wherein 

the cust;OlJler pays· for such installation, in accordance with the us~l 
~ 

practice for water utilities in tl~s state, and the schedule authorized 
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herein will so provide. 

The present schedule of rates for private fire protection 

service does not differentiate between facilities installed at the 

utility's expense ilnd those installed at the customers' expense.. The 

authorized rates will provide for such differences and will also 
\ 

contain special conditions differing somewhat £rom those in applicant's 

present and proposed schedules in order to conform more closely to 

schedules for such service authorized previously for other water 

utilities in this state. 

Concerning applicant I s request to cancel the existing 

contract rate for water sales to Farmers Mercantile Company~ authorized 

,by the Commission in 1950 (Decision No. 43888, Application No. 30995), 

the evidence shows that this customer has been receiving water ser:vice ' 

through a S-inch connection pursuant to rates designed in 1948 for 

4-inch~ 6-ineh and S-inch service which included a facility c~rge of 
• I 

1'Q. per month, or 15% per year. The $25 rate l.n present Sche~le 

No. F-2 for a 10-inch service was designed in 1951 and was based on 

8 facility Charge that equalled 16.3% of the then-estimated instal~ 

lation cost. The 1948 schedule, then called \:FP', was authorized 

by Decision No. 42208, dated November 9, 1948, in Application No. 29763. 

!he rate for the lO-inch service connection was authorized by 

Decision No. 46990, elated April 14, 1952, in Application No,. 32722.:· 

Prior to 1948 there were also other installations on the Saltlil.Bs 

system where charges for private fire protection services were 

established using the l~ per month chBrge. At the present t:i.mc, 

however, there are no customers, except Farmers Mercantile Company, 

who are served under such special or deviation rates. 

We find that, under the circumstances disclosed by thl.s 

record, applicant's request to discontinue service to Farmers 

Mercantile Company, under the existing arrangement and to transfer 
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that customer to proposed regular :rate scheclu1es when the same become 

effective, is reasonable and it will be authorized. 

This application was filed on October 2, 1958. !he 

company's exhibits, as well as that of the staff, re:leet conditions 

obtaining on the Salinas water system as of the approximate time of 

filing the requese for relief. The company, on the basis of its 

showing, has llsl~ed for revision of rates Dnd sc11cdules estimatecl by 

it to result for the year 1959 in a rate of return of 6.17% on a 

depreciated rate base of $2,939,115. The staff, using applicant's 

rate proposals and estimates, adjusted where considered appropriate, 

has developed an inc1ic8ted rate of re~'7."n of 6.26% on a depreciated 

rate b~sc of $2,878,931. Both ra~es of return and both rate base 

estiIxlstcs arc within the zone of reasonableness, in our. opinion, and 

are supported by the evidence of record. For 'the purpose of this 

proceeding, however, we will adopt t£,;,c staff's estimates 8S shown 

in Tables ll-A and ll-B of Exhibit 6. 

After adjusting the operating revenues to reflect the 

revisions of applicant's proposed Schedule No. F-2, Private Fire 

Prot:eetion Service, 8S hereinbefore discussed, tle conclude that the 

following tabulation reasonably represents the operating results for 

the year 1959 estimated at the' rates authorized in this· decision: 

Iotal . Operating R.evenues 
Iotal Operating Expenses 

Hee.R.cvenues 

Rate Base, Depreciated 
R.ate of Return 

Estimated Year 1959' 
.. I\uthorized Rates 

$ 630,120 
452,950 

177,170 

2,878,900 
6.15%. 

Tae Commission ha s considered this record and is of the 

opinion that applicant should be accorded the opportunity to earn 

a rate of rct:.urc. of 6.1S'a, on ~ depreciated :rate baf.:.:l of $2,878,,900, 

-9-

/ 



A. 40479 jo * 

based upon the level of business estimDted to prevail in the assumed 

test yesr 1959. We find said rate of return of 6.15% to be fair ~!nd 

reasonable on this record for applicant's Salinas water system 

operations. 

We find as a fact that the increases in rates and ch.argc:s 
, 

authorized herein are justified and that present rates ~ insofar as! 
I 

'they differ from those herein prescribed, .are for the future unjus~ 

and \.t.O%easonable. We conclude, accordingly, 'that applicant shouldi 

be authorized to file such increased rates. 

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

Public hearing having been held herein, evidence and argo-
: 

, 

ment having been received .and conSidered, the matter having been 

submitted for decision, the Commission now being fully advised andi 

'basing its order on the findings and conclusions contained in the 

foregoing opinion~ 

IT IS HD:EBY ORDERED that: 

1. Applicant is authorized to file in quadruplicate with thi:s 

Commission, after the effective date of this order and in conf~nce 

with the provisions of General Order No. 96" the schedules of rates! 
i 

attached to this order as Appendix A 3nd~ on not less than five days' 

notice to this Commission and. to the publie 1 to mal<c such rates 

effective for all such services rendered on and after July 16, 1959 
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,. 
'I 

2. Concurrently with the effective date of the rates herein 
1 

I 

authorizecl, app11cant shall discontinue sales of water to Farmers 

Mercantile Company at Salinas, Californ1s, under that certain contract 

annexed as Exhibit "A" eo AppliClltion No. 30995 and authorized b)'f 

Decision No. 43888 in said proceedixlg, and shall transfer said 

customer to the appropriate regular rate schedule or schedules as: 

authorized herein. Applic8nt shall notify the Commission in writing, 

within thirty days after the effective date of this decision, thae 

such t%ansfer has been accomplished. 

The effective date of t:bis order shall be ten days sfte:r 

the date hereof. 

Dated at San F.rn.nd3eo , California, this .;z3~. 
day of ____ n~~/ .......... 4 ...... 'd.../~~--__ ~) 1959. U-
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APPENDIX A 
Page 1 of: ; 

Sehedw.e No. SA-1 

~liMO Tariff" Ar"A. 

~t MEtERED SERVICE 

~PPLICAB!L!TY 

A ppl1cable to all metered wter :e:rv1ce. 

TERRITORY 

The City of SeJ.1nM a.nd vicinity? Monterey County. 

~ 

Quantity Rates: 

First SOO eu.rt. or les~ ••••••••••••••••••••••••• 
Next 2,;00 eu.tt., per 100 cu.rt. • •••••••••••••••• 
Over 3,000 eu.ft.? pel' 100 eu.rt. • •••••••••••••••• 

M1nimu:n Charge: 

For ;/8 x 3/4-ineh moter 
For 3/4-inehmeter 

..........•............•..• 
•.........•.......•.......• 

For 1-1neb ~eter ....... ~ ....•...•.........• 
For l~1nch meter .....•.•....••..•.....•...• 
For 2-ineh ~eter •..•...•.....•..•.........• 
For 3-ineh meter ... ~ ........••..•..•....... 
For 4-1neh meter •..•............•....•.... ~ 
For 6-ineh meter ·.~ •..•.........••..•.•.•.. 

The M1rdmm Charge will entitle the customer 
to the quantity of water whieh that ,minimum 
cbArge will purche.se at the Q1JAntity Rates. 

Per Meter 
. P,r M2TJth 

$ 2.50 
.28 
.JS 

$ 2.;0 
3.50 
4.;0 
9.00 

l; .• OO 
30.00' 
60.00 

130.00 
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APPLICABILITY 

APPENDD:: it 
Page 2 of 5 

Sebed'l.lle No. SA-4 

Sa11na~ Tariff Are~ 

PRIVATE ~ PROTEcTION §ERVJCE 

Applica.ble to all 'Water service furnished fer privately owned fire 
protection oY3tems. 

mRITORY 

. The City of Salinas e.nd vicini t'1, Monterey County. 

RATES 

For each 4-inch connection ' •••••••••• 
For each 6-inch connection •••••••••• 
For each 8-1nch connection •••••••••• 
For each lO-inch connection •••••••••• 

SPECIAL CONDITION'S. 

PElt Month 
FaC111t1~s Install~ at Co~t of, 

Ut111t1__ CU$tomer 

$ 8.00 
12.00 
16.00 
30.00 

$ 5~50 
7.00 

10.50 
25.00 

1.. W'hen fire protection oervice connection is installed a.t the cost of 
tho customer :luch cost shell not 'be $ubJ ect to refund. 

2. If s. diztr1bution main or adequate size to oerve a pr1va~ fire 
protection ~ystem in addition to all other normal ~erv1ce does not eXist in 
the street or alley adjacent to the prem1~es to 'be served" then a. ::ervice 
main from. the nearest eXisting'%ll8.1n of adequate capacity 'W'1ll be i~ta.lled 
by the utility at the cost of the customer. Such cost shall not be subject 
to reflmd. 

3. Service hereunder is for private fire prot~ction oya~ to which 
no connect10nz for other than fire protection purposes are allowed and which 
are regula,rly inspected by the underwriters having jur1::diction, are 1ns~ 
accordiDg to the specification:! 0'£ the utility, and are mtl.inta.ined to the 
sa.tio'£action ot the utility.. The utility may in:UJ.l the stande.rc1 detector 
type meter approved by the Board ot Fire Underwriters tor protection aga1n8t 
the!t, leakage or ~::te of water. 

( Continued) 
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, ....... . ~'.' 

.. ~: .. 
,'".... ·~··.I 

'"'f'" 

Schec:ule No. SA:-4 

Winas Tariff Ar"a. 

PRIVATE Im PROTECTION SERVICE 

SPECIAL COND!T!QNS--Contd. 

4. For wter del1vered tor other than tire protection ptlX'Wse:7, oharge:; 
W'ill be made therefor u:oder Schedule No. SA-l, C09nerlll V.e~rod StJrvioo. .,.-

5. The utility vill ~upply only such w.ter at sueh pres~'Ul"e e.o mAY' be 
available from·t1me to time as a result of 1t~ normal operation of tho system. 

6. All service conneetions to provide priva.te f'ire protection service 
installed on or o!ter the ef'f'ective dIlte of' this schedule will be installed 
at the eost or the oustomer and such eost ~~l not be subject to refund • 
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A?PLICA'8!.1m 

APPENDIX A 
Page 4 of 5 

Schedule No. SA.-5 

SA,lina.!'i' Tar"!! Ar,,,. 

PUBLIC ~ !f:!DRANT SE:R"n~ 

Applieabl~ to all firo hydrant servieo furni~hed to duly ore~zed or 
incorpor~ted fire distr1ctoor other political ~ubdiv1s1ono of the State. 

T'EP.?.ITORY -
The City or Sa.l1ne.s and vie1nity> Monterey County. 

RATES 

'Wb.a.rf: Hydrant: 

On ¥.a1D. Smaller than 4 inches 
in diameter ••••••••••••••••••• 
On ~in 4 inehe~ or lerger 
in d1~eter ••••••••••••••••••• 

Sta.neard Hj"dront: 

Single Outlet 
DOUble Outlet 
Triple Outlet 

SPEC;rAL CONDITIONS 

•.••............. 
................. 
•...•............ 

-

Per Hydrant P,,:r Month 

:3.50 

4.2; 
5.75 
a.oo 

$1.25 

1.7; 

2.00 
2.75 
:3.50 

1. For ~ter delivered tor other than fire protection purposeo, charges 
will be made a.t the quantity rates tmder Schedule No. SA-l, General Metered ___ 
Service. . 

2. Relocation of Iln'3" ~nt shall be at the expense of the party 
requosting relocation. 
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APPENDIX A 
Pago 5 of $ 

Sched,ul,t) No. SlC-5 

,;;",PUB~tI;;.;;.C ~ RYDRANT SERVICE 

mClAL CONnIT!ONS-Contd. 

3. The utility w1ll supply only such water at :uch pressure e.s may 'be 
available !'rom time to t1me a." the reoult of its normal operation or the 
system. 

4. Where the facilities are installed at the co~t of the public 
authority, such coots include a.ll labor and. materials except that tho 
utility will prOVide the m.a:ter1als for the service tee tlnd the ~b.ut-of'f 
valve. 'l'b.e service tee and valve 'Jill 'be ~talled. oXlly b.1 D.uthorUe4 
utility personnel. . 

S. On and e.tter the effective date of th1:s taritf schedule, sll fac1l­
ities to 'provide sorvice '\mdor tbi:: sched:ule v.Ul be installed at the cost of 
the public author1 ty. 


