
Decision No. 67346 

BEFORE !HE PUBLIC UTILItIES COMMISSION OF tHE S~T.E OF ~LIFORNIA 

App11eaeion of MALLIE O. RICHARDS ) 
aDd BERTHA A. RIOiARDS, husbatld and .. ~':~.) 
wi fe, dba "I.E GRAND WA'I'ER COMPANY" ) 
for a:D order, under Section 454 of ) 
the PUblic Utilities Code, author1z- ) 
ing an increase in water rates. ) 

Application No. 43981 
(Amended) 

T~ N. Petersen, for Mallie O. and Bertha A. 
lUCliai'ds, applica:Dts. 

Rev. E. Jesse Campbell, for a group of pro­
testaDt customers. 

John L. BoYle, interested party. 

Edmund J. Texeira and- John D~ Reader, ~ppe.a.r1Dg 
for the commIssion' staff. 

O?INION 
-...,~----

On August 28, 1962, the Comm1ssion entered Decision 

No. 64179 iD this matter. That decision authorized applicants to 

increase their rates for water service. Applicants r basic rate was 

increased from $2.25 to $4.80 per mo~th. Ordering Paragraph 5 of 

Decision No. 64179 provided that: 

"0t1 or before December 31, 1962, 4pplica:ots shall 
install and have in proper operation an additional 
wei.1 equipped with suitable motor a:nd pump':to fur­
nish not less than 400 gpm at a pressure of 40 psi, 
a 4,OOo-ga110n pressure tank and at least one main 
no less thaD 4 inches in diameter to connect the 
new well at the present distribution system. Appli­
cones shall inform the Commission, in writing, of the 
completion of sueh instnllaeion within ten days there­
after." 

I~ establ1sbi~g the estimated rate base for the proeeedi~g, 

the Commission provided that applicants r estimated rate base should 

be increased in the amount of $10~050 ~o provide for the addie1o~s 

to plant ordered ix: OrderiDg Paragraph 5. this amount was included 
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in the rate base pxior to the actual addition of the facilities to 

permit appliCSDts to have an established rate upon which they could 

secure finaocing. 

On December 7. 1962, applicants requested an extension of 

time in which to comply with Ordering Pe:agraph S. Oll May 7, 1963 

the Commission entered an order extending the time for compliance 

with Ordering Paragraph 5 until June 30 lt 1963. On October 15, 1963:J 

the Commission eDtered Decision No. 66134 whiCh ordered this pro­

ceeding reo~ed (1) to inquire into the extent of compliance or 

noncompliance by app1icaDts with the provisions of prior orders herein, 

and into the reasons for any noncompliance; (2) to determine whether 

or not the rates being charged for water service by applicants should 

be reduced or otherwise modified and (3) to enter any other order or 

orders that may be appropriate. 

A duly noticed hearing wa~ held in this matter before 

Examiner Jarvis in Le Grand on February 25 and March 18, 1964. It 

was submitted OD March 18, 1964. 

Applicants concede that the facilities required by Ordering 

Paragraph 5 of Decision No. 64179 ~ve not been iDstalled. No exp1aD­

atioll was given for the failure to comply with Ordering Paragrapb. S. 

'!he Corm:aiSSiOD staff introduced it! evidence a. tabulation 

c~paring the operating reSults adopted in Decision No. 64179~ the 

effect OD these operating results by ~djusting the rate base to delete 

the sum of $10.050 and operating results adjusted to produce the s~e 

raee of return provided for in Decision No. 64179 on an adjusted rate 

base which does :cot include the ordered improvements which were not 

installed. 

The tabulatioll is as follows: 
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· · · · 
. 1):64179 :Adjusted : . ' Adjusted . .. . . 

Item :Ado2ted Resu1es:Rate Base:Operating Results: 

Operating Revenues $ 7~125 $7~125 $5,880 

Decuctio'Ds 
operating Expenses 4,550 4~550 4,550 
Depreciation Expense 680 380 380 
T.exes Other 'Xh.a:D Income 300 300 300 
Income Taxes 335 395 135 
Allowance for Return 1z260 1z500 ... , 'S15 

'rotal 7,125 7,125 5,880 
A vg. Depr. Rate Base 17~00O 6~9S0 6,950 
Rate of Return 7.4%* 21.6% 7.4'7. 

* ca.1c:ulazed. 

At the hearing, appliea.nts devoted most of their presenta­

tion to ateenpting to persuade the Commission to chaDge its lo~g­

standing policy. of determining rate base by utilizing original (or 

historical) cost less deprec:iatio'D. Applicants presented the report 

of a:o appra1ser which included aD historical cost valuatio'O "for 

information o'Oly" and valuations based on reproduction cost less 

depreciation Slld "go:i.:cg va.lue". 

Applicants rely heavily on a discussion in califoroia 

Jurisprudence, Second Series, in attempting. to persuade the Comm1s­

sion not to use aD historical cost rate base in this proceeding. 

!he discussion relates to the M..1.rket: Street .Rai lwa! case, 24 Cal 2d 

378, affirmed 324 U.S .. 548, where original or historical cost was 

Dot used for rate base beca.use the cODlpatly permitted UllusWll deteri­

oration in view of negotiatioDs for sale to the Ci~ started many 

years ago. '!he C4l1foX't)ia Supreme Court there s41d: "'!be ord111ery 

methods or theories of deprec1ac1oD accounting therefore would not 

reflect the true record of plant: consumption aDd the result, were 

such methods ac1opted, would not be i'O conformity with the facts. 

On the other haed, the evideDce of obsolesceDce, depletion, depr.cc1-

ation, aIlO deteriorCl.:iotl 1s such .ru; to justify the Cormll1ssion r s 

observation that there was no available or procurable evidence of the 

fair va.lue of the property except the amount contained ill the compa­

ny r S offer eo sell to the C1 ty, made in the period, wheIl business 
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was profitable." (24 cal. 2d at 400) Mr. Justice Jacksoo, speaking 

for the UDited States Supreme Court in affirmiDg the ~$SiODrS 

actions in the Market Street &ailway Case. stated that "the due 

process clause Dever has beeD held by this court to require 4 c~ 

~SSiOD to fix rates on the present reproduetioD value of something 

DO one would presently WaDt to reproduce~ or on the historical valu­

ation of a property whose history and eurrent fin~e14l statements 

showec:! the value no longer to exist •••• " (324' U.S. a.t 567.) 

'I'hrough the years the Cormn:1ssion has, absent speeial eirc:an­

starlces such as ill the Market Street Rai lway case, used original 

(or historical) cost in determining rate base. At one ttme the 

Commission used UDdepreciated historical cost along with sinking fUDd 

depreciation. (Railroac Com. of California v. P~ifie Gas & Elec. Co •• 

302 U.S. 388, 395-396). ~ 

In determining rate base, it has beeD for m.any years, and it 

is l'reseDtly, "the policy of this Commiss:i.o%l to use the original 

cost of land aDd the depreciated original cost of other facilities 

where that cost can be ascertained. H (Metropolitan Coach Unes, 

54 cal.~.U.C. 425, 43l; Pne_ Tcl. & Telp Co., 56 cal.p.U.C. 277, 281~ 
283 I£ther portions of order, %lot here involved, were atlnulled in 34-

~l. 2d 82]7; Pacific Telephone and Telegraph Co., 53 C4l.P.U.C. 275, 

281; South¢rn california. Edison Co., S3 cal.P.U.C. 385, 390, 

affirmed 4S cal.2d 152 ; The Ci ey of Nationa.l Ci ty v.. The Sweetwater 

Water Corporation, etc., 39 C.R.C. 118, 125.) !he use of original 

or historical cost in establishing rate base will not be disturbed 

by the courts unless the rates fixed for the utili~ are confiscatory. 

(Federal Power Com. v. Hope Nat. Gas Co., 320 U.S. 591; Dyke Water Co. 

v. Public Utilities Com. S6 Cal.2d 10$, 129; Market Street Railway 

~. v. Railroad Com., 24 cal.2d 378, affirmed 324 U.S .. 548; 1lailroad 

Com. of california v. Pacific Gas & Elee. Co., supra, 302 U.S. 38$.) 
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!here is nothi~g in this record to cause the Commission to change 

its policy with respect to determining rate base. 

Ap?licants presented, at the heari~g, aD historical cost 

appraisal of their water system prepared by a civil engineer for use 

by their appraiser. The eng1De~r testified that his appraisal was 

aD estimate aDd not precise. !he civil engineer's estimated histori­

cal cost of the syst~ differed somewhat from that utilized by the 

Commission 1n Decision No. 64179. The historical cost of the system 

~tilized by the staff aDd adopted by the Commission was derl~ed from 

the verified acnual rc?orts filed by the appl1caDts. (Public 

Utilities Code § 584.) Neithe~ ap?lieant testified at the current 

hearing. No attempt was made to reconcile the civil engineer's 

estimate with the sworn declarations of the applicants in said 

reports. In the c1rcumst3Dees~ the Commission finds no reason to 

alter its findings regarding the historical cost of the syste=. 

Applicants r civil engineer and the staff also differed OD 

the amount of depreci~tee rate base~ based OD historical cost, 

because the civil enginee: cade a depreciatio~ reserve study using 

straight-line depreciation and the staff used ~1e recorded depreci­

ation reserve and straight-line remain1~g life depreciation. For 

~y years the Commission, absent special circums~ces~ h3s used 

straight-line remaining li~e depreciation for rate-fixing purposes. 

As the Commission ~lS often seated, the straight-line remaining life 

method meets the basic objective of depreciation~ namely, recovering 

the original cos~ of the fixed capital over the useful life of the 

property. Consistent with this method the recorded depreciation 

reserve is ~sed in developing the rate base. (Pacific Telephone snd 

Telegraph Co., su~ra, 53 Cal.P.U~C •. 275, 292.) !he use of straight­

line remaining life depreciation is described 1~ a 90-page Commission 

pamphlet entitled "California Public Utilities Commission Utilities 
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Division 7 Determination of Straight-Line Remaining Life Depreciation 

Accruals, StaXldard Practice U-4/' which is available from the Commis­

sion. There is nothing in this recoro to cause the Commission to 

disregard the use of straight-line remaining life depreciation in 

establishing applicants r depreciation expe1lse aDd rate base. 

No other points require discussiol.l. 

Findings of Fact 

1. Decision No. 64179 included in the average depreciated 

rate base estimeted for the purposes of Application No. 43981 the 

sum of $10,050 as the estimated cost of 11.lstalling the facilities 

required by O~dering Paragraph 5 of said decisiol.l. 

2. ApplicaDts have failed to comply with Ordering Peragraph 5 

of Decision No. 64179 aDd none of the facilities required by said 

paragraph have been installed. 

3. !he reasonable annual estimated operatiDg results for the 

purposes of this proceeding, using the rates hereiDafter authorized, 

are as follows: 

OperatiDg aevenues 
Operating Expenses 
Depreciation Expense 
taxes Other !haD Income 
Income taxes 
Allowance For .Return at 7.41-

Total 
Average Depreciated 

&ate :Base 

$5,880 
4,550 

380 
300 
135 
515 

S78SO 

6,950 

4. The rates presently charged by a?pl1cants ~e 1.1Djust and 

urlreasonable ... 

5. The rates and charges audhorized by this decisioD are 

justified. The rates and charges set forth 11.') Appendix A attached 

hereto are fair and reaso~able for dhe service to be rendered. Xbe 

prese1.')t rates aDd charges, insofar as they differ from the rates 
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herein prescribed, are for the future unjust and unreasonable. 

6. Applicants' estimated average depreciated rate base for 

purposes of this decision reasonably is $6,950. 

7. A rate of return of 7.4 percent upon said estimated avc~age 

depreciated rate base of $6,950 is reasonable. 

8. Applicants do not have the financial ability to mal~ the 

improvements required by Ordering Paragraph 5 of Decision 1~0. 64179 .. 

Conclusions of Law 

1. The sum of $10,050 should be deleted from the estimated 

~veragc depreciated rate base found to be reasonable in Decision 

No. 64179 and appropriate adjustments for such deletion should be 

~de in the operating eX9enses found reasonable in s~id decision. 

2. Applicants should reduce their rates for water scrviec, 

as provided in the follOwing order. 

3. Ordering P~agraph 5 of Decision No. 64179 should be 

rescinded. 

ORDER 
--.-,-~-

1. Applicants are directed to file with this Commission, on 

or before June 25, 1964, and in conformity with General Order 

t~o. 96-A,. the schedules of rOltcs attached to this order as Appendix A, 

and to make such rates effective for service rendered on and after 

July 1, 1964 .. 

2. Ordering Parasraph 5 of Decision No. 64179 is hereby 

rescinded .. 
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3. Ordering Paragraphs 2, 3, 4. 6 and 7 of Decision 

No. 64179 shall remain in full force and effect. 

'Ihe effective date of this order s11311 be ten 4ays 

aft~r the date hereof. 

Dated at San Francisco , california, this 
day of __ -..;;..Ju;;.;;n;,;;;c ______ ~ 1964. 

10th 

S OIlers 
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Append1x A 
Pa.ge 1 or 1.J, 

Schedule No .. 1 

GENERAL MSTERED SERVICE 

A?PtICABIUTY 

Applicabl0 to .ul- metered w::I.tcr ::ervice .. 

TERR!TORY 

RATES 

LeCrand and vicinity" Morced CO'Unty 

Qu:mtity Rates: 

First 800 cu.!t. or less ...................... . 
Next 4~200 cu.!t., pcr 100 cu.!t ••••••••••• 
NeYot 5,000 cu.!t., por 100 cu.!t .......... .. 
Over lO,ooO eu.!t., per 100 cu.!t ••••••••••• 

Minimum Charge: 

For 518 x 3/4-ineh meter ......................... . 
For 3/4-ineh meter .... ' ....................... .. 
For' l-inehmeter' ........................... . 
For l~inch meter ............................. . 
For 2~ineh meter ••••••••••••••••••••• 
For 3-ineh motor .............................. . 

The l'dnimum CM::-ge will entitle the cuatemcr 
to the ClUolnt1ty or ws:tc:z:- 'Which that lIWlimum 
charge w1ll purcha.se at the QuMti ty P..ates. 

Per Me-:~ 
Per Month 

$ 3.55 
5.00 
9.60 

15 .. 80 
23.50 
37.50 

(R) 

! 
! • I 

(a) 
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APPUCABItITI 

TERRITORY 

Appeneix A 
Page 2 or 4 

.'",". 

Sehoeule 'No. 2 

.GENERAL FT""O.T :P..A.TE SERVICE --

Per Sc~r.1eo Connection 
1. For a singlo-ta~ly reo1den~ial unit, includinZ 

premises not exceeding 7,$OO·~.~t. in area •••••• 

~. For each ~ddi~ional s1ngl~~ly 
reside~~~ unit on the s~~c premises 
~"ld served from. the S.lme se:rv1co-_ cormection •• 

b. For each 100 oq • .tt>....ot'premiscs in ~.ceS3 
of 7,500 sq. ft. .• ;'~ "~~,,,,.,,,,.,,.,,.,, ••••. ,,.,, .. ,, 

2. For ~aeh s~ore, ~rket or shop .................. . 

Per r-fonth. 

$4.00 

3.10 

.os 
5.00 

3. For ~ach sOrvico $tation ......................... 6.00 

4. F'Yr each evllpor.:..tiv~-tY.Pe air cooler during the 
six-month period., ?~y through October: 

Circulating Type •••••••••••••••••••••••••••• 
N~A~~ .. C .. ~'-~ ... in~ ~~e 
~U~_ ~ ~ *JV ••••••••••••••••••••••••• 

srJ:.Cr.J.!. CONDITICWS 

'.4' 
.. 90 

1. All :;crviee not COVered. by the above cla.:ssiticat1on :hall be :urnished ~. on a metered ba:is. 

2. For sC:rvice covcr¢d by th., above cla:;s1£1c:l.t1on., it either the 
utility or th~ eu=tomer :0 elect:, a meter sr~l be ~talled ~ ~~rviee 
p:-OV"'...d~C: u.."'lder Schedule NO.1, General Hctcred SOrvice. 

(R) 

I 

1 

f 
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APPLICABIlITY 

AppencUx A 
Pa.ge :3 of ~ 

Schedule No. 2LX 

Applieable to all flat r~te water ~erviee furnished on a limited 
temporar,y basiz. 

TER.~ITORY 

I.eGrolnd., and. vicinity., Merced County. 

RATES 

1. ~~ert's Locker and Res~ur~t ••••••••••••••••••• 
2. P~cking Shed (4 months) •••••••••••••••••••••••••.• 
3- Santa Fe Railroad ••••• __ •••••••••••••••••• , ••••••• 

SPECIAL CO~"DITIONS 

Por Month 

$13.00 
10.00 
26.00 

l. Service under thi:: schedule shall 'be llmited to the cu"torners 
li::rtec. abcve. 

2. This schedule shall 'oe effect:!. 'Ve only 'Until l'Ile~s are installed and 
will thereafter be ~ thdrawn. 
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APPLICA.3 ILIT'! 

Appendix A 
Page lJ. of 4 

Schedule No. 5 

PUBLIC FIRE H'iDRA.~T SERVICE -

A??lic~ble to all tire hydr~t service furniohcd to municipalitieo, 
duly organized fire districts ~d other ~olitic31 5Ubdivisions of the State. 

TER~ITOR"[ 

I.cOra:.d. and viCinity, Merced County. 

RATE 

For e3.ch 'WMr! ty~e hyd:'.arlt ................... . 

SPECIAL CO~~ITIONS 

Por :-tonth 
$2.CO (R) 

1. For ~~ter delivered for other than tire protection purpooes, charges 
shall be :n.ade at the quantity ratos 'U%ldor Sehcdule N~. 1, Concral Metered 
S~rvice. 

2. The coot of inst.a.~tion ~"ld ma.intcMnce of hydra..."lts zhall be borne 
oJ 't,he t::',-ili ty. 

3· Relocation o! ~"ly h~ant shall bo at tho eY.p~o of the P1rty 
reouesting relocation. 

J.:.. Fire hydr~te shall be attached. to the util~,:ty"s di=tr.!.bution main:; 
upon r~ceipt of proper 3.uthoriz~tion from the ~ppropriate pub lie authority. 
Such aut~orization shall designate the specific location at which e~ch is 
'to 'be installed. 

$. The utility W"'-'.l :lupply only ~ch wtlter at ouch pressure .a!J m::.y bo 
available !rom time to time ~s a result of its normal operation of the 
system. 


