
Decision No. 68603 

BEFORE THE PU,3UC UTILITIES CO~SSION OF· THE STATE' OF CALIFORIn:A 

In the Yatter of the Application) 
of A'RROr..1SEAD UTILITY CCM.L>MJY ) 
for an adjustment in its rates ) 

--------------------------~) 

Application N~.. 462'53 

(Filed March 2, ,1964) 

by Max Eddy Utt, 

Serelinski, fo-r 

~ P I N,I 0 t~ 
~------

3y this application. J.rrowhead Utility Coxnpany; a public 

utility water corporation furnishing water service to, approximately,' 

1,700 customers at Lake Arrowhead in' tm1ncorporatecr territory' of 

San 3ernardfno County, seeks authority to increase its general 

metered service rates by an annual amount of approximately $lOO,OOO~ 

or 87 .. 5 per cent .. No change is proposed in the minimum, charges' per 

meter, although the bimonthly minimum usage allowance would: be' 

=educed from 800 cubic feet to 500 cubic feet .. 

Public hearings were held before Examiner t-1arner on 
YJ8.y 20 and 21 and August: 11, 1964,. and before CommisSioner Grover 
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and Examiner 'to7arner on August 12 and 13, 1964" at Lake ,Arrowhead. 

Several protests regarding no~ only the magnitude of the proposed ' 

increase, but the proposed spreading of the increase between per­

manent and seasonal users were entered. ;;ever3.1 complaints were 

entered regarding low pressure conditions" in certain areas,. and 
'" 

some customers co~)lained of their inability to reach applicant's 

operating personnel to register complaints of service deficiencies,. 

·jther customers compl3.ined that applicant was depleting, the lake's 

water supply for the benefit of applic3nt's parent company.'s real, 

estate developments in an area within applicant's certificated area 

somewhat removed fr,om the lake ", and, that such dep-letionwould 

destroy property values surrounding the lal<e;. 

Applicant t s las,t r3te increase was granted by Decision 

No. 43201, dated August 9, 1949, in Application No..- 298-14. At that: 
" 

time, applic.:m.t was owned by the Los Angeles Turf Club and increases 

in rates were authorized which would' produce a rate ,of return of 
.:' 

4.88 per cent on th~ estimated results ofoper3.tions for the year 

1949 at the rates proposed in the application based,on Commission 

staff estimates of the r3te of return components, and such rate 

increase and rate of return were then found' to be just· <md, reasonable. 

The present parent is Lake Arrowhead Development Co·.~ which 

acquired applicant together with all other properties at Lak~ Arrow­

head from the Turf Club- on October 28', 1960. According.' to a. letter 

of 'Understanding, dated Y.ay 7" 1964, between applicantalld its 

parent (Exhibit No.3), applicant is ent:itledto secure its water 

supplies from Lake Arrowhead pursUant to the terms of a grant deed 
'" i 

mado by Arrowhead Lake Company 7 dated March;2S, 1924~" Exhibit, No. 2 
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is a copy of parent's consolidated balance sheet as of October 31~ 

1963, and consolidated statement of income and earnings reinvested 

in the business for the year ended October 31, 1963. ,Said Exhibit 

shows parent's total assets of $10,971,795 as of said date and 

profit after federal income taxes of $S36,638 for said period. 

Applicant contends that it has suffered an aggregate 

recorded net operating loss, before d~reciation~ in the' amount of 

$80,408 for the five-year term ending December. 31, 1963; that simi­

lar losses bad also been sustained in earlier years; and that such. 

losses, together with substantial capital additions, have been 

financ~d by ~ppl~c~nt's parent through the process of open 

aeeOl.:Xl.t borrowing. so tMt as of December 31, 1963, app1icant~ was 
. 

indebted to its p.:1reut for such 'borrowingz in the tot.:1 sue. of 

$857,749. Increases in rates are proposed to place app,licant ' s 

water service on a compensatory basis. 

The following tabulation compares present general metered 

service rates with those proposed by the applicant> with [). 'fom 

suggested by the Commission staff, if the applicant's proposed rates 

were authorl.zcd, and with the rates authorized hereinafter. " 

. .. .. . 
First 
First 
Next 
Over 

COMPARISON OF PRESENT PR.OPOSED MID 
AUTH~XZED GENERAL ME1'EbD SERVICE RATES 

.. .. 
Quantity Rates : 

800 e.f., or less $5.00 $S .. 20 
500 c.f .. , or less $5.00 

l,200 c. f,. ~ per 100 c.f. .40 .70 .65 
2,000 c.£~, per 100 e.f. .30 .70 .50·· 

$1.10 

.56 t 

J 
~41·· 

*Staff proposed rates are for comparison only and are not· based on 
staff srAnary of earnings •. 
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The record shows that the average bimonthly consumption 

is 1,800 cubic feet. At the present rates, the chargecherefor 

would be $9.00; at the proposed rates suggested,by the applicant, 

$14.10, an increase of 57 per cent; at the ::~:?licant,t::;. prop~D:~d ra,tes 

as redes1sned by the st.3ff~, $1~·.70. The ~ve:~;e 'b1'Contb1y charge 

under tb" r"tes "uthorizecl berein .o1ll be $12.70,. an 1~"ase of :;::: 

l!,l per cent over the present rates." , : 

Exhibit D is a report on applicant's results of operations 

for, the years 1963, 1964 and 1965 prepared by applicant's consulting 

engineer. Exhibit No.7 is a report on applicant's operations for 

the years 1964 and 1965 prepared by a Commission staff accountant, 

and Commission staff engineers. the following. tabulation summarizes 

the earnings data contained in said Exhibits. 

SUMMARY OF EJJU~NGS 

:Year 1963: Year 1965 Estimated • 
:- Present :--~Pr~e-s-en"::":::;'t;;;lfai-=t::;';:e;";;s--';;:;';;':';;;';;';~Pr~~;";;"-s-ed""-':Ri~t~e-s-: 

: btes : Per CO. : Ptsr Sf5 H: "Per co: :Per S5l£: 
: ___ I_t_em ________ ~:~Ex~.~D~~:~E=x~.~D~ __ ~:~E~x,~.~y~7~:~E=x~.~D __ ~:-=Ex~.~#~7_; 

Operating Revenues $ 90,686 $ Ill, 997' $115,900 $ 213,754 $201,600, 

Operating Expenses 117,956 108,600 9'2~200 lOS, 600 9'2,700; 
Depreciation 21,452 29',345, 22,470 29).390 22,.,470, 
Taxes 11 1 522 122 300 13.1 850 16z965 25,z 960 

Subtot.ll 150,930 150,245' 128,520 154,9'SS 141,130 

Net Oper. Revenues (~OZ~) (30z~g) (I2 z 0,20) 58,799" 60,470 

Rate Base 687,800 1,.163,.596 758",730 1,163,59& .' 758,7,~O 

Rate of,. Return - - .5,.1%' 8~0%.· 

(. ____ ) Red Figure 
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The principal difference in estimates of operating. x-evenues
c 

for tb.e tc~t: ye~::, 1965 .zt ,::opo::cd rates is tt'lat .:l:?plicant included, 

as revenue, $15',000 of .:l paycent by its. parent in eonsidercrtion of 

~pplieant t S maintenance and operation of backup, facilities" in the' 

Noreh Shore Area, a residential o.nd recreatio~l area,' including a 

golf course, subdivisions and other facilieies being developed by' 

the parent. Exhibit No. 4 is a proposed agreement regarding. water 

facilities dated· YlaY 11, 1964, setting forth the terms of such· pay­

ment. Staff, b¢cause of the saturation adjustment which 1t utilized .. 

in its recommended rate base, did not include' this amount in' its· 

estimate of revenues. 

The principal differences in estimates of operating 

expenses are attributable to the staff's estimate of 16 per cent 

unaccounted for water rather th3n the SO per cent actual 196~ , 

amount. The use of the lower percentage reduces power' purchased 

costs by about $5,000 annually. Staff's water treatment expense 

estimate for the year 1965 is less than' applicant's by about: $2,300 

bec.;luse staff included the proposed filter ?lants on the basis· of 

normal full year 's operation for the test year. Staff's transmis .... 

sion and distribution expense- estimate for the year 1965 isrJOO 

less than applicant's because staff estimated a reduction in ,future 

maintenance expense due to the distribution main replacement program 

in older areas> and staff estimated the number of me·ters· checked' 

under the meter maintenance program at 10 per cent. of the tot.!!1 . 

iust.:llled Ineters ~ch year> whereas applicant estimated 200 meters' 

per year. Staff's estimate of administrative and general expenses for' 

the year 1965 is $9>800 lower than applicant's because staff pro· rated.' .' 
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estimated rate case expense over five years,. adjusted outside service, 

expense and allocated transpo=tation expense to each major group of 

operating expenses. Actual administrative and general expenses-were 
I' 

$67,,353 in 1963,. having increased from $3,5,,991 in 1962;. Staff"s 

1965 estimate was $29" 700., 

Staff was unable'to use applicant's recorded utility plant 

figures because they were unsupported. The staff accountant testi­

fied that in view of the lack of invoices or contracts supporting ", 

some $191,,066 of recorded capite'll 3ddit:!.ons and' the lack of explana­

tion and support for operating costs" he was unal>le to express an 

opinion as to the reasonableness of the recorded investment in' 

utility plant, or tbe recorded results of operations., At the ,first 

day of hearing in August, applicant furnished data purporting: to,', 

support the major portion of the $1.91,000, but the accuracy of 

applicant's boot<s of aCCO\1llts was still questioned> by staff" and 

applicant admitted that its books had not been kept, according to 

the Uniform System of Accounts for Water Utilities prescr:tbed'by 

this Commission. Applicant pledged to bring its books into, and to 

keep them in, conformance. The staff engineer checked au'appraisal, 

dated January 1, 1963, prepared by applicant's consulting engineer, 

and adjusted it for rate making purposes.. The ma5oradj~stment was' 

in the amount of $40,800 for a temporary 12-inch transmission main 

installed from the North Shore intake to' the Divide reservoir:for' 

applicant's parent's use in supplying. water to, its golf course in 

Grass Valley.. Su:ch adjustment was made bec3usethe' li.ne ... is' temporary 

and does not meet miniInum construction standards prescribed by , 

General Order No. 103. The record shows tb.D.t, since Exhibit.Nc>. 7 
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was prepared~ applicant has insta.lled a meter on this main and' that 

it is used to deliver 'I.'1I'ltreated water for use on the golf course .. 

Applicant estilnated axmual revenues from such deliveries of $12,.500. 

St3ffeovc1oped ~ s~tur~t1on adjus~ent factor of S4.2per 
. . 

cent .:lpplicable to six tracts in Anowhescl" Woods totaling 1,926· lots) 

of which staff estitlttted that 1,,621 would be vac~nt.as of 

December 31, 1965. ~i<i fDctor was applied to' 'b.:lck-up p,la'O.t costs 

and accrued depxeciation thereon, and to net in-tr.:Ict p13nt:addi-' 

tions and .:lccrued depreciatio~ the=con, rescltfn~ ina net ~eduction 

:rotl everage :ate base for 1955 of $200,330. The use of this factor 

is the princi?a1 CDuse of the differenca- bet:ween .=tpp1icant t s . and:. 

staff's estitlated' rate bases for the ye.9r 196.5-. 

Net additions to utility plant during. the year 1964 were 
. '. 

estimated by staff in the amount of $490',330,. 3.1.'\d average nee add:1-

tions for the ye.n- 196.> were eseima.ced in the amount of $197',500·. 

Reservoirs cotaliJ:.g $145,930 and pumping equipmc'Ct. totaling $39,2'30-

are proposed to be added during 1964 and 1965. The California State 

He~lth Department: has ordered applicant to filter its. source~. of 

water supply and the cost. of fi.ltration plants at the North;': and 

South Shore intakes will be $160,600. 

As a condition to any rate increase authorized, ., staff 

recommended ~hae i~ no~ becot:l.e eff~ctive until' applicant has in­

stalled the filtering plOnts and a minimum of 1,OOO,.OOOgaltons 

additional storage capacity in th~ South Shoreare.l; has taken steps 
, 

to correct low pressure conditions in !':-acts Nos _ 63 and 70 through 

75, and Tract: R, omd :my other 'low pressure conditions; has submitted 

a schedule of proposed main replacements to· be ma~e during 1964 and 

1965, including estimateG. cos:s and completion dates; and· h.-ls in­

stalled a suieable measuring device to· deterrn:tne production from .the 
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North Shore intake~ Applicant objected to the condition relating· to· 

correction of all low pressur1a conditions on the grounds that, it 

would unreasonably delay the :eate relief sought. Customers urged: 

that correction of low pressure conditions be assured. 

Applicant· bas no filed tariff for pu~lic fire hydrant 

service but charges $12 per year for hydrants connected to: under 

6-inch mains and $24 per year for hydrants connected to 6-inch and· 

larger mains. Staff recotmnended that applicant be' directed to file 

a pub1ic fire hydrant tariff incorporating its present schedule of 

annual charges. 

The record shows tb3t 3pplicant's forcer parent loaned· . 

applicant a net amount of $361,735 and applicant's presentp.arent 

loaned it ~ net .-Jt:lount of $363,025- du:ring the pe:r:LodJanuary 1,1949, 

through Deccober 31, 1963-. Each 3'C.ount was ou. an open account ~asis" 

and noninterest bearing and the balances are outstanding. Such' 

~unts were used for ~pi.tal expenditures including, plant cons.truc- . 

tion and to defray operating losses, but. the staff accountant testi­

fied that it is quite likely-that a substanti.-Jl po:rtion.of'plant 

additions during the period should have' been financed' through main 

extension agre~ents with the developer parent. 

Applicant's original .an~lys:Ls of its 1965 results of 

operations under tbe proposed rates (EXhibit D) indicated a rate of 

return of 5.1 pa cent; the application constituted, tberefore,a 

request: for earnings at tbat level. Applicant has failed to justify 

carn:ixlgs at any level higher than" 5.1 per cent, notwithstanding. tbe 

fact that: the proposed rates would actually y:Leld.for 196,5.'8 rate 

of return of 8 per cent. The staff~ade no rate of return recom­

t:lendation~ due largely to. tbe fact that appli.cant's. accoU1lt:tng 
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records are deficient. Under all the circumstance~, and particularly 

in view of the size of the. increases involved, rates will .be auth­

orized herein whiCh are designed to produce a rate of return of 

S.1 per cent for 1955 operations. 

!be Cot:e1ssion finds as follows: 

1. Although applicant's books and records could not be 

cOI:lpletely verified, it is clear that applicant is :tn need of 

fi~cia1 re1ief~ 

2. Staff esticates of applicant's results of operations for 

the teS1: ye~r 1965 arc reasonable, except that tbecost of .tbe 

temporary main (at:lounting to $40,800) should be included in the rate 

base, since the '031n is in use, even though it is of· a temporary 

nature and does not meet the construction standards of· General 

Order No~ 103. 

3. '!he esticated rate of retuxn of 8 per cent, whi'chwouldbe 
" " , 

produced by the rates proposed in the application, is excessive. 

4. A substantial portion of applicant's· capitalization con­

sists of loans froll its parents, without interest, and part of the 

utility plant added since 1949 was ftnancedwith such funds. rather 

than with subdividers' advances pursuant to applicant's filed>·main 

extension rule. Applicant has failed fully to support its·recorded 

plane ~vestcent a.ad operatiug costs. 

5~ A rate of return of 5~l per cent is reasonable for the 

test year 1965 in this proceeding. The rates hereinafter authorized 

will yield a rate of return of 5.1 percent. 

6. a. '!he staff's. recoCDlendation that tbepresent b:r.monthly 

I:linit:::Ut:l. usage allowance not be reduced is: reasonable. 
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'b. Tbe staff's reco'DltleUdation that applicant sbould file' 

a public fire hydrant tariff is reasonable. 

c. Because the estimates of rate base and operating 

expenses adoptedberein include the'installation and operation of 

the North and South Shore filtration plants, the staff recommenda­

tion that any inc-rease in rates not be' 'C.8de effective until such 

plant additions have been eoopleted is reasonable. 

7. The increases in rates and charges authorized herein are 

justified and they are reasonable. The present rates and charges., , 

insofar as they differ frot:). those herein prescribed, will .be llll,jus~ 

and unreasonable upon compliance with tbeeonditions of the following. 

order. 

It is concluded that tbe application should be' granted 

in part and denied in part, and that the .:tpplicant should be 

authorized to file new scbedules of rates which will produce 

estimated operating revenues for tbe test year 1965 .of $172',400,. 

an increase over the revenues which would.be produced by the present 

rates of $56,500, or 49 per cent. Of this amoun,t, . $12,500 will be . 

derived £ro'O. sales of raw water for use on the golf course under' a 

tariff for sucb service bereinafter authorized. 

o ltD E.R 
----~ 

IT IS ORDERED that: 

1. Subject 'to paragraph 3 of this order, .A:rrowhead Utility' 

Company is authorized to file w-lth this Commission, after the: 

effective date of this order and inconforcity with General Order 

No. 96-A~ the schedules of· rates attached hereto: as Appendix A. 

Such rates sball become effective for service rendered on and after 

the foortb. day following the date of such filing. 
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2·. Within sixty days after the effective date of· this· order~ 

applicant shall file with the- Comc.iss10n four copies ofa.cotlpre--: 

bensive map drawn to an indicated scale of not more than 500 feet to . 

the inch:. delineatiDg by appropriate markings the various tracts 

of land and territory served; the principal water production~ 

storage ana. distribution facilities:; and the location of the various 

water system properties of applicant. Such t:l8p shall be.brought up­

to date every six 'Contbs thereafter for a period of two years, and 

filed with the Comcission in quadruplicate. 

3. The filing authorized in paragraph 1 of this order shall 

not be made until after applicant shall have performed the following 

in an acceptable manner, as evidenced by a supplemental order of 

the Comd.ssion: 

a. Installed and placed in operation the North Shore 
and South Shore filtering plants, 

b. Installed and placed in operation a mini'CUQ of 
l~OOO,OOO gallons of additional storage capacity 
~ the South Shore area, 

c. Corrected low pressure conditions in Tract No. 63, 

d. Inst~lled a suitable measuring device at the 
North Shore intake, 

e. Notified the Commission, in writing, of comple­
tion of the foresoiug~ together with pertinent 
details tbereof~ and 

f. Submitted to the Cotomlission, in writing, a 
schedule of 'Cain replacements, with estimated 
costs and completion dates, to correct low -
pressure in Tracts Nos. 70· through 7 Sand 
Tract R and any other low pressure conditions. 

The effective date of this order shall be twenty dllYS 

~fter the date bereof. 

Dated at San Fmnci!eO ) California, this. IG~··· 
day of fEBRUARY, 1965. 
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APPLICABIUT! 

APPENDIX A 
Page 1 of 3 

Sehed.ule No.1 

GENERAL METERED SERVICE 

Appl1e.?blo to all metored: 'Wator service except untreated' 'Water ' 
service ,,;c,der Schedule No. 3M. ' ' 

TERRITORY 

'. 

Lake' .Arrowhead <Uld vicinity" San Bernardino ·County. 

RATES 

Quantity Rates: 

800 cu.tt .. or less •...•. , •.....••• 
1,,200 cu.!t • .,. per 100'cu.l't ........ . 
2,,000 cu .. 1't." pcr 100 eu.!t.. • ........ . 

M:iniI:rol'll Charge: 

For 5/8 x 3/L.-inch meter ....................... . 
For 3/L.-inch·meter ...................... . 
For l-inch meter ......................... . 
For l~ineh meter ................... ' .". 
For 2-inch meter ............................... . 
For 3-inch metor .......... , •• .o • .o ••••••. 

For 4~ineh meter ••••••••••••• ~ ••••• ' 
For 6-inch motor ........................... .. 

, Pcr Meter­
Per Bi-Month.ly-··· 

Period' ,'. 

$ 7.l~ 
10.00' 
14.00 
23.00 ' 
33.00 
SS.oo 
90.00' 

17,0.00 

The Ydnimum. Chargo will entitle the customer 
to the q)lrultity of' water which that minimum. 
ehargo w1ll. purchase at tho Quantity Ratcs. 

SPECIAL CONDITION 

(1") 

1 

, I' 
I 

(T), ' 

(I) 

i 
I 
I 

cb 

Bills will be rendered bimonthly and service furnished' only' on a 
contj,nuous basis" with a minim:um. service period. o£ twelve consecutivc 
months in each ye;;r 'With an annual xninimum charge- of" $~2.60 for SIS: x: (I) 
3/lJ.-inch meters 'Which shall 'be billed on a bir.1onthly basis. Annual 
minimum. charSC'S for meter sizes largor than SIS x 3ti-inch w.i.llbe a~ 
the ra.te or six times tho bimonthly minimum rate applicable to- the 
metcrsize involved.. ' . 
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APPENDIX A 

Page 2 or 3. 

Schedule No., 3M 

METERED UNTREATED, WATER ;;;,;SER;;;;.;.;...;...VI=CE~' 

Applicable to all %I1et.ered.~ untreatec1 water :Jervicooo 

TERRITORY 

Lake ArrOwheac1 and vicinity ~ San Bernardino County. 

PER YEAR 

First,. 100 Acre-Foot or Loss ........... ~ ...... oo ...... oo ... oo $$".OOO~OO. 

Over loo Acre-Fect.~ per Acre Foot. oo ............ ~ • .. 50~OO 

SPECIAL CONDITIONS 

1. Each customer t..rhen c1csir:l.ng service shall notil'ythe. Company 
at l~t 24 hours in advance" indicating tho date and hour of eo:nm.eneezncnt. 
o! :uCh service. 

2. A mon~ charge ot $416.67, one-twelfth of the initial charge 
:per year" W'ill be due and pay~lcon. the rirst d.q ot each. month., ,Charges 
tor deliveries in excess of' 100 acre-feet during the yearly period will be 
mon~. ' , 

3. Each customer served \Ulder this schedule will noti1'y'the Company" 
in wri tine:" 'by March JS ot. each year of' h:i." progr.:un ;for 1rrigating during 
the cOl'llillg season. ' 
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APPL!CABILITY 

APPENDIX A 

Page .3 of .3 

Schedule No. S 
_
PUB ____ LI~C Fm HYDRANT SERVICE --------

Applicable to ill !ire hydrant service .furnished to municipalitie:l1' 
d.~ organized. or incorporat.ed. tire districts or other political.sub­
divisions or the State. 

lUTE -

Lake Arrowhead and viCinity) San Bernardino County. 

PerYenr 

For each hydrant on six-inch or larger main ...... u. $4.00 
For eaeh. hydrant. on ~er. t:-Mm s:i.x-:ineh main •••••• · 2:;.00 .. 

SPECIA:. CONDITIONS 

l. For water delivered :tor other than fire·protec'!:.ion purposes., 
eh.a:-gcs .... -il1 be made at the qu.:mtity rates '\Jlldcr SchedulQ' No·. l~" 
GcneralMetered Service. 

2. Relocation of anj" hydrant shW be at the expense of the party 
requesting relocation. 

3. Tho utility ....r...ll supply only such water at suchpross'tlreas may 
be available i'r¢m.time to ttme as the result 0'£ it.s normaloperationo£ 
the system. 


