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Decision No.. ......z.7...::;1...;:;;::;O,;.;;;24;.,;::. :..-__ _ 
I RlnUIAl 

B;EFORE THE PUBUC r.r.rn.I'I'IES CO~SSION' OF tHE STATE OF CALIFORNIA 

IN '!HE Y.IAl'TER OF THE .APFLICAnON 
OF EAST PASADENA W/m:R CO. 
FOR AU"IHORI'I"l 'XO INCREASE ITS 
RA'I'ES FOR WATER SERVICE 

Application No. 47056. 
(:Filed October 19" 1964) 

Gray and Naddox,. by William R. Pippin,· 
for applicant. ,. 

Ral~h E. Srencer a:o.d Virgil Heymanson~ /' :rn propr a persona) protestants. /' 
L. 3. Plate, in propria persona, inter-

ested party. 
Elinore c. Mor~an, Chester O. Newman" 

and Raend • Hey tens ~ for the 
eommiss~on staff. . 

OPINION -- ... _--"-

East Pasadena Water Co.'Y seeks authority to increase 

its rates for water service in its B-1 tariff area 'by' approxi-
" 

mately $21,650, or 16.6 per cent, based on its estimated opera-

tions for the year 1965. A total of 153 customers in the A-l 

tariff area and 2,294 customers 1n the B-1 area received metered 

water service during 1964. There were 73 fire hydrants 

and four private fire protection services connected to the sys~ .. 
No increases in rates are sought in the A-l area or for fire 

hydrant or fire protection service. 

1/ By amendment to its Articles of Incorporation, filed 1<'.&-<::11 25> 
1964, copy of which is a.t:tached to this application" East 
Pasadena. Water Co., I.t:d., changed its n.::tme to- East Pa.s.ad.ena. 
Water Co' .. 
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Public hearings were h~ld before Examiner Warner on 

June 23, Septem.ber 22 and 23, November 3, 4, and 5, ."nd December 1 

and 2, 1965, at Arcadia. Although all customers were notified of 

the hearings, none, except tw'o, appeared to p:::-otest the application .. 

The matter was submitted subject to the receipt of briefs which 

were filed on February 28, 1966. 

Applicant's present A-l rates applicable to the former 

East Pasadena. area were authorized by Decision No. 5731S, dated 

Septecber 10, 1958; its present B-1 rates applicable to the former 

Cal-Micb.igan are.l. were authorized by Decision. No. 45013, dated 

November 8, 19 SO. 

Applicant purchased the utility assets of California- . 

Michigan land and Water Company on January 1, 1964,. pursuant to 

Decision No. 66295, dated Nove::!l:>er l2, 1963. Cal-Michigan was 

incorporated December 23, 1910; owns all of applicant's cotIltllon stock; 

has advanced certain other moneys; and is primarily engaged in real 

estate transactions at the present time. 

The follow1.ng tabulation cOt:lpares applicant's presen: and 

proposed rates in its B-1 area: 

Qll.'lntitI Rates 

Firs~ 600 cu. 
Over 600 cu. 
Next 800 cu. 
Next 1,300 cu. 
Next 1>800 cu. 
=>Vcr 4,500 cu. 

COM? A?.:ISON OF PRESENT AND PROPOSED 
RATES - 3-1 AREA 

(Per SChedUle S, Page 1) 

ft., or less • • . . · ft., per 100 cu. ft .. · • · ft., per 100 cu. ft. • · • 
ft., per 100 cu. ft. · · · ft.,. per 100 cu. ft .. · · · ft., per 100 cu. £t ... · · · 
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Present Proposed 

$1.50 

.20·· 

.15 

.10 

.07 

$1.50 
.18. 
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~sed o~ an average monthly use of approximately 

2, SOO cu. ft., the monthly charge at the present rates is 

$4.75 and at the proposed ra.tes it 'Would be $4. S'2. The charge 

for such usage iu the A-l t3J:iff area under the existing rates 

is $5.75. 

The record shows ehat applicant's service area com­

prises approximately 680 acres of nearly' completely developed 

property with little prospect of expansion or further develop­

ment. The terrain is level, sloping gently from north eo south. 

Souxees of water supply are four wells in the Raymond: Basin. in 

which applicant has a ilDecreed Right 1955"~/ of 515- acre-feet 

per year. Sowever, applicant's present policy is to pump from 

its Well No. S in the Rio Hondo Basin, which is uncontrolled, 

and 'to meet peak demands wieh water from the Raymond Basin wells. 

Such policy, although about twice as expensive,. is practiced by 

applic.aI:.t to maintain its full "Decreed Rightr: in Rsy::lOlld B.:ls.i.n 

and to establish. rights in Rio Rondo Basin. 

Ca:n:tlle A. Garnier is president, general manager and a 

director of ap?licant and president and a director of Cal-Y..ichigal:.. 

Appl1c~trs assi~tant secretary and assistant manager is 

Roger Ellis> who is also .assistant: secretary of Ca.l-z..4':'cchigsn. Some 

cons.truction > maint~ce, operating, engineering, coramt.:nications, 

·Ililter rights, regulatory and other services are ~rformeo by ?~eifie 

Utility Service Cc::lp.21ly (PACUS), .... i1ich is a divIsion of the Valindc:. 

E:lg::.neering Cocpsny, ~Tater Suppliers Cotmlun:i.eat:Lon ServIce, Watc::' 

Rights ~search Association:r a:ld Subu:cben Water Systems> which 

appl:"e.-lll'i: r S presiecnt eitner catltrols or dc~ctcs.. J:J~s C.a:l?cell 

~7 city of PoJ.Sadena vs. Ciey, of p..J.5aiilbra, et ai, calif .. Superior/' 
Cow:t., !.os Angeles County) Pasa .. C. 1323; :)cc 33 C-!l2. ... 2d 90S • ./ 
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is assistant treasurer and superintendent. Other directors are 

Roger A. pfaff. vice president of applicant and C31-M:Lehigan; 

Ric1lard Goodspeed. longtime treasurer of applicant and Cal-Micbigan; 

and Christene !{elly. who is also secretary and a director of eel .. 

Y~chigan. Total recorded administrative and general salaries 

expense in 1964 was $23.596, less $1.938 transferred to capital. 

The record shows that Messrs. Garnier. Ellis and Campbell are 

compensated $50, $50 and $70 per month. respectively. for use of 

their private cars. they live in Covina, Hacienda Heights in 

La Puente, and Whittier, respectively. Garnier attends directors' 

meetings; Ellis has recently sought financing for applicant; and 

campbell generally supervises all of applicant t s day-to~day opera­

tions. The record shows that applicant's water system i.s fairly 

old and has required some replacement of mains. From a water supply 

standpoint, operations are automated and require little attention. 

Because many meters are located at the rear of property lines, 

meter reading is more time-consuming and costly than if meters were 

located at property fronts in parkways or at street curbs • 

. Applicant proposed $190,948 of plant additions during 

1964 according to Schedule No. 7 attached to the application. 

and $130,803 during 1965 according to Exhibit 5. Many of these 

proposed expenditures have been deferred pending ~he securing 

of a $60.000 loan from Security First National Bank, Whittier 

Branch. Th1s loan is to be refinanced on a lons-term basis 

by Pacific Mutual Insurance Company, or an equally responsi.ble 

company, as shown in Exhibit 4. Applicant's wit:1less Ellis 

-4-
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· · 

, . 

testified that applicQt 'WOula not be able to properly service 

a loan of this kind without additional revenues; hence~ the 

instant application. 

The ~o11owing eabu1~tion is a comparison of earnings 

data contained in EXhibit 5~ applicant's estimate of its results 

of operations for the year 1965, and Exhibit lO~ the results of 
, '. 

applicant's operations for the year 1965,. as estimated by Com­

mission staff engineers: 

~Y.AR.Y OF EARNINGS 

: ~ear I9;, ~st~matea 
· .. Present ~tates : no~sea: Etes .. 
· · .. .. 

.. .. Per CO. . Per PUC : Per to. : Per PUC .. .. 
Item .. Ex. 5 .. Ex. 10 .. Ex .. 5 : Ex. 10 . .. .. 

Operating Revenues $130;,126 $130,840 $151,.783 $153,.830 

Operating Expenses 98,108 75,960 S8,108 75,960 
Depreciation. 17,762 14,560' 17,762 14,560 
Taxes 12z661 17~OOO 15z 750 262 630 

Subtotal 128,.531 107 ~520 1.31,620 117,150 

Net Revenue 1~S95 23,320 20,153 36,;'680 

Rate Base 501,022 381,000 5011 02Z 381 000' , . 

Rate of Return 0.32% 6.1% 4.01. 9.61. 

There are no significant differences ~ the estimates 

of revenues at either the present or proposed rates submitted 

by applicant and the staff. The staff's esticates appear to be 

:ce more ~ccurate and are adopted for the 'purposes of this 

proceeding. 

· · · .. 
· .. .. · 

The principal differences in operating expense esti~ate$ 

between applicant and the staff are those for executive salaries) . 
pu::nping e-~e,. contracl; repairs;, t::oansportation expense, execu-

tive car allowance, uti!ities,. building service and insurance 
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costs~ rental cbarges of the old office building and of A ehlorinato~) 

rate case expense, and the prorating of abnormal and nonreeurring. 

operating expenses over a period of years and the elimination of 

expenses not eonsidered proper for rate-making purposes. 

the staff's estimates of operating expenses, ineluding 

payroll) are more reasonable than those of applicant) except that. 

the sUff's estit:late of $150 per year for ra.te ease expense is too 

low and should be inereased to $400~ and applicant's estimate of 

$18,100 for power ,for pumping is more reasonable than the staff's 

estimate of $17,400 for this itCQ. Pursuant to the foregoing, we 

adopt an amount of $76 ~ 910 as reasonable operating. expenses .. 

The prineipal differences in rate base are (1) inclusion 

by applieaut and exelusion by the staff of $60,000) purportedly 

rep.resenting the eost of water rights obta1.ned frot:!. cal-Michigan and 

(2) capital expenditures, proposed in 1965. 

Applicant's theory with respect to the water rights issue 

is that its ~redecessor purchased land and water rights in 1911 for 

a toea1 payment of over $297,000; that $60,000 is a reasonable 

esti'Oate of the portion of that payment whieh was then attributable 

to water rights, the remainder being for the land itself; that as 

the land was thereafter developed and sold, the water rights were 

sys~ematica~ly reserved (income taxes were co~puted aecordingly); 

and that the approximately $57,000 ~llowed for water rights by the 

st:aff was for later expenditures, t:!.ostly connected wi::h legal costs 

in Pasadena v. Alhar:lbra, 33 Ca1 .. 2d 908. .Although a difficul~ fact 

question is presented, we would not be u:c.willing on proper evidence 

to allocate to water rights a reasonable portion of any single pay-

. ~t made by a utility for land and W41ter rights together. (See 

Decision No. 70739, dated May 24,1966, in Applieation NO: •. 47984.) 

-6-
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Neverthe!ess, even if we 't>1ere to olccept applicant's evidence that 

the reasonable value of the clai::led water rights was $60,,000 at the 

time of purchase, the record is- deficient in other respects. 

Applicant bas failed to ShO~7 the nature of the righti involved.., the 

legal 'Cleans by which they were reserved when, the land was sold" and 

even that the rights still exist. Thus, if they were riparian or 

overlying rights, they would have been "part and parcel" of the 

l.:lnd and the atte::lpt to "reserve" th~ rey not have been legally 

successful. Moreover, if these rights were to water in the Raymond 

Basin, they may have been lost in the years preceding Pasadena. v. I 
Alha:cbra, supra, 33 cal.2d at 932, wherein the' Court declined to , 

pass on the question whether applicant's predecessor had preserved 

i~s old right or acquired a new one. The expense of that litigation 

is included fn the staffts estimate of rate base because it was 

related to the water rights there adjudicated; but the evidence here 

is not sufficient to deteroine whether or not the rights' obtained 

by purcbase in 1911 were part of those sa:e rights and, if not, 

whether they are still used and useful utility property. Ol:cebefore 

(Decision No. 45013 in Application No. 31520) we denied, "without 

prejudicelt a request to include iu rate b.lse the $60~COO clait:ed to 

have been paid for water =ights in 1911; although the showing here 

CAy have overCOQe the deficiencies noted in that deCision, we are 

compelled again to the saoe result because the evidence concerning 

the nature of these cl~i.J:led ri.ghts is inadequate. 

The other rate base differences ~:::.o;.:n: to $60;000) 

pri::.:.rily for estit::ated capiu:.l edd.itic:ls no~ related to custo-'...lcr 

growth, whie!l the staff excluded because the ~pplica:l.t r s planning. 

on =ost of these addieions had not been c~pleted nor ~d financing 

therefor been arranged at the time of the staff's' investigations. 

-7-



It appears, however, that ce:U!.i:l. adO$.~iono. llr(:. =~sot:e1>ly :lecessa~ 

to imt>:ove service, that sOtle have been installed, and that this 

amount is reasonably includable in rate b3sc for the test year. 

The staffts estimate of depreciation expense is reasOn.lb-le, 

afte:- mC>dification to reflect the in¢lusion of additional de?reciab~e 
"'<, 

plant in rate base as discussed above." 

, The staff'" s est1mo.te of 1:aXes other than on income is 

higher t~u applicant's estimate and is ado~ted as being the more 

representative for the purposes of this proceeding., 

The Cot::zr:1ission finds as follows.: 

1. !he record discloses no operating problems exeep~ 

applicant's choice to pump its ~jor water supplies from the Rio 

Hondo Basin rather than from. its wells in the Rayoond Basin. Such. 

choice results in suos':antial increases in pumping. costs, but this 

is done to preserve water rights in the Raymond Bas'in and develop 

water rights in the Rio Hondo Basin .. 

2.a. Applicant has not supporeed t~c re~sona~lcness of its 

esti~tes of adoinistrative and general office $alaries expense .. 

Neither bas it supported the reasonableness of its estimates of 

executive car allowance,. engineering services, eotm::lunieaeion 

services,. regulatory, or rent expenses. 

b. Exhibit 10 shows that applican.t' s president and 

general r:u:.nager,. in addition to the annual compensation of $6,000 

he receives from applicant) receives $$,400 from Vallecito Water 

Company, $14,400 :rOtO. Sout:r-...rcst Water Comp~y, and $27,.000 from 

Suburban W.'lter Syste:::s, for a ~o:al of $55,800 of annual 

co~pcnsAtion fro~ California public ~tility water com,an!es. 

c. Ie 1964:0 ~o'Cal ae:n.nistrati"\7e co.nd gener.o.1 sala=ies 

were $23,595 and total payroll was $43,560. !n addition, there was 

$1,.920 of private car expense, and. there were additional water 

-8-
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rights, research, and cOmt:lUnieation service expenses incurred by 

.:l.pplicant for G.l.rn1er-eontrolled enterprises' serVices. 

d. Applicant t s service area is fully developed with 

little or no opportunity for expansion and, although the water 

system is ,fairly old, it operates automatically and could and should 

be ea.naged by a single tnanager, two- or three field. men, and one or 

two office clerks. 

c. Applicant could and should install and operate its 

own radio cOt:n:lUtdcation service, if it i$ needed, rat:her than rely 

on Water Suppliers Co:nt:lunication Service from La Puente, about 20 

miles south of applicant's service area.. Construction and engineer­

ing services of a~l types should be contracted for· by independent 
, 

bids. 

f. Applicantts customers and other stock.~olders sboul~ 

not be called upon to pay rates to support unreasonable charges to 

applicant by associated cocpanies and entities in which. applicant t s 

president bas an interest. 

3. Applicant bas not supported the original cost to it, if 

any, of water rights in the claimed amount of $60,000 obtained by 

cal-Michigan since the year 1910. 

4. If additional financing is required, the economies of 

operation suggested by the Comcission staff's engineering estimates 

for the year 1965, could and should produce a favorable financial, 

statement attractive to a bank or a lending insti~~tion • 
. 

5.a. Applicant is in need of additional revenues but the 

proposed =ates set forth i~ the application are excessive. 

b. ~e rate of return of 6.5 percent recomm~,~ed by the 

Cor:cission s'c.a:f is reasonable. 

-9-, 
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c. At the rates hereinafter authorized, the following 

adopted results~ of operation are reasonable for the test year 1965: 

Operating Reven~es 
Operating Expenses 

'Depreciation'- , 
',: --", ',. , 

Taxes Othe~ ~ on IneOI:le 
Taxes :.on: incOme ,I . , 

. S~btotal' 

Net Revenue 
Average Rate Base 
, ,,(Depreciated) 
Rate of Return'· 

$148,.000 
76-,9;10 
16,.P20~ 

13,030 
13z420 

$11~,380 

28: 620 ,. 

441,000 
, 6~.s7. 

6. The increases in rates a~d charges au~horized neretn are 

justified; the rates and charges authorized herein are reasona~le; 
" , 

and the present rates and charges,. insofar as they differ froI:l those 

prescribed herein, are 'for the future unjust and unreasonable. 

7.3.. The recommendation of the Coc:::d.ssion staff, that any 

rate increases authoriz~ in this proceeding should be spread more 

equitably among the custoaers than as proposed by applicant,. is 

reasonable and has be~ implemented in the rate schedule authorizecl 

llerein. 

b. The Cocmission staff, made certain recotmllendations wi:th 

respect to the filing of tariff sheets, comprehensive :naps and 

depreciation reviews~ wl:rl.ch applica.ntshould be directed to carry 

out:. 

c. Applicant: should be required t~ make periodic progress 

reports ~o the CocQission with respect to the proposed service 

improvements and other plant additions set forth in E."<hibit No. S 

herein. 

Tee Co=Qission eoncludes tha~ the ap?lieation should Oe 

granted to- the extent set forth in the order whieh. £o-llows. 

-10-
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ORDER 
---~-

IT IS ORDERED that: . 

1. After the effective date of tru.s order ~ East Pasadena 

Water Co. is authorized to file the revised rate schedule attaclled 

to this order as Appendix A. Such filing shall comply With General 

Order No. 96-A. The effective date of the revised schedule shall 

be September 1) 1966, or four days after the date of filing, which­

ever is later. The revised schedule shall apply only to service 

rendered on and after the effective date thereof. 

2. Within forty-five days after the effective date of Q1s 

order, applicant shall file a revised tariff service area map and 

sacp1e copies of revised printed forms that are normally used in 

connection with custO'Oers' services. Such filing shall comply with 

General Order No. 96-A. The effective date of the revised tariff 

sheets shall be four days after the date of filing. 

3. Applicant sh..lll prepare and keep current the system map 

required by paragraph l.10 .. a. of Gener:!l Order No. 103·. v]it:hin 

ninety days after the effective date of this order, applicant shall 

file with the Comcission two copies of this map. 

4. For the year 1966, applicant shall determine the 

depreciation rate for each depreciable primary plant account by: 

(1) subtracting the esti:cated future net salvage and the depre­

ciation reserve from the original cost of plant; (2) dividing the 

result by ehe es~iQa~ed recaining life of the plant; and 

(3) dividing the quotient by ~he original cost of plaut. Until 

review iIldi~tes otherwise, ap?lieant shall continue to use these 

r~tcs. Aw1icant silall review its d~preciation rates a't intervals 

of three years <l':l.d wllenever a :aj or change in depreciable p-lant 

occurs. The results 0: each review shall be. subQitted promptly to-

. the Commission. 

-11-
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5. Applicant shall submit to the CoQmission, in writing, 

periodic progress reports with respect to the installation of plant 

additions. The first such. report shall be furnished as of 

Dececber 31, 1966, within fifteen days thereafter, and succeeding, 

reports shall be furnished as of June 30, 1967 and December 31, 

1967, within fifteen days after each of said dates. 

The effective date of this order shall be'twenty days 

after the date hereof. ~ 

ODated at _Sa.rt __ Fran __ eise¢ ___ , california" this J- t. -
day of 'i,'At 

I 1 

I , 

.. '" \·'~: ... f 
-' ."..~ 

';, ..... . 
_.i.t.:.~~~~.e"~c:1i:~~ __ -;, .... : 
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APm.'DIX A 

Sched.\lle No •. B-1 (c) 

GENERAL ME'l'ERED SERVICE 

A,??LICABIJ:.IT:( 

Applicable to Ul metered water service. 

TERRITOR'! 

the 'territory within aM .adjacent- to the Cities of Temple (C) 
City and. Arcadia and. adjacent to the Cities o~ P~d.ena and 
San lvj.ar1nO, ar:d. as described on service area map as the B-1 
.area. 

Quantity Ra:t.e:l! 

F"t.rst $00 eu.ft. or le~ ................ . 
Next 2,SOO cu.tt. .. , per 100 eu .. tt ..... .. 
Next 2#000 cu.1't., per 100 eu..£t. ..... . 
Over >,000 cu..rt., per 100 cu • .t't ....... . 

M1n:iJnunt Charges: 

For S/8 x 314-inch meter .............. . 
'For 314-inch meter •••••••••••••• 
For 1-inCh meter •••••••••••••• 
F'etr ~i-ineh meter ............... . 
Fer 2-illdl meter •• r _ ••••••• • ~ •• 
FCtr 3-inch meter .................... . 

Per ¥...eter 
Per Month 

$1.$0 
.18 
..lS 
.12 

$1.50 
2..25 
3.00 
S.oo 
8 .. 00 

17.00 

The!~ ~ge 'Io,'ill entitle the consumer 
to. the quantity 0'£ water which. that month.ly 
~ eh.arge will pur~e a.t the Quantity 
~~. . 

(c;) 

I 
(6) 


