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Dccis ion No. __ 701..oW5~3c;,;13,,,,,,,51oC-_ 
ORIOIIAL 

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE S~TE OF CALIFORNIA 

In the ~tter of th~ Applic~tion 
of SUBOR!AN WATER SYSl'EMS, a 
c.:.liforni~ corpor.:ltion~· for 
cuthority to increase its r~tes 
for weter service. 

Applic~tion No. 49914 
(Filed JenU/Jry 2, 1968-; 
Amended April 1, 1968) 

Arthur D.. Guy, Jr., Walker Ra.nnon ~d Denie 1 J .. 
Reed, for cppficent. 

Elm~finski, Louis A. Z<lnClrdi, John T. 
Ho£f~n, Everett w. McDonald, H. P. Wnlen, 
Mrs. H. P. W~l~n, Eugene H. Tvner, Henry C .. 
Morehouse, Mrs. Be~1cc Ch~crs, Edward r. 
t~vLin, ~~s .. Alice D. Aughinb.:1ugh, Mrs. Gr~ce 
m:iPI'c, l"lrs. jos~ph Clark, vhlli,":lm A. Birch, 
'J.'herc:>D. Simpson, JUt'1C K.npu.'la. 1:::., George 
Z1mmcrm.::.n fOr Hest covin.:t, iV'1%'S to 'iJcl1:cr Wilson 
end Elwood V .. Vc.lenci.:l, protcstonts .. 

Hideo KIynn And jennie v: Br.:1dley, interested 
pa.rties. 

D~d R. L."lrro~ Counsel, Reymond E, Hey tens, 
R1cbdia D. G:~dDcr, ~nd ~¢hn D Reader, for 
the Commission st.:tff. 

OPINION --- ............. -­, 
Applicant seeks ~uthority to inereese its rates for 

gencrcl metered w~tcr service and private fire protection service. 

Public he~rings were held before Examiner Rogers in Whittier on 

October 14, and in West Covin4. on October 15, 16 and 17, 1968, 

briefs were filed, and the matter was submitted. Notice of the 

hc~ings wa.s published acd served on all wctcr users in accordance 

with the Commission's rules of procedure. 
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Complaints 

Fourteen of applicant's general metered service customers 

testified at the hea~-ngs as protesea:ts or interested p~rties. 

Three of the 'Wi::nesses, two from Santa Fe Springs who 

were next door neighbors, and one f:om Puente, testified tbat 

their water bills for the months they took their vacations were 

higher ~n for comparable complete :ontbs while ~y were home. 

One of these 'WitnesSCl; bad the meter checked. :he cotlpaoy 

~ep:eseneative a~tted t~e bill was c~ro~cous, but no adjus~nt 

was ever ~c. 't'.o.e a.pplicant should examine the bills for the!:e 

custom~r$ for t~e per~od involved and adjust t~e bills for the 

proper charges during the rospective V4cat~on ,eriods. 

Of the remnininz customers, five were from the Whittier 

area) two from Pico Rj.vera, three from the Pue:tc area, ~nd one 

from Glendora.. 

'Xhc l?'ico P..ivera customers .lnd tlle 'Whittier CUS'i;o:wrs 

complained that t~e p:essure was too low; that the ~ater t~ted 

b~d; and t~t the proposed incr~ase is exorbitant. 

T~e Pucn~e c~tomcrs compl~ed t~t z~ ?~o?osed 

increase is exo~bitant. 

T~e Glendora customer protested that toe w~r.cr is 

chlorinAted 4n4 tastes baci., lI.nd the pres~'iJ.:e is too low. 

Ihe company investigated seven of these customers' 

complaints and made a report (Exhibit No. 22). 

The City of ~e$t Covina protested the increase and 

presented its objections in w.:iting (Exhibit :tile. 23). The exhibit 
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refers to the sales of portions of tb.e Sant.:l Fe Springs 411d 

Glendora systems; states that some of the W~st Cov1n~ customers' 

rates are proposed to be raised as m~~ a~ SO to 100 percent 

depending on thQ volu=~ of water used.; a.llc$s!! that the cost of 

pumping ~o bighe: elev~tions should be pa~Q for ~y t~c customers 

in 1:hc higher elevation.5; .:.::.d stz-tes that U!'!.:ler t'h.e proposal, 

the applicant would have a r~te 0= re:urn of ap~~oximately eight 

percent. 

A~:olie~nt b.ss approxi:nately 16 ~:er¢d waeer U!lC:S 

ot,.:b.ic:' rece:i.v~ 'W.:2.t:er at rates est".~lished b7 contr4e'l:S executed 

~ny y.~a:s .:lgo. One 0: t~~e c~to1:lCrs, S'C.:ln~::d ~il Company of 

Califor=ia, objected to being rcquiree to P3Y nore t~n the 

eontr.lct price for 'Wc.t~r. It stated tbat :J.ny tJ!lila:~c~~l ~tion 

by t!:>.ir; CC~$$ion 'Would be unconsti~ution.al. 

specifically seated ti:o.at: ;' __ i£ after full he.:.ring of this matter 

the record does not sup~ore ~ fiDdi~g :aa: such in~e=~~ r.~~es are 

reasonable, applicant is hereby placed upon notice that ~ll or 

part of said increase will be the subject of re£\:Qcl." 

Toe ~4enc~ presented at the be~~g herein cons!der~d 

'Was based on the rates in effect at the time the application was 

originally filed. 
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General Information 
1/ 

Applicant provides water servicc- in two general regions, 

the San Jose Hills ~ee ~nd the Whitticr-Rivcre area. Within the 

San Jose Hills system, there arc five tariff crees: Puente-South 

Covina, Highlands, West Cov1M., Glendora c.nd Covina Knolls, ell in 

the main San· Gabriel Basin.. The Whittier :tivera system encomp.:lSscs 

the v~ittier and Rivera tariff arc~s in the downstream Central ~sin. 

The ~pplicant's forecast of the number of customers in 

each area during 1968 is as follows: 

Service Area 

1
2

) Glendora 
) Covina Knolls 

3) Highl~ds 
4) West Covina. 
5) Puente-South Covine 
6) Rivera-Whittier 
7) River~ 

l'ot.:l 

Number of Customers 

1 959 
'416 
513 

3,200 
22,.808 
15.658 

4 z 366 

43-,920 

As of October 14, 1968,. Caxni11e A. Gender (now deee.oscd) 

~'1~S CMirman of the Bo~rd and Chief Executive Officer; Anton C. 

Cc.rnier, President; 1i70l1kcr Hc.nnon, Executive Vice President; Earl 

Olsen, Vice President of Finance; Cecil H. Smith, Treasurer and 

Aosistant Secretary; nne Mildred Brittain, Secretary. 

By Decision No. 64256> ~ted September 14> 1962, in 

1'.pp1icc.tion No. 4324l and ~sc No. 6323, as amended by Decision 

No. 65210, d~tcd April 9, 1963, ~pplicentfs last general rete 

inerc~sc) ehe Commission adjusted ~pplie~t's rate base in sever~l 

important respects. 

y The ~pplicant ha.d seven t~iff ~eas, containing at the time the 
~pplica.tion was £;.led, approximately 48,619 C'Us tomers of which 
~pprox1matcly 4,843 in Sant~ F~ Springs and G1~ndora ~~C been 
lost s1nce the hc.:ring. (DeciSion No. 74,855,. d3ted Oet:o~r 22,. 
1968, in Application No. 50495 zod Decision No. 74931, dated 
Nov~ber 13, 1968, in Applic~tion No. 50560.) 
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The original application herein included Exh1b1~ No.4. 

The summAry of earnings ~berein contained showed an est~ted 

~verage depreciated rate base for 1967 of $14,445,034 and for 

1968 of $14,60~,086. 

AT:. ~he ouT:.seT:. of ~he hea.ring herein, 'the applicanT:. and 

the staff stipulated as follows: 

" (1) 

I 

The following enumera~cd adjustments 
and recommended procedures made in 
Oecision No. 64256 in Application No. 43241, 
and Case No. 6323, except as herei~£ter 
se~ forth, will not be considered as issues 
on the hearing of ~he above entitled 
Application: 

a. Tract extensions witbout' refund 
contracts; 

b. Adjustments from purchases from 
~ssociatcd companies; 

c. The ~djust:ment for mutual stock in 
1962 included ~ portion of the stock 
in two mutual water companies which 
have since been declared public utilities. 
This adjustment is made on the s~ 1952 
basis but excludes the stock of the two 
mutuals which are now public utilities. 

d. Accounting modifications. (IsSues as 
identified in Decision No. 64256)~ 

" (2) It is hereby stipulated and agreed that any of 
the aforementioned adJustments to rate base (if 
such were the effect) made in Decision No. 64256 
will, for the purpose of ra1:e base determination 
be upda~ed ~o the da~e of heari~g in all c~ses of 
3n adjustment ~o reflect rate base figures 
relat~ve to the it~ involved hae Applicant 
funct~oned,and oper~ted in accor~ce with the 
prescribed'methods reeo~nded ~y·the Commission 
Staff in s'aid Decision No.. 04256. 
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n (3) 

" (4) 

By this stipulation it is understood that its 
purpose is to expedite all other matters relating 
to Applicant's req~est for a rate increase by 
means of avoiding the presentation of evidence, 
philosophies and theories as reflected in rate 
base adjustments and other forms of recommended 
procedure set forth in the above accepted area 
of issues. 

It is expressly understood, however, that 
Applic4nt by entering into this stipulation is 
not to be considered as in any sense waiving 
its right to have heard and considered by the 
Commission at a time other than the period of 
the rate hearing itself the philosophies, 
prinCiples and theories purporting to justify 
the aforementioned adjusemenes and 4Ccounting 
procedures, i.c., Applicant and the Commission 
Staff agree herein to bifurcate the :ate 
proceeding itself and hearing or hea~~s on 
the issues enumerated above which will be 
exclu~d from consideration ~tbin the rate 
proceeding." 
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In accordance with the stipulation the following, are the 

s\lIXIm3.ries of earnings for 1968 at: present and" proposed rates as 

estimated by the applicant and the staff. 

Compa.risons of Staff and Company Sua:maries of Earn1Ilgs 
for 1968 

Presene &ates 
Item Staff Company 

Operating Revenues $3,009,410 $3,100,130 

Q2erat1ng Expenses 
~era~!ng ana Maintenance 1,207,380 1,259,873 
Adminis~rative and General 407 380 435,941 
Depreciation Expense 440;420 467,666 
Amortization 90 91 
Non-Income Taxes 4l6,190 457,842 
Income Taxes 320 2 z117 

Total Operating Exp. 2,471, 7t«) ~,6t3,S:W 

Net Revenue 537,630 476,600 

Avg,. Depreciated Rate 
Base 13,082,040 13,379,786 * 

Rate of Return 4 .. 111- 3.61. 

Proposed R:ates 

Operating Revenues $4,253,070 

Q2eratinK Expenses . ' 
6Perating and Maintenance l,212,760 
Administrative and General 425,810 
Depreciation Expense 440,420 
Amoritizat1on 90 
Non-Income 'Taxes 416,190 
Income Taxes 64S,570 
Makeup and Replenishment 
AsseS8men~ 20,000 

Income Tax Levy 
tO~41 Operating Exp. 3,I03,840 

Net· Income 1,089,230 

Avg. Depreciated Rate 
Base 13,082,040 

RAte of Ret:urn w:f. eh 
10% Federal Income 
Tax Sureharge 8.33%** 

$4,203,468 

1,265,390 
452,491 
467,666 

9'1 
457,842 
539,403· 

25,361 
344 361 

:; ,21+2,005 

960,863 

13,319,786 * 

1.181. 

* Rate :sase per Stipula.ei01l - See Exhibits Nos. 5 and 14. ** 8~821. .exeluc:ling federal iJlcome t:JX surcharge. 
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the applicant's results of operations report (Exhibit 

No.4) and the staff report (Exhibit No. l5) were prepared prior 

to the agreement between the applicant's counsel and the staff 

counsel (Exhibit No.5) which reduced the 1968 rate base claimed 

by the applicant from $14~603~086 to $13,379,786. At the time 

the applicant's report was prepared the federal 10 percent surcharge 

had not been made effective. The foregoing tabulation has been 

adjusted pursuant to agreement between the applieant and the staff 

(Exhibit No. 20). 

Revenues 

In estimating the revenues for 1968 the applicant 

assumed an average annual cons~tion of 253 Ccf per customer and 

the sta.f£ estimated 259 Ccf. The applicant's engineer, who made 

the origina.l study (.Exb.ibit No.4), stated that on an updated 

~~ther ~ormalization study ~nd work in concert with the staff, 

the.: 259 Ccf con.sUQ~tion per cu~tO:oler yt:tJ.r "W~s a.gr¢cd upon. ~(.! 

find that gross annt.141 r~venues for 1968 will be $3,009,410 at 

present rate$ and $4,253,070 at the proposed rates. 

It should be noted here that the parties did not include 

approximately $102,000 in revenues from sales of water to 

Southwest Water Company, or the related pumping expenses for the 

st~ted reason that they assume that a pending adjudication of 

pumping :rights in the San Gabriel Valley Wate,r ~sin will render 

it uneconomical for applicant to produce and sell water to 

Southwest. 
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Opcr~tin8 and ~1ntenanee Expenses 

The app1ic~nt's estimate of operating and maintenance 

c~j?ens~s for 1968, ~t proposod rates compared to the staff's ¢stimates 

of sueh expenses is as follows: 

Item. -
Source of Supply 
Pumping Expenses 
W~tcr Trca~ment Expense 
Trans. .:md Dist ~ Expense 
Customer Accounts Expensc 
Sc1es Expense 

Total 

Company 

$ 478,4l6 
330,736 
15,774 

197,335 
239,508* 

3,621 
$1,i6!>,390 

S·taff 

$ 461,930 
324,890 

15,.480 
185,540 
221, 32()1( 

3-,600 
$1,i12,7oU 

* Thc staff estimated that ~t present rates 
this expense would be reduced by $5,380. 
The applicant estimated a reduction of 
$5,517 at present rates. 

Differences in th~ source of ~upply expcnscs were 4~er1-

butcd to the fact that the applicant's st~ted costs for purchased 

wnter were excessive and were corrected by the st~ff. In addition, 

the staff used currently effective replenishment and m..-'lke'Up .assess­

ments an~ ehe ~pp11eant used estimAted rates. We find that the 

steff's estimate of source of supply expense is correct and it will 

be adopted for the purpose of this decision. 

The difference in the p~pirig oxpenses is accounted for 

by the staff using 1961 to 1967 average costs ine=cllscd to allow 

for growth in 1:968. The applicant "-dj.ustcd this expense for 

higher eost of pumping per unit due to ~n 4nticipated reduction. in 

. the amount .of water to be pumped as the result of the adjudication 

of pumpers rights, .:lnd, consequently the ccss~eion by ~pplieaot of 

the s~l~ of water t¢ Southwest; Wat~r Comp~ny. We find th4e the 
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staff's estimate of pumping expens(!s for 1968 is reasonable and 

it ,will be usecl for purposes of this decision_ 

We find that the staff's estimate of w~tcr trea~nt 

,expense is reasonable and it will be adopted for the purposes of 

dus decision. 

The differences in the esticates of transmission and 

d.iGtributiou expense uc :nainly attribut3ble to the fllct t~t the 

applicant has improperly accounted for various items of such 

. expense. We find that the staff's estimate is reasonable and i~ 

will be ado~ted for the ~urposes of this decision. 

The difference in the customers' accounts expense is 

essentially'due to the staff disallowance of electronic data 

processing system ~xpenses. the applicant urges that it be 

allowe4 the set-u? cost even though the system is not yet in use. 

We find that th~ staff's estimate is proper with the addition of 

$3,750 per year for the electronic data processing set-up for a 

to~l of $219,690 at present rates and $22S,070 at proposed rates. 

We find that $3,600 is a re~sonab1e S~ to allow for s~les 

~~nse, and find ~hat in 1968 the ~otal opera~iug and maintenance 

expenses ·Ni11 be $1,231,l$O at the present rates ~nd $l,236,510 at 

the proposed rates, including $20,000 for b~ck ~~euo and 

rcpl~ishment costs~ 
... ,~-.. ,.- ... --- ,.. 

L~ini.ft.1!.F~~}~~'Y!!~.~~t~~cn.~.;:.~.l_;Expenses --
The staff's estimates of 4dministr~~iv~ and general 

expenses for the year 1968 3t present and proposed rates a:e 

proper with the exception of its allowance for ~dmin~strative ~e 

general sal"'ries. We find the applicant's es:i:D.:;te of the expense 
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for this i~em is reasonable and it will be adopeed for the purposes 

of this decision. We further find that the s~aff' s estimates of 

the remaining items are reasonable. We find that in 1968 

administrative and gelleral expenses will be $415)240 at present 

rates and $433,670 ae ~e proposed rates. 

Dep~eiation ExDense 

!~e a~p11e~t's estimate of cepreeiation expense exceeds 

t::'.et: of tb.C! staff by $27,246. ':h.e staff adjustoe the rate base in 

eonfox:ma.nce with this Commission f s Decision No. 64256. We find 

that the staff's estimAte of de~:cci~tion expense is :easonable 

and it ~ill be adop~~d for the p~oe~s of ihi~ deeision. 

Non-Ineome T.axes 

The applicant's estima~e of non-i~c~c taxes for the 

year 1968 exceeds that of the st~ff's by $41,652. Included in 

such estimates are ad valor.~ t~xes as to ~hich the applicant's 

estimate er.ceeds that of t~e s~aff by $48,983 ~nd the pa1:o11 

eax.es as to 'Which the sta:f's estimate exceeds that of the 

app11can~ by $1,331. 'rae staff cone~.:3.¢re~ ~ :l/.!jusenent for 

traDsaetions 'Wi t:h associated. COl:l'.:lllic~: as ~:>ec::.f.:!'~d in Decision 

No. 64256, supra.. 

We find that the staff's est1~tcs of such taxes are ree­

sonable and t~ey will be adopted. 

~<eup and Replenish~nt Assessm~t 

Decision No. 73076, dated Sep~embe/. 12, 1967, in 

Applic~tion No. 48633, ese~blisbed the rates in effect prior to 

the interim increase aut~orized by the iDte~~ cleeision in this 
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matter. Ibe increase authorized by Decision No. 73076 was to 

offset increased costs of pumping due to replcn1sbmene and makeup 

assessments, and increased costs of purchased water. The total 

~ount of prior replenishment ~d ~kcup 4S8CGsments cOD3idered ~as 

~t~ted to be approximately $l25,000 to be recove=ed over a period 

of five years. The staff recommended that the S~ of $20,000 per 

year be ~neluded in operating expenses for the stAted reason that 

the makeup and replenisbment :ax had reduced somewhat from what 

was originally estimated in Decision No. 73076. We find that the 

sum of $20,000 should be included as an expense. 

Income Tax ~ 

The Internal Revenue Serv~ce has disallowed certain 

depreciation on utility plant and on the difference between the 

par value and market value 0: stock issued in connection with the 

retirement of advances for construction. The applicant requests 

~bat $34,36l per year be included in operating expenses to compen­

sate for this I.R.S. charge. We find that the stockholders should 

bear this expense and t:hat this item should not be :included as an 

expense to be paid by the consumers. 

Incot'lle Taxes 

Based on the foregoing findings, we find that applicant's 

income taxes for the year 1968 will be $100 at present rates and 

$578,240 at the proposed rates. 

Rate Base 

The staff esti=ated rate base for 1968 is $13,082,040. 

The applicant's was $14,603,090. l?'urSuaDt::O the stipulation 

(Exhibit No~ 5 supra» the applicant reduced its rate base for 
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the purposes of this c1ecision to $13,379,786, a difference of 

$1~223,304. the difference bet~een the staff est~ted rate base 

and the applicant's agreed rate base is $297,746. 

:Soth the staff and t!le applicant included $112,000 for 

materials and supplies. The staff estimated $160,850 for 

working cash. The ap~licant allowed $141,318 for working cash. 

We find that the staff's estimates for these items are reasonable 

.and they will be allowed. 

The staff also deducted from the rate base $211,206 

comprising $63,708 of advances and $147,498 of contributions 

=es~ting fxom the acquisition by applicant of certain facilities 

of the La Puente Cooperative Water Company pursuant to Decision 

No.· 71758, which required that applicant record. such sums. as 

stated'~ Applicant recorded tb.ese amounts as being included in a 

note paya.ble to La Pu.en:e.. We find that the staff' $ treatment 

of these sums. and the related utility plant is correct. 

!he steff also adjusted the rate base to exclude 

therefrom $68,374 for the book value of stock in two. t:1utual 

water companies. The company had excluded only half ($34,187) 

of the book value of this stock. We find the staff adjusement 

is proper for the purposes of this decision. 

We find that a 1968 average r3te b~e of $13,082)040 

is re.asonsble and will be used for the purposes of this decision .. 
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We find ehae .:lpp11c.a(nt:' s resu.lts of operations for the 

estimated y~ar 1965 at present and proposed rates will be as 

follows: 

Ado~ted Summary of Earnings for 1968, at Present and Proposed Rates 
Item Present Rates Proposed Rates 

Revenues $ 3,009,410 $ 4,253,070 

Exoenses 
operating and Maintenance 1,231,130 1,236,510 
Administrative and General 415,.240 433,67¢ 
Depreciation 440,420 440,420 
l"\lDOrt:Lz~tion 90 90 
Non-Income Taxes 416,190 416,190 
Income Taxes (without 10%) 100 578,240 

Total $ 2O,303,l7tr 'ST,'lv5 , lZts 
Net Revenues 506,240 1,14,,95C 

R;.a. te :sas.e $13 , 082,040 $·13,082,0.4C 

Rate of R.eturn 3.8-7% 8.7st 

Rate of Return 

The applicant requested a rate 0:£ return of i .51 percent 

on tbe adjusted rate base of $13,379,786. !he s~af£ recommended 

a rate of return of 6.75 percent applied to the std!£ estim4t~d 

and herein adopted rate b4se of $13,082,040. 

The app1ican~Ts reason for requesting ~ 7.51 percent 

rate of return on the increased rate oasc is attrition which, it 

cl~ims, was ~t the r~tc of .33 percent per ye~r froc 1964 to 1967 

~nd .50 percent from 1967 to 1968. It attributes the ~ttrition to 

increased operating costs, inflation, t~cs and increased invest-

'CO'.."ts. 
The appl~cane compare~ che raees 0= return fo~ the 

years 1964, 1965, 1~66 and the first one-balf of 1967 on a 

recorded basis, and ~e years 1967 and 1968 on &l estil::;.ated ~C1Sis 
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without considering the stipulated rate base adjustments and 

w1~hout normalizing the years. 

The staff used the :est years 1967 and 1968 and 

normalized them to remove U1lus'J8.1 and non-rec:urri1'Jg events. 

The wbole record reflects a deereasing rate of return 

from 1964 to 1968. We find t~t the future rete of attrition will 

be .15 p~rcent per year ond that a future thrce-yeer period from 

1969 through 1971 is rcasonablc in establishing r4tcs from this 

proceeding. 

In its cost of money study (Chapter 14, Exhibit No.4), 

the applicant gave its December 31, 1966, capita11z4tion and its 

estimated December 31, 1968, capitalization, as follows: 

Line 
No. 

1 
2 
:3 
4 
5 
6 
7 

8 

DeSCription 

Common Stock & Prem. 
Capital Surplus 
Retained Earnings 
. Total Common Equity 
Preferred Equity 

Total Equity 
Bonas, Debentures, 

Notes 
Total Capitali­
ZAtion 

December 31. 1966 
AmO't.:lnt _7.::.::.,,, __ 

$ 490,6'10 
373,006 
742.939 

1,606,Qr5 
4-1 110 ,330 
5,716)943' 

ll.25 
28.79 

-4?).OZ;: 

Es~ima.ted 
December jt; 1968 
Amount '7. 

$ 915,.670 
373,006 
742.939 

2 ,o31,~15 
4,600,330 
6,63'1,943 

---":.::--

l3.76 
31.15 
44.9I 

8,5Gl.4l6 
$14 .:l78 ,42r 

5~.96 8,137.476 55.09 
100.o0f. $14.769.421 Too .O~ 

The applicant's witness agreed that the $tate~ capitali­

zation is erroneous in thae $1,046,476 of 7.75 percent bonds, 

$400,000 of 7.75 percent prezcrrec stoek and $425,000 of common 

3toek had not b~en sold or issued. 
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The true picture, as reflec~cd in the staff's cost of 

money and ra~e of re~urn s~udy (Exhibit No. 19), shows that as 

of Oecember 31, 1967, applicant's capitalization was as follows: 

Item -
Long-Term Debt and Notes 
Payable 

Preferred Stock 
'Io·t4l 

Corm::on Eq.ui t;y 
Total Capital 

Cap! ta.l Spread 

59.137-
29.0n. 
!m.lO,", 
11.801-IOo.o?5% 

The staff financial witness pointed out that applicant's 

proportion of common equi~y capital is a continUAtion of years 

of me3ger common equity interest, of which we have taken offici~l 

notice and ealled to the applicant's ~ttention in numerous 

decisions, whereby a,plicant is operating on capit~l predominately 

furnis~ed by outside sources. 

As recently as July 18, 1967 (Decision No. 72784 in 

Application No. 49007), we pointed out to applicant tha~ its 

common stock equity capital ratio does no: compare favorably with 

other Class A water utilities ope=ating in California or with 

ratios which we have from time to :ime, considered n2eessa:y ~d 

advisc.o.ble .. 

On October ~" 1967 (Decision No .. 73215 in Applie~tion 

No. 49460), we denied applicant's re,uez: for authority to issue 

$300,000 woreh of deben:~es for the reason ~ha~ its common seoek 

equity capitAl ratio was too low. 

-16-
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Below is a schedule in which assumed earnings rates 

on common equity are combined wi~h the re~uirecents necessary 

to service long-te~ debt and prefe:red stock to provide various 

returns on total capital. 

TOTAl.. COST OF CAPITAl. COMMENS-:mATE WITH RAl':: :SASE 
AT ASS'OY.eD YIELDS ON CO~ON EQUI'I"l 

· capital: · It¢lll .. S read : .. · . 
Long-Term Debt 

and Notes 
Payable 59.131- 5.531- 3.271-

Prp.fe::red Stock 29.07 ",.22 1.23 -
Total Senior 
C4pi~al 88.20 4.50 4.50% 4.50'_ , 

Common Equity 11 .. 80 1.77 2.01 2.24 

Total Capital 100.00% 6.271.. 6.S1~ 6.74"t. 

4.50% 

2.48 

6 .981. 

As can be seen~ due to the extremely low percentage of 

common equity, any reasonable rate of return ~~ll result in 

returns on common equity much higher than with a well bal8:).e~d 

company. 

We find that a rate oi ret~rn of 6.75 perce~: is 

reasonable for the future. Said r~te of ret~rn ·~ll be adc~U4tc 

to service the present and anticipated fixed capital and pro·~Ce 

a return on equity in the range '0: 19.1 percent. 

Be:ween 1967 and 1968, estfma~ed, toe ap?licant's rate 

of ret~rn declined from 4.24 percent to 4.11 percent ~t present 

rates. W1:~ the indicated trend in r~te of return, a r~te 0: 

-17-
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re~urn of 7.05 perecn~ for the test year 1968, when applied to the 

1968 estimated 3Ver~ge rate base of $13,082,040, should produce an 

~er3gc future return of 6.75 percent into the nexe three years. 

We find a return of 7.05 perccne when applied to the eseimaecd aver­

egc rate base of $l3,082,040 to b~ fair ~d reasonable. 

The foregoing adopted rc~ultG of operation nt present and 

proposed rates do noe consider the 10 percent surcharge to fedcr~l 

income t~es_ Tee income tax surcharge is appli:able to tc~ full 

year of 1968 and, unless extended will expire on June 30, 1969. 

Sufficient r~enucs should be added to the herein authorized rcvenuc~ 

to offset the future effect of the tax increcse _ This i'Cerease will 

offset c~ly the future effect of the t~ increase ~d is not designed 

to rccou~ 3n7 of the incre~sed ~ax on net revenue produced ~rior eo 

the effective date o~ the iner¢ased water rates which ~y be auth-

o~ized by supplemental oreer in this proceeding. 

R.lt~ S?rcad 

~ .lppliennt h.lS requcs~cd ~h.lt one service charge tY?c 

rate be established for all ereas ~th ~ surcharge for a small area 

at ~ higher clevatio: not prc~ently served. !:~e st.lff e~ineer 

pointed o~t th.lt bcc~use of ~iffercnt water sources and elevations in 

ereas the cost of delivering Wolter woule not be ider.tic~l. He 

rccomm~ndcd that the present six tariff areas be divided into two 

zones and that a ewo-zone r~tc schedule be ~~thorized. Be illustrated 

on Exhibits Nos. 17 and 18 where the zones could be b::oken. Tae ia:"ee; 

for which applic~nt rc~uest~d ~ sureharSQ would be a smDll p~t of 

t~c upper zone suggested by th~ staff. 

We find that such 4ecom::c-%),dl!ticn is re:esor...:tblc; that the 

type of ro.'tes proposed by applicar:.t should be instituted; and that 

there be an increment of three cents per 100 enbic feet for ~ll of . 
the customers in the highe= zone as sh~~ on Exhibits Nos. 17 ~nd 18. ~ 

~73 f.ixld such incrcm.cn:; reasonable. 
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Deeded Water Rights 

Applieant, througn purchases, aeq~red certain irrigation 

customers who~' originally, were served through open cl1tches 

pursuant to contraets. These customers, now totalling l3 

(Exhibits Nos. 8 and 9), ~re presontly served througb the regular 

system of ap?licant the same water as domestic eonsumers and 

receive the same service. They pay sUbst~nti~lly less for water 

than other consumers. In at least one inst~ncc the customer p~ys 

less than the cost of the water to applicant. 'l'besc customers 

were not1fie~ of the hearing and that the st~f£ would recommend 

that the contra-:es should be <!1sregarded and that they ~10uld be 

required to p~y t~e regular rates for :~eir water. 

These consumers will be req,w.red to pay the regular 

meter rates for their water in the futu:e. As:he Supreme Court 

of California stated (Hartland Law v. ~ae P~il~oad Co~ssion, 

184 C~l. 737 ~t 739): 

"There is no longe:: any question ~s to tlle pow~r 
of a state to fix rates for a public uti11~y 
service ~bich will supersede rat~s fo: seeh 
service previously fixec br priva~e contract 
'bctw~en the conStll1ler and tae comp3nY. It has 
been conclusively set~leQ that the interference 
with privat~ contraets by the s:ate rcgula:ion 
of rates is b~t a legitimate effect 0: ~ valid 
eY~r.ci&e 0: the police power ~hicc neither imp~irs 
t~e obligation 0: a contract nor deprives of 
property wi~out d~ p=ocess of law (citations). 
It is ~terial ~t petitioners? eontr3C: was 
ente:cG into prior to the enaetm~t ~f ~e present 
Public utilities Act ••• If tb,.a service contracted 
for was devoted to public US~ (e1~ation), the 
contract for service was stiOject to tbe exerc~se 
of the police power ~nd, the state having clece~c 
to conf.cr upon the Commission the power t¢ prescribe 
i..1.":),ifortll rates ~c.:,: 'ehe service, pet:i..:ion~r c~ot 
eompl~in if the ex~rcisc of this ?owe~ results i~ 
the practical .s.t:nul~nt of h::'s p:ivate contract 
fixing compensation for a public service." 
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See also Producers Tr.an~~rtation Companv v ~ Railroad 

fommission of the State of Californi~, 64 Law Ed. 239 at 243 and 

Sutter Butte Canal Company v. Railroad Commission of the State of 

C~lifornia, 73 law Ed. 637 nt 640~ 

Compliance with Decision No. 71758 

By Decision No. 7175S7 d~ted December 27, 19667 in 

Case No. 7263 (66 C~l. PUC 6l4) the Commission ordered, inter 

alia, 

ffl. Suburban Water Systems is directed to rcfund 
to each person who was a do~cstic service 
cuszo:er of its alter ego L~ Puente Co-operative 
Water Company for the periocl three years 
immedia~ety preceding ~he effective d~te of this 
order the difference between the ~ounz c~rged 
each customer by La Puente and Suburban's 
authorized tariff rates during that period of 
time .. 

"2.(a.) Suburban shall record in Account 241 - ~ 
Advances fo= Construction, and in }~count 265 -
Contributio~s in Aid of Construction, the bclanc~s 
of refundable advances and nonref~dablc contribu-
tions carried tn the books of La Puente immediately 
prior to the purport~d sale end transfer of La 
Puente r s assets to Suburban. tf 

This same decision ordered applieant to make certain refunds to 

customers of La Puente Cooperative (Ordering Paragraph No.1) .. 

'this order ha.s not been complied wi~~ snd app1.iccilnt' s books 

reflect an amoune of $351~416 ~otal fo~ these ~ccounts still ~ 
carried as a note payable. 

-20-
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We find that any rate increase authorized herein should 

be concitioned to commence after the ordered refunds and ,/ 
accounting adjustments have been made and the refunds made to the 

customers 0: La Puente Cooperativc_ 

Staff Recommendations 

The staff c~~cl made several rceommenea:ions rcl2tive 

to the/ applicant. Such recommendations are ~plcmentcd in the 

order which follows. 

Findings 

The Commission finds that: 

1. Suburban v1.;:.ter Systems (spplic.:nt) is A public utility 

't'1ater corpor~tion under the jurisdiction of this Commissic:l. 

furnishing water service to an overall tot~l of approximately 

43,776 customers in Los Angeles ane Orange Counties. The 

customers in each syste~ are furni~hed water at different rates. 

2. kpplicant proposes to increase its rates fo: sener~l 

metered service a~d private fi:e protection service. It proposes 

that its general metered se:vice custocers be served in all 

systems at a ~crvice charge form of r~tc with ewo rate zones. 

R~enues for 1968 will be $3,009,410 at the p:es~t rates and 

$4,253,070 at the company proposed rates. 

-21-
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3. Operating end maintenance expenses .for thR ypar 196$ 

will be $1,231,130 a'C present rates and $1,236,510 a'C company 

proposed ra'Ces. 

4. Administra'Cive and general expenses for the year 1968 

'trill be $415,240 at present rates and $433,670 at the company 

proposed rates. 

5. Deprecia'Cion expense for the year 19G8 will be 

$[:40,420. 

6. Amortization expense for 1968 will be $90. 

7. Taxes other then on income will be $416,190 for the 

year 1968. 

8. Income taxes for the year 1968 will be $100 at 

present rates and $573,240 at the company proposed rates. 

9. The net revenues for the yea: 1968 will be $506,240 

at present rates and $1,147,950 at eompany proposed rates. 

10. Applicant f $ average 3dj'\lS~ed rate b~c for the year 

1968 is $13,082,040. 

11. BAsed on the above findings, applicant 1 s. rate of 

return fo= the estimated year 1968 will be 3.87 percent ~t 

present rates and 8.78 percent at t~ co~p3ny proposed rates. 

12. The rate of retu.."'"n applicant is receiving at t~c 

present rates is deficient and ~?plieant is in need of f~cial 

relief. The estima~ed rate of return of 8.78 percent which would 

be produced by the rates proposed by ~?plicent is excessive. 

-22-
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13. There is an annual attrition in applicant's rAt~ 

of return. With the indie~ted trend in r~tc of return 4 

rete of return of 7.05 percent, when applied to the 1968 

~stimated average rate base of $13,082,040 should produce an 

~crage future return of 6.75 percent into the next three years. 

'toTe find a rate of return of 7.05 percent for the est:L:m.'lted yetlr 

lS6S when applied to the rate base of $13,082,040 to be fair 

and reasonable. 

14. Filings of ~cw schedules of r4tes for gcner31 metered 

service and private fire protection service should be authorized. 

Tl1C order which follows will authorize the filing of new 

schedules of rates which will produce $3,777,300 in gross annUAl 

revenues, excluding revenues required for the 10 percent federal 

surtax, an increase of $767,890 or 25.5 percent of the gross 

annual revenues which would be produced at present rates 

(tho~e autho:izcd by Decision No. 7307~, oa~ed S~ptcmber 12, ~ 
1967). This increase is $475,770 less than the increase sought 

in the application. When the authorized revenues are related 

to the rate base of $13,082',040 which is just and reasonable 

after deducting operating expenses, aepreciation ~nd taxes, ~ 

~verage rate of return of 6.75 perc~e will result over the 

next three years. We find such rate of return to be rcason3blc. 

!he pre~ent raecs, insofar as they differ from the herein 

.lu~hori~d r:ttot.!'s~ are for the futurc~ unjust and unrc.aconable .. 

-23-
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15. In addition to the increased rates found reasonable, 

applicant should be authorized to recover sufficient funds to 

compensate for the 10 percent federal surtax. The r~tes and 

charges and the ~ate increase authorized by this decision should 

be ~urthcr modified by the ~dd1tion to the general metered' rates 

and private fire protection rates of 2.00 percent thereof to 

permit applicant to recover the future effect of said surtax 

and insofar 4G the authorized r~tcs differ from the total 

authorized rates, they arc for the future, unjust and unreasonable. 

This additive should terminate when the surtax is terminated. 

16. The staff recommendation that a two-zone rate schedule 

be ~uthorizcd, and applicant's request for a service charge type 

o~ r~te are reasonable. There should be an additio~l charge of 

tb:ec cents per 100 cubic feet of water for customers in the 

hizher zones as outlined in Exhibits Nos. 17 and 18. ~ 

~7. The rate tncreases authorized herein should not bc~omc 
e~feetive until applicant h~s adjusted its books in ~ccordancc 

with Decision No. 717SZ, and made refunds in accordance with 

p~~graph one thereof and reporeed compliance to the Commission 

in ~1ting. 
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/18'.. Applicant should bill its deeded water users at its 

regular~tered service rates. 

vi 19. Applicant should reduce its accrual rate for computing 

estimated uncollectible accounts to .45 percent. 

II 20. Applicant should devise an improved stores control 

procedure to assure proper recordation of mater1~l;returns and 

file a report with the Finance and Accounts Division of ehis 

Commission setting forth those procedures • 

./ 21. Applicant should make a study of 'the capitalization 

of construction overhead items and file a report setting forth 

those procedures. 

:/ 22.. Applicant should keep the Commission advised of the 

status of the San Gabriel Val~y acljudicatio:c. 

J 23.. Applicant should make eny int5iccted adjustments to 'i:he 

bills of th~ S8nt~ Fe Spr~g8 ~d Puente customers, whose bills 

were higher for the periods they were on vacation than when ho~e, 

and report to the Cot::Imiss1on. 

vi 24 .. Applicant's common stock equity capital ratio is 

. extremely low. It should finance fu'ture expansion through the 

sale of its c~n stock, if poSSible, in order to improve the 

ratio of its common stock equity to its debt ~d preferred stock. 

The Commission concluces that the ap?licae1o~ should 

be granted to the exeent herein set forth, and i:l all other 

respects it should be denied .. 
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ORDER -----

IT IS ORDERED that: 

1. After advances for construction and coner1bu~ionD 1n aid 

of construction have been recorded and refunds to customers of I.a. 

Puente Co-operative W4tcr Compnny have been ~dc as speeified in 

Decision No. 11758, Suburban Water Systems will be authorized by 

$upplcmcnt~l order herein to file the revised scbedules of general 

metered service and pr1v4te fire protection rates attached to this 

order as Appendix A, and concurrently to esncel its present 

schedules Nos. PU-l, HI-l, WC-l, GL-l, CK-l, vna-l, R!-l, and 4. 

Such filings shall comply with General Order No. 96-A, and shall 

include filing of revised tari.ff service area m:lpS to celincate 

!nr1ff Area No. 1 and Tariff Area No. 2 in accordance with the rate 

zones outlined in Exhibits Nos. 11 and 18~ The effeetive d~tc of 

the uew and revised tariff sheets shall be four days after the dote 

of filing.. The new and revised schedules sh.o.ll apply only to 

service rendered on and after the effective date thereof. 

2. Within ten days after the effective date of this order, 

applicant shall file ~~th this Commission a copy of a trust agree­

ment made and entered into beeween Suburban Water Systems and a 

suitable bank, trust company or other licensed escrow agent, 

eont:~1n1ng escrow 1~t:ruct1ons for payment of any amounts not yet 

refunded to domestic service customers of La Puent~ Co-operative 

Water Comp4ny in accordnnce with Ordering P~ragr~hNo. 1 of 

Decision No. 71758 ~ prov1di~& that .a. sum of money ~Q~l in 

amount to the current 'Wlp.a.id balance of such refunds has been· 

deposited in eserow. 
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3. Commencing thirty days after the effective date hereof all 

of Suburban Wa~er Syst~' deeded water users shall be charged for 

wat~r at the appropriate general metered service rate. 

4. Within thirty days. after the effective date hereof, 

Suburbo.n "it7ater Systems sb..nll investigate the vo.ca~1on period bills 

of Bernice Chavers, l"Jrs.. Joseph Clark a:nd Verne Edwards, and file a 

written report with this Commission within ten d~y$ thereafter. 

5. Commencing "lith the yc.ar 1969, S'uburban Water Systems 

shall reduce its accrual rate for csttmating uneollectible ~ccounts 

to .45 percent .. 

6. Within thirty days after the effective date of this order 

Suburban W4tcr Systems chall devise An improved stores control 

procedure to assure proper recordation of m4teri~l returns and file 

a report with the Finance and Accounts Division of this Commission 

specifying the adopted procedure. 

7. Within sixty days after the eff¢ctive date hereof 

Suburban Water Syseems shall advise this Commission of its pro­

ccour<!s for the CApitalization of construction OV1~rheo.d ieems .. 

The effective date of this order ShAll be twent.y days 

after the date hereof. 

Do.ted at _____ Lo_s_J\:Qg __ Cl_cs __ -", Californill, this 

!I,~ ~ny 1)£ FESRJ.lA RY , 1969. 

/ V". ) 

e&iili!Ss1oncrs 

Cox=i::::10nol' :'hotro.!: ~l.or:l:l. bo1llg 
~oce::::nr11y nb:eot. did not part1e1pa~~ 
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APPLICABn.IT! 

A.~:'llDI.1. A 
?~go 1 ot 4 

SchoduJ.o No. 1 

Appl1~ble to all metored wator 3erv:ice .. 

(C) 

Port1on= of CoV'in.3." vlo:t COV".I.l'la." La ~nto" G~ora." Whitt1er ~..d. 
vi¢".-ni.ty" to:; Angcle:: and Orange CO\l!l.ties. (6) 

Per Moter 
For Month 

For ,Ie x 3/~-1nCh motor •• ~~_",,,.~, .. ~_ .... ~~ •• _ .. .. 
For 3!u-inch mote::- .......... " ... ~ ~ ...... , .......... , , .. " ..... . 

:$ 2.40 ,(+:) 
2.6$ j 

For l-inCh meter _ ••••• ~.~~ ••• , •••••• ~ •••• 
For l~-inCn mete~ •••••••• ~ __ •••••• ~._~ •••• 

3.90 I 

For 2~inen meter _ .••• ~,~ ••••••••• ,._ ••••• 
For 3-inell meter *' .. ., ••• ,. • ., •••• III ........ • ' .... . 

For 4-ineh metor .................. " ...... ", ... " ........ . 
For 6-1nCh motor _~_ ••••••••••••••• _ •• # •• _ 

For 8-inCh meter ••••••••• _#._ ... _ ....... . 

S.OO 
7.00 

13.00 
18.00 
30 .. 00 
J.W..OO 

Ta:ri:££ Arc:). 
No. ! No.2 

First 30,,000 eu.ft., p~r 100 cu.ft ........... . 
Ovor 30,,000 eu.tt., por 100 cu.£t ............ . 

$ .14 $ .17 
.12 .1$ 

Tho ~orvieo eh:lreo is ~pplicablo to all :metorod 
3orvice; It is A ro~~~~-to-~l~~ chArgo to 
which 13 added tho cll3rge .. eomi'Utcd ~t the 
Qu..v..tity R;t~3" 1:0'1: ...... At¢X" usod du.""'ing the month .. 

SPECIA.!. CONDITIONS 

. , 
(Z) 

(c) 
I 
I 

(cj 

1.. The b¢U.ndAl"io3 of the zone!) 1."1. which the abovo: r.atos A~ply (~{ 
:;.ro dolino.?tod on tho ta.rlf.! Gltrvico .?rOA. ~l's tilC'A .:&.0 p.o.rt of th~~ (XI 

(C¢ntil:lued) 



SPECIAL CONDITIONS ( Contd..) 

AP~rDIX A 
~ee 2 o!' l.!. 

Sehodulo !~o __ 1 

~SZRVICE 
(ContinuOd) 

~ . 

t.a.r1:f.'f' schedules. Ta.ri£f' area No. 1 in the Snn Joso Hills System 
includes ill custt:m.O%'s in zones cicsigrulted 5L.7 ~ bolow and in tho 
'V1hittior Sys'tom zones dc::isna,tod 300 :m<i below. 'Zari!:£ area. No .. 2 
includes all othor customers. 

2. Until the 10% S'Urcharge to federal ~co:no t.7.X is removod, 
bills computed 'Ullder this tari!! will 'bo incre.ascO. Oy 2.0%. 

(l~) 
I 

I • em 
(I) 
(I) 



APPLICAnILITY 

A?PmlDIX A 
Po.gc .3 ot 4 

Schedulo !~o. 4 

?R-TV ATE pm; PROTECTION SERVICE -

~ " 

Applie@lo to all water sorvico 1'.lrni:hed to priV::l.to~ O"med fire ('.4') 
protection ~J$tcms. 

TERRITORY (z) 
.tUl taritf ~oas. 

Pcr Month 
For oAeh inch of diameter of servico connection ••••••••• $3.00 (I) 

SPZCIAL corwITlmrS 

l. 'Xho tire proteetion sorvice co:moction sh.:l.ll 'be ::i..n:tJllle<i 'b".r 
tho utility and the co:t. p~d by the ~pplieant. Sucll ,~ent :;hall 
not '00 ~joct to rofund. 

2. Tho :ni:oi:IrJ."n di:l:lleter tor !'!.ro protection se:"Vice shall 'be 
four inches? and the D".a.xi:zNm cl.ianloter shall 'be not l:lo:'e tMn tho 
diameter o! tho D"~ to which tho servico is connected. 

3. !i a distribution :n.ai.."'l of a.do~te sizo to sorvo ~ private 
£ire protection :y.:tom in a.ddition to all other norrr..al sor-r.icc doe: 
not enst in t!lO stroet or ttlle"j' ~dj~eO!'lt ":'0 tho prcmi:;o:: to be 
.:erved? thon a service ~ from. the nearest e:d!Jting ~ of ad~te 
ca.pac1 ty. shall be instclled by the l!tili t:r .3r.d th~ eo:t ,aid by the 
3.ppliea.nt~ Sue.."'? pay:r.or.t shall not be subj oot to rot-.md.. 

(T) 
\ 

! 
I 
I 

! 
! , 
j . 

4. Sorvice hcret::lder is tor pri·,ato !ire protection systems to 
.",.,hichno connoctions 'tor other then .fire pr'-"tectior. pt:.:"poscs :u'C 
.lllOON'od. "-lld w!licll are reeuJ,.1rly inspcc't,cd 07 the -..mdo%"'.of.l:'ito:.-s hav.i...'1g 
jur-.l.sdiction,> ~o ins""AUcQ. ~ccordi:lC to s::cci1'ica.tions ct t.~o util:ity.. I 

.:md. arc m:dnt:l '-nod to 't.l'lEl s~tis!3.c't.io:l o! the .... tUity" Tho ut.ility j 
rn:J.y inst:lll 'tho s~"'l6.ard detector typo moter a.pprovod by tho Bo:l.rci of (T) 

(Continued) 
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l~~r.oIX A 
P~eo 4 of 4 

SchcG.\ue ~ro. lJ. 

PRIVATE FIRE PR07ECTIorJ SE?VICZ 
-cContinuCd) 

SPECIAL CQ!DITIO~;S (Contd.) 

Fire Unc.crwritors for ,rotoction against thoft" loa.k3.ge or 'W.o.sto ot (T) 
wator and tilo cost paid by tho appli.c~t. Such ,ayment shall not be l 
~bject to rofund. (T) 

5. l'he utility undertakes to mJ.,ply only ~'Uch w~tcr at such (N) 
pres:mro .a.= m:lY' bo av,o,:UablG at arr.! time throueh t1'lo normal opor~tion I 
of its system. (~) 

6. untU tho lO% s\l%'charge to !edor.ll inca::o tax is :-emoved, eI) 
bills computed undor this ta.."'"i!! will be increased by 2.0%" ~!) 


