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Decision No .. 
77939 

------
BEFORE '!BE PUBLIC UTILITIES COMMISSION OF TEE S'tA.TE OF CAI.IFORNIA. 

App1ication·No. 51811 
(Filed April 6, 1970) 

J. Thomas Rosch~ for Del Este Water 
Company,. applicant. 

Andrew R. campbell, for City of 
Modesto, protestant. 

J. E. Johnson and K. K. Chew, for 
tEe COmmission staff. 

OPINION ------- ......... 

Del Este Water Company seeks authority to ~crease rates 

for water serv1.ce in the suburbs of the City of Modesto, and in. or 

near the neighboring communities of Waterford, Empire, Salida, 

Turlock, Hillcrest, Hickman and Grayson .. 

Public hearing was held before Examiner Coffey in Modesto 

on July 27, 1970. Copies of the application were served and notices 

of hearing were l%l8.iled to customers in accordance with this 

Commission t s Rules of Procedure. The matter was submitted' on 

September 10, 1970, ,,7ith the receipt of late-filed exhibits'and' 

the transcript. 

Applic:a.ntfs request was supported by testimony and five 

exhibits presented by its manager, secretary-treasurer ,and a 

professional engineer and a certified public accountant employed 

by a consulting engineering, firm.. A finaneial examiner and two 

engineers presented testimony and two exhibits on the'results of. 
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ati.o'C.S and earnings. Tt-:ro customers ,rot:ested 'i:he proposed' rate in-, Y 
c:cc<:.se and one C\lStome~ complained about the metering of her sc:v1ce;. . 

Metered~ flat :ate~ private fire protection and public 

fire hydrant service by applicant is presently provided in 

accordance with 15 rate schedules due to various tariffs being 

currently fn effect for the service areas of several small water 

utilities acquired by applicant. It is proposed that the- existing' 

multiplicity of rates be consolidated ~to one rate schedule for 

each type of service which will be applied uniformly throughout 

applicant's service area. 

the present and proposed rate schedules- ,. are presented iIi. 

detail in the application, in Exhibit No. l~ and in Exhibit, No.3. 

Exhibit No. 7 sets forth an agreement between appl:t~nt and the 

City of Modesto which clarifies Special Condition 2 of the pro-~ 

posed public fire hydrant service tariff by providing that only, 

the cost of painting and weeding near fire hydrants will be borne 

by the fire protection agency. 

The following tabulation compares the present~ proposed 

.and authorized general flat rate: 

Item -
Schedule No. 

3/4-ineh service 
connection . 
l-inch service 

connection 

Flat Rate' Service 
Per Service Connection·Per Nonth 

h"o-·. Author
posed ized 

Present Rates Rates. Ra'tes:, 

2' 

$3 .. 10$5.50* $3.25 $2.80 $2.40 $3-.900: $3~80 

4.00 5.50 3.25 4.00 2_40 5.00 4.50 

* Presently no- customers 

11 By late--filed Exhibit No-. 4, applicant indicates that the meter
ing complaint bas been satisfactorily resol~ved. 
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Applicant proposes to offer only metered service to residential 

ct:!:'t:!)cers who acquire in the future a service connection larger than" 

3f4-mch size. 

The following tabulation compares the monthly metered water 

service charges to existing customers at: present, proposed and 

authorized rates: 

Metered Service 
Authorized 

Itet:l Present Rates Proposed· Rates Rates -
Schedule 

No. 1 l-C 7 1 1 

usa~e 
-Cc fMo. 

o - 10 $ 2 .. 45 $: 2.50 $ 2'.00 $ 2.90 $ 2.80' . 
15 3.53 3.10 2 .. 75 4.17 4 •. 04 
20 4 .. 60 3.70 3.50 5.43 5,.28 
25 S.6S 4.30 4.25 6.70 6.52 
30 6 .. 75 4.90 5.00 7.96 7 76' ... 35 7.63 5.50 5.75 8.99 8.77 40 8-.50 6.10 6.50 10.02 9,.78-' 
45 9.38 6.70 7 .. 10 11.05 10.79 
50 10.25 7.30 7.70 12.08 11.80 
60 12.00 8.30 S.90 ll~.14 13.82' 
70 13 .. 75 9'.30 10.10 16.20 15.84 
80 15.50 10.30 11 .. 30 18.26 17'.86 
90 17.25 11.30 12.50 20.32 19.8S . 

100 19.00 12 .. 30 13.70 22.33 21.27 

Results of Operation 

The, fQllowing tabu13tioncompares the results of opera.tion 

as est~ted by applicant and the staff for the test year 1970 with 

the adopted results of operation at rates, authorized herein: 
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Results of 0Eeration 

Test Year 19'70 

Present Rates Proposed ,Rates Adol>ted, 
Item 'A2P11eant Sta:tt 4:P?licant ~taff P..ates -

Operating 
$ 673,800 $ 673,800 $ 831,200' $ 831,200 $. 79<>,700 Revenues 

Opera tin& &ffi. 
392,500 391,40021 393,600 391,400y 391,400 Oper .~ .mlnt. 

Depreciation 98,500 89,300- 98,500 89,300 , 87,900 
Taxes Other 

51,500 64,600 64,600 ' Than Income 61,500 64,600 
Taxes on Income 29.200 32~400 101,.J500 113~700 96 1900 

Total 581,700 577,700 655,100 659,000 Gt.;'O,,800 

Net Revenue 92,100 96,100 176,100 172,200 155,900 

Depr. Rate Base 1,853,200 1,788,700 l,853,200 1,788.,700 ' 1 847 100 
" , 

Rate of Return 4.97% 5.37% 9.5% ,9.631. 8:.44% 

The staff, after s~~dy, accepted applicant's estim~tes of 

revenues as sufficiently accurate for the intent of this proceeding. 

Most of the differences between the operation and maintenance 

~es result from the staff having access to the recorded figures' 

for the entire year of 1969 whereas applicant r s report 't'1as prepared 

in 1969. We find applicant's estimates of operating revenues atld 

,the staff's estimates of operation and maintenance expenses X"eas,on

.:lble. 

DiffeX"ences between applicant and the staff. relate to the 

following: 

1. The net additions to plant which should be included 
in rate base in the test: year 1970. 

2. the average service lives of two classes of property 
~ed in the determination of straight-l~e remaining 
l~fe depreciation rates. 

'1:,.1 Review' of the depreciation issue disclosed that staff estimates 
inadvertently include depreciation on nondepreciable- plant. 
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3. The amount of the allowance· for working cash which 
should be included in arriving at the rate base. 

4. !he return ~'7hieh should be allowed for common 
equity. 

3/ 
Based on average net additions per year of $145,300-

during the 4-year period 1966-1969, the staff estfmated that 

$150,000 of net plant additions would be installed in 1970. Appli

cant included about $200,000 of net plant additions in its estimate 

of average plant in 1970. Considering that additional fiilancing 

has recently become available in amounts sufficient for the proposed 

budget and that 50.3% of the budget had actually been spent at the 

time of the hearing in this matter, we find reasonable applicant's 

est:tmate of average plant in 1970, $3-,438,236. 

The depreCiation schedule approved by the Commission in 

lSG4 provides for a composite accrual rate of 3.314t on the gross 

depreciable plant. The staff nO~7 recommends a composite rate of 

2.63%. Applicant's determination of remaining life depreciation 

rates results in a composite rate of 3.17%. The rate difference 

results largely from the increase by the staff of the average 

service life of transmission and distribution ma.ins from 35- to 40 

years and the use by the staff of 2S years instead of appli,cant's 
, . 

15 years for the average service life of recent leasehold' improve-

ments. 

No substantial corroborattng, evidence was produced by 

". 'either party to support their conflicting opinions regarding the 

average service life of mains. Applicant failed: to demonstrate 

that the lease for the office building owned by the holder of all 

of applicant's stock ~ ... ould reasonably be limited to the lS-year 

~I Including $8G,OOO of improvements in 1969 to a 1easeholdwhich 
the staff considered to' be nonrecurring. 
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term of the lease~ or that the applicant's parent would not benefit 

from the leasehold improvements if the lease were terminated> or 

that the improvements are without salvage value. Cons,:ldering the 

acceptance herein of applicant's construction budg~t > applicant's 

opportunity in the near future to submit further reviews of 

depreciation rates together with supporting detail, we find the 

depreciation rates recommended by the staff reaso~able. 

'!he staff included in its rate, base an,,'allowance of 
" 'I' 

$9,000 for working cash> $16,,000 less than ,the applicant's $2:5,000 

worl~ cash allowance. Applicant objected to the consideration of 

ad valorem tax accruals as being available to-meet working cash 

requirements. Since applicant begins on July 1 its accrual of ad 

valorem taxes payable in the following December and April, completing 
',.1 ' 

the accrual in June, ,,!,e find reasonable applicant's,:,';,worldng cash 
, ,'II 

allowance of $25,000. 

Reflecting the foregoing findings, a rate base of 

$1,847,100 is reasonable. 

'!he staff recommends that applicant be allowed to earn a' 

rate of return of 8.3 to. 8:.6'. on rate base and applicant requests 

a rate of return of 9.50%. The difference· stems· in the main from 

the staff recommendation of a rate of return on common equity of 

9.0% to 9.5% and the request of ap?licant for rates which would 

provide 10.4%. 

The ap~licane in its clOSing statement set forth the 

following factors to which it felt the staff had not given adequate 

consideration in arriving at the recommended range,: 

1. The parent of applicant is required to 
guarantee repayment of not~s~ thus 
resulting in greater risk to stocl<holders. 
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2. Applicant has nO ... 1 obtained corm:nitmentsfor 
an additional $110,000 tn long-term debt. 

3. The staff has not taken into account the 
matter of attrition and its effect on rate 
of return in the future. 

Banks often require that notes be guaranteed in instances 

of closely held compa.nies. In fa.ct, it would be unusual if a bank 

did not require such'a guarantee~ This theoretically increases the 

risk of the common shar¢.holdcrs, but this increased risl(. is so,' small 

that it is not ~.,.orthy of separate consideration. Moreover, these 

notes will be soon converted into long-term deb't in the ordinary 

course of business. Furthermore, with applicant's conservative 

capital strueture, all of che debt is very well protected. 

'!he addition of $110,000 in long-term debt has'very little 

effect on the cost of debt of this company. !he effective interest 

rate, excluding the additional long-term debt, was 7.2S%; inclusion 
" 

o~ the $110,000 long-term debt would increase the effective interes:t 

rate to 7 .SS%~ The staff did not take into consideration the 

effect of attrition on rate of return. The burden ofmaI<~ suCh 

a showing is on the applicant and not on the staff. This burden 

is not met simply by showing an overall downward trend in rate of 

return by using fi.gures, which are not properly normalized.. Appli

cant recently converted .6% preferred stock into common stock on 

-';'1hieh it nO-';'1 requests a 10.4% return. If this eonversion had not 

occurred, the upper end of the staff recOIDmended rate of return 

range of 8.3% - 3.6% would have provided applicant with a" return of 

10% on common equity ins:=ead of 9.5%. 
" .' 

We find a rate ,of return of 8.[~[~% on rate base and 9.25% 

return on common equity to be reasonable. 

-7-



.-
.~ ... 51S11 cIs 

Service 

A field investigation of applicantrs operations and 

facilities was made by the staff during May ~ 1970.. The facilities 

and equipment appeared to the staff to be in good condition and 

adequately maintained. The staff notedtbat' 1:here are no. meters 

to measure water production. on several of the wells. 

A review of customer complatnts in ap~licantfs files from 

December 31, 1966 to April~ 1970, revealed a total of 601 items, 

the majority of the complaints relating to pressure and sand in the 

~m.t:er. Applicant has 3. policy of taking prompt action to, resolve 

all complaints •. There have been six informal complaints to' the 

Commission since 1965, all of ~7hich have been resolved •. 

Staff Recommendations 

Tbe staff made the following recommendations: 

1. That applicant take early action to measure the production 

of all wells not equipped with meters, in accordance with General 

Order No. -103, II.4.a. 

2. That applicant use the individual plant account de'pre

ciation rates shotom. in Table III-A of Exhibit No.3 •. These rates 

should be used '\mtil a review indicates they should be revised. 

Applicant should review the depreciation rates when major changes 

in plant composition occur)- and for each plant account at intervals 

of not more than five years. Results of these revie.ws should be. 

submitted to the Commission. 

Findings and Conclusion 

The Commission finds that: 

1. Applicant is in need of additional revenues but proposed 

rates set forth in the application are excessive • 
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2. The adopted estimates,. previously discussed herein,. of 

operating revenues~ operating expense and rate base for the test 

year 1970, reasonably indicate the results of applicant's operations 

in the near future. 

3. A rate of return of 8.44 percent on the adopted rate base 

for the year 1970 is reasonable. 

4. The increases in rates and charges authorized herein are 

justified, the rates and charges authorized herein are reasonable, 

.and the present rates and charges, insofar as they differ from 

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

5. The recommendations of the staff as herein set forth are 

reasonable. 

The Commission concludes that the application should be 

granted to the extent set forth in· the order which follows. 

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

IT IS ORDERED that: 

1. After the effective date of this order Del Este Water 

Company is authorized to file the revised rate schedules attached 

to this order as Appendix A, and concurrently to wi.thdraw and 

cancel presently effective Schedules Nos. 1, l-A, 1-:&, I-C, Z, Z-A" 

2-B, 2-C, 4, 4-A, 5, S-A, 6, and 7. Such filing shall comply with 

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

shall be four days after the date of filing. The revised schedules 

shall apply only to service rendered on and after the effective 

date thereof. 

2. For the year 1970, applicant shall apply the depreciation 

rates set for~ in Table III-A of Exhibit No'. 3- herein. Until 

review indica.tes oeherw.i.se, applicant shall continue to use these 
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rates. Applicant shall reviet'l its depreciation rates at intel.'"Vals 

of five years and whenever s maj or change in depreciable plant 

occurs. krJ.y revised depreciation rates shall be determined by: 

(1) subtracting the estfmated future net salvage and the' deprecia

tion reserve from the original cost of plant; (2) dividiDS the 

result by the estimated remaining. life of plant'; and' (3) dividing 

the quotient by the original cost of plant. The results of each 

review shall be submitted promptly to the Commiss.ion. 

3. Within ninety days after the effective date of this 

order:. applicant shall submit, in writing:. its program of equipping. 

'tolells with meters. 

The effective date of this order shall be twentyc1ays 

after the date hereof. 

Dated at ___ San __ F'rnn __ C'Jacc)....;.. ___ , C:l.lifornia, this / t2 z6. " 

day of __ ...;..N..;,.OV-.,;;E;.;..,M.;;.;BE::.:,;R:..--_" 1970. 

COJDll1SS1ono:r 1. P .. \'ukDS;l.n'.,1:r.":be1:ag " 
nec.a~lly(\bsont.~ cUd' not. ]).!lrt1c1Pllt..' 
1D' the 4tSPOS1 'UOD" ot th1s prOceecl1.rJt.' " 
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APPIJ:CABnITY 

APPENDIX A. 
Page 1 of 6 

Schedule No. :z. 

N~TERED SERVICE 

Applieo.ble to 4ll metered water 5orvicc. 

TERRITORY 

(c) . 

Porticns of Modestoa.nd Turlock~ and Empire" SalidA". Wa:~er!'ord" (C:) 
Bick::r.a:c.,,· Gr~o:o." ~d Hillcrost and 'Vicinity" Stonis4us County.. (C) 

RATES 

QuMtity R..'ttes: 

Per Meter 
Per Honth 

First 
Noxt 
Next 
N~ 
Next 
Over 

l"ooO cu..ft. or loss ••••••••••••••• 
2,,000 cu.!'t." per 100 cu.ft •••••••• 
7,,000 eu.ft." per 100 cu.ft •••••••• 

40,,000 eu.£t." por 100 cu .. !t •••••••• 
950,,000 cu.!t." per lOO cu.ft •••••••• 

1,,000,,'000 eu.£t., per 100 cu.ft. ........... . 

Min:imum. Charge: 

For S/8 x 314-ineh meter ................... __ ...... . 
F~ 314-ineh"mct¢r ••••••••••••••••••• ~. 
For l~inenmetcr ••••••••••••••••••••• 
For l~i:o.Ch moter ••••••••••••••••••••• 
For 2 .... 1ncb. meter ...... P.' ....... _ ........ .. 

For 3-inCh motor ••••••••••••••••••••• 
For L.-in.el1 met~r ..... • ' ...... fI'. tr ~ .... ,... ••• 
For 6-inch moter .................................... .. 
For 8-i:o.eh meter .................................. .. 

$2.80 
~248 
.202 
.1:39 
.104 
.093· 

$ 2.80 
3 .. l5 
4.00 
6.8$. 

10.30 
21.00 
30.00 
l:S.OO 
70 .. 00 

The ~ CMrge will entitle the customer 
t<> the ~tity of water which that. lllin:i.mu:m. 
charge will purchaso at the Quantity PAtes. 

(I) 
I 

I 
I 

(I) 
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APPENDIX A 
Pa~e 2 or 6 

Schedule No.2 

FLA.T RA1'E SERVICE ------

APplicable ~o all water 3ervico furnished on ~ flat ratoba:1s. 

(c) 

Portioos o:CModesto and Turlock~ and 'S'npir¢" SD.lidA" W.:l.torford", (C) 
Hiekrila:l." Grayson" and Hillcrost ~d vicinit.y~ St~slaus CO'W:'l.t;r. (C) . 

For a. premi5o$ served by a:-
314-inch sorv:i.ee connection .......... . 

l-inch servico connection .......... .. 

SPECIAL CONDITIONS 

Pe~ Service Connection 
Por 1-!onth 

eI) 
(I) .. 

1. Y.eters l!l.lY '00 jm;talled at the option ot the utility or the (q) 
CUS'tQTler ~ in which event sorv:i.co thoroa1'to~ will be furnished orU.y- I 
1mder Schedule No. l, Metored Scmoe. A CIlSt¢morts request tor 
metered servioe must be made in 'Writing. (C) 

2.. CUstemers requ.esting seX"V'1ce of the rollowing types will .not ~) 
be served under this schcdule~ but will be served 'Under Schedule No. 1..
l1etored Serviee. 

a. Residential ~orv:ice oonneetions lareer than 3/4" diameter 
or ~ ,fun residential sorvice that~ in the utility's 
judgtncnt~ I1'~ CODS'I.ll'IlO excessive water boca~e of lot 
size.". :spo~ equipment or unus1lal use. 

b.. Sorv:ioe connections to commorcial or business cstab
lishlllents ~ 

c. SOrnco co:onections ~or agricultural purpo:;es.. I 
d. Service cormections to premisos cont<lining l'll:u.ltiple I 

dwolli:lgs or dwellin$;= and :ocC'Upied traUer houses. eN) 
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APPLIC.AJ3II.ITY 

APmm:o:: A 
Page 3 of' 6 

Schedule No. 4 

PRIVATE FIRE PROTECTION SERVICE . (C) . 

Applicable 'to .all w~tor service i'urnished to' priva.te~ owned fire . (C) 
protection ~cms. (C:) , 

'l'ERlUTORr 

Portions of'Mode:sto and 'XU;rloek,. and EmpireoJ' SalidaoJ' Watorford", (C} . 
Hick:man,. Grayson,. omd HillereS't. ~d viei:nity,. Stardzlau:lCo'l.U'lty.. (C) 

Per Month 

For ~ch inCh of' diameter of service connection .~_ ••• $,1.3$ (I) 

SPECIAl CONDITIONS 

1.. Tho firo protoet:Lon 3erncc coonCctiOll shall be installed' by tho 
util.ityand the cost paic. oy the applicant. Su,Ch ~ent shall not '00 
subject to refund. 

2. The l:lininrI:a:l d1.:unetex- for fix-e protection scrv1.co shall be four' (N) 
inchoe,. ~d the lI'l.lXim.mn di~cter shall be not more than the diameter of ! 
the Illa:t:c. to which the sorvice is connectod.. (~r) 

3. Ii' a distribution main of adequate sizo to sorve OJ. private fire 
protection system in a.ddition to all other nor:m.~ semco does not exist 
in the street or o.llcy adjacent to the premises to be ::crvod,. then a 
service mai:l !':ran. the nearest c,Q.sting main of ~dcquatc capo-city shall be 
installed. oy tho utility and the cost paid by the olpplicant. SUch ptXy_ 
mcnt shall not be subject to r~fund_ 

4. Sorv:tce hereunder is tor p::1V:lto £ire proteetion syst~ to 
whiCh no eo~eetions for other thMn fire protectionpurpo:;os arc 
allowed Md which ru:'() reguJ.;lrly wpeeted by the underwriters haV'".i:ng 
j'OX'isdici:.i01'l,. are installed according to spocii'icat1ons o;t the uti1ity~ 
ruld c'lX'O maintained to the satis.f'~ction of the utility. The utility may 
install the standard dotector ty'po meter approved by the :Soard of' Firo 

(Continued) 
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APmIDIX A 
Page 1. e! 6· 

Schedue No.. 4 

· e· 

PRIVATE FIRE PRarECT!ON SERVICE 
tCo'ntinucd) 

SPECIAL CONDITIONS (Contd.) 

Unde~~ters for pretectien against theft~ leakage erwaste orw~ter and 
the cest paid by the :l.pplicant.. SUch payment shill net be subject' to. 
refund .. 

5.. Tho utility undc~es to supply only such water at such 
pres=ure as may '00 a.v~ble at :x:Lry t:iJn.e through tho normal opera.tion ef 
its system. 

6. The cest ef the vault~ cheek valves and appurtonane~s· thereto 
shall 'be paid by applica.nt. Such payment .shall net be subject to 
N!'.md.. Upon installa.tion such fac:U1tios shall become the property ef" 
utility ~ and :l.ppli~t shall advise utility ef tho cost thereef' :i£ 
insta.llec1 by applicant. . 

•.... ',.. 

eN). 
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APPLICABILITY' 

APPENDIX A 
PZLge 5 or 6 

Schedule No. S 

PlJBLIC FIRE HYDRANT SERVICE -

Al'plicablo to all fire hydrant service f\lrnishecr to.mUl'lieipali... (l> 
ties". organizod fire districts and other. poli t1cal subdiv1sions of' the .'. .' .' 
Stato.. () .. 

Portions ot Modesto and turlock" and Empire ... Salida .. , vlater!ord", (C) 
Hiclan.:xc." Grayson" and Hillcrest and vicinity, SUulislausCo'Unty. (C) 

RATES . 

Eydr~ts owned by tho fire protection .lgcncy: 
~ tj'j?o ._ ............... ..- ••••• _ ....................... . 
S~dard type ••• ~.r ••• __ •••••••••• _ •• __ •••• _ •• 

Hydrm:l.ts owned by the utility: 
v~ type ................ ; ••••• '", .................. . 
S't;,a:o.d.aJ:td t;t'Po .. __ ." ............. , ..... ' •••••• ~ .. .,. •••••••• 

SPECIA.t CONDITIONS 

Per- Hydrant· . 
Per Month 

1 .. 70 
2 .. 90. 

(I) 

(t.) 

1.. Water del:i.vered for purpo::es other than fire protoetion.shall . ( ) 
be ehZLrged £or at the quantity r::l.tes in Schedule No.1". Metered 
$ervj,ce .. 

2... The cost. of relocation of :;:tt'J' hydrant sh.a.ll be paid by the party 
requesting relocation. 

J. Eyc1rants shall be connected to the utility's system upon receipt-· 
of written :r'OC1Uest £rom ::l. public authority.. X.be written request.. sh.a.ll 
dos:igna:te the spcei.!ic loeat:i..on 0'£ each hydrant anc1". where appropriate ~ 
the ownership.,. type and size. (t) 

(Continued) 
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APPENDIX A 
Pago 6- of" 6 

·e 

Schedule No. S 

PUBLIC FIRE HYDRANT SERVICE 
(Continued) 

SPECIAL CONDITIONS (Contd..) 

4. The utility -undortakes to supply only such water at. such ('1') 
prc::suro as may be avaiJAble at :my t:i:me through the normal operation j 
of i~ system. ('1') 

S. The cost of m.ainterumce of" all hydrants. 'Will be borne 'by the. (N) 
utiJ:ity except that painting of and weeding adjacent to- hydrants will. ! 
b() borne oy the tire protection. agency ~ (N) 


