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SEVENTH 'INTERIM OPINION' " . 
POSTURE OF PROCEEDING 

Synopsis of Even~s Since Second In~erim Opinion 
Since our second interim decision in ~his investigation 

(Decision No .. S4527 da'Ced June 10, 1975) a tot.al of lS additional days 

of hearing have been held at Seaside before Commissioner Holmes and 

Examiner Boneystea1e. A total of 56 witnesses testified in these 

additional hearings and 55 additional exhibits were received into the 
record. At ~he most rcc.en~ hearing, that of September 23, 1976, the 

current issues pending were submitted for interim decision. 
The proceeding so far has fallen in'tO three discre'Ce 

phases: the two days of hearing leading to our firs't interim order 

Decision No. $1443 dated Vl8.y 30, 1973-; the second phase o£ 21 days 

developing the evidence in which our second interim order was based, 
and this third phase of lS days that addressed the evidence we are 
considering in formulating this decision. 
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During the third phase the Commission issued three interim 

decisions relating to speci!ic events and conditions that arose 
subsequent to the second interim Decision No. 84527. In addition, 
we have issued three procedural decisions making minor modifications 
to Decision No. 84527 and the examiner has issued three written 
examiner's rulings dealing mth environmental matters. Vve have also 
added the Rancho del Monte Division of Water Wes'C Corporation (",rater 

West) as a respondent in this proceeding. 
On August 17, 1976 we issued Decision No. 86249 in Cali

!ornia American Water Company's (Cal-Am) Application No. 54942 to':" 

a general rate increase ror all of its water operations throughout 

the state. 
AttaChed ~ this decision as Appendix B is a table listing 

all deciSions issued in this proceeding and also the status o! all 
other proceedings initiated since the COCIllencement of Case No .. 9530 
on April 3, 1973 which relate to the MOnterey Peninsula water supply. 

The records of this and collateral eases have grown to be quite 
complex and. t.heref'ore will not be smnmarized herein except. insofar 
as explanation may be necessary for an understa.."lding of the issues of 

which we are disposing. 
W~ter Conservation a~d Rationing 

In our second interim order we directed Cal-Am to prep.:lre 
plans ror a water conserva~ion program and for a standby rationing 
plan. The water year commoncing shortly aftor our second i:tcrim 
order was issued on June 10, 1975, turned out to be the driest evor 
experienced in Northern caJ ~ +"ornia. Between July 1, 1975 .and 
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April 30, 1976 9.20 inches of rain fell at Los Padres Reservoir in 

the Carmel River watershed and $.33 inches at Pacifie Grove Reservoir 
in the urban service area.Y' The dry yeary plus growth in' usage 

which occurred despite our seeond interim decision resulted in a 
demand on the system that cal-Am could not, supply through its limited 
transmission faeilities. As a result the Commission, after emergen~ 
hearings held pursuant to Sections 350 through 35S of the Water Code, 
ordered, by DeciSion No. $6051 dated J1.l1y 2, 1976, Cal-Am to 

institute a water rationing p1M. Vlhen it became apparent that the 
prescribed plan, while sufficient to mitigate thee£!ects of limited 
transmission capacity, would still permit the depletion of the 
upstream reservoirs On the Carmel River, los Padres~ and San C1e::onte 
a:e an unduly rapid rate, we xnodified, by Deeision No. $6270 dated 
August 17, 1976, the rationing pla.."l. to provide for conservation of the 
a.vailable supplies of water. The water rationing plan will be in 

effect until fUrther order of the Commission. 
The water conservation and rationing program is p~oving to 

be effective, as the following figures, supplied by Cal-Am pursuant 
to the initial st~~dby water rationing plan required by Ordering 
Paragra.ph 7 of Decision No. S4527, show: 

11 Figures for the ent.ire water year July 1, 1975 'to June ;30, 1976, 
the previous wat.er year, and the mean annual raL~fall are: 

1975-1976 
1974-1975 

Mean .Annual 

Los Padres Pacific Grove 
Reservoir Reservoir 

9.32 inc!-les 
,30.11 

26.65 
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Historieal deliveries from all Compa:oy sources in each ot the months of July, Auguzt, 
and. September of the C1l%'rent and ti ve preceding ye3.r3 (Total ':!.lter Produced to 
Syztem in Acre-Feet) , 

li12 1975 ~ 12Zl ~ 12Z1 
July 1,578.6 1,732.5 1,734.9 1,900.3 1,899.6 1,743·5 
Aug. 1,464.; 1,699.9 1,720.6 1,m·S 1,853·7 1,742.5 
Sept. 1z24;.4 1,227.2 1.222.8 1:2~·2 1·222~8 1.627•7 

Total 
£or year 15,891.7 .... 15,:359 .. 7 1;,083·7 15,693.2 16,1$3.7 1;,607 .. 6 

*Total for l2 months ended 
September 1976. 

Deliveries for September, under Phase One-Half, the minimal of the tour 
phases provided in the conservation and rationing program are lS4 
acre-feet less than deliveries for the previous September, a reduction 
of 12 percent. Deliveries have, likewise, failed to reach tho level 
of 16,500 acre-feetpredicted in DeciSion No .. 84527 for the year 197# 
doubtless because of water conservation efforts of a con corned w~ter 
using publiC.V 

In Decision No. $6270 dated August 17, 1976 we noted that, 
after a review of the operation of the rationing plan, we might wish 
to make further modifications to the rationing program. While the 
program has naturally caused some 1nconvenience to many people, we 
conclude that some such inconvenience is inevitable and we will make no 
change in the program in this order. 

£I Decision No. S~527, mimeo. page 21. 

V The Monterey Peninsula Herald, the area's leading daily newspaper 
reported the details of the water situation most compleiely ~~d, 
during the most aeut.e stages published daily readings 01 the 
water levels in the Forest ~ake and PacifiC Grove Reservoirs. 
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Local Governmental Actions 

In our third interim Decision No. 85409 dated February 3, 
1976 (which decision denied a request of the mayors o£ the six 
Peninsula cities that the oonnection ban be lifted), we described the 
formation o£ the Monterey Peni."lsula ~later Manageoent Agency, a joint 
powers agency created by the six cities and Monterey County. The 
Water Management Agency was formed as a separate public age~cy to 
plan for, Md deal with, the water supply problem on the Monterey 
Peninsula. 

In addition to the formation or ttlater Ma:J.agement Agcney, 
the cities or !Jf.onterey, Pacific Grove, Del Rey Oaks, a..",d Seaside, as 
... 1011 as the county of :r.onterey,W have enacted ordina."lces requir...ng 
the use of water saving devices in new or reconstructed residential, 
commerCial, i.."'l.dustria1~ or public buildings. The city of ¥!Onterey has 

also passed an ordinance designed to minimize water used £or irri
gation of new landscaping. 
Del Monte Observation Well 

In compliance with our Orderi.."lg Paragraph 6 of Second 
Interim DeciSion No. 84527, Cal-Am, after receiving an extension of 
time, completed, in December of 1975, the Seaside aquifer observat~on , 
well recommended by the Department of Water Resources (D\~). This 
test well, designated the Del Monte Observation Well, is located 
between the Playa wells a"ld the ocea"l and is intended to give w~ing 
or a"lY impending Sea water intrusion into the Seaside aqui£er. 

W The county ordinance is applica~le to the unincorporated portion 
of Zone 11 of the Monterey County Flood Control and 1jlater 
Conservation District. 
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Cal-Am's monthly reports of its monitoring of the test 
well, together With the chloride ion content of one of t.he Playa 
wells, are shown below: 

Month 

1976· J~ua:y 
February 
V~ch 
April 
May 
June 
July 
A1lg'J.St 
September 

The 

Del Monte Obs. ~ell 
Static 

t::ater level 
In Feet Above 

Sea level 

Chloride Ion" 
Concentration 
in ¥~ 11.~ grams 

per Liter 

2.08) 56.4 
1.958 SO.o 
l.833 55 .. 6 
1.417 58.1 
1.417 55 .. 0 
0.9l7 54.4 
1.000 55.0 
0.917 54.2 
0·$.)3 55.5 

Playa well was selected 

Playa vlell 
#'3 Production trom Seaside 

Chlorid.e Ion 
Aeui£er i.~ Aerc-Fect 

CO!lcentration For t.he For the 
in Mi 1 J "i gra::l$ Reported Previou$12 

-oer Liter Month Mont.hs 

134.0 :2ll.b 3,411·l 
NA. 155.0 3,:365·3 

136.0 248.9 ;3,J.79.4 
l3l.0 295·5 3,474-7 
134.0 354·3 ;3,491-3 
l35 .. 0 453.3 3,504.6 
134-0 472·3 3,607.4 
134·0 408:.:3 3,558.1 
136.0 445.6 3,634-9. 

for the above table because the 
Playa well site is the closest prodUCing well to the ocean, being 
located just to the east. ot Fr~ont Stree~ in the extreme northern 
part of Seaside. The DWR's engineering witness, Richard W .. Metney, 
testified that the relatively low Chloride ion concentration of wat.er 
taken from the Del V~nte observation well could be explained by water 
from the upper aquifer flOWing down the gravel pacl<: 0 f the well to 
mix With water £rom the lower a~uifer. For that reason he suggested 
also monitOring the p:"oduction wells. Cal-Am is IZ:onitoring; all of 
its Seaside wells a~d submitting monthly reports to the Commission. 

As may be seen from the above table, the water level dropped 
1 .. 25 feet in the eight-month period studied, and is now approaching 
sea level. The ~~oride ion concentration, however, has beld steady 
and is well below the United States Public Health Service's recom
mended maximum of 250 milligrams per liter for drinking water.21 

iI Now administered by the Environmental Protection Agency (EPA). 
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Environmental Impact Report 
In our seeond interim opinion in Decision No. $4527 we 

discussed the construction of facilities required to treat addition~ 
water pump.,ed from the C.;:J.rCel Valley aq,uif e~ and t0

6 
doli ver ~he w~-:cr ~o 

the metropolitan areas of the Monterey Pe."'linsula.§i We stated that, 

in the past, we would have ordered forthwith the immediate con

struction of the necessary facilities, namely the Be~nia iron 
removal p1~"'lt and the Canada de la Segunda piPeline.lI Because the 

record at that time did not, however; contain the environmental data 

required to' coml?ly with the California Environmental Quality Act 

of 1970 (CEQA),~ a~d also lacked evidence necessary to give the 

consideration to community, recreational, and historical i'actors as 

specified by Section 762.5 of the Public Utilities Code, wo de!erred 

ordering construction of these facilities. We declared that we 
would, a.t the next hearing, consider the application of CEQA and 
Section 762.5 to the construction of the Begonia and Canada projects. 

Subsequent to our Second Interim DeciSion No. $4527, 
without further order of the Commission, Cal-Am, pursuant to CEQA, the 

Guidelines for Implement.ation or the California Environmental Quality 

Act of 1970 (Guidelincs)21 and Rule 17.l of the Commission's Rules of 
Practice and Procedure (Rule 17.1)10/ prepared, and on April 1, 1976, 

filed, an Environmental Data Statement (EDS) for the canada pipeline 

§/ Dec1cion No. 84527, mit:lElO. pages 45 and 46. 
11 Decision No. 84527, mimeo .. page 5$. 
§! 4. Cal. Pub. Res. Code § 21000 et seq • 
.21 14 Cal. Adm. Code Ch. ), § 15000 et seq. 

1-Q/ 20 Cal. Adm .. Code Ch. l. 
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an~ the Begonia iron re~oval plant projects. (Previously the 
examiner ha~ ruled that the Commission was the !'lea'i agency", the 
projects were not "emergency projects" exempt from the requirements 
of: CEQA, 3l'l.~ that Cal-Am was t.he "proponent. ,,)11/ 

The EDS was, as required. 'by Rule 17.1, circula.ted to 311 
state and local agencies involved in approving a~d carrying out the 
project, to the Resources Agency, and ot.her agencies, organizations, 
and in~ividuals 'With special expertise or coneern. Copios of 'the 

EDS were also made available to public libraries serving the Monterey 
Peninsula and were available f:or inspection at Cal-Am's Monte~ey 
District office. 

After consi~ering comments receive~ and Cal-Ac's comments, 
the sta£f, on October 4" 1976 ~i$tributed its Draft Environmental 
Impact Report (Draft EIR). The Drai't EIR, in acidition to environ-. 
mental aspects of the projects, also addressed tho community, 

recreational, and historical factors specified by Section 762.5 of 
the Public Utilities Code. 

Hearings on the Dra!t Em cOCl:lcnced in Seaside on 
December 6, 1976. 

W A summary o£ all environmental motions .and their disposition is 
included in Appendix B. 
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~~sues to be Deeided He~ein 
The following topies will be considered in this decision: 

l. Rate s~rueture of the Monterey District.. (Per Ordering 
Paragraph 9 of Decision No .. $4527.) 

2. An inquiry into Cal-Am·s fi.."lances a."'l.d its rclat.ionsl'..ip to 
American 'Water ~lorks Company, Inc .. (American Water Works), insofar 
as these subjects a:t:fect the adequacy of the water supply of Cal-Am's 
!f.onterey District.. (Conducted pursuant to Ordering Paragraph $ of 
DeciSion No. $4527.) 

3. A reexamination of the ba."'l. in new service connections 
imposed by Ordering Paragraph 4. of Decision No. $4.527. 

4. Recently developed information coneerning the water supply 
availablo from the Carmel Valley aquifer. 

5. A reexamination or the exemption granted m~"'l.icipally 
sponsored urban redevelopment or rene\'tal projeet.s in Ordering ?ar~
graph 1 of DeCision No. $1443 and Ordering Paragraph 4. of Decisi~n 
No. 84527 .. 

6. 
7. 

The consequences of the naming or 1ilater West as, a respondent. 
A request by Del Monte Prope~ies Company (Del Monte) 

that the Commission affirm that Del Monte is eligible to receive 
service for its Deer Flats and Old Capitol Tract prope~ies. 

s. Construction o~ the required facilities. 
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RATE STRUCTURE 

Present Rate Struc'cures and Levels -
In Ordering Paragraph 10 of our Second Interim Decision 

No. 84527 we directed the Utilities Division of our staff to investi
gate cal-Am' s rate structure, insofar as that subject affects the 

Monterey Peninsula water situation. Similarly, in our recent Cal-AM 
rate increase Decision No. 86249, we made a finding Chat additional 
evidence should be adduced in t!lis proceeding, Case No. 9530, 
concerning alternative rate schedules, including those employing 
a single block system of rates. In response to these directives, 
Associate Utilities Engineer Wallace F. Epolt, P.E., prepared a 
report on cal-Am's rate structure which he presented at the 
September 22 and 23, 1976 hearings. 

The presentWrates for the Monterey "Dis'trict were m.ade 

effective September 11, 1976, un~er authority granted by DeCision 
No. 86249. In that decision we reduced the number of bloc!(s 
in the general metered service schedule from six to four ~~d, as 
noted above, solicited additional evidence concerning alternative 
rate structures. The present rates retain the traditional declining 
rate block form, modified to provide for three different elevation 
zones to reflect the wide range of elevations encountered in the 
District. The tariffs provide that charges to gol£ courses for 
irrigation during the off-peak hours, 9:00 p.m. to 5:00 a.m., will 
be at a rate 15 percent lower than the general metered service rates. 
Cal-Am's employees are allowed a 25 percent discount. 

G<mex'41. IXI.Ot~r.Qd Q¢rvlce r4:tes a.re shown. in the follow".Ltlg 
ubula tion: 
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Quanti ty Rates: 
First 300 cu.ft. or less ••••••••••• 
Next 1,700 cu.ft., per 100 cu.ft ••••• 
Next 18,000 cu.ft., per 100 cu.ft ••••• 
Over 20,000 cu~ft., per 100 eu.ft ••••• 

Minimum Charge: 
For 5/8 x 3/4-ineh meter 
For 3/4-ineh meter 
For l-ineh meter 
For' 1-l/Z-inch meter 
For 2-inea ceter 
For 3-i~eh ~c~er 
For 4-ineh ~ete= 
For 6-inch meter 
For 8-inch meter 

••••••••••••• ............... 
• •••• 0 ••••••• 

••••••••••••• 
••••••••••••• 
••••••••••••• 
••••••••••••• 
••••••••••••• 
••••••••••••• 

Per Meter Per MOnth 
: : 1st : 25d : 
:Gravity :Elevation:Elevation: 
: Zone . Zone • Zone : 

$ 2.50 
.4iO 
.. Z97 
..369 

2.50· 
3.20 
4.50 
8.00 

13.50 
24.00 
38 .. 00 
75.00 

120.00 

$ 2.65 
.530 
.. 471 
.449 

2.65 
:l.40 
4 .. 70 
8(050 

14.00 
25.,00 
40.00 
80.00 

125.00 

$ 2.85 
.570 
.541 
.519 

2.85 
3.60 
4.90 
9.00 

14.50 
26.00 
42.00 
85.00 

130.00 

The Minimum Charge entitles the customer eo 
the qu~tity of wate~ w~~cb t~: ~~i~ 
e:"t3.rge wi l:£. purcb.:.::;e at the ~J..:'.n.1;i ty Ra. tes .. 

Del Monte Cone=aet 

Records of the COtrI:lission Sho~1 that, prior to 1930, the 
Monterey District was se:r"led by Monterey County Water Works (I-:~TW), 

a corporation whose stock was wholly ~r~~d by ~e1 M~nte an~ prior to 
19l9, by Del Monte's predecessor, ehe P~cific Improvement Company 
(Pacific Improvement). !n 1916, Pacific Improveme:lt segregated 
its water properties into MCVJ'W and into a so-called "private wate= 
system". The private :;ystettl, which was physically i:lterconnected 
with M~1S public utility system, supplied Pacific Improvement's, 
and later Del Monte's, hotels and other properties. 12/ !n 1930, 
Chester H. loveland acqui:ed, from Del Monee, both the stock o~ MOWW 
and the facilities of the private w~te= system. 

12/ The segregation of the facilities into a publiC utility and a 
private water system was recognized in our DeCision No. 3059 
dated Janua~y 25, 1916 in Application No. 1657. (9 CRe 91, 94.) 
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As "an integral and substantial part: of the consideration" 
of the sales agreement, Mr. Loveland agreed to sell, and Del Monte 
to buy, from ~he private water system, for a period of 50 years, 
all water required to meet Del Monte" s reasonable then and futu::e 
needs, up to a maximum of 3S percent of the amount of water ava.ilable 
to MCWW and to the private system from the Carmel River. 

Del Monte was to pay for t:b.e water thus delivered at: rates 
ranging from $1.10 for the first 300 cubic feet down to $0.10 per 
100 cubic feet for all water over 30,000 cubic feet. Tbese rates 
were for gravity water only, and should pumping become necessary, 
Del Monte would pay the cost of such pumping. 

Despite the provisions of Section 170') of the Public 
Utilities Act (reenacted in 1951 as Section 531 of the Public Utilities 
Code), which required public utilities either to charge their filed 
rates or to obtain exceptions from the CommiSSion, the rate 
prOvisions of the Del Monte Contract were never subtlitted to the 
Commission for approval, presumably because the water system oper~tors 
considered the sales to Del Monte to be a nonutility service. 

In 1935, Mr. Loveland and his associates merged their 
various utility interests, including M~ and the private water 
system, into the california Water & Telephone Ccmpanyll/ (Cal. Water & 
Iel.) • The Del l'1onte contract obligated the "heirs, assigns, and 
transferees" of Mr. Loveland. Thus, when cal. Water & Tel. , and 
later cal-Am acquired the MOnterey District water properties, they 
assumed the obligations, and the benefits, of the Del MOnte eontrac~. 

13/ Pursuant to Decision No. "28276 dated October 14,1935 in 
Application No. 20127. (39 CRe 406.) 
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In Decision No. 30046 dated August 16, 1937 in Case 
No. 3825, we noted that, despite the evident intent of the 
Commission an4 Pacific Improvement, when, in 1916, they carved out 
a practically separate system to serve Del MOnte 7 there had since 
been o=.ly a vague adherence to the 1916 a.greement.. Not only bad 

there been gradual commingling of the use and operation of the 
so-called private system and the utility system, but new agreements 
had been made between the predecessor corporations which 
considerably altered the contractual relationship. !he Commission 
obser.1ed that all of such agreements and conveyances were between 
corporations, one of which completely hele the stock of the othe~. 
(40 CRC 683, 686.) 

In the 1937 proceeding the Commission, in view of the 
interlacing of the ewo systems over the years, adopted a staff 
recommendation that the utility and "private water system" operations 
be considered together, and that the rates for the utility service 
be established at a level that would return to cal.. Wate:- & Tel. a 
proper estimated net income, assuming that the utility's rates were 
imputed to the Del Monte service. The Commission has consistently 
followed this practice in ~he nearly 40 years that have followed 
Decision No. 30046, reaffirming the imputation of Del Monte 
revenues most recently in Decision No. 86249 dated August 17, 1976 
in Application No. 54942. 

The history of the Del MOnte contract and the Commission 
trea.tment thereof have been reviewed in det:a.il because their 

effect on Cal-Am's actually realized revenues must be considered 
in a.ny restructuring of the MOnterey District rates. The histo~l 
is also helpful in understanding the over.s.ll Cal-Am Monterey 

District si~tion and the constraints under which the utility 
operates. 
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Staff Report 
As a starting point for the staff's study of rate structure 

alternatives, Mr. Epolt accepted the water usage that was developed 
by the staff in the recent rate proceeding, Application No. 54942, 
and adopeed by the Commission in Decision No. 86249. 

Mr. Epolt divided this usage into three separate customer 
classifications: residential, business, and golf course service. 
He ehen proceeded to design three different rate schedules for each 
of the three classifications. For these new rate designs, he 
aoandoned the existing minimum charge form and sub$ti~ted a service 
charge form, whereby there would be a service charge, depending on 

the size of the meter, and quantity raees,depending on w~ter usage. 
To give recognition to a lifeline concept, he proposed no charge for 
the first 300 cubic feet per month of usage under the residential 
schedule. The residential rate schedule therefore became a hybrid 
type with characteristics of both the minimum charge end se::vice 
charge forms. 

The service charges specified were the same for each of 
the nine schedules he developed, but the quantity rates were 
different, depending on both the customer classification and on the 
rate type assumed, namely inverted quantity rates, modified inverted 
rates, and uniform rates. 

Each of the three rate types would produce the $3,627,400 
gross revenues adopted :Ln Decision No. 86249, assuming that there 
would be no overall revenue change resulting from the application 
of the revised rates. 

Mr. Epolt' s 'three alternatives are shown i.."l the 
following table: 
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Fi-rst 
First 
Next 
Next 
Ne::t 
(j-Jer 

For 5/8 x 3/4-inch meter ••••••••••••• 
For 3/4-ineh meter ••••••••••••• 
For I-inch meter ••••••••••••• 
For 1-1/2-ineh meter ••••••••••••• 
For 2-inch meter ••••••••••••• 
Fo: 3-inch ceter ••••••••••••• 
For 4-inch meter ••••••••••••• 
For 6-inch meter ••••••••••••• 
For 8 .. inch meter .............. . 

Service Charge 
Per Meter Per MOnth 

$ 2.50 
2.75 
3.75 
5.25 
6.75 

12.50 
17.00 
28.00 
42.00 

Quantity Rates 
Usage Per Meter Per Ywnth 

Residential Business Golf Invertei,Modified.o ,Unifo%m.i' 
Classification Classification Courses Rates - Inverted~ Rates ~ . 

C~bie Feet ~ Per 100 Cubic Feet 
300 - No Charge No Charge No Caarge 

5,000 50,000 0.374 0 .. 392 0.395 
700 - - 0.374 0.392 0 .. 395 

1,000 20,000 350,000 0.394 0 .. 392 0.395 
3,000 475,000 400,000 0.414 0.392 0 .. 395 
5,000 500,000 800,000 0.464 0.452 0.395 

lJ:./ Add $0 .. 060 per 100 cu.ft. for First Elevation Zone, 
and $0.090 per 100 eu.ft. for Second Elevstion Zone .. 

~ Acld $0.058 per 100 cu.ft .. for First Elevation Zone' 
and $0.OS8 pcr 100 eu.ft .. for Second Elevation Zcne. 

Customer usage characteristics were found to be as follows: 

-16-



C .. 9530 bl 

% of % ot Av. Mo. Cu.Ft. % 
% 

1- I.o.rger Bills W~ter Sold Per Customer 5/8"'X ;/4" Met~ 1" Meters M~ -
Resic.ential 87 51 1,000 90 9 1 
Bu3i.."le~:s 13 4') 5,000 60 21 19 
Celt' le~~ than 6 ')$0,000 0 0 100 

0.1 

The following tabulation summarizes ~lative billings 
and water use for gravity zone customers. These customers receive 
about 66 pe:cent of bills and use 70 percent of water. Golf courses 
are located only in the gravity zone. 

Res icientia 1 Business,. etc. Golf Monthly Cumulative Cumulative Cumulaei-.rc Cubic 'Feet "- Bl.IIs '7.. Water , .. E'l.IIs ,. ~ater ". ~iIIs '- Water 

300 16.9 3.0 
1,000 64.7 33.5 48~O 4.0 2,000 90.4 68.1 65.3 9.2 5,.000 98.9 90.8 83.0 20.7 7.5 25,000 - 96.9 51.2 50,000 44.8 400,000 90.1 500,000 99.9 91.5 800,000 98.4 

Charges computed under the existing schedules and 
according to ~x. Epolt's three alternatives are illustrated in 
the folloring table: 
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Monthly I Existing : Inverted Rate I ~~ified Inver. I Uniforn Rale t 
Wat.er Use ,Rate Charge: Char~e :~ Change, Charge J ~ ChCilliie, Charge r ~-C1i"M&e: 

RESIDENTIAL - 5Ls x 3/~-inch meter 
300 cu. ft. or less $ 2.50 $ 2.50 0.0 $ 2.50 0.0 $ 2.50 0.0 l,OCX) cu. ft. 

2,<XX> cu. ft. 
5,<XX> cu.ft. 

JOO cu. ft. 
1t<XX) cu. ft. 
2,<XX> cu. fl. 
5,()().) cu. ft. 

25,000 cu. ft. 

5O.0Cl0 cu. ft. 
m,(X)) cu.ft. 
400,fXX) cu.ft. 
OCX>,OClO cu.ft. 

5.79 5.12 11.6 5.24 9.5 
10.49 9.06 13.6 9.16 12.7 
22.40 21.48 4.1 20.92 6.6 

BliSINESS - 5LS x 3/~-inch meter 
2.50 ).62 44.8 ).68 
5.79 6.24 7.8 6.42 

10.49 9.98 4.9 10.31. 
22.40 21.20 5.4 22.10 

100.40 100.00 0.4 100.50 
GOLF • - 4-inch meter 

16).75 204.00 24.6 213.00 
634.2) 795.00 25.3 801.00 

1,261.53 1,5S).OO 25.5 1,585.00 
2,516.1) 3,239.00 28.7 3,153.00 

* With 15 percent discount applied 
to existing rates only. 

47.2 
10.9 
1.4 
1.3 
0.1 

:30.1 
26.3 
25.6 
25.3 

5.21 9.0 
9.22 12.1 

21.07 5.9 

3.69 47.6 
6.45 11.4 

10.40 0.9 
22.25 0.7 

101.25 0.8 

214.50 31.0 
007.00 2/.2 

1,591.00 26.6 
3,11'1.00 26.) 

o • \0 
\J\ 
to) 
o 

q' ..., 

e· 
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The alternate rate proposals do not provide any discount 
for employees or for service to golf courses. 

Mr. Epolt explained that he proposed a service charge rate 
so that a customer requiring a large meter would pay for the 
maintenance and depreciation of the meter, and not have these costs 
absorbed in the normal use as in the presen: minimum charge 
schedule. Secondly, the service charge rate form ~s an advantage 
that the customer pays for all water used (except for the residential 
lifeline allowance as explained earlier). !he feaeure of the 
eustome='s paying for all water used is particularly important 
under the limited water supply situation of the MOnterey District. 

Mr. Epolt pointed out that his inverted rate schedule 
would, because of the generally low level of usage of most 
customers compared to the system average use, result in lower 
bills for approximately 90 percent of billings. Because of the 
unusual usage characteristics of the Monterey Dis~ict, whereby 
a few customers, such as the golf courses, use large amounts of 
w.:Lter, and the typical residential customer uses less water than 

in most other california systems, Mr. Zpolt designed his modified 
inverted schedules to have a uniform rate for eac~ classification 
until 90 percent of the water sales had been reached, and then a 
higher tail block rate. 

The cubic feet blocking varies for the three classifications 
to reflect the recorded use and the average needs of water 
=or each customer group_ 

In designing his three alternatives> Mr. Epolt made no 
allowance for price elasticity. He was of the opinion that any 
lowering of rates for the residential users would not increase use 
bec~use use by this type of customer depends on habit. He did 
think that the increasing of rates for larger uses would tend to
encourage conservation, however, but he had no data or experience 
upon which to make an estimate of the amount of conservation that 
could be expected. 
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In evaluating the three alternatives, Mr. Epolt felt 
that an inverted rate schedule could penalize a "large user, such 
as a housing develop~nt or mobile homa park served through 4 single 

connection. Inve:ted rates also have a disadvantage in the kind 
of leverage that they exert on utility revenues. When water usage 
or deoan'\, as the term is used in the economic sense, increases ~ 
revenues increase disproportionately. Should conservation cause 
usage to decrease significantly, revenues would drop faster than 
usage, and well intentioned conservation efforts could result in 

financial difficulties for the utility. 
Mr. Epolt testified that, in his opinion~. a service 

charge with a uniform commodity rate was the fairest because the 
customer paid the costs associated with his meter and the same rate 
regardless of the use to which the water was put, without any 
judgments as to what quantities were appropriate for each usage " 
classification. He also felt that a uniform quantity rate would 
provide some incentive to large users to hold their consumption down. 

Mr. Epolt made a study of actual revenues realized fr~ 
service under the Del Monte contract and cor.responding imputed '. 
revenues. Del Monte Properties takes approximately 3-1/2 percent 
of the Monterey District's water sales. Usage and revenues for a 
normal water year are as follows: 

Usage 
Revenues at: 

Contract Rates 
Filed Rates * 
Inverted Rates 
l-Iod. Inv. Rates 
Uniform Rates 

241,220 ccf 

$ 26,670 
80~630 

100,180 
99,370 
99,420 

* USing a 15 percent discount for 
225,510 ccf taken for golf course 
irrigation. 
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Mr. Epolt was questio~ed about t~e reasonableness or the 
present rates. He replied that, based on his review of the cost of 
service study made in connection With the last rate case, it appeared 
to him that the present rates ordered by Decision No. 86249, 
including the discounts ~or golf courses and employees, were justified 
on a eost basis. 

At the completion o! Mr. Epol t 's testimony, the staff 
counsel, Lionel ~alson,stated that it was the poSition of the staff 
that imputation of phantom revenues from Del Monte properties was 
no longer a valid concept. He declared that Cal-Am's predecessor 
had received water rights through the contract which are not in the 
rate 'base, and on Which Cal-Am and its predecessors have not been 
able to earn. He pOinted out that, W1thout the right to dam th0 
Carmel River, the water situation on the Peninsl2la would be very 
bleak. 
Cal-Am's Rate Recommendations 

Cal-Am' $ rate recommendations were made by Chesly G. Ferguson, 
P.E., a retired Vice president o! California Water Service Company 
and former general division engineer of the Utilities Division or the 
Comission stat!. Y;.r. Ferguson testified that he had made his own 
rate studies and also reviewed those of Mr. Epolt. His results c~e 
within $300 or those of Mr. Epolt so his own were not presented. 

Mr. Ferguson strongly recommended plaCing a uni£'o:rm 
quantity-surcharge rate for.n into effect, as being a more equitable 
rate. 

Mr. Ferguson said that there "..,as no possi'ble way that a 
predetermination could 'be made or the conservation of water Which 
'Would result from the combined eff"oct of" the various cOIlServation 
programs presently in efrect or proposed and from any change in rate 
stru.cture. He said that such a dete:mina1:ion could only be made in 
retrospect. Without such a quantitative determination, it was 
necessary for him, and Mr. Epol t~ to design rate proposals excluding 
allowances f"or conservation. 
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He testified that, 'because the low water supply problem 
was a community-wide problem, it did not seem appropriate or equi ta.ble, 
at least in his opinion, that the utili ty should underwrite the 
advantages to the public, through. losses in its earnings, of the 
water conservation program. !he errect on earnings would 'be 
accentuated 'by a change in rate structure, either to an inverted 
rate or uni!orm rate .structure because the reduction in sales .. ..:ould 
probably occur in the higher quantity blocks where the rates would 
be higher than the present low rate blocks. 

To !urnish Some protection to the utility and avoid the 
problem or retroactive ratemakingr Cal-Al:l, through Mr. Fergusonr was 
requesting tho Commission to allow a surch3r.ge or $.02 per ccf which 
would be placed in an impound account. Ai"ter one yea:r of service 
under tee' new rates, the disposition of' the surcharge and the :impound 
account could be decided by an advice letter filing based on the 
then known facts. 
Positions of Other Parties 

Del Monte filed a 'brie! in which it strenuously 
opposed. the sta.£'f and ut.ility recommendations. Del Monte submitted 
that the star! report shows the folloWing: 

1. 51 percent or all water sold in the dist.rict 
is for reSidential use. . 
2. Staff's recommendation would result in a rate 
reduction of approximately 10 percent for all 
rosidential users. 
3. The most eOn5A;)ieuous large users, golf' courses, 
use 6 percent of the water sold. 
4. Starr's recommendation would increase rates 
to gol! courses by at least 25 percent. 
5. Sta££'s. recommendations would not have an 
economic e1":£'eet on the average commercial. customer. 
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Del Monte argues that, if there is ~y validity to the 
concept or price elasticity, and the starf says there may be, it is 
totally preposterous to believe that cOXlServation 'Will be aided by 

giving a price reduction of 10 percent to a group using 51 percent 
of the total volume of water and a 25 percent increase to a group 
using 6 percent or the water. This becomes even more incredible 
'..rhen it is considered (as starf did not) tha~ this latter group has 

already voluntaxily effected a 20 percent reduction in usage and 

thus already minimized its use. 
To Del Monte it is unreasonable to assume that further 

major reductions in consumption can be achieved even through ~ch 
a major pnce increase as p:-oposed by sta:!£. The more probable 
result of the sta1"f's proposal is that overaJ.l water consumption 
in the district wo1.'ll.d increase because of increased demand in the 
reSidential sector. 

In arriving at any decision concerning rate structures in 
the Monterey District, extreme care should be taken to insure 
that a rate design generally appropriate during no~l etmes 
ic ~l$o appropri.a.te under c~st1ng conditions, Del Monte asserts. 

It reminds the Commission ti-..at it has previously concluded 

that 'there is a severe water shortage in the area... The ceverity of 
the shortage is such that curtailment has "ceen imposed as an eme:-geney 
measure. In order to :neet the ex:isting eme:-gency Situation, and as 
a part or the existing curtailment orders, the District's largest 
COllS'Jmers, the golr courses, have implemented programs designed to 
reduce their wate:- consumption to SO percent of what was used in 
the year 1972. Because the situation is primarily the :-esult of 
Cal-Am r s failure to expand system facilities to the extent necessary 
to meet the existing and future needs or the service territory, the 
problem will not be completely alleviated simply by the resumption 0: 
normal rainfall. Even after normal rainfall has replenished the 
existing sources, because of Cal-Am's capacity restraints, Del Monte 
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submits that it will remain imperative t1"..at excessive use not be 
~ncouraged by granti~g a rate decrease of approximately lO percent 
to consumers uSing over SO percent of the total wa.ter vol'Umes consumed. 

Del Monte ~-ther argues that because of provisions of 
Section 454 of the Public Utilities Code, relating to notice that 
must be given by public utilities filing applications for rate 
i~creases, due process requires that the ratepayers receive a similar 
notice of the staff rate restructuring proposal in this case. 

David L. Hughes,. cha:ixman of a voluntary association knO\Am 

as Lot Owners Without Bene£it of' Land or Water (LO~JBLOW) representing 
lot owners who, under the terms of our Second Interim D~cision No. 
S4527, are unable to receive water service, questioned Mr. Ferguson 
as to the 'basis or his assertion that the low water supply problem 
is a community-Wide problem, since it results from the railure of' 
Cal-Am to augment its transmission facilities when it knew in 1965, 
from the Kennedy _~neers report, that such augmentation would 1)e 

required in 1970.!!ti Mr. Hughes cont.ended that the inability or 
Cal-Am to deliver water, therefore necessitating conservation measures, 
should not be rewa.""'Cied by a surcharge to make up for revenues that 
it would not realize because it could not transmit sufficient water 
through its constricted iransmission facilities. 
Rate Str.ucture ConSideration 

After careful consideration or the staff and company 
shOwings and of the poSitions of the other parties, we conclude that 
it would not 'be pr..ldent, under present circumstances, to make a:!).Y 
changes in rate structure at this time. The primary factor behind 
this conclusion is our desire not to further Widen the gap 'between 
the phantom revenues that we impute to Cal-Am and the real dollar 
revenues received. 

14/ See Decision No. S4527, mimeo. pages 46 and 47·. 
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In Decision No. $6249, our last rate decision for all of 
Cal-Am's operating districts, We adopted the staff's method of 
est~ating revenues by priCing out water consumption according to 
type of customer and amount used. The presently effective rates, 
as authorized by Decision No. $6249, and the alternate rates designed 
by the staff' were all designed to produce the revenues based on 
normal concumption for the year 1975. 

A:s noted above, because of our water conservation and 
rationing orders, and voluntary restraint in water use, particularly 
by large water USerS such as the golf' courses, water cO:l.S'Umption by 
the large~ USers has declined. A Shifting of the revenue requirement 
to the present tail block would have the effect of attributing 
revenues to water consumption that is no longer taking place. It 
would obviously also Widen the gap between revenues imp utcd 

Del Monte service and the revenues actually received. 
Although Cal-Am acquired the Monterey District properties 

With a full knowledge of the Del Monte contract and its regulatory 
implications, we do not, considering the tasks faced by the utility 
in augmenting its facilities, deem it appropriate to add an increase 
in imputed Nvenues to the other burdens that Cal-Am, and through it 
American t';ater Works, have assumed as a result of acquiring cal. Water 
& Tel.'s water. properties. 

f... :zecondary con3ideration supporting a conclusion not to 
restructure rates at this time is the point raised by Del MOnte 
that the la.rge users, especially the golf courses, have made 
significant reductions in their use of water in response to the water 
conservation and ra.tioning programs instituted in response to our 
fourth and fifth interim decisions in this proceeding. Recognizing 
that thes~ reductions were made by t.he large users in their own 
enlightened self-interest, it still do~s not seem fitting to reward 
these efforts with a significant rate incroase, particularly when it 

. -25-



C·9530 kW 

appears tha~ the present rates are sufric1e~t to recover the cost 
of service. There may also be so~e merit to Del Monte's content1on 
that a 10 percent reduction for most residontial customers could 
tend to promote consumption for that class. 

In our two d.ecisions dealing Wi'th water conservation we 

did not explain our solicitude for the golf course custocers. Since 
the mysterious disappearance of the Monterey sardine in the early 
1940's, the Peninsula bas been 'ilithout a basic industry 'to serve as 
a source of employment. The economy or the area now is very 
largely dependent on catering to personnel st.'ltioncd at several rdli~ry 
and naval installations and to viSitors, many or wbom axe attracted" 
07 the world. renowned golf courses. Should the courses become 
'Ill'lusa'ble or uneconomic, the employment of many people, most of t:hc= 

~clAt1vely unskilled persons e~loyed by the many purveyors of food 
and lodging, would be severely ~f£cctcd, and the ripple effect w~~ld 
b~ felt by most of the local bUSinesses. 

Because or our action in ~aintaining the prese~t r~te 
structure, we need not consider the merits of Cal-Am r s proposed 
surcharge or Del Monte'S contention that we are precluded, at this 
time, from restncturing rates by Section 454 of the Public 
Utilities Code. 

In closing this discussion or rate structure we should note 
our previous remarks in Seeond Interim DeciSion No. $4527 that our 
expansion of Case No. 9530 to include rate structure, was prompted 
by the need to conSider how the cost of required new facilities can 
be Supported through rates. The faeilities that will ultimately 'be 
required to provide adequate water service may require suostantial 
reviSions in rate forms, possibly including acreage and eo~ection 
charges. 

-26-



C·9530 kIll 

BaekIYound 

INVESTIG~TION OF AMERIC~~ 
WA.TeR WORKS AND CAt-AM FINANCES 

In our Second Interim Decision No. S4527 we na.."""ra~ed the 
financial history of cal-Am, and deseribed its relationship to 

American V!ater Works, the Delaware holding company tha't owns all of 
Cal Am's capital s'tiO'ck, insofar as that in!ormation was available in 

Cal-Am's annual reports to the Commission and in the record in 

Cal-Am's Application No. 431.70 to acquire the water properties of 
Cal. Water & Tel.. We described the financial burden 'With which, 
in 1966, Cal-Am commenced operations, and we also described that or 
the $41,734,76$ purchase price only $29,449,397 represen'ted earning 
assets, the remaining $12,2$5,371 being carried as a non-earning 
plant acquisition adjustmen't.. We related that Cal-Am had, as of 
December 31, 1974, expended over $4,000,000 for condemnation 
litigation involving its Swee'twater District properties in San Diego 
County)il Further, we described how American 1ilater Works had never, 
since the organization or Cal-Am, invested any additional funds in 
Cal-A:n's capital stock. 'file noted that, 'Ontil Cal-Am's Board or 
Dire'ctors (all of whom are of!icers or employees of American Water 
Works or its service subsidiary) decided that:. Cal-Am was receiving 
revenues from all of its operating districts sufficient to' provide 
a rett:rn on equitY' attractive enough to serve as an incentive for 
fUrther investments by American Water ~lorks,. the holding company did 
not, despite the assurance given by its president at the 1966 hearings, 
intend to invest any such !unds .. · 

In ~he order in Decision No.. S4527 we expanded our investigation 
in Case No. 9530 to include Cal-Am~$ finances and its relationship to , 

15I Rate base value of the Sweetwater properties baing condemned 
was $lO,59S,037. 
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American Water Works, insofar as these subjects affect the adequa~ 
of the water supply of the Monterey District. ~/c also directed the 

Finance and Accounts Division of the Co:omission staff to investigate 
these topics and prepare a repo~ for our consideration. 

In Decision No. S6249 dated Augus't 17, 1976, which disposed 
of Cal-Am's rate increase Application No. 54942, we again considered 

Cal-Am's capital structure in connection With our determination of a 

reasonable rate of retu...-n. Because of 'the essential nature of the 

Monterey construction projects ~~d to make certain that adequate 
~ds would be available for construetion projects in other districts, 
we granted Cal-Am a 9.2 percent rate of.rettlrn, 0.) p()reent abOve the 
staff recommendation. We noted that this rate of return will proviee 
applicant with a."'lnual gross revenues of about 5250,000 more than WOtUc' 

have been derived under the staff recommended rate of return; more 
importantly it Will 1ncrease Cal-Am's bondable capacity by more than 
Sl million. We ordered Cal-Am to maintain, until l'Jrther order of 
the Commission, a recorded capital structure in which long-term 
borrowings from non-af£iliates shall no~ represent =ore than 50 
percent of its total capital structuro. 

We also f'omld, in Decision No. 86249, that a 9.2 percent 
rate of return was reasonable only if substantial progress on the 
Monterey District's construction projects was indicated within 120 
days after a final EIR for the Begonia ~~d Canada projects had been 
issued. Should such progress not transpire, authorized rates 'based 
on a 9.2 percent rate of' ret'Ut'n were, for all districts except 
MOnterey, to be lowered so as to yield S~6 percent. For V~nterey 
au.thorized rates would revert to the prior rates until such time as 

it is indicated that a water supply adequate for future needs would 
be available to customers in the MonteNY service area. 
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St.<:lff Report 

At the August 25, 1976 hearing, Fin~~cial Examiner II 
Raymond Charvez presented two eY~ibits, the first, dated August 13, 
1976, being the report that we had required by Decis10~ No. e4527 ~~d 
the second, a supplementary exhibit which was comprised of tables 

corresponding to tables on the AUg'..:.st 13 staff report· but revised to 
refieet the results that we adop~d 1.'1 our Cal-Am :;-ate Decision No. 
$6249 dated August 17, 1976. 

The staff repore explored the following methods of .financing 
that it considered to be available to Cal-Am: 

1. Equity financing. 

2. Debt financing. 

3. I."'lterim bank loa.""J.. 
4. State debt financing pursuant to CaJ.i.f'ornia S:U'6 

Drinking Water Bond Act 0 f 1976. 
5. Internally generated f'u.'1ds. 
In addition the staff noted that construction runes could 

be obtained from Cal-Am's customers, either directly by mea.'l$ of a 

surCharge to water bills or indirectly through the inclusion of 

construction work in progress 1.."1. the rate base .. 

The staff report concluded by recom::lcnding that: 
1. Cal-Am be ordered to stop paying dividends and 

not transfe.r ar..y funds to its parent, American 
Water Works, until the nea.--term phase facilities 
arc put into service in its ~~nterey District. 

2. Cal-Am be ordered to investigate all possible 
methods of finanCing ineluding apply:Lng tor a 
loan through Proposition No.3, the California 
Safe Drinking Water Bond Act of 1976, as approved 
at the June primary election, and report to 
this Commission of their inquiry .. 
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3. Upon receiving a general rate relief decision 
rrom this Comcission, Cal-Am be ordered to 
immediately negotiate a l~~e of credit for the 
pu.rpose of interim financing the construction 
of the facilities without delay. 

4- The customers in the Monterey District should not 
be required. to contribute 'by means of a surcharge. 

None of the parties had cross~xa:nn3.t1on questions for 
Mr. Charvez. 
C:ll-Am ShOwing, 

Robert W. Bruce, CaJ.-AI:l's Vice president finance, treasurer, 
and seeretary testified in rebuttal to V~. Charvez. He presented two 

exhibits, one of which was designed to expand upon, and to ela.."""il'y 
the staff report. The second was intended to clarify a cash now 
table in the starr's supplementary report. 

The material in Va". Bruce's exhibits was or an accounting 
and statistical nature. His recommendations wero co:lfined to his oral 
testimony. 

In his oral testimony Mr. Bruce commented on the :statr 
alternatives and recommendations. He was in ravor of including 
construction work in progress in the rate base but would not recommend 
a ·surcharge . to rates. He reported that Cal-AtJ had eonta<%ed the 

trfla regar~ing avail~bility of safe dr1~king water bond funds. He 
also said that Cal-Am had an app¢intmen~ with the Bank of America to 

commenco preliminary negotiations toward obtaining a line of credit. 
Regarding the stafr·s recommendation that Cal-Am be ordered 

to cease the payment of dividends, Mr. Brtlce referred to a statement 
made previously by O. ·L. Banz, Cal-Am's preSident,l2I in which 

~ Mr. Hays having retired since issuance of DeciSion No. $4527. 
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Mr. Banz stated that, should such a dividend prohibition occur, thero 
would be no real likelihood that a~yone would ever consider investing 
in Cal-Am and the desperately needed pipeline and iron renewal plant 
will be delayed or perhaps never be accomplished. 
Financial Reguirements 

Cal-Am's forecast of its needs for external financing, as 
s'WnIIlarized by Mr. Bruce from various exhibit.s in Cal-Am's recent. 
rate application ·is shown in the follo~~g table: 
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CALIFORNIA-AMERICAN HATER OOHPANY 

Forecast Capital Budget 

Estimated Cost,. of Uew Plent Required in Excess of Plant 
Ingtallcd by Use of Int.ernally Generated Funds 

(Dollars in Thousands) 

1 .. 54942 
Bxhibit 

District Number 1975 1974 }.971 \918 

Coronado 66 $ 91.0 $110.0 $ ~.O $ 50.0 

S,-;eetwatcr '12 1,24'.5 361,0 6<J6.0 1.06.0 

D31dwin Hills 38 ).6 

fuarto 59 12.) 

San Marino 53 45.0 

Hontcl'ey 
Peninsula 2) 820.1 m.O 2,536.0 

Villago 46 . 49~ 

Total tX>mprolY $2,215.5 $819.2 $),192.0 $456.0 

Fivo 
Year 

197'J Total 

$ 50.0 $ 351.0 

20:).0 2,816.5 

3.6 
12.3 
45.0 

3.655.1 
49.~ 

$250.0 $6.9)2,7 

o 
• .:0 
Vl 
\,.) 

o 

if 
e 
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Since no external financing has occ~ed since these estimates were 
made, the forecasted capital expenditures have oeen postponed. 

The Sweetwater District is the only district~ other than 
Monterey, requiring a large infuSion of outSide rteney, most of which 
is needed tor a large diameter transmission main. 

Cal-Am's latest estimate of the construetion eosts of the 
Canada and Begonia projects~ together With a cost estimate o£ 
intermediate phase plant additions, as prepared 'by Albert I. Bcn.'lct.t, 
P.E., of Americlln ~later Works ~nd presented by Mr. Bruce 15 as 
follows: 

CALIFOR.NIA-AMERICA.~ \';ATER COMPk'U 

Estim~~ed Cost o~ Proposed Monterey Peninsula 
District Plant Additions at 1 7? Price Lev~ls 

Dollars in Th.ousands 

Near-Term Phase 
Canada De La Sogunda Transmission 

Pipeline 
Begonia Iron Removal Plant 
Well Improvements 

Intermediate Phase· 
Three New 'wells· 
Treatment Plant 

Total 

-33-

$),000.0 
970.0 
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S 3$0 .. 0 
847.0 

$4,038.0 
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Cal-Am's ltQst recent estimate of 1976 'tOtal system wide 
construction expenditures is $2,077,000, (not including the Begonia 
and Canada projects) of which $1,520,000 for routine main extensions 
would be financed by advances and contributions, for a net require
ment of $557,000. 

From the above discussion i~ can be seen tha~ Cal-Am =ust 
raise, over the next five years, approximately $7.000,000 in outside 
fin~~cing, including some money from advances and contributions. For 
1976, it must finance $557,000 for normal construct1o~, exclus~ve of 
capit31 expenditures for the Begonia a..~d Canada projects, "from 
internaJ.ly generated funds a.."ld from outside fina.."'lci:'J.g. 
Financial Prospeets 

Having developed, from the record, a picture of Cal-Am's 
f'ina.."lciaJ. requirements, we will proceed to examl..."'lc its prospects of 
:Deeting these requirements, particularly insofar as they pertain 
to Cal-Am's ability to finance the needed I'JI'.onterey facilities. 
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Financial Prospects .. Esuity 

Although cal-Am's recorded capitalization at December 31~ 
1975 shows a common equity ratio of 49.3 percent in actuality~ when 
the nonearning components representing the unamortized acquisition 

adjustment: ($9,100,000) and the deferred costs of the Sweetwater 
condemnation case ($4~100,000) are deducted from common equity~ the 
common equity component of Cal-Am's capital structare is reduced to 
33.8 percent.. !be staff believes that some improvement in the equity 
component of the capital structure is necessary if cal-Am is to' regain 
a viable credit pOSition and be able to finance at a reasonable 
cost in the ne~r future~ 

The following tabul4ltion £rom the staff report shows 
Cal-Am,'s capital structure on three bases: as recorded at December 31, 
1975, with the common equity reduced by the amount of the unamortized 
acquisition adjustment, and with the common equity reduced by ~he 
amount of the unamortized acquiSition adjustment plus costs of the 

, Sweetwater condemnation suit: 

Item --
Debt 
Common Equity 

Total capitalization 
Percentage of Total 
Debt 
Common Equity 

Total capitalization 

capitalization at December 31, 1975 
Recorded Ad1ustee§J Adjusted§} 

(Dollars in Thousands) 
$28,600' $28,600 $2S~600 

27 7 800 18,70~ 14.600 
$56,400 $47>300 $43 p 200 

50.7% 
49 .. 3 

100.0% 

60.51-
39.5 

100.07. 

66.21-
33.8 

100.01. 

~ Adjusted to elimiOAt~$9~lOO,OOO acquisition 
adjustment from common equity. 

~/ Adjusted to eliminate $9,lOOpOOO acquisition 
adjustment and $4,100,000 cost of Sweetwater 
condemnatio: from common equity. 
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Mr. Bruce testified that Cal ... Arn has no plans to issue 
additional equity and that its position regarding issuance of equity 
securities remains unchanged from the positions described in our 
Second Interim Decision No. 84527.1r1 

Since the board of directors of 'cal-Am is comprised exclu
sively 0: officers or employees of Americen Y~~cr Works it is not 
unreasonable to conclude that Cal-P~'s refusal to issue equity is a 
result of the holding company's reluctanco to invest any of its 
own funds in its wholly owned California subsidiary. 

American Wate= Works' abhorrence of cal ... Am's e~uity 
does not extend to the holding company's other operati~ subsie~ries. 
In its 1975 Annual Report to Stockholders, American Water Works 
made the follOwing statement: 

"An essential element in the sale of capital 
securities by System operating co~nies is an 
adequate common equity ratio. Although 
retention of earnings by the subsidiaries 
aSSists in the maintenance of min~ equity 
ratios, additional common equity is :equired 
when substantial amounts of other securities 
are being offered for sale. The Company 
proposes to add $20,000,000 to the common equity 
of subsidiaries through the purchase of common 
stock. In this respect, the Company has 
arranged to borrow up to $25,000,000 from two 
banks under agreements which provide for a 
maturity date of November 1, 1978 for the 
borrowings, and the payment of i:lte=est based 
on the prtme rate, ad~usted as it fluceuates, 
plus a maximum of 1/2%. Borro~Lngs under these 
agreements amounted to $5,000,000 at the end of 
1975. 

'Utilizing the proceeds from the bank borrOwings and 
other available funds, the Comp~ny increased its 
investments in securities of subsidiaries by 
purchasing common stocks in the aggregate amount of 
$6,000,000 from four operating companies. • •• " , 

£1 D.84527, mimeo. pp. 49 through 57. 

-36 ... 



C.9530 bl/bw/kw 

The record contains American tva ter Works Axmual Report 
Forms lO-K as filed with the Securities and Exchange Commission for 
the years 1973, 1974,. and 1975. These repotts s~"lOW that in the 

last four years the holding company invested $40,.077,000 in the 
seCUrities, (mostly common stoek) of its subsidiaries,. as follows: 

Year Amount -
1972 $11,719',000 
1973 8 028,000 
1974 13:432,000 
1975 6,.898,000 

Financial Prospects - Funded Debt 
Under the texms of the First Mortgage Bond Indent:ure,. 

Cal-Am f S net earnings available for interest coverage must be equal 
to at least 1.75 times the aggregate annual interest charges on all 
long-term debt, including the proposed new issue. With respect to 
the future issuance of debentures, th~ deb~t:ure indenture requires 
that interest coverage must be at least 1.5 times the .a..""l.nual long
te~ interest expense including the proposed ne~ issues. Both of 
the indenture interest coverages are based on pre-tax calculations. 

Times interest coverage is calculated by adcing net income, 
. interest charges, and income taxes together and then divieing the 
.resulting sum by the annualized i~teres: costs of ou:stancl~ng long
·'term debt. 

According to a pro forma calculation by the staff, the 
9.20 percent adopted rate of return from Decision No. 86249 would 
provide·, l2 months after the decisiotis effective Gate, a mortgage 
bond inte:est cov~rage of 1.99 ttmes. This rate or retu~ o£ 9.20 
percent should provido additional d~bt capacity of $3,397,000. 

Mr. Bruce d~termined tMt using the 1975 normalized test 
year and 9.2 percent rate of return adopted in DeCision No. 86249,. 
interest covcrageonlong-tc~~ debt would be 1.96 times. On a 
recorded twelve months ended June 30~ 1976, adjusted to reflect the 
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rate increase on a pro forma basis, the long-term debt interest 
coverage dropped to 1.65 times, or to a level below the 1.75 required 
by the mortgage bond indenture. This drop was caused by the necessity, 
becaUSe or a drier than normal year, to purchase water for the 
Sweetwater District at a cost or approxi::1at.ely $240,000. 

According to YJr. Bruce the resulting 1.65 times coverage 
precluded the issuance of first mortgage bonds. The utility would, 
however, st.i11 be able to issue debentures. Mr. Bruce believed 
that, by paying an interest rate or 11 percent, Cal-Am could issue 
$2,300,000 of debentures before it would come againSt- the required 
1·5 times interest coverage. 
Financial ?ros~ects - Interim Ba~k Loan 

Interim b~~ financing is a common method used by utilities 
to finance constrllction. The usual procedure is for the utility to 
arrange for a line of credit from a large bank, and then draw on the 
credit to meet construction expenditures. When the drawings are 
completed, the utility arranges for debt or equity financing, or both, 
and pays off the bank loan. 

Cal-~ts policy is to employ interim bank financing and 
it is presently seeking a line of credit from the Bank of America. 
The amount of credit that will be extended will, of course, not be 
known until the arrangements are completed. In the past, howe"ler, 
Cal-Am has been able to obtain, from this bank, lines of credit 
ranging from $;00,000 to $3,000,000. A line of credit would give 
Cal-Am interim financing and sufficient time to increase its. earnings 
under its ne~ rates to meet the requir~ents of its first mortgage 
and debenture in~entures. The utility could, should Commission 
authOrization be obtained, then retire its short-term debt with 
permanent funding obtained froo long-term debt and co~n equity. 
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Financial Prospects - Internally Generated Funds 
Broadly stated, internally generated funds are the money 

tr..at is left over after cash payments are made. In the usual $i tuation 
they are comprised of retained earnings and depreciation, and are 
analogous to the savings of a f'3l:lily u:c.it. In Cal-Am9 s case there 
is also available the amortization of certa.l.n preli::1inary surveys and 
investigations. Since depreciation and amortization represent the 
wri te -off of previous expenditures that were carried in the asset side 
of the books, they represent no cash outlay, and the money they 
represent is available for investment on plant. 

The following table shows a comparison of the cash flow 
estimates of the stafr and Cal-~. The differences a.-ise from the 
staff's use of data from rate increase Decision No. $6249 whereas 
Cal-km used recorded data. The recorded net operating revenues were 
lower than the no~alized, principally because of the necessity of 

,purchasing water for the SWeetwater District because or reduced 
runoff from the watershed of the SWeetwater River. 
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Line 

CALIFORNIA-AMERICAN WATER COMPANY 

COMP AEATIVE PRO FOP.MA CASH FLOttl 
ANALYSES @ 9.20% RATE OF RETURN 

YEAR 1975 

Staff 
Normalized 

Basis 

Cal-Am 
Recorded 
Basis 

No. - tBouars j.n 'l:ilOUSandS) 

1 Rate Base $39,,744-0, $ 

2 Rate of Return 2· 2Q% -
:3 Net Operating Revenues $ ),,656.4 $;3,;384.1 

4- Add: Depreciation 1,;~3'4. 7 1,2$$.; 
5 Amortization ~2·2 22,2·2 
6 Total Funds $ 5,2$3'.6 $4,962 .. 1 
7 Less: Interest Expense 2,~.9 2,544-7 
S Sinking fundS 430.0 430-0 
9 Advance RefundS 212• 0 212•0 

10 Total Ded.uctions $ 3,431.9 $3,4S6~7 
11 Cash Flow Availa.ble for Construction 1z821 .. 7 lz422·{: 
12 Estimated Construction Expenditures - 1976 $ 2,077.0 $2,077.0 
13 Less: Advances and Contributions 1z~20.0 1z220 .. 0 

14 Net Cost to Company $ 557 .. 0 $ ;$7.0 
15 Cash Flow A.vailable ror Monterey 

(Line 11-Line 14) $ 1,294.7 $ 918.4-

16 Less: Pro forma Dividend P,ayments 824·2 632-. 6 

17 Retained Earnings at 75~ Payout 
Available for Monterey $ 419.$ $ 2S$.$ 

Both the normalized. and the pro forma recorded. approacbes 
have merit. The n~rmalized results are indicative or what can be 

reasonably expected over the yea.rs. The most recent recorded results 
may be the ones that a bank will look at.. A favorable water year both 
lessens the need for and greatly facilitates bank financing. 
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vathout a dependable long-range weather forecast, we have 
no way of predicting what the actual results for the next few years 
will oe. Accordingly, for our consideration of cash !low and intornally 
generated funds we will accept the starf's normalized "oa::;is. Net 
income, obeained by deducting interest expense 1"rom net operating 
revenues would be $1,166,500 on the staff's normalized oasis and 
dividends a~ a 75 percent payout ratio would oe $$74,900. 

Cal-Am has maint3~ned, since its inception, a policy of 
paying out 75 percent of its net income to the holding company, 
American Water Works. Originally it paid out 7; percent of the previOUS 
year's net but, in the third quarter of 197;, it commenced paying out 
75 percent of the previous ~uarters' income. 

Payment of S$7 1.,900 in dividends would leave S419, sOO 
available, on a normalized basiS, from internally generated funds. 

Over the nine and three quarter years between its !or::l4tion 
and December 31, 1975, Cal-Am earned $7,7.48,600 and paid out $;, S90~ 000, 
or 76 percent, of its earnings in dividendS to the holding company. 
In addition, Cal-Am invested $1.,100,000 in its Sweetwater condemnation 
litigation. Over the last nine and three quarters years, "oook value 
of Cal-Am's stock, including the Sweetwa~er condemnation costs as 
an "asset", increased from $102 to $111, a...'"l increase of $. $ percent 
or· a compound annual rate or 0.$7 percent. Book value or 
Amex?-.can vlater ~lorks common, over the 10 years ended Decem"oer 31, 1975, 
increased from $11.61. to $17.11, a 47 percent illere~e, or a cotlpound 
annual ra1;e of 3.93 percen't. 

Otter the last ten years Cal-Am has contributed $77 742,000 
to the $140,462,000 consolidated ne't income or American Wa'ter Works 
and its suosidia.-ies, or 5. 52 percent. Otter the same period it 
contributed $;,$90,000 of the $62,510,000 in common and preferred 
dividendS paid by the holding company 'to its stockholders, or 9.42 
percent of the dividends paid out. 
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'I'he ratio of American Water \~orks preferred and common 
dividends to consolidated net income acounted to 44.$0 percent~ 
compared t.o the 76 percent ratio of Cal-Am for the same period. 

If we apply the holding cOQpany's consolidated payout 
ratio of 44.50 percent to Cal-Am's $7,74$,000 net income earned since 
1966, we find that Cal-Am's share of the dividends paid "oy American 
Water Works was $3,447,860. It then follows that the $2,442,140 
difference between the $5,$90,000 in dividends paid out "oy Cal-Am to 
the holding company, and Cal-A:Il.' s $3, 447, S60 pro rata share of the 
holding company's dividends was invested in American Water Works' 
other su"osidiaries or used to retire the holding company's preferred 
stock and de"ot. 
Ap~r.aisa1 of Financial Prospects 

The refusal of' the holding company to contri"oute to 
Cal-Am's equi ty capital means that required construction funds must 
either be borrowed, sa.ved, or obt~ned from customers through higher 
rates. 

In our DeciSion No. 862$1 dated August 24, 1976, in Pacific 
Gas and Electric Company's (PG&E) Applications Nos. 55509 and 55510 
for higher rates for its Electric and Gas Departments, we discussed 
the inclUSion of construction work in progress in the rate base. In 
that decision, while denying construction work in progress in rate base, 
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we recognized, that timely inclusion in ra.te base of significant 
additions to plant is 3. subject that is not well suited to .current: 
ratemaking procedures, and we invited interested parties to comment 
on how we might devise a procedure appropriate for all utilities. 
We recognized tbae, 'With the unprecedented demands for n~ capital 
presently confronting utilities, they are obliged ~o seek new 
and different methods of financing, including customer partiCipAtion 
in raising funds for plant construction. At the same ti'cle, we 
expressed a continuing concern that because ·of the impact of income 
taxes proposals such as inclusion of construction work in progress 
in rate ~ase require more than two dollars of added revenues from 
cus:omers for each dollar of addi~ional cash flow finally made 
available to the utility. We urged applicant to explore carefully 
all methods of customer partiCipation in meeting financing needs 
that would eliminate this "two-eo-one" tax effect. 
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The inclusion of construction work in progress in the 
rate base would not be self-executing, but would require the 

imposition of higher rates. Before deciding on the subject of 
including construction work in progress in the =e.te base J or of 
imposing a surcharge, both of which involve the "two-to-one" tax 

effect, we would like to consider the responses that we may receive 
from the invitation made in Decision No .. 86281. 

Unless Cal-Am should sell more stock the only other method 
of external financing available is to borrow money. There is a 
significant gap between the 1.99 times interest coverage predicted 
by the staff on a normalized basis and the 1.65 pro forma recorded 
basis presented by y~. Bruce. Whether the trustee under the b~d 
indenture would decide that Cal-Am met the 1.75 times test end 
permit the issuance of additional bonds is a question that only 
time will answer. In the event that the staff proves to be 
correct, and should the Commission permit, Cal-Am would probably 
be able to issue approximately $3,400,000 in bonds 0: debentures. 

Should Cal-Am be unable to issue bonds, it appears that 
it could, at a minimum, issue the $2,300,000 on debentures predicted 
by Mr.. Bruce .. 

As explained above, Cal-Am's ability ~o obtain inter~ 
bank financing depends on its being eligible for permanen~ 
financing. Should the ba~rs loan office: eoncl~e tba~ cal-Am 
would be unable to refinance its bank loan with permanent capital, 
tb.~ prospect of obtaining a loan from tb.a'c bank would be remote. 

As shown earlier in our disccssion of Cal-Am's prospects 
of obtaining equity financing, Cal-Am.' s recorded percentage of ciebt 
to total eap~tal as of December 31, 1975 ~ounted to 50.3. The 
utility is thus already slightly over the 50 percent ratio pre
scribed by our Dec1~ion No.. 86249. At least half of the funds re
quired for the canada and Begonia projects must therefore be 
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obtained from retained earnings or new equity. We have seen that 
the near-term phase of these projects will require capital expen
ditures of $4,038,000 over a 24-month period. We ~ave also seen 
that Cal-Am's 1976 systemwide financial requirements will be 
approximately $557,000, excluding the cost of the Begonia and 
Canada projects. Thus annual capital requirements over the next 
two years will be approximately $2,576,000. 

Absent an infusion of equity from i1Illerican Water Works, 
and assuming that Cal-Am's 75 percent dividend ratio is ~intained, 
at least half, or $1,288,000, of these annual financial requirements 
must be met through retained earnings. The $418,SOO available from 
this source will not be adequate, a shortfall of approximately 
$869,200. Should dividends be restricted, $1,294,700 on a 
normalized basis would be available. the remaining funds could be 
financed by debt securities, the 50 percent limitation maintained, 
and the project £inanced~ 

The Commission thus faces four choices: 
1. Relax tQe 50 percent debt limitation. 
2. Increase cal-Am's rates to a point where 

it would finance from retained earnings, 
while maintaining the present 75 percent 
dividend payment policy. 

3. Direct Cal-Am to issue ectuity securities. 
4. Order Cal-11.tll to curtail dividends. 
In view of the circumstance related in this order and in 

~cisions Nos. 84527 and. 86249, we 4re of the firm Opin~on tbet: it 
would be most unwise and tmprudent to relax the 50 percent 
limitation. 
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A raising of rate~ systemwide or in the MOnterey District 
alone,. to permit Cal-Am to tlaintain a 7S percent dividend payment 
and still meet its financial requirements would require rate 
increases to levels that would not meet the tests established for 
just and reasonable rates.l~/ Assuming that such a. 
procedure were to be legal it does not ~eet our concept of 
fairness. 

rae question of requiring Cal-.Am, by formal Commission 
order, to issue equity securities has not been raised at hearings 
nor argued in briefs in neither case No. 9530 nor Application 
No. 54942. Tais alternative therefore will not be eonsidered in 
this decision. 

It thus appears that the only alternatives open to the 
Commission are to back off from the 50 percent debt limit or 
restrict the payment of dividends until such time as Cal-Am's 
finances indicate their restoration. 

Arguments Conceroing A~~hc:ity of Commission 
to Restrict Payment of Dividends 

cal-Am, in a legal memorandum filed October 13, 1976,· 
contends that: 

"rAlccording to unambiguous rulings of the California 
Supreme Court, the staff's recommendation,. if 
adopted, would be unlawful. 

"As a regulator)/' agency J the jurisdiction 'and 
police power of the Public Utilities Cocmission 
are limited to that authorized ~y legislation 
or judicial prccec1ent. No enabling statute 

18/ Public Utilities Code Sec. 4S1~ Federal Power Commission et al. 
v Hope Natural Gas co. (1944) JZO US 591, 605; Sa L ed 333,346 • 
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empowers the Commission to determine the 
propriety of dividend payments by a p~blic 
utility under the California Corporations 
CoCe; by statute that right is reserved 
exclusively to the corporation's board 
of directors. No statute Cluthorizes the 
Commission to veto the reasonable business 
judgment of management regarding the 
conduct of such internal affairs of the 
corporation as the method of financing 
and paying for capital ~provements ~nd 
other services, nor is the Commission 
empowered to substitute its judgement for 
that of management in that regard. To the 
contrary, tbe California Supreme Court bas 
unambisuously reaffirmed that the 
dete~nation of such purely internal 
bUSiness matters is the exclusive and 
abSOlute right and responsibility of 
management) not the Commission. Finally, 
no statute satisfy~~g the requirements of 
the federal constitution allows the Commission 
to confiscate the property of corporate 
Shareholders without due process or just 
compensation." 

As authority for t~ose contentions Cal-Am cites Pacific 
Telephone & Telegraph Co. v Public Utilities C~ssion (1950) 

34 Cal 2d 822, 828, 830; Pacific Telephone & Telegraph Co. v 
Public Utilities Commission (1965) 62 cal 2d 53L;·, 653; Californ~ 
Water & Telephone Co. v Public Utilities Commission (1959) 51 Cal 
2d 478,495; Co::poration Code Sections 1500, et seq.; and R.ichards 
v Pacific Southwest Discoun: Corp. (1941) 44 CA 2d 551, 558. 

cal-Am also cites, as Commission precedents In the 
Matter of Pacific Gas & Electric Co. (l932) 38 CRC 252,259 3ndla 
the ~~:ter 0: Venice Consumcr5 ~ater Co. (1924) 24 CRe 880, 883. 
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In response the staff admits that there is no specific 
statute or judicial precedent which would autborize the Commission 
to prohibit the paYltent of dividends. The staff reminds us, hOfNever, 
that the Commission has, under Section 701 of tbe PUblic Ut1lities 
Code, not only the powers and duties expressly specified, but also 
all powers necessary to enable it to carry out fully and effc/ctively 

19 
all purposes set forth in the Constitution and by statute.--

Ibe staff also argues that Sections 816, 817, and 851, 
which charge us with "supervision 7 regulation, restriction, and 
control" over issuance of securities and transfer or merger of 
utility property, give us the power to control the capital structure 
of utilities under our jurisdiction, both as to increases or 
decreases therein. TQC staff advises that the power to enter ~n 
order affecting capital structure, such as an order prohibiting the 

payment of dividends 1 is to be implied and is necessarily incidental 
to the right of the Commission to approve and supervise the issuance 
of s~ocks, bonds, and other evidences of indebtedness. W'.:len Section 
701 is considered in conjunction with those secticns d~ling with 
the Commission's authority to regulate service and financing, it 

seems clear to staff that the Commission has the ~uth?rity to order 
a utility not to payout dividends until inferior end inadequate 
services are made reasor~ble. 

The staff believes that the leading case upon which 
Cal-Am relies, Pacific Tele~hone & Telegraph Co. v Public Utilities 
Commission (1950) 34 Cal 2d 822, is not controlling. 

~/ pUblic Utilities Code Section 701: 
"The Commission may supervise and regulate every pt.:blic 
utility in the S~te and may do all things~ whether 
s~cifically designated in ~his part or in addition 
theret~, which are necessary and convenient in the 
exercise of such power and jurisdiction." 
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Cal-Am quoted the following passage from the 1950 ~ 
Supreme Court decision: 

"If the Commission is empowered ::0 ~rescribe the 
terms of contracts and practices of utilities 
and thus substitute its judgement as to what is 
re-!l,sonable for that of ma~gement, it is em
powered to undertake the ~nasement of all 
utilities s~ject to its jurisdiction. It r~s 
been repeatedly held, however, that the 
COtmIlission does not have such power." (P~cific 
Telephone & Tel~iF3th Co. v Public Utilities 
C~ss:i.on (l9S0 Cal 2d 822, 828.) 
The staff believes, however, that the facts in the present 

case are distin8uis~~ble from that ease. First of all, in Decision 
No. 36249 the Commission has ordered that Cal-Am shall maintain a 
capital structure in which long-term borrowings from non-affiliates 
shall n.ot represent more than 50 percent of its capital structure. 
By so ordering, it seems to the staff thAt the Commission is 
attempting to protect Cal-Am's capital structure from impairment. 
The 1950 ~ case specifically recognized the Commission's power 
to disregard the corporate entity and maloe managerial decicions 
where the capital of a utility could be impaired and ~h~ its ability 
to serve ~he public might be weakened. 

The staff reminds us that there is no dc·~b~ ~~l~t Ca.l-Am has 
not met the required standards of service in its Montcl.~Y D~stric~~ 
and as we noted in Decision No. 84527, '~ontereyro w~tc= pr~blem is 
not lack of water but lack of funds." (Page 4e, oi:l;~ozraphcd copy 
of Decision No. 84527.) According to the staff, during the hearings 
concerning the financing of the required facilities, no new facts 
were introduced that would alter that conclusion. 
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In addition, the sttlff says that in tbe 1950 ~ c:.:tse 

the Supreme Court recognized a certain broad class of regulatory 
powers that enables the Commission to regulate certain activities 
of .'l utility: 

"The Commission has been given broad powers to 
regulate the relationships of the utility to the 
consumer; thus it can determine the services that 
must be provided by the utility and the rates 
therefor. It has also been given certain 
specific powers to regulate the manner in which 
the utility provides the required services to 
safeguard the utility's ability to serve the 
public at reasonable rates; thus the Commission 
must approve the sale or encumbrance of operative 
property neeessarl or useful to the utility in 
the performance of its ~uties ••• and it must 
approve the issue of securities and may specify 
the manner in which £uncls so raised may be spent. " 
(34 Cal 2d 827.) 

The staff believes that the Commission's powers to 
prohibit the payment of dividends are derived from this class of 
regulatory powers, and that by ordering cal-Am to m3ke no cash 
dividend payments, the Commission would be exercising its 
constitutionally mandated powers to provide pUblic utility 
customers with reasonable service at reasonable rates. 

The staff submits ~bat if the Co=mission should adopt 
Cal-Am1s position that the Commission has no jurisdiction to 
prohibit dividend payouts, a utility would be free at any time 
after the Commission has approved the composition of its capital 
structure to declare a partial liquidating dividend which would 
change the capital structure from that which the Commission approved. 
If this contention were to be correct, the right gr~nted co t~e 
Commission to de~ermine th2 c~pital structure ct-tbe inception of 
operations or when additional capital is provided by issuance of 
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stocks or bonds, or when there should be a merger or a re
organization, would be ~iDgloss because immediately thereafter 
the utility could nullify the direction of the Commission by ~king 
capital distributions to its stoc!(holders without Commission 
approval. 

The staff denies that tbe curtailment of dividends would 
constitute .:l "taking" without just compensation of property in 
which Cal-Am shareholders have a vested interest) or that such an 
order would violate both the Fifth Amendment and the "Due process 
Clause" of the Fourteenth Amendme:1t of the United States 
Constitu~ion .. 

The staff believes that this. argument ~sunderstands the 
nature of dividend. payments to stockholders; a dividend payment is 
a situation where liquid assets of a company are transferred from 
the company to the stockholder. !he staff notes that the stock
holder is receiving nothing ~e did not already own. In other words, 
a utility's cash, whether retained in the business or paid out in 
the form of dividends, is the .stockholder's assets.. therefore, 
according to the staff, an order prohibiting dividend payouts is 
not a l'taking", inasmuch as the utility's cash still remains as the 
property of the stockholder. 

Cal-Am responded, by a letter dated November 4, 1976, 
characterizing e:'le $.taff' s argument concerning the <iecl~ration.- of. 
1iquida ting di vj.dends a $ a "serious flaY,tl".. Cal-Am ~dmi ts that 
the Commission does have broad authority expressly granted in 
Section 851, as an example, over liquidations of utility assets 

, and, thus, by refusing to allow such liquidation, the Commission 
':indirectly has authority to prevent "liquidating dividends". 
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According to Cal-Am, there is no such express statutory authority, 
however, regarding the distribution of cash dividends (i.e., profits) 
on common stock and, in fact, the C31ifornia Supreme Court bas ruled 
that no such authority, express or implied, exists. 

Cal-Am then quotes Justice Traynor where, in the 1950 
PT&T ease, at 34 cal 2d 387, he said: 

"(6) It might, for example, be wise business 
judgccnt to divert profits from the pay
ment of dividends to finance expansion 
into fields that the utility has not 
theretofore entered. In the absence of 
an enabling statute meeting the require
ments of due process, however, the 
comcission cannot require ma~gement to 
~kc such choices. (Hollvwood C. of C. v 
Railroad Com., 192 Cal 307 [~19 P. 98§, 30 
A.L .. R.. 681-) " 

Cal-Am states that the staff cannot deny that the ~ 
case is the only authority on point and that it comes down on the 
side of ma~agement autonomy on this issue. 
Consideration of Cited Authorities 

In reviewing the cases cited by Cal-Am we f~il to find 
any indication that, at the time of the 1950 ~ ease, the holder 
of 87.93 percent of P!&!'s stock, American Telephone and Telegr~ph 
Company (AT&Th had failed to provide equity funds to i~s sub$idia=y~ 
and as a result PT&T was required to <:Ut'Ulil service. (We know the 

contrary to be true. Our files show that between 1946 and 1950 
PT&T sold over ~ quarter of a billion dollars of common stock. Not 
only did AT&T purchase its full share bU:, PT&T by successfully 
opposing proposals that preemptive rights be abandoned in favo: of 
competitive bidding, preserved AT&T's opportunity to maintain its 
proportional interest in PT&T.) 
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The issue in the 1950 PT&T case was whether the Commission -could set the level of payments under the AT&T license payments. 
Four jurists concurred that the COtmllission could not, but two judges 
dissented. It is not at all clear that, had P'I&1' not been striving 
to meet the explosive post-war demand, and had not AT&T been ml1ing 

to supply its share of the massive equity investment required, the 
judges would have interpreted the facts and law as they did. As 
the staff bas reminded u~ Justice '!raynor, at 34 Cal 2d 833 and 834, 
said, 

"Under sections 60 and 75 r PO' Code $Cctions 1702, 
1703, 1704, 2102, and 2103] of tbe .let the 
COmmission is empowered to stop illegal 
practices of utilities. If by the device of 
a contract for services, ~erican were exacting 
excessive payments that impaired Pacific's 
capital and thus weakened its ability to 
serve the public, the Commission could dis
regard the separate corporate entities and 
treat the excessive payments as an illegal 
dividend. (Ohio Central Tele,hone Corp. 
v Public Utilities Com'n., 12 oh~o St. 556 
[189 N.E. 6~OJ; see, Ballantine on 
Corporations (Rev. ed.) § 142, p. 330; cf.~ 
Western Canal Co. v Railroad Commission, 216 
tal 639, 6SZ lIS p.Zd 8531.) We ao not have 
such a case before us, however, 'for the pay
ments under the license contract are not 
~pairing Pacific's capital or affecting its 
ability to. serve the publiC." 

-53-



C .. 9530 3p /k:tIl 

We have mentioned Cal-Am's Sweetwater condemnation 
litigation and how Cal-Am has expended $4 ,100,000 to defend plant 
that was included in rate base at a deprecia~ed.original cost of 
$10 ,428,066.~/ 

As of December 31, 1975, Cal-Am's earned surplus .amounted 
to $2,119,591, only about half of the deferred debit representiug 
the Sweetwater condemnation costs.. Should ~he present 7S percent 
dividend policy continue, Cal-Am will h.a.ve, e.s a practical mat~r ,. 
a negative earned surplus until such time as the just compensation 
is realized. Should, for some reason, Cal-Am fail to recover tbe 
costs· of tbe just compensation litigation, it could have a recorded 
negative earned surplus. 

A reading of the Hollywood C.C. case cited by Justice 
Traynor in the 1950 PT&T case reveals that that case concerned the 
question of whether the Commission l~d the authority, uncer former 
Section 36 of the Public Utilities Act (now P.U .. Code Section 762) , 
to order the Los Angeles Railway Corporation to extend certain 
of its streetcar lines into previously unserved territory in the 
Hollywood district of Los Angeles.. The court concluded that Section 
36 of the Public Utilities Act, insofar as it sought to confer 
jurisdiction upon the Commission to order a stree~ railway company 
to extend its lines into a new territory in which it has no 
franChises, was ineffec~ive for that purpose and to that extent void. 

20/ - As of the inven~ory date, April 1, 1969 the superior coc.r~ 
awarded Cal-Am just compensation of $14,485,000 plus $17,296 
costs. The court of appeal upheld the superior court in a 
unan~ous ~ecision issued SeDtemoer l5~.1976~ ~s modified 
September 27, 1976. \Sout~, ~7 I~is.c.tion D'!.st .. v ~1-1;.t:l wa~er 
Co., App., 133 Cal Rptr 165, 1 5-r77.. tal-AlIi has :..30for.neo. our 
$ta~f ~bat ~t is ~ppc~ling this Gec~cion to :hc Su,rcmc Court. 
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In reaching this conclusion the cou::r:t recognizec:l tbD.t the 
authority of the Commission over a puolie utili~y.whieh dedicated 
itself to render a vital service in a specific eerritory is ~notber 
matter. At 192 Cal 311, J'f.tstice Kerrigan said: 

'~ithin the field of original dedication the 
regulative authority has ample zreedom of action, 
as a public utility undertaking to supply a given 
public need submits itself to the regulation and 
control of public authority with respect to the 
service it has undertaken. Thus, improved train 
service mJJ.y be required, as may switching connections 
between railroads. But all of these requirements 
represent a legal exercise of the police power, 
under which the state may regulate the service 
which the public utility has undertaken to give 
the public. It is obvious that an order com
pelling extensions and service in a field not 
embraced within the limits of its enterprise is 
of a totally different char~cter. 

(In r~ding the ~ cases cited by Cal-Am we are reminded that we 
rAVe also been chided bytbe Supreme Court for not being sufficiently 
zealous in our regulation of ~hat utility. (City of Los Angeles v 
Public Utilities Commission (1972) 7 Cal 3d 331.) 

. A review of cal-Am's citation to the 1965 PT&T case shows -that the court said that Section 701 does not permit the Commission 
to disregard the proviSions of Sections 728 and 729 of the Public 
Utilities Code regarding retroac~ive,ratemaking. The cita~ion 
concludes with a citation from an earlier case in the same volume. 
H[Sltatutes are to be interpreted to give a reasonable result 
consistent with legislative purpose. "ll/ 

River Lines Inc. v Public Utili-ties Cormnission (196$) 62 Cal , 
2d 244, 247. 
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After 3 rereading of the 1959 Cal. W~ter & Tel. case, and 
particularly the page cited by Cal-Am (51 cal 2d 495), we are 
puzzled as to its relevancy. !be pertinent section seems to concern 
whether the COmmission could compel the extension of Cal. Water & 
Tel's. mains into undedicated territory on conditions other than 
those specified by Cal. Water & Tel. in its agreements, and without 
which the utility, in the e.."(ercise of its manageri.'ll judgment;, would 
not have signed the agreements in the first place. 

The page cited in the Richards case (44 CA 2d 558) seems 
to invoke the question 0: whether the directors acted in good faith 
in redUCing the rate of depreciation, based on the r~ining life 
method of depreciation, and in distributing the resulting increased 
earnings in dividends. The trial court did not find that there was 
fraud or deceit or bad faith of any character, a conclusion with 
which the Court of Appeals apparently conc,u.r.t:ed. Again, we are 
Utl.:lble to see where the Richards ccse has ,etny relevancy to the 
problem at hand. 

The Pacific Gas and Electric case «1932) SS CRC 252, 259) 
likewise does not appear to be in point. In taat case the 

Commission stated that the payment of dividends was a. matter which 
rests with ,the boards of directors of public utilities. In this 
instance, however, the Commission was being asked to authorize a 
public utility to issue stock to acquire control of properties whose 
earnings were inadequate to pay the dividends proposed on suc~ 
stock. 
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The Commission declared: 
"The 10$ical ehing eo do would be eo reduce the 
stock 4ssue so as to ~e in line with the cos't: and/or 
tbe earnings of the properties to be acquired. But 
it is urged tbat ehe earnings of Pacific pUblic 
Service Company tori.ll improve with a change in 
economic conditions and that the situation can 
be worked out in a satisfactory manner. We are 
inclined to give applicant an opportunity to 
demonstrate ehis ana if it is successful in its 
endeavor, consider c modification of the order 
herein. In the meantime, however, we believe that 
applicant should be permitted to issue the 
$6,841,200 of stock only upon condition that it 
transfer $5,000,000 from its earned sur~lus now 
invested in properties to Account No. 251, 
"Appropriations for additions and betterments.," 
and file with ehe Commission a resolution of 1es 
board of directors agreeing that it will not 
capitalize such amoU~t ~hrough ehe issue of stock 
or evidences of indebtedness until and unless 
the earnings of the Pacific Public Service 
Company properties are sufficient to pay the 
annual dividends on the $6,841,200 of stock and 
accumulate a surplus of $5,000,000 from earnings 
or the sale of properties at a price in excess 
of that being paid by the Pacific Gas and Electric 
Company for their control." 

Such a transfer from Cal-Am's earned surplus to an appropriation for 
additions and betterments would not be a practical alterna~ive, 
however, since Cal-Am's 1975 year-end earned surplus of 
$2,119,590.70 is far lese tl~n would be requ~e~ for construction of 
the Begonia and Canada projects. 

In Venice Consuo~rs~~ater«(1924) 24 eRe SS3) the 
Commission observed, in a ease involving financing proposed by 
Venice Consumers to pay for water utility properties that it W3S 

acquiring, that it did not have the authority to require Venice 
Consumers to issue its stock directly to ehe stockholders of a 
company being acquired. 
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Consider~tion of Curtailment of Dividends 
In deciding whether to order the curtailment of dividends, 

we are cognizant that the only directly stated statutory authority 
that we can find for such action is the general power contained in 
Section 701 of the Public Utilities Code. A careful reading of 
each and everyone of the cases cited by cal-Am fails to turn up any 
specific instance where the Supreme Court of this State has told us 
::hat we do not:, should circumstances require', have the power to 
restrict the payment of dividends. 

We realize tho:: t we must be discr~et in applying Section 

701, a broad and general statute, for such a statute, if 
f:ri volously ~ployed, could easily lead to meddlesome inter-
ference into the ~y-to-day·operations of a priv~tc enterprise, 
or worse, if injudiciously applied, to intrusion by a regulatory 
authority into situations where the Legislature did not intend. On 
the other hand, it was ooviously with definite purpose that the 
Legislature, when in 1911 it dr.;l.f:cd tli.{! FUb!.ic Utilities Act, 
included Section 31 (later codified as Section 701). 
Section 701 was placed in the Code to be usea when the situation 
indicated. In deciding whet~er, under Section 701, we have tae 
power to curtail the payment of dividends, we will consider the 
question in the context of the entire record in this case as 
developed to this pOint. 

SpecifiC4l1y we will consider that: . 
1. We permitted American Water Works, through its newly 

organized subsidiary,Cal-Am, to acquire the Cal. Water & Tel. water 
properties at a cost far in excess of their earning capacity. Such 
authorization was granted only after tbe president of American Water 
Works assured the Commission, under oa~h, that capital funds would be 
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provided as needed. He further assured the Commission that 99.9 
percent of the decision to commit funds for capital improvam~nts 
wO'ild be made in the necessity to maintain a proper standard of 
service .. 

2. American Water Works has not, despite the assuranceS of 
its president, made any cash investments in Ca1-Am's securities 
since Cal-Am acquired Cal. Water & Tel's. water prope~ies. 

:3. Cal-Am has, by maintaining a dividend payment ra.tio 
higher than the ratio of American vlater ~lorks ' dividend to its 
consolidated net income, caused Cal-k:l to send up-3'~r03:ll to the 
holding company, funds that ""ere then invested in American ~la.ter 

Works' other operating subsidiaries or were USed to retire the 
holding company's stock and debt. 

4. By financing the Sweetwater condemnation exclusively 
through. Cal-Am, American vlate:- Wcrks has, to protect the holding 
company's equity investment, depleted Cal-Am's treasury or an 
am01:.nt in excess or $4, lOO, 000. St'.ould '~hi3 debit be written of!, 
Cal-Am ..,:ould have a negat.ive ea.-r.o:' $1!':?:!.:t.:.s. By i"2.iling to rund 
the Sweetwater condemnation costs, ;~erican W~ter Worl~ has placed 
Cal-Am in a very precarious financial co~1it~on. 

;. Beca.use or its failure to fi:l~..nce and constru.ct the 
facilities necessary to produce and deliver the water directly or 
indirectly available to Cal-Jl..m by virtue of its rights to water from 
the Carmel River, ·'tf:il-Am has persistently overdrafted the Seaside 
aquifers, thus risking salt water int:-usion and loss of that water 
source to the community for an indefinite period in the future: 

6. Because of inadequate production, storage, and trans
mission plant, Cal-Am has not been able to meet the ordinary 
de:nands and requirements of the water consumers of its Monterey 
District, resulting in the n~~essity of the Commission imposing a 
connection ban and water rationing. 
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7. The connection ban has caused financial hardship and 
emotional distress to those lot owners affected. 

8. W~ter rationing bas caused serious inconvenience to the 
customers of cal-Am's MOnterey District. 

9. Cal-Am's board of directors has, by formal resolution, 
used the urgent necessity for additional capital investment in the 
Monterey District as a bargaining ploy in a unilateral attempt to 
negotiate ~tb this Commission over Cal-Am's autborized rate of 
return. 

10. Cal-Am has informed the Commission through its vice 
president finance, tr~surer, £lud secretary that Cal-Am. 
has no intention of issuing equity securities. 

11. Should cal-Am continue to pay dividends, it will not, 
absent an issue of equity securities, be able to finance its needed 
capital additions and still maintain the SO percent debt limitation 
established by the Commission. 

We find that Cal-Am, under the absolute domination .and 
control of the American Water Works holding company complex, the 
largest investor-owned water operation in the United States, 
by not financing and constructing the necessary p~oduction and 
stora~e and transmission plant, has failed to meotits obligation 
to furnish and maintain the adequate, efficient; just, and reasonable 
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service required by Section 451 of the Public Utilities Codc~1 
Cal-Am, and through it American W~ter Works, willingly accepted 
this obligation, despite our admonitions in Decision No. 70418-. 23 / 

'!:II 

23/ -

"451. All charges demanded or received by any public utility ~ 
or by any two or more public utilities, fo: any product or 
commodity fUrnished or to be furnished or any service rendered 
or to be rendered shall be juct ~nd reasonable. Every 
unjust or unreasonable charge aemanded or received for such 
product or commodity or service is unlawful. 

"Every public utility shall furnish and maintain such adequate, 
efficient 1 just) and reasonable service, instrumentalities) 
equipment, and facilities as are necessary to promote the 
s~fety, hC"-lth, comfort, and coo.venience of its patrons, 
employees, and the public. 

"All rules made by a public utility affecting or pereai:d.ng to 
its char~es or service to the public shall be just and 
reasonable." 

"It is essential, however, that there be no misunderstanding 
of this Commission's policy as regards the treatment of any 
excess purchase ~rice in a rate proceeding, and for this 
reason it is here~n stated that it is the poli~ of this 
Commission to fix rates on the basis of an original cost rate 
base and that the plant acquisition adjust~nt is not in
cluded as an element of such a rate base. 'IJ.1e purchaser's 
president testified under cross-examination that be under
stood such rate-making treatment to represent Commission 
policy and that he would not urge a treatment inconsistent 
with such policy. Tr. 86-87. Moreover, the witness for the 
california~American Water Company stated that ~~ was his 
understanding that the low return to common shareholders of 
California-American Water company resulting from the purchccc 
at a price substantially in eXcess of the original cos~ less 
deprec~tion of the properties bein~ acquired would not be 
used or clai~ed as a basis for the filing of a rate increase 
application.. Tr. l47." (Decision No. 70418 &:ttcd- March· 8, 
1966 in ApplJ.eat10n No. 4S170~. 6S CPUC 281, 286.) 
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Considering the entire record in this case including, but 
not limited to, the circumstances summarized above, we can draw no 
other conclusion than that it would be foolhardy to allow Cal-Am to 
continue With pay.:nent of ciividends. We alSo. co.nclude that by 
persisting in payment of' dividends, the directors o.f Cal-Am, all 
o.f whom are of'ficers or employees or American vlater Works or its 
wholly o\<J%l.ed service subsidiary, are, unless and until the Sweet

water debit is converted into earning assets, in the process of 
liquidating this utility_ We see no. alternative but to. order the 
curtailment of dividends until such time as Cal-Am's 1"inancial 
Situation permits their resumption. Far from t~king property, we 

Will 'be, by taking this action, conserving it for the benefit of 
Cal-Am's creditors, customers, and rank and rile employees. Mr. 
Banz's remarks to the contrary, we believe that our actio!). Will 
actually improve Cal-Am' s status 'With money lenders. We are 
co.nvinced that this is a type of situation that the Legislature 
had in mind When, 6S'years ago, it made the present Section 701 a 
part of the original Public Utilities Act. Our holding that we 
are not constrained to. merely stand by and fret as the Monterey 
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situation continues its inexorable deterioration and that our 
interpretation of Section 701 in this situation is a reasonable one, 
is further reinforced by the words of Justice Traynor in the 1950 
~ ease, 34 Cal 2d 822, 833~ and 834, quoted above.. This 
conclusion is reinforced by our finding that cal-Am has, despite 
the commitments, DULde under oath, by American Water Works' president, 
failed in its public utility obligation to maineain the reasonable 
level of service required,by Section 451 and such failure is the 
direct result of not financing and constructing adequate faeilities .. 

Heeding the advice of the Supreme Court in River Lines, 
~., supra, we in~erpret Section 701, taken together with 
Sectio~s 451, 816, 817, and 851 of the Public Utilities Code, as 
giving us the power and duty to order what we perceive to be the 
only reasonable result consistent wit~ legislative purpose and 
direct cal-Am to stop paying dividends or otherwise transferring any 
£t.mds to .American Water 'Works except for value received, until such 
time that the Commission shall find it prudent to permit t:heir 
restoration. 
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Backgro",.nd 

In our Second In~erim Decision No. 84527 dated June lO~ 197~ 
we round, among other things, that: 

"Cal-J·Url.'S Monterey District has reached the limit 
of its capacity to supply wa~er and, except as 
provided in tho order that follows, no further 
consumers can be supplied from the system of such 
utility Without injuriously withdraWing the 
supply wholly or in Part from those who have 
heretofore been supplied by the corporation." 

and in Ordering Paragraph 4, pursuant to Section 2708 of the Public 
Utilities Code, we ordered: 

"Until otherwise permitted by fu~her order of 
this CommiSSion, California-American Water 
Company shall not provide water to ·new service 
connections Witbi~ its Mon~erey Peninsula District, 
other ~han those in municipally sponsored 
redevelopment or renewal projects, unless, prior 
to the effective date of this order, a valid 
building pe~it has been issued." 

The opinion in Decision ~o. $4527 contains a description of the events 
and conditions that caused us to impose the service restriction. 
In the opinion we declared: 

n In ordering this connection freeze we take full 
cognizance of the fact that the effects of this 
action will fall most heavily on the working people 
of the building trades. We also recognize that it 
Will distort the normal pattern of. real estate values. 
It is our intention that the freeze be lifted at the 
earliest prudent moment." 
In the year and a half since DeciSion No. $4527 became 

effective ~be connection ban has indeed caused hardship to the working 
people of the Peninsula and has arastically aistoreed real estate 
values. Persons Owning developed lots have boen unable to carry out . 
their plans to build and have not been able to recover their investme~ 
Since, without water, their land has no economic utility, only 
speculati va value. Properties with wa~r service have, on the other 
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hand, appreciated at an abnomal rate and the higher market values, 
soon recognized by the assessor, have been reflected in higher real 
estate t2~es, causing hardsbip indirectly to those not affected 
directly by the ban. 

One group of people particularly vexed by the connection 
ban is comprised of reti~es and prospective retirees, who, ha~g paid 
taxes on parcels for many years while living elsewhere or serving in 
the armed forces, returned to the Peninsula area and found, to their 
distress, that they were unable to· complete long cherished intentions 
to build their retireme!'l.t homes. This distress has, for many, been 
aggravated by their not bei~g able to complete construction within the 
time specified by the Internal Revenue Code and their being raced 
with paying a substantial ca.pital gain tax on fundS derived f-:oc sale of 
their former homes. A further hardsh1p is the necessity to pa.y high 
rents while construction costs rise f33ter than c~ be offset by 

interest o~ the funds set aside for investment in their neW homes. 
The Commission has been infor.nally apprised of a number 

of such hardship cases and seven, sho'Wn on Appendix B, have resul tad 
in formal proceedings being instituted before this Commission. One 
of those requests has been denied; action on the others has been 
deferred r by direction of tneCommission, in the hope that developments 
in the most recent phase of this proceeding might per.cit the Commission 
to make the finding required ~y Section 270$ of the Public 
Utilities Code that the extension of water service to the'complainant's 
property would not injuriously Withdraw the water supply in part :from 

those who had theretorore been supplied by Cal-Am. 
Lot . Owners' Associa.tion 

A numbe~ of owners of lots ~£ record have organized into an 
association they call .Lot Owners Without :3enefi t of Land or Water (LOviBtOW) 
and have, $ince the May 24, 1976 hearings, participated actively in 
the proceeding. On June 17, 1976, the counsel for LO~mLO~ 
filed a brief in Which he contended that allOwing connection 
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of service to an existing lot of record on ,the day that construction 
c~ences, or if required as a condition for a build1ng permit, at 
the time the permit is applied. for, would only a.dd a miI)jmal . quantity 
to the present consumption of water. LOWBLOw's co~el also cited 
Supreme Court cases from which he concluded that Section 270e of the 
Public Utilities Code does not enviSion an absolute ~tif1cation 
of the last drop or water, but rather &l application of CO:Jmlon sense 
and a balancing of equi ties.W 

The counsel for the lot owners further argued that all owners 
of legal lots of record as or the date or the connection ban purchased 
their lots with a reasonable belief that Cal-Am could and would furnish 
their lots With water. This belief was reinforced on these eases 
where a public subdivision report from the Real Estate Commissioner 
is required. Since 1957, these reports have contained, either 
expressly or impl~.ci tly a statement by the Real Estate Ccmmissioner, 
based on an evaluation by the stafr or the ~blic Utilities Commission, 
that Cal-Am would furnish water service. Counsel argues that, by 

basing their decision to buy their lots On this assurance, the bU7ers 
came wi thin the definition of cons'Umers as conte:lplat~d by Section 270e. 
He also argued that buyers or other lots located within the dedicated 
service area of Cal-Am re~ied on the representation or Cal-Am to 
supply water wi thin i tc service area and thus sh.ould be considered as 
existing consumers. 

FollOwing th.e initiation or the emergency water 
conservation and rationing orders described ¢arlier~ the ?resi~ent 
of LOWBLOW~ David L. Hughes, a retired career naval o!ficer, 
pointed out to the CommiSSion that the amounts of water being saved ., 
were many times greater than the requirement that would be necessary 
to serve the number of additional water consumers that could be 
expected should the connection ban be lifted for legal lots of record. 

24/ Ept~~ CQ,. W.U. Assoc. v R .. R. Com. (1921) 1$5 Cal 218;' K-ern County 
L:md Co. v R .. R. CQrn. (1934), 2 Cal 2d 29. - ... 
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Following y~. Hughes' ,resentation the examiner directed 
the starf to prepare an ineependent appraisal of the water requirements 
associated with s.:l a.ccom:nodation of the lo~ owners' predicament. 

In response to the examiner's direction, Associate Utili ties 
Engineer Francis S. Ferraro, P.E., prepared a report, which he 
presented at the September 22, 1976 hearing. V~. Ferraro estimated 
that there were approximately 1,500 vacant reSidential lots in Cal-Ac's 
service area. Should the COmmission permit water service to these 
lots, construction on approximately l50 would start 'Within one year. 
Ea.ch single family residence would normally require about 0.34 of an 
acre-foot per year. Should low water use appliances and lanescaping 
requiring ~~imal water be used, the a~ual requirement would drop 
to 0.20 of al'l. acre-foot.. The ini~ial annual i..1'leremental !f~nterey 
District water requirements under these estimates would thus be ;l 
acre-feet under normal water use conditions a..1'ld 29 acre-feet using 
wator conserving appliances and lanescap~1'lg. 

M:--. Ferra:-o recommended that all lots zoned R-l, single 
family reSidential, be allowed to receive water service £ro~ Cal-~ 
under the following conditions: 

1. That appli ca."'lt for servi ce 0 bt.ain a building 
permit priQ~ to request.ing service; 

2. That applicant submit an affidavit tha~ he 
would: 

a. Commence construction· within 30 days. 
b. Not. have a.'1.y outside landscaping 

requiring water use. 
Applicants could only submit such an affidavit once, ane! no 

member of his immediate family could submit a si:lilar affidavit.. No 
applications for service would be granted until Los Padres Reservoir 
was filled, an event that would require at least three inches of 
concentrated rainfall. 

-.. 
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Nancy Strathr:leyer, president of the Ca.r.:1el Board of Realtors 
testified that the 3Q-day limitation for the commencement of 
construction would not be sufficient to arrange financing and 
suggested 60 days. Walter G. Miller, a lot owner 'Wi. th a proeeoding 
pending before the Commission, testified that anticipating that he 
might get water service, he had approached a bank and had been informed 
that the bank would not begin negotiations for a loan until water 
service had been established. 
Ex~iner·s Request for Wate~ Management Ag~ncy POSition 

kAy easing of the connection ban would obviously have an 
impact on the amount of 'Water available tor service to existing 
customers and to new customers that would be served in the presently 
exempted urban renewal projects. The exaciner, therefore, seeking 
guidance from the locaJ. agency formed. for the purpose of plann~ng 
and dealing with the water supply problem on the Monterey Peninstlla, 
addressed a letter, dated September 2, 1976, to the Monterey Peninsula 
~later Ma.nagem~nt Agency in which he informed. the Agency that the 
Commission waz entertaining proposals for an easing of the connection 
ban for lots of reco:c-d, and that, in considering proposals ~or easing 
the connection 03.:')., the Commission would apprecia.te an expression of 
opinion from the W~~er tvr..a.'"lagooent Agency as to whether the ban should 
be eased a.:ld, if so, und~r what conditions. 

At the Septemcer 22 hearing, Leo ~l. McIntyre, director of 
pUblic works or the city or Monterey and pro tempore representative or 
the agency, reported that the examiner's letter had been placed on the 
agenda or the regular meeting of the board. or directors of the agency 
on September 20, 1976. Although the board discussed the examiner's 
request extensively, no motions were =ada concerning ~he examiner's 
request and no action was taken by the board. 
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In the absel'l,~e of' authori tati ve local guidance from the 
I-'later Manageme:c:t Agency, the Commission 'Will proceed to consider the 
problem and 'to dispose of it according to the Cor:.miss1onYs best 
concepts of' the practicalities and equities of the situatio~ 
Discussion 

In our second Interim DeciSion No. 84527 we described in 
detail our understanding of the Monterey 'Peninsula water supply 
situation and our concern that the continued overdrafting of the 
Seaside aquif'ers might result in salt water intrtlSion whi¢h would 

render some, or all, of' these aquifers Wlusable. Since that time, as 
described earlier, the Del Monte ObServation well has been completed 
and Cal-Am is in a position to- monitor the static water level of the 
main Seaside aqui£ er. 

During the extremely dry period since the completion of the 
well Cal-Am has continued to extract water from the aqui£'er of' an 
annual rate of' approximately :3, 500 acre-f' eet a.::.d the water table b.as 
dropped 1.25 feet and, in Septemcer, was only o. $3 f'ee'C a'bove sea level. 

(It should be noted that there w~ except for a rare summer stom, 
virtually no rain during the reported period.) 

As mentioned in Decision No. S4527,~ the completion of 
the Canada and Begonia projects would make available an additional 
1,500 acre-f'eet and enable Cal-Am to cut back pumping from the Seaside 
aquifers to 2,000 acre-feet and thus permit the recharge of' the 
aquif er. In the meantime the test well and moni tori:c.g program are 
available 'to g1 ve advance warning or any salt water intrusion. 

Al though the water level of the Seaside aquifer is still 
dropping, encouraging progress has been made in eompleting plallS and 
compiling environmental data necessary to initiate the Begonia· and 
Canada projects. As expressed elsewhere in this opinion, we are 
determined, should the environmental considerations permit, that the 
Begonia and Canada projects be initiated and completed. 

~ Mimeo. page 46. 
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The 29 acre-fect that would be required to serve the initial 
year's estllnated construction, should the staff" s recommendation be 
accepted, would have increased the water deliveries for the l~onth 
period ended September 1976 of' 1;,$91.7 acre-feet by only 0.2 percent. 
S!1ould the requirements increase at this rate f'or the 3-year 
period before water would become availa.ble :t."rot:l the Begonia. alld 
Canada projects, the incremental. reCJ.uirements would still 'be less 
than 1 percent of total. 

After careful consideration of all the factors of the 
current Monterey Peninsula water situation as described in this 
opinion, specifically including the existence of a functioning and 

. effective rationing program whose operating phases depend on the water 
levelS in the two temina.l reservoirs, and, also consideriD.g our 
expressed intentions concerning the construction of the Begonia and 
Canada projects, we conclude that by applying, as urged by lot 
owners' cO'lnSel, a common Sense interpretation of Sect.ion 2708, on~ 
that is practicaJ. :::-ather than technicaJ., and one that 'Will lead to 
a Wise policy rather than mischief' or absurdity,26/ the extension 
of' service to lot owners of record, substantially in accordance With 
the stair's recommendations, will not intjuriouslI 'Withdraw the water 
supply Wholly or in part from those who heretofore have been supplied 
by Cal-Am's Monterey District.. 

We have underlined the key word "injuriously". We recognize 
that sharing of the water supply so as to accomcodate t.he distressed 
lot owners may eause a very slight addi tiona.l inconvenience to present 
cons'lJ:tlers but, the additional reCJ.uirements are so negligible compared 
to the availa"ol~ supply that, under the rationing program, we do not 
believe that present consumers Will sU£f'er :.my cletectc.ble injury. 
Should events not turn out as envisaged in this deciSion, We "-'ill, at 
the appropriate time, determine what action should 'be taken. 

26/ 4; Cal Jur 2d, Statutes, Sec. 116. 
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In reaching this conclusion, we must reject the contention 
of counsel for the lot owners that, by virtue of Owning property wi thin 
the boundaries o! the dedicated service area of a public utility water 
corporation, property owners become "consumers". Webster defines 
"consumer" as "one who uses (economic) goods., and so diminishes or 
destroys their utilitiesn

• 2ZI We accept this definition to be the 
usual, ord.inary, and commonly Ullderstood meaning or the word cons~r 
as used in the context or Section 2708. 28; It soems rcasona.blo to 

conclude that, had the Legisla.ture intended that it meant "consumers" 
to include others than those actually using water tho Legislature 
would have written the statute dif!erently. 

~le believe that it would not be prudent, however, to ease the 
connection freeze until there is Some indication that the present 
drought has been broken. Accordingly we will accept the staff.s 
recoomendation that the easing of the freeze become effective when 
Los Padres ReservOir is filled. We will allow a 9Q-day grace period 
before construction must commence, as being a more realistic allow~ce 
for completing preliminary arrangements. 

Neither the Commission nor Cal-Am would have any practical 
method or .determining Whether low water use devices will actually 
be installed in the interiors of new reSidences. Fortunately, as 
previously mentioned, most of the local agencies have adoptod 
effective enforceable wator conservation ordinances applicablo to new 
construction. Our lifting or the connection ban 'Will there!'ore apply 
to the aforementioned. cities and the county. Should the remaining two 
ci ties aciopt similar aeeepta'bleordinances,. we will extend the easing 
of the.ban to those municipalities. 

27/ Webster's Collegiate Dictionary, Firth Edition. 
2S/45 CalJur 2d~ Sec. l39. 
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Irrigation of landscaping in ~olation or a service 
applicant's assurances should be readily· detectable. Cal-Am will 
be d~rected to minimize service to such a customer by inserting a 
rlow restrictor.at the meter. We shall provide a mechanism £or appeal 
or such service minimization to the Commission and also provide that 
no other legal or G~u1table action shall accrue against Cal-Am because' 
of such service minimization. 

. .... ~' . 
.I. e • 
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RECENTLY DEVELOPED INFORMATION 
CONCERNING WATER SUPPLY AVAILABLE 

FROM CAru~t VALLEY AQUIFER 

In response to questions posed by the City of Carmel-by
the-Sea, Cal-Am, a~ the August 23 and 24, 1976 hearings, presented 
James Russell Mount, a licensed professional geologist associated 
with the firm of Dame~ and Moore, who reported on the results of 
his most recent studies of the Carmel Valley aquifer. Since this 
testimony is closely associated with the environmental questions 
pertaining to the Begonia and Canada projects, it ~~ll be considered 
in connection with our evaluation of these projects in a subsequent 
opinion. There has beon additional tcstiQony from Mr. Mou.~t on 
this subject at the current hearings on the, staff's Draft EIR. 

-~-



C·9530 kw Ikd 

REEXAMINA.TION OF URBAN RENm'lAL ~TION 
Background 

In our Second Interim Decision No. $~527, when ordering 
Cal-km not to provide water to any new service connections, we exempted 
urban renewal projects. '-'Ie stated, hO"'ever, that should growth in 
usage continue at an undue rate, we would reexaxnne this exemption. 

With the advent or water rationing, the examiner placed 
a reexamination of the ex~ption on the hearing agenda. 

The sta~f prepared a report on the subject of urban renewal 
which was presented by AssociateU~ilitie$ ~~gineer Francis S. Ferraro, 
P.E., on September 20 and 2l, 1976. 

The cities or Monterey .snd Seaside are involved in urban 
~enewal projec~$. 

~onterey Project 
The single Monterey project, known as the Custom House 

~roject, encompasses apprOximately 39 acres in an are4 north of 
franklin Street between Washington and Pacific Streets. Su~stant~al 
progress has been made in completing the project. A convention center 
is und.er construction,. and bids have been let for a 3So-unit botel 
ad.jacent and integral to the convention center. Final financing or 
a parking garage is awaiting the completion of arrangements for the 
~otel. There also are proposals for cOc::lercial developments and 
parking :f"acUi ties to be constructed on SO:le of the rem.aining parcels. 
Substantial amounts of money have been invested in the Custom House 
Project, $S million in the convention center alone. 
SeaSide Pro,iects 

Seaside has rour redevelopment projects, Del Y~nte Heights 
Hannon, Gateway, and Laguna Grallde. 

Del Monte Heights is a residential development located jus~ 
west or the Fort Ord fence. It is se::::ved entirely by the city"s 
municipal water system. Nineteen lots and a church Site are 
undeveloped. 
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Hannon is located in the center of Seaside above Fr~ont 
Boulevard. All lots are sold and homes have either been completed or 
are under construction upon all the sites. 

Gateway is located between Fremont and Del Monte Boulevards 
and La Salle and Olympia Avenues. It features automobile agencies 
and related businesses and has ceen successful in attracti~ a number 
of such enterprises. There are only 20 vacant lots left, 15 of ~ch 
have been sold. The 5 remaining lots Will be retained by the city for 
USe a.s a corporation yard. or the 15 lots t.hat have been sold, a 
34-unit motel is planned for three and the remaining 12 will be used 
for boat sales, auto parts and repair shops, an auto painting shop, 
Cond a car. 

Lagt:na Gj,'"a.nde is located along Canyon Del Rey Boulevard 
and is divided into "~bree study areas. 

The first study area is located at the Canyon Del Rey 
Boulevard Exit of the Highway 1 freeway, near the Holiday Inn. It is 
prese~~ly under development; a K~ has been completed and a 
Securlty Savings and Loan office is expected to be £inished in 
apprOXimately le months. A supermarkot is contemplated, but no 
definite plans have been made. 

The second study area is located on the north and east shores 
of La~.ma Grande, along Del Monte and. Canyon ncl Rey Boulevards, south 
to Harcourt Avenue. SeaSide intends to USe the shore of Laguna Grande 
as a natural parksite requi~ng no water exeept for tOilet racilities. 
The cit.y owns 7 other parcels and has oorrowed $465,000 for their 
development. The city anticipates that an existing building. supply 
store at the interseetion or Del Monte and Canyon Del Rey Boulevards 
will be torn do'WIl and a, new building Will be cO;c.$trueted.. There also 
~~ll be a restaurant and a city corporation ynrd. This project Will 
require two to three years to complete. 
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The third Laguna Grancie project. st ..... ciy area is, for the most 
part, comprised or a triangle or land between Fremont and Canyon 
Del Rey Boulevards and Trinity Avenue. The city has no coney inveSted 
in this area and has zoned it C-C, civic center district. All 
improvements are intended to be made 'by private investment. It 
appears that this area will gradually be changed fram single family 
residences to multiple residential units. 

Staff Raeommendations 
The staf:£, recommended. that certain parcels in the Monterey 

Custom House Project., !or Which no proposed use had been rormulated, 
and that a lot that was surplus :£'rom the development or the first 
to.g.;.na Grande study area in Seaside, should' not be provid.ed water 
service. The staff also recommended that, since the third Laguna 
Grande study area had not progressed beyond a zoning change, and since 
there is no city financing involved, this study area should not be 
exempted from the provisions or Decision No. $4527. 

The staff further recommended that Cal-Am should. be 
prohibi ted, until the water rationing plan is l1f'ted, from supplying 
water for irrigation of a:n.y new outside landscaping for urban renewal 
structures that have not been completed. The staff also rec~ended 
that once the water ratiOning plan is terminated, these projects 

( 

should meet the follOwing requirements as a condition for receiving 
water service for outside irrigation: 

a. Where possiblo, plants shoul~ be native, 
naturalized,~or low water requiring. 

b. If automatic sprinkler systems are installed, 
they should include moisture sensors (tensiometers) 
programmed to override the sprinkler controls. 

In addition, the starf recommended certain building code 
modifications intended to promote water conservation. These 
recommendations have been met 'by the water conservation ordinances 
enacted by the two cities and will not be discussed further herein .. 

W Naturalized plants are those that can survive Without care in 
an area to Whi~h they are not native. 
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The st3ff has estimated Water use of the recaining 
developments in the projects as follows: 

Monterey Custom House Project: 

No restriction on connections 
I 

Wi th building code revisions and 
no landscaping requiring irrigation 

, 

i 

With all of the staff recommendations 
(including elimination of ce~ain parcels) 

For Seaside Projects Excludi~ Laguna 
Grande Stu.dy Area III and .Municipally 
Supplied Del Monte Heights: 

No restrictions on conne¢tions 
Wi'th builciing COde reviSions and 
no landscaping requiring irrigation 
Wi'th all of: the staff recommendations 
(including elimination of certain parcels) 

Citie~' POSition 

SO acre-£eet/yr. 

42 acre-feet/yr. 

34 acre-feet/yr. 

22 acre-feet/yr. 

12 acre-feet/yr. 

11 acre-feet/yr. 

The community development director for the city of Seaside, 
Finnly F. Sutton,; and the redevelopment director for the Montere"1 
Redevelopment Ageney,. Gary Chalupsky, both commented on the star!' s ,. 
proposals. r 

" 

Mr. Sutton had n~ o~jection to the, staff's recommendations. 
He said that the city of Seaside had issued a change order for the 
K-Mart project by which the city Will not install landscaping 'UDless 
it is successful in bringing in a well adjacent to the ole Monte well.,lg! 

Abandoment of the Monte well \lIas authorized by DeciSion !~o. 
$2394 dated January 29, 1974 in Application No. 54250~ The record 
in that case indicated that the water produced by the Monte 
well exceeded the EPA's limits tor chlOride con~ent and total 
dissolved solids. 

ii 
1; 
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Should the test well be UDSuccessful the city ~ll use redwood bark 
in the planting areas. !'I..:-. Sutton said that the state Coastal 

{. 

COmmission, which has jurisdiction over the project, has requiree 
extensive landscaping. The citYt~:has a~vised the Coastal Commission 
of its deci:~ion. Il' Ii 

,. 
}. 

Mr. Chalupsky aJ.so said that the sta:£'f' recocmendations were 
) 

acceptable, under the circumstances, to the Monterey Reeevelopment 
J;gency. He was concernee, however, that a temporary outright 
prohibition or extension Of):water service for new landscaping would 
be too stringent ane would str,ike at the viability of' projects that 
are very far along. He suggested that a project-by-project review 
\'lould 'be pref arable. He 'WaS also concerned that the agency might 
not be able to install conduit tor sensors in projects where concrete 

. " 

has already been placed. Changes in previously approv~d landscaping 
would require concurrence of the Coastal eo%mnission. Mr. Chalupsky 

,)'1 

suggested that provision be made for a cas¢-oy-case review, where 
the city and the eevelopers could ~ork out reasonable alternatives 

I 

for outside water USes that would be exorbit3!lt and not rational 
, '. 

in terms of tbe present water situation. 

The starf's recommendations appear to be most ,reasonable 
a..."ld Will 'be accep'ted. Because ot 't.he dU"1"icul ty of applying the staff" s 

I; 

proposals to the man),. situations that can,libe expected to arise during 
the completion 0'£ the urban renewal projects, Wi'll will provide that 

II, i, ~" 

our Executive Director with advice of our chie:" hyd~~aulic engineer 
may allow varia..'"lces on a case-by:"'case basiS where circumstances 
warrant. 

-7S-

i 

/1 
I· 
" 



C.95;O kd 

EX? A..~SION OF OP.DER OF 
I~VESTIGATION TO INCLUDE 
?A.i."lCHO DEL !-IONTE DIVISION 
OF WATER ~£ST CORPORATION 

_I,! 

i i ;; ~ 

By DeciSion No.. $6267 dated August 17, 1976, we expanded 
Case No. 9530 to include the Rancho Del Monte DiviSion of Water" 

I, 
" \'lest Corporation (Water Wes't).. Vlater West serves in an area oni
l 

both Sides of the Carmel Valley Road located between the 
Los Laureles Grade Road and the community of Ca.~el Valley Village. 
Water West thus separates the Carcel Valley portion of Cal~Am's 

/' 

service area into two noncontiguous pa.rts.. Wa'ter for Water Wes't 
is obtained from 'three wells drawing from the Carmel Valley aquifer. 

At the August 2~, 1976 hearing, Francis F. Ferraro~ P.E.
7 

I 
, 

an aSSOCiate utilities engineer, presented a report of his ' 
investigation or the water supply of Water West. According to 

Mr. Ferraro's report, Water West's production and customer growth 
over the la.st four and a half years was as tollows.:. 

Year -1972 
1973 
1974 
1975 
1976 (7 mon'ths) 

Vlater Pumped 
(Acre-Feet) 

215 
209 
222 
234 
169 

Number oi 
Customers 

.31$ 
324-
333 
34.6 
.362 

Wat~r West's production and storage capabilities are: 

Yearly Pumping Capacity 
Water Pumpe~ ~ximum Month 
Pumping Capacity ~imllm MOnth 
To'taJ. S'torage 
Peak Day Usage 

-79-

soo acre-feet 
:3 5 acre-feet 
70 acre-teet 

200,000 gal1o:lS 
400,000 g3110ns 
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Water ~'lest' s f'acili ties are not interconnected with those 
of' Cal-Am. 

It was Mr. Ferraro's opinion that there was, for the 
present, adequate water available to the Water West system from 
the Carmel Valley aquifer. He concluded that there was presently 
no need for restriction or rationing in the Water West area. 

Water West's manager, Robert Arenz, testified that he 
concurred with the staff's recommendation. He felt that it would 
be grossly unfair to his customers to penalize them by imposing 
water restrictions because of sins of either omission or commission 
by another utility. 

The staff report shows that Water West's pumping and 
storage capacity are more than adequate and we will not order a 
connection ban. Should the Carmel Valley aquifer drop, however, 
because of lack of recharge resulting from the current drought, it 
may be necessary to set hearings pursuant to Se¢tio~ 350 through 
358 of the Water Code, and reexamine this conclUSion. 
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DEl MONTE PROPERTIES'REQ~~ST FOR SERVICE 10 
OLD CAPITOL TRACT ~~ DEER FLATS PROPERTIES 

Backz-.cound 

In our Second Interim Decision No. 84527 we discussed, and 
denied, motions by Del Monte for authorization of extension of water 
service to its Old Capitol Tract and Deer Flats p:operties. Servic~ 

to these lands was precluded by our first interim Decision No. 81443. 
The circumstances by which service to these properties became an issue 
in Cese No. 9530 were set out in Decision No. 8452731/ and will not 
be repeated here. Subsequent to Decision No. 84527, Del Monte has 
taken back the Deer Flats property and returned the consideration paid 
by the purchaser, Monterey Savings and loan Association. 

By a written motion filed October 12, 1976 Del MOnte 
requested an order of the Commission declaring the Old Capitol Tract 
and Deer Flats properties eligible for water service. 
Del Mont~'s Contentions 

Del Monte submits that Decisions Nos. 84527 and 84683 
". 

denying its initial motions were in error. Del Monte claims that, 
by virtue of contracts with Cal-Am, and Commission approval of such 
contracts, Cal-Am is committed to serve both Deer Flats and the Old 
Capitol Tract. According to Del Monte, such a comrnitmen~, espec1ally 
wnere, as here, it is coupled with significant expenditures made by 
Del Monte in reliance on such commitments and Commission approval, 
qualifies these properties as cU3tomers of Cal-Am. 

Del Monte argues that the fact that water has not yet been 
delivered to the p~operties does not affect its status as a customer, 
and for authority cites Butte County Water Users' Association v Railroad 
Commission, (1921) 185 Cal 21S. Del Monte further holds that water 
need not be dc1iv~ed to a property to entitle it to the rights of a 
customer and cites Sutter Butte Ca.nal Co. v Ca.lifornia Ra.ilroad 
Commission (1927) 202 Cal 179 wherein the Commission set rates for 
"contract consumers" which were treated as customers regardless or 
whether they phYSically. received water. 

W Mimeo. pages e and 9. 
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Del Monte claims that, according to Section 2711 of the 
Public Utilities Code32/ a customer cannot be deprived of his pro rata 
share of the available water supply, and also that the Commission is 
without discretion as to who mayor may not participate in an available 
supply of water. According to Del Monte, where, as in the present 
ease, the water company has voluntarily contracted to provide .a. portion 
of its water supply, and where that commitment has been specifically 
approved by Commission order, the consumer falls squarely within the 
protection of the statute. Del MOnte submits that, by statute, its 
properties at Deer Flats and the Old Capitol Tract must be provided 
water servi.ce on the same basis as any other Cal-Anl customer. 

Del Monte contends that neither the individual lot owners 
nor the urban renewal projects have any greater right to water than 
does Del Monte under its Commission approved contracts. It further 
claims that the granting of water service to either group, coupled 
with a denial of water to Del Monte, would constitute an unreasonable 
discrimination against Del Monte, in violation of its rights to equal 
protection. Del Monte states that preference to either the lots of 
record or to the urban renewal projects, wlthout the granting of serv1ce 
to Del Monte, WOU14 give rise to a separate enforceable cause of 
action in favor of Del Monte without regard to its status as a cal-Am 
customer. 

Del Monte closed its brief with a statement that continuation 
of either the urban renewal exemption or relief to individual lots of 
record, or both, without allOwing service to the Old Capitol Tract 
and Deer Flats would constitute unlawful discrimination against 
Del Monte in violation of its rights to equal protection and would 
constitute an unlawful taking of Del Y~nte's property without due 
process of law. 

E.I "2711. Section 2710 does not apply to territory or consumers 
which have once been served by the corporation. As between 
consumers who have been voluntarily admitted to participate by 
the corporation in its supply of water or required to be supplied 
'by an order of the commission, in times of water shortage the 
corporation shall give no priority or preference but shall 
apportion its supply ratably among its consumers." 
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Diseussion of Del Monte's Ar~ents 
Del Monte's arguments contend that Del Monter by virtue of 

arranging for the future extension of water service to the properties 
it was contemplating developing, or which it ultimately sold to another 
party for the purpose of developing, had become a cons~r. To support 
this contention, Del Monte relies on two cases to which the Sutter 
Butte Canal Company (Sutter Butte), an irrigation company, was a party. 

According to the Water Users ease, Sutter Butte was, in 19l9, 
supplying water to so~e 55,000, or slightly ~orc, acres of land, ~ostly 
in Butte County. In September of that year the company contraetQ4 
with the owne::s of fourteen thousand four hundred acres of land in 
Sutter County to extend its system to supply their lands, and pursuant 
to the contract Sutter Butte made the necessary enlargements and 
extensions of its system. 

The irrigation company's rules required that applications 
for wate= for the ensuing year be filed by the first of J~-Yr and 
by that date in 1920 the owners of the fourteen thousand four hundred 
acres had filed their applications and paid the company's regular 
charge. :the three preceding winters had been winters of light rainfall, 
and the winter of 1919-1920 was exceptionally dry, so that by spring 
it became evident that there was a serious danger of a water shortage. 
The companyTs old consumers, through the instrumentality of an 
association known as the Butte County Water Users' Association, filed 
a complaint with the Commission against the company, alleging that 
the company would not have water enough to irrigate both their lands 
and the fourteen thousand four hundred acres of additional lands, and 
asking for an order of the Commission directing the company not to 
supply the latter. 

The matter was promptly heard and decided by the Commission, 
our order. being handed down on April 21, 1920.W At that timer of 
course, it was not possible to know with exactness just what water 

Decision No. 7453 dated April 21, 1920 in Case No. 1431 
(18 CRC 105). 
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conditions during the summer to come would be.. We .found, among other 
things, that the fourteen thousand four hundred acres were ~thin 
the area which the water company was organized to serve and for serving 
which it had made its water appropriations; that in a normal year the 
company's supply of water was adequate for the needs of the fourteen 
thousand four hundred acres as well as for those of the lands 
theretofore served; that at the time the contract between the company 
and the ow-ers of the fourteen thousand four hundred acres for the 
supply of those lands was made, and at the time the applications of 
those owners for service were presented and accepted, it was reasonable 
to expect that the company would have a sufficient supply for all during 
the ensuing year, and the company was justified in accepting the 
applications. Upon the facts so found, we held, in effect, that the 
owners of the fourteen thousand four hundred acres had the status of 
consumers of the company and were entitled to be served, and ordered 
that they be served on an equal basis with the companyTs other· 
consumers. 

The Commission's order was upheld by the Supreme Court in a 
unanimous decision. 

It is implied in Del MOnte's arguments that, by contracting 
with Cal-Am for construction of water facilities, Del Monte itself 
became a consumer. In discussing the lot owners' petition we rejected' 
the contention that, by mere virtue of owning property within the 
dedicated service area of a water utility, the lot owners became 
consumers. The distinction between Del Monte's status and that of 
the new customers of Sutter Butte is obvious. The irrigation company 
made the necessary enlargements and extensions of its system. By 
paying the company r S regular charge by the first of January, applicants 
for service became consumers, even though irrigation water deliveries 
would not commence until later in the year. Thus the provisions of 
present Section 2711 applied to them. People, direeely or indirectly, 
are the consumers of water, not the lands to which the water is applied. 
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Only when lands held by Del Monte are subdivided and sold~ and flesh 
and blood human beings consume water for the uS\lal life sustaining and 
irrigation purposes, can the occupants of the lands be said to be 
consumers. 

The Sutter Butte v eRe decision cited by Dcl Monte pertains 
to charges made under "continuous" contracts appurtenant to the land, and 
provided that rates for service a.~d charges under the contracts became 
a lien on the land. The company was levying a perpetual standby charge 
under the continuous contracts which it was not levy:i.ng under "thrcc
year" contracts. The Commission found this practice discriminatory 
and ordered that the continuous contract customers be eligible for the 
same rates as three-year contract customers. we fail to see how this 
case is relevant to the present Situation.~~ 

According to the estimates of Del Monte's attorney, as 
reported in Decision No. 84527,121 the Deer Flats property would 
normally require from 50 to 80 acre-feet and the Old Capitol Tract 
400 to 500 acre-feet. We recognize that this incremental burden ",ould 
not be placed on the system at once, and that, with appropriate 
conservation measures, it could be reduced. Un~il the necessary 
production and transmission facilities are provided by Cal-Am, this 
incremental water requirement eould only be met by substantially 
reducing the water available to present customers under the rationing 
plan. Under present circumstances, a withdrawal of several hundred 
acre-feet of water from the supply available to the present consumers, 
could only be an injurious withdrawal of supply and not permiSSible 
according to Section 2708 of the Public Utilities Code • 

. We do not agree that, by authorizing,. under stringent. 
conditions, the continuation of water service sufficient to permit the 
co~letion of ongoing urban renewal projects, and by allowing, 'under 
even more stringent conditions, the extension of service to individual 

?.!:::.I Decision No. 16289 dated March 20,. 1926 in Case No~ 2126 
(27 eRe 765, 768 & 787). 

~I Mimeo. page 21. 

-$;-
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lots of record, we are, by not providing sufficient water to Del Monte 
to permit the subdivision and sale of two large tracts of land, 
discriminating against Del Monte or depriving it of its property 
without due proeess of law. 

It is trite but true that land speculation and development 
is a risky business. Del Monte is probably the best informed land 
operator in the area. Del Monte was, at one time, an owner of the 
water utility itself. The plain fact is, that by assuming that water 
service would be available, Del Monte miscalculated, and the market
ability of its properties has been impaired. The properties, highly 
desirable ones, are still in Del Monte's possession; they have not 
been taken. Their ultimate development is by no means precluded. 
We have not been pers'Uaded that, by not, at the expense of Ca,l-Am's 
Monterey District water consumers, insuring that Del MOnte can, in the 
near future, dispose of its properties at a suitable ~rofit, we are 
unlawfully taking Del Monte's property without due process of law. 

Del Monte's motion will be denied. 

-86-
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CONSTRUCTION OF REQUIRED FACILITIES 

Under the side heading of "Environmental Imp3c~ Report" we 
referred to our declaration in Decision No. 84527 concerning the 
construction of the Begonia Iron Removal Plant: and the canada 

de la Segunda Pipeline. Apparently that declaration has been 
misunderstood by Cal-Am. To a brief in its rate increase 
Application No. 54942 filed on January 22, 1976, Cal-Am 
~ttached the following document: 
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r'CALIFORN"T'-A-A.."1ERlCAN WATER COMPANY 

I 7 ROBERT W. BRUCE, Secretary of CALIFORNIA-AMERICAN 
WATER. COMPANY, a california corporation, DO HEREBY CERTIFY 

that the following is a true and complete copy of a 
certain resolution duly adopted by the Board of Directors 
of said Company at a meeting thereof duly convened 
and held on October 24) 1975, at which meeting a quorum 
was present and acting throughout, and that said reso
lution has not been modified or rescinded and remains in 
full force and effect on the date hereof: 

RESOLVED, that: California-American Water 
Company hereby assures the California Public 
Utilities Commission that the Company will 
proceed with the financing and construction 
of both the Canacta de 13 Segunda. tl:ansmission 
facilities and the Begonia Iron Removal Plant 
project to accomplish improvement of service 
in it:z Monterey District if it is granted 
the rates or rate of return it has proposed 
for its system-wide oper~tions in t:he rate 
increase proceedings now pending before the 
Commission identified as Application No. 54942. 

IN WITNESS WHEREOF, I have hereunto affixed my signa-eure 
and the corpora~e seal of said Company tbis 2nd day of 
December) 1975. 

Is / ROBERT W. BR.UCE 
Sec-rcta:::y 

EXHIBIT AU 

.. . 
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In Application No. 54942, Cal-Am requested a system rate 
of return of 10.09 percent. In Decision No. 86249 dated August 17, 
1976, we found that: 

Hll. A ma.xixnum rate of return of 9~2 percent 
related to the estimated 1975 mid-y~r rate 
base adopted herein is reasonable for the 
purposes of this proeeeding. The maxim~ 
level of 9.2 percent is reasonable only if 
substantial progress on the Monterey 
district's construction projects is indicated 
within 120 days after a final order coneern
ing the environmental impact of those 
projects. In the event that such construetioc. 
bas not progressed to that extent, the 
lower level of 8.6 percent is reasonable 
for all districts except Monterey Peninsula 
district and the present rate levels for 
the Monterey Peninsula district will be 
reasonable until it is indicated that a 
water supply adequate for future needs 
will be available to customers in the 
Monterey service area. If . 

The demands of cal-Am, with the Begonia. and Canada 
projects held as hostages, were thus not mcc by the Commission. At 
the September 20 hearing Mr. Bruce testified that Cal-Am was 
evaluating whether the rate relief granted in Decision No. 86249 
was sufficient eo,permit it to proceed wieh financing of ehe 
facilities. W 

On December 13, 1976, Cal-Am filed Application No. 56936 for 
authorization to issue a promissory note in the amount of 
$4,000,000. vie are pleased to see -:hat Cal-Am is finally 
taking the step needed to put its system on a financially 
sound basis., We do not, however, feel that this belated 
filing rectifi~e Cal-Am's foot-dragging over the years and 
we feel that the diSCUSSion of financing, or the lack thereof, 
in this deciSion is still appropriate. After all, the money 
is not yet in Cal-Am's account and the uses to which the 
money may be put have not yet occurred. 

-$9-
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The construction of the Begonia and Canada projects is 
imperative, especially since Cal-Am, in the time following our 
Second Interim Decision No. 84527, has demonstrated its inability 
to render adequate service in its Monterey District, and has 
requested the Commission to institute water rationing. 

The Commission recognizes that Cal-Am has, without a direct 
order on our part, proceeded in a diligent m~~~er to obtain the 
production of an environmental data statement. Somehow, however, the 
management of American Water Works see=s to have gained an impression 
that this Commission is amenable to bargaining with the public 
utilities under its jurisdiction. 

In Declsi.on No. 86249 we provided Cal-Am with a rate of 
" return 0.3 percent higher than the rate recommended by our staff as 

being adequate for the financing of the projects. The financial 
evidence in this case clearly demonstrates that these projects can be 
financed. Further, when we penni tted American Water Works,. through 
Cal-Am, to acquire the water properties in question, it was upon the 
personal assurance, given in sworn testimony at a public hearing, o£ 
American Water 't'lork 9 s president that the parent company was in the 
posi tion to provide capital funds and would provide such .f'UIlds as needed. 

Let us make one thing clear. This Commission has no 
intention whatsoever in engaging in any haggling wi~h ~he manageoent 
of Cal-Am, and of American Water Works, over the construc~ion of ~he 
BegOnia and Canada projects. So that there are no doubts on that 
score on the part of the management of those companies, we will herein, 
without prejudging the outcome of the environmental impact hearings, 
order initiation of construction of these facilities within 120 days 
after the effective date of a favorable final order concerning the 
environmental impact of these projects, and order their completion 
within S50 days after such effective date~ 

To make our pOSition even more clear about the seriousness 
wit~ which we take the construction of these facilities, Cal-Am is 
placed on notice of the provisions of Section 2107 of the Public 
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Utilities Code. Failure to comply with t~s order may result in a 
penaltyofS2.000 for each day that either the initiation or completion 
of the construction of the Begonia and Canada projects is delayed. 

FINDINGS ~~ CONCLUSIONS 

1. It would not be approporiate under present circumstances to 
make any changes in Cal-Am' s MO:1terey District rate structure at this time .. 

2. Cal-Am, by no'C financing and constructing the necessary 
production, storage, a."ld transmission plant. has failed to furnish and. 
maintain such adequate, efficient, just, and reasonable service. 
instrumentalities, equipment, and facilities as are necessary to 
promote the safety, health, comfort, and convenience of its patrons 
and the public, as required by Section 451 of the 'Public Utilities Code. 

3.. The CommiSSion has, a.cting under the anthori ty contained in 
Section 701 of the Public Utilities Code, taken together with its 
responsibility under Sections 451, 816, 817, a."ld 851, the power, and 
i:1 this instance the duty, to direct Cal-Ac to cease the payoent of 
dividends or other transmission of funds to American W~ter Works, its 
employees or subsidiaries, except in pay.oent for value received. 
Under the circumstances as developed in the record o£ this casey this 
power should be exercised ~~d such payments be prohibited until such 
time as the Commission shall find it prudent to permit their 
restoration. 

4. Cal-Am should be authorized and directed, commencing at such 
time as any water rationing pl~"lS prescrioed by this Commission are no 
longer in effect, to provide water service for use in irrig3tion of 
outSide landscaping in the urban renewal projects of the cities of 
Monterey and Seaside, in accordance with the following conditions only: 

1. Plants are native, naturalized, or low water 
requ.iring. 

2. Autom3tic sprinkler systems include moisture 
sensors, programmed to override the sprinkler 
controls. 

-91-
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The Execu'ti ·"e Direc'tor of the Co:::lmission should 'be 
authorized to gra.."'l.t case-by-case variances from the above provision. 

5· Ordering Paragraph 4 of Decision No. $4527 in Case No. 9530 
should be modified to prohibit new water service to connections for 
the lots in Monterey's Custom House Proj·ect labeled F-16, D-1, B-1, 
E-2, B-3, H-2, H-4, and 1-1 on Exhibit $4 and to the surplus pareel 

of approximately 10,000 square feet located in Seaside's Laguna 

Grande Project study .. Area I near the K-Mart. Cal-Am shall not provide 
water to new service connections in the Seaside Laguna Grande study 
Area III project, other than those that could be served without the 
urban renewal exemption. 

6. Water ~lest has not, at this time, reached the limit of its 
capacity to supply water. A connection ban is therefore not appro
priate. 

7. The limited extension of water service to the p:-o,~rty of 
individual lot owners of record in accordance with the te~ ~d 
conditions set out in the order that follows will not injuriously 

withdraw the water supply, wholly or in part, £rot!l those who hereto

fore have been supplied by Cal-Am's MOnterey District. 
S.. Cal-Am should 'be authorized .and directed, co:mlen~...ng at 

such time as Los Padres Reservoir shall be filled to overflow, to 

accept applications for water service from individual lot owners of 
record acoording to the terms and conditions set out in the order 
that follows .. 

9. The motion of Del Y.onte for .an order declaring the Old 
Capitol Tract and. Deer Flats properties to 'be eligible for water 
service should be denied. 

10.. The Begonia !ron R,~::coval Plant and Canada de la Segunda 
projects are, should environmental considerations permit their 
oonstruction, urgently needed to alleviate the present critical water 
supply situation in Cal-Am's Monteroy District. 
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11. Cal-Am should initiate the construction of the Begonia and 
Canada projects within 120 days after the effective date of a 
favorable final order concerning the environmental impact of these 
projects, and should comp1e~e the projects within $50 days after suCh 
effective date. 

12. Cal-Am is admonished th.at should it rail 'to comply. with our 
directives herein concerning the initiation or COQP~ction of 'the 
Begonia and Canada projects, it may be subject to a penalty of $2,000 
for each day that'either the initiation or completion or either the 
Begonia or Cana~a project has been-delayed. 

13- Case No. 9530 should be continued. 

SEVENTH INTERIM ORDER 

IT IS ORDERED that: 
1. Until further order of this Commission, California-American 

Water Company shall pay no dividends, nor otherwise transmit any funds 
to American ~later ~I{orks Company, Inc., or to any subsidiary~ office:", 
Or employee of American 't'later Works Company, I..~c. 7 except in payment 
for value received. 

2. California-American Water COmpany is authorized a..").d directed, 
commencing at suCh time as any water rationing plans prescribed by 

this Commission are no longer in effect, to provide water service for 
use in irrigation or outside landscaping 1.."). the urban renewal projects 
of the ,Cities of Monterey and Soaside, in accordance with the £ollowing 
conditions only: 

1.. Plants are native, naturalized, or low water 
requiring. 

2. Automatic sprinl--.ler systems include moisture 
sensors, programmed to override the sprinkler 
controls. 
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The Executive Direc~or of the Commission is au~horized 
to grant case-by-case variances from the provision of this ordering 
paragraph.. 

3. Ordering Paragraph 4 of DeCision No. $4527 in Case No .. 9530 
is modified to prohibit new water service ~o connections for the lots 
in Monterey's Custom House Project labeled F-16, D-l, E-1, B-2, E-3, 
H-2, H-4, and I-1 on Exhibit S4 and to the sur?lus parcel of approxi
mately 10,000 square feet located in Seaside's Laguna ~ande Project. 
study Area I near the K-Mart •. Cal1.fornia-A:lerican viator Compcny shall 
not provide water to new service conneeeions in the Seaside Laguna 
Grando study Area III project, o'tiher than those that could be served' 
withcut the urban renewal oxe~tion. 

4. California-Ame:-ican Water Company is authorized and directed, 
commencing at suCh time as Los Padres Reservoir shall be filled to 

overflow, to aceept applications for water service from individual 
owners of record of lots which are, at the date of this decision, 
zoned for single resid~ntial use. Service to the lots of such owner~ 
of record shall be subject to the conditions atta~~cd as Appenclix C. 

5. The motion of Dol Monte Properties Company en~itlod ~~tion 
for Order Declaring the Old Capitol Tract and Deer Fla'tis Property 
Eligible for ~rater Ser.rice" is denied. 

6. Cali:£'ornia-Ameriea!'l Water Company shall, -.dthin one h'LUldred 
twenty days after the e:f':f'ect.ive date of a favorable final order of 
this Commission concerning the environmental impact of the Begonia 

. " .. 
". 
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Iron Removal Plant and the Canada de la Segunda Pipeline projects" 
initiate the construction of said projects" and shall complete said 
projects within eight hundred fifty days after the effective date of 
such final order. 

The effective date of this order shall be twenty eays after 
the date hereof. 

Dated at 
day of __ J __ A_N_lJ_~ R_Y_-,~ 197L. 

~ IMA~ 0..;. 

~. 

W~ 
Co' 

J-.~.~~ 

~ ~ -A-- ?a-::t-

~/.~ 
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APPENDIX A 

LIST OF APPEARANCES 

Respondent: Dinkelspiel, Pelav1n, Steeiel & Levitt, by Lenard vleiss, 
and Harvey Schoehet, Attorneys at Law, and Charles ee Young 
Elkus: Jr., for California-American water Company-

Interested Parties: Graham & James, by Boris H. Lakusta and David J. 
Marchant, Attorneys at Law, Donald G. HUbbard, Attorney at Law, 
JOhn M. Lotz, and James Saunders; for Standex International 
Corporation; Hebard. R. Olsen, for Ord Terrace Water Quality 
Committee; Chickering &: Gregory, by James E. 3urns, Jr., Thomas J. 
Mellon: Jr., and David R. Pigott, kttorneys at Law, for Del Monte 
Properties Company; L. W. Me Intyre, for the City of MOnterey; 
Allan D. LeFevre, for Gallaway and. Sons; John M. Moore, t:tto't'n(tJ' 
at Law, for Carmel Valley Limited; Dave Stewart, for Monterey 
Pacific, Inc.; John Kramer, Attorney at Law, for Richard Me£floy, 
Department of Water Resources; John Crivello, for the City of 
Seaside; Hal C. Green and Nancy Strathmeyer, f'orMonterey Board 
of Realtors and Carmel Board of Realtors; Ral~h Games, Leo E. 
Thiltgen, Philip Nelson, and Tom Scardina, for Monterey County 
BU110ing Trades Council and Monterey Cou.~ty Labor Council; 
Donald G. Hubbard and A. David Parnie r Jr., Attorneys at Law, for 
Lot owners Without Benefit ot Land. or water; william C. Marsh, 
Attorney at Law, for Urban Renewal Agency of the City of Monterey; 
Frank W. Langham, Jr., for Monterey Peninsula water Management 
Agency; David M. HOll~sworth, Attorney at Law, for Henry Yamani shi 
and the Monterey Bay ds caping Association; Finnly F. Sutton, 
for Redevelopment Agency of City of Seaside; BoriS H. Lakusta and 
David J •. Marchant, Attorneys at Law, for Lot ~~ers Without Benefit 
of Land. or Water; and Loren E. Smi'th, 'Edwin B. L~o, Melvin J. Vercoe, 
and Thomas Collins, for themselves. 

CommiSSion Staff: Cyril M. SarOY3fi and tion.el B. Vlilson, Attorneys 
at Law, and Melvin Mezek, i'or'to e Comxn1ssion statr. 
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APPENDIX B 
Page 1 of 3 

Tabulation of Decisions in Case No. 9530 

C .. 9530 - Order Instituting Investigation of Cal-Am's Monte:rey 
District.. Filed April 3, 1973. 

D.81443, 5/30/73 - Interim Order. Prohibits extending or accepting 
distribution mains within or from MOnterey peninsula District 
system to serve new developments. Denied motion fo:r inter~ 
order granting certificate to serve Hidden Hills area. Denied 
motion for 6 months' continuance .. 

D.81987, 10/10/73 - Cal-Am authorized to extend service to sub
divisions Carmel Views 4;4 in Carmel Valley and William in 
Seaside. 

D.84527, 6/10/75 - Second Inter~ Orde~A.53653,for certificate to 
serve Hidden Hills development denied without prejudice. New 
water connections in Monterey Peninsula District prohibited 
except in municipally sponsored redevelopment or renewal 
projects or unless a valid building permit has been issued 
prior to effective date of order. Investigation expanded and 
continued. 

D.84683, 7/15/75 - Denied rehearing. MOdified D.84527 by exempting 
property granted variance from D.81443 by D.81987. Effective 
date of D.84527 is 7/15/75. 

D.84858, 9/3/75 - Order Extending 'rime. Time for compliance with 
Ordering paragraph 6 of D.84527, complete test well, extended 
to 1/31776, and commencement of monthly monitoring reports, 
extended to 2/29/76. . 

Examiner's R.uling, 10/8/75 - Examiner rules that Begonia Iron 
Removal Plant and Canada de 13 Segunda Pipeline projects are 
not emergency projects, that C41-Am is proponent of the 
projects and shall pay deposit required at or before filing 
EDS. 

Examinerts Ruling, 12/1/75 - Denies supplemental motion filed 10/2/75 
by Cal-Am asking Commission de~rm.ination that Begonia Iron 
Removal PLant and Begonia well are not subject to provisions of 
CEQA. 



C .. 9530 ap/kd 

APPENDIX B 
Page 2 of 3 

D.85409, 2/3/76 - Third Interim Order. Petition of Mayors of 
Peninsula cities that ban on new water service connections to 
lots of record be lifted subject to city's control of 
connections. Denied. 

Examiner's Ruling, 5/6/76 - Denies motion filed 4/1/76 by Cal-~ 
that Commission make a finding and decision that Cal-Am's 
Canada pipeline and Begonia plant projects will not have a 
significant effect on the environment and that there be prepared 
a '~egative Declaration" rather than an Environmental Impact 
Report. 

D.86042, 6/29/76 - Order Extending Time. Time for comp~iance by 
Commission staff with Ordering Par~graph 10 of D.84527 
re reports extended to 8/13/76. 

D.8605l, 7/2/76 - Fourth Intertm Order. Initiates water rationing 
by Cal-Am in Monterey District, in 3 restrictive phases, 
triggered by ~vailable supply in distribution reservoirs, 
Phase 1, effective 7/2/76. 

D.86267, $/l7/76 - Amenttoent to Order Instituting Investigation 
naming Water West Corporation as additional respondent. 

D.S6270, 8/17/76 - Fifth Interim Order. Established wa~er rationing 
Phase 1/2 to become effective immediately and be effective 
until further order of the CommiSSion. 

D.S6747, 12/14/76 -Sixth Interim Order. Cha."lged authorized evening 
watering hours of 5:00 p .. m. to 7:00 1>.'0. to 4:00 p.'O. ~o 6:00 
p.m. !'f!3.de these hours effective duri:lg period of standard 
time and Original hours of $:00 p.m. to 7:00 PP:. effective 
during period of daylight saving time. 
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Status of Related Proceedings 
Initiated Since AR=il 3, 1~73 

D.82394, 1/29/74 - Authorized sale of Monte well and site of 
ap~roximately 1/6th acre. Well water of poor quality and well 
not in use except as observation well. 

D.85620, 12/30/75 - C.9962. Request by Peter R. K1aussen for water 
service connection. Denied. 

D.86249, 8/17/76 - Authorizes filing of revised rate schedules. 
Higher rate schedules (except Scbedules Nos. BH-l. MO-7, 
V-9FL, and V-9MC) c~ire 5/30/77 with extension permit:ed up 
to 120 days after effective date of final order concerning EIR. 
Lower rate schedules to then become effective. Directs 
rehiring equivalent number of men dismissed for economy reasons 
in Sweetwater and Coro~do Districts. Orders that capital 
structure shall not have more than 50 percent borrowings froo 
nOll4ffiliatcs. 

C.10006, filed 11/17/75 - Bean v Cal-Am for water service connection. 
Submitted 9/3/76. 

A.56334, filed 3/18/76 - Mlller for order of ex~~~iou from 
provisions of D.84527. Submitted 5/3/76. 

C.100S3, filed 4/19/76 - Enter?rise c..'tr .. ""\~rt P~,::'tr.ershi;.> v Cal-Am. 
for water service connectl.Otl. 6ft ca. cr:.~r 0:1 request: of. 
complainants. 

C.10088, filed 4/21/76 - Prentice v Cal-Am f.or water service 
connection. Pending. 

Cwl0156, filed 8/5/76 - Hughes v Cal-Am for w~tcr service co~ection. 
Pending. . ' 

C.10173, filed 9/15/76 - Urcis v Cal-Am for water service connection. 
Pending. 
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Conditions tor Service to Lot Owners 
of Record Under Ordering Paragraph 4 

1. Applications for service under Ordering Paragraph 4 will be 
accepted only in the folloWing areas: Del Rey Oaks, Seaside, 
Monterey, Pacific Grove, and the Zone 11 area of the Monterey 
County Flood Control and Water Conservation District. 

2. Applications for other areas in the Monterey District of 
Calif'ornia-.American Water CO:J.pany Will be accepted only after 
the local govermn.ental agency has enaeted a water conservation 
ordinance acceptable to the Commission. Approval of such 
ordinances 'Will 'be 'by means of a letter from our chief' hydra.ulic 
engineer. 

3. Applicants for water service must Sign a declaration with 
California-American Water Company stating: 
a. OutSide landscaping Will not~e irrigated. 
'b. 't'litbin 90 days, constrtlction will start on a home 

in Which applicant intends to live. 
4. A:n applicant (including a:AY member of his or her immediate 

family living under the sa:o.e premises as the applicant) may 
receive water service under these provisions only once. 

5. Violations of the conditions specified by subparagraph 3.a above 
shall result in the follOwing penalties: 
a. First viola.tion: ~lritten warning 'by California-American 

Water Company that a further violation will result in 
water rostrictions. 

b. Second Violation: California-.A:nerican Water Company shall 
restrict the customer's water service by inserting a device 
to reduce the eustaner's water flow at his meter to that 
which will 1"low through a one-eighth inch orifice, and such 
restriction shall be removed only after a one-week period 
has elapsed, and upon payment by the customer to Cali!ornia
Ar:lerican Water Company of a $25 reconnection fee. 

c. Subsequ.ent violations: CalifOrnia-American Water Company 
shall restrict the customer's water service 'by inserting a 
device to reduce the customer's ..... ater flo ... r at bis meter 'to 
that which will flow through a on¢-eighth inch orifice, and 
such restriction shall be removed only when a thirty-day 
period has elapsed and the customer pays to California
American water Company a $25 reconnection fe'e. 
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6. Customers receiving service under the conditions set forth in 
this ordering paragraph who consider themselves to be aggrieved 
by any action taken or threatened to be taken pursuant to these 
conditions shall have the right to first petition the Commission 
staff, and such petition may include a request for interim relief. / 
Any person not satisfied With the deciSion of the statf, which 
shall be by a latter from the Executive Director of the 
Commission, shall then have the right to file a for.mal complaint 
with the Commission and may include a request for interim relief. 
No other action at law or in equity shall accrue against California
American t'later Company beeause of, or as a result of, any matter 
of thing done or threatened to be done pursuant to the provisions 
of these conditions. 

7. These conditions shall remain in effect until further order of' 
the CommiSSion. 



, .. ' C. 9530 - D. 107 
California-A~erican Water Company 

COMMISSIONER W!I"LIJ1.M SYMONS, JR., Dissenting 

The Commission majority presumes to arrogate to itself today the power 

to ~~terdict payment of dividends by comp~~ies under its jurisdiction • 

. J1 .. i.~_ unprecedented step ~s a.n, illegal" ~'1d un.~ece~.~_~!='Y __ a~_ of ~?ercion.. 

It. isul, .. ."e~essary because facts t~ date _ show -:hat ~li~ornia-American 

vlater Company is moving rapidly ahead with plans to construct the needed 

Canada de la Segunda pipeline and Begonia iron removal plant in conformance 

with our rate-fixing order of Augus-: 13, 1976 (D. 86249). The eng~'1.eering 

plane were draW:L and submitted.. Hearings on the Environmental Impact Report 

started DecernDer 6, 1976 and are currently ~~ progress. 

Anttargument =rom neeessity~ supposedly underlies todayTs Order. It is 

bascQ on an appraisal that =inancing for these projects is not likely, except 

by diversion of the company profits. No portion of these earn~~gs are -:0 be 

available for dividends; 'the idea is to convert them instead to internally 

generated funds for plant expenditure. This appraisal refuses to take into 

account further facts k..~own to us -- that the utility has secured a_ proposed 

$4,000,000 project construction loan from the Bank of America. (See A. 56936, 

IT Application to Execute Loan Ag:::-eement tr filed Dy Califo!':'l.ia-A~erican Water 

Comp~~y with this Commission on December 13, 1976J The proposed decision 

approving this loan is before us on the public Agenea for the Commission 

Conference ofJ~'1.uary 11, 1977. 

Why then, if the scenario of necessity c~~ no longer be maintained, the 

stubborn push to go forwa~ with this precedentNsetting order to prohibit 

payment of dividends? I believe the a.'1.SWer is precisely this: to set a 

precedent -- to expand significantly the power of the Commission. Understand 

that our August 13, 1976 Order was drawn up ~~ a traditional rate-making mode. 

In order to prod the company, we authorized a 9.2% rate of return systemwide, 

but if needed progress ~~ construction did not occur, the rate of return would 
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fall back to 8.6%' for all districts (a~d lower for the MontereyPer~~ula 

District)·(D.86249). The facts show california~American Water Com~a~y hQz 

responded to this order and has made the progress required therein. But 

having to work in the rate-making mode, even if it proves effective, is chaffing 

to some at the Commission who believe that they could use further power. However, 

as the california Supreme Court has reminded us in Pacific Tele~hone and Telegra~h 

Com~clnY vs. Pul":llic Utilities Commission, 34 C 2d 822', our regulatory authority 
" ,. 

is not broad in all areas:. it is broad in some areas and specific i..", .others. 

Referring to the Public Utilities Act, the Court stated, page 827: 

"The <let qrant~ to the commission broad reSUlato;y, powers, ~lhich 
may conveniently be divided into two classes. The co~~ission 
has been ~lven broad powers to regulate the relationship of the 
utili~y to the consumer; thus it ca", determine the services that 
must be provided by the utility and the rates therefor. It has 
~ been aiven certain s~ecific powers to regulate the ma~."er 
in which the utility provides the required services to safeguard 
the utilityTs ability to serve the public efficiently ?t 
reasonable rates; ••• n (Emphasis added) 

Thus with regard to rates a.~d services we have broad powers, but as to the 

ma~"'er of proviSion we have certa~." specific powers as laid down in statute. 

Following the Courefs analysiS, the fact that we are specifically empowered 

to authorize new·stoCk issues, does not mean the Legislature was giving us 

- total power over stodks and dividends related thereto, nor that we were empowered 

to divert profit~which we had previously authorized and the utility has earned, 

from dividends into pl~~t expenditures_ While some commission~rs may fee~ that 

by virtue of the appointive office they hold, they are on the board of director~ 

of every public ut:Llity in the state, this is not the law. Nor wlll be so 

u~til these compa.-1ies are· made state' corporations. 

Equally repugnant is the improper confiscation of property inherent i.." this 
" ' 

act, but it is not necessary to rely on this pOint, g-.i:ve.,';" that the b'~ on 

dividends is defective as unjustified ~y nec~ss~ty.and unauthori 

San Francisco, California 
J a,.."uary 5 , 1977 
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California-American Water Company 

COMMISSIONER VERNON L. STURGEON, Concurring in Part and 
Dissenting in Part 

I concur with the rationale, purposes and 

objectives of this decision. I dissent, however, to the 

"modus operandi." Precluding the payment of dividends, I 

feel, is unlawful, unnecessary and counterproductive. 

San Francisco, California 
January 5, 1977 ~sT(~ 

Commissioner 


