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Decision No. 90835 SEP 251979 (UjWU@ff!ff~!:T .. 
:BEFORE"!'HE PUBLIC UTILITIES COMMISSION OF THE STATE OF Gt\LIFORNIA 

The, Application of East Side Canal 
& Irrigation Company for an order 
author~~ingan increase in rates 
for wat~~r service. ' 

Application,No-. 58385-
(Filed· Sep.temb'er 27" 1978)' 

Reginald R. Knaggs, Albert A .. 'Webb Associates, . 
and Robert D. Kelley, for East Side Canal & 
Irrigation Company, applicant. 

Ran~h L. Wu" Attorney at Law, and' Rustom S. 
Du Sh, for the COmmiss·ion s,taff. 

'1/ ' East Side Canal & Irrigation Company (appl1cant)-: reques,ts 
authority to increase rates. char~ed fO'r irrigation ser.rice by 
$54,,330 (142 percent) based on an estimated 1979 test year. 

After due notice hearing was, held April 23, 1979, at 
Newman,1 California, be·fore Administra tive Law Judge Banks at which 
time the matter was submitted. 
BackgrOund 

Applicant operates and manages a public utility canal 
and ditch system in an area located' at the junction of the Merced'," 

11 In Decision NO' .. 44446 dated June 27~ ,1950, in Application No. 
30940, we stated: ' , 

"The history of this utility and :[ts methods 0'£ operation, 
considered many times by the COxmnission, will no't be 
detailed here.!1 The former proceedings, so far as 
pertinent, are incorporated in the present record. It 
will suffice to say that East Side Canal & Irrigation 
Company was incorporated in 1887; the Main Canal was 
completed about 1889 and the Collier Extension later; 
.James J. Stevinson, a corporation, in 1902 subdivided 
about 11,000 acres~ called the Stevinson Colony" and 
constructed lateral canals; in 1936 Stevinson 'Water 
District, which had been organized in 1928, bought the 
franchises, except the corporate franchise, a'nd appur­
tenant rights of East Side Canal & Irrigation Company 

(Continued) 
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and San .Joaquin Rivers in Merced County pursuant to an agreement 
entered into on .January 1, 1944, with the Stevinson 'W'ate:District 
(Stevinson), a public corporation. 

The water supply for this system:was orlginally'obta!ned 
from the San Joaquin River and from numerous creeks,. drains, and 
sloughs intercepted by the main canal. Those sources proved erratic" 
and insufficient.. The supply was augmented,. about 1930,. 'by w8.ters . 
spilled from the adjacent Merced Irrigation. District (MID) thr.ough 

v (Continued) 

for $20,000 at a sheriff's sale in Merced, County; on 
December 1, 1943,. pursuant to decree of .the Merced County 
Superior Court rendered in Stevinson Water Disttict· vs .. 
East Side Csnsl & Irri~Btion Companx, No. !36.J3. the . 
district was found toe the owner of the franchises Bod 
entitled to possession of the canals, ditches, 8nd other 
property, including water rights, necessary for the " 
exercise of the franchises and their appurtenant rights. 
On .January 1,. 1944, the district and the company executed 
an agreement of lease pursuant to which the cans'l company 
has since operated the water system.. James J .. Stevinson, 
a corporation, Stevinson Water District, 3 H·Securities 
Company. and East Side Canal & Irrigstion Company are· 
controlled by a community of interests represented by 
members, by birth or marriage, of the family of the 
late .james .J .. Stevinson. 

"1:./ Past proceedings are reported in the following 
volumes: 

34 CRe 465 

34·CRC 896· 

10 CRe 73 

10 CRC104 
31 CRe 249 

32CRC 110:; 
4 CRe 597 
5 CRe 289 

5 CRe 387 

12 CRe 745 
38' CRC431 1& CRe., ~35, 

17 CRC'97S; 
32', 'CRC·939 
33:' CRC:544,,: ", 

17 CRC2'l8: . , 

2S CRC:6i&~·' . 
,"'\ . ".'" 

, , " " 

.; ~ . 

_ .. , ' 

.' 
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various creeks, drains, and sloughs, following ,settlement -of Merced, 
River riparian r~ghts litigation between Jame:; J. S'tevinson" a 
corporation, and MID.. Pursuant to stipulation of the parties and 
a consent decree in that case, James J. Stevinson,. became entitled 
to 24,000 acre-feet per annum; plus. an additional amount to, cover 
evaporation and', seel>age losses, for use on its own' land's.. On 

August 26, 1932, James J. Stevinson conveyed its rights to this" 
water, excel>t the r:tght to 7-1/2 c.-f.s .. continuous flow delivered 
in Sect ion 12, T.. 7 S." R.. 10 E .. , to Stevinson. Both ,Stevi.nson' and 
applicant claim certain appropriative and l>ermittedwaterrights 
to the natural flow ,on the various creeks and channels conveying 
drainage and released waters.. Water is conveyed and d'istr:tbuted~ 

through 22 miles of main canal, 36 miles of lateral canals, and' 
1-1/2 miles of 36-inch concrete ?ipe. Sto,rage of 2,400 acre~feet 
is provided at Bloss Lake. Water is delivered to customersby~ 
gravity flow. 
Rates 

The proposed rates for applicant's irrigation service are 
based on the acre-feet per year ,of water required to,raise;a 
particular crop. The rate will vary, with the, cro? irrigated,. This 
form of rate structure has historically existed for this utility. 

Applicant t s present rates were established by Dec::[s,ion 
No. 44693 dated, January 15, 1963:, in Application No.. 44446.:?.I 
Applicant's present and propose~ rates are as follows: ' 

1/ On January 29, 1975, by: Resolution No.W'-1683 l applicant,vas . 
authorized to: increase rates on estimated $8,')00. . 
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1. For alfalfa, orchards, 
double crops, and permanent 
pasture. 

2. For corn, milo maize, and 
vines. 

3.. For grain, including flax, 
from September 15 t~ 
A;;>ril 30, payable on 
execution of contract. 

4. For each irrigation of 
past:ure land or preparation 
to plowing from September 15 
to April 30, payable in 
advance .. 

5.. For excess ws·ter outside of 
se~ice area when available' 
after meeting customer 
requirements. 

Results of Operations 

Per Acre' '. Per 'Seasori-e _ 

Present.' Proposed'· 
Rates . Rates' . 

$11.10 

8.15 

5.25 

2.90 

$26 .. S0 

19.70 

12.70 

7.00 

Per Acre Foot 

1.75 4.20 

Following: is a summary of earnings estimates olf ~pp'licant 
and the staff for estimated test year 1979 at presentandpro?Osed' 
rates, together with applicant's: 1978· recorded summary of 'earnings, . 
at present rates and the adopted' summary of earnings' for. test year 
1979. 

" ,.' l 
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1278 Test Year 1979' 
Recoraed. Applicant Stat! 

at. E~t1mated. Estimated 
Present Present Propo~ed. . Present Proposed Ado:pted 

~ RAt.es Rates Rates Rates. Rates RAtes 
Operating Revenue $ 47,:320 $ :38,:370 $ 92,700 $ 51,120' $l2:3;,450 $ 76.,.200 
Deduetions 

Operat,1ng Exl>- 66,9SZ 60,500 60,500 49~OOO 49,000 49,000-
" 'l'axe5 Other .' 

than Income 1~892 1,.850 1,8$0 1~850' .' 1,850' 1,.850' 
Depreciation 4,686- 4,.320 4;.320 4,250' , 4,250 4,.2$0 ,'" ' 
Tax on Income 200 200 6.1,20, 200' 14.2JO. 1E9io~. .', 

Total Oper .. " 
Expense 7.3,760 66,870 12,800 55,.300' 69~.3.30 57,,010;· " I 

Net Operating 
Income (26,440) (28,500) 19:,900 (4,180) 54~120'· ' 19;190, 

Depreciated. Rate ,", ' 

BMe 209,686 21.6,260, 2l6,260 208',410 ' 20S,.4l0' 208,41~' 
Rate or Return Loss. Loss 9.2% Loss . 26t "9 .. 2%·' ' 
No. o!.'Irrigated 
Acreage 6,329 4,536:· 4,5.36 

" 

6040" . , , 6;.040 6. 040:, ., , 
(Red Figure) 

"" -" 
.. 
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Operating Revenues 
Applicant provides irrigation service to' its customers 

by granting delivery on a flat rate annual basis per acre for the 

type of crop irrigated. Thus, operating revenues will vary with 
the type of crop and the total acreage irriga'ted'. The total 
acreage irri~ated for the years 1970-1978 are as follows: 

Acreage I~gated 

~ 

Item 1m am 1972 ~ 1974 , 1975 1976 1977 ~ -
Acreage 4~994 4 .. 733 4 .. 886 4 .. 99l, 5 .. 256 5 .. 3lZ 5,,478 l,643 6,329' 

For test year 1979, applicant determined ~hat 4,536 acres 
would be irrigated while the staff determined the acreage irrigated 

to be 6,040~ In making its determination, applicant use?; a five­
year (1973-1977) average while the staff used a trend;, line analysis 
using nine years, (1970-1978-) of recorded' data~ In its five''''year 

average, applicant included 1977 data, a drought year, whereas 
the staff excluded it stating it would' have created a downward 
trend line while the acreage irrigated has actually been increasing. 

Both the staff and' applicant used applicant's 1978" crop, 
distribution data in making their operating revenue estimate~ 

Because of the difference in es,timating the total acreage" 
irrigated, the staff's total operating revenue estimate: at' present 
and proposed rates exceeded applicant's by $30,750. Except for the 
unusual drought year 1977, the total acreage irrigated has increased' 
each year~ From the information available, there is no indicat'ion 
that the total irrigated' acreage will decline as applicant has 
esttmated~ Therefore, we believe the 19'77' data was properly excluded:' 
and will adopt the staff est~ate. 

-6-
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Opera ting Expenses 

The appli.cation recorded the following expenses: labor, . 
materials and contract work, vehi.cle· expense"and'employee benefit's 
under (a) Operations Labor and Expenses and (b) Maintenance o-f 
Transmission & Distributing Systemsanc1: included regulatory expens.e 
in the Administrative and General Expense account. Staff Exhibit 1 
states that these expense items were redistributed·. in accordance 
with the Commission's Uniform System of Accounts keepingapp,licant,t s 
total expenses the same as reported in the application. Following 
is a summary of operating expenses as contained in Exhibit 1. 

line 
~ 

l. 

2 

3 
4 
5 
6 

7 
8 

9 
10 

II 

Opera.ting E!cpenses 

Purchased. Power 

Oper. & Maint.. Employee Labor 

Oper. & Kaint. Materials & Contra.ct 

Administrative & General Services 
" Office Supplies 
Insurance 

Accounting, Legal, Other 

Vehic:le Expense 

Rent 

. 1979'Est:!Jnated· 
Applicant. Sta.N' 

(A;) .... (B) 

$, l'~6oo $ 1;600·_ 

22' 4COtt-.' , 

,6,:31'''' 

7,200* 
3,600 

1,.000*:. 

S~9~S' 

22,400", 

6,,300' 

5,800· _,' 
:>;600:,,' 
, '75~' . 

6,.J.50 i 

. -", 

A:pplieant . 
ExceedS: -

Sta:f't'" 
'" (C),, 

$; 

-' 
15 

, 1,400 

" . ""1:0' . ~~. . 

(16$)' " 
• t. , 

10~OOO"·,· 
Employee Benerits 

10,000: , 
~.400*· . 2.400 , '-' ___ -. 

Total Operating Expenses 60·,500 49.000 

(Red Figure) 

*Expen3es spreadt~ !aC1l1t&te cOmparison with-
starr t s estimate. ' 
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.'~ . 

The administrative and general expense estimates differ by only 
$1,400, primarily because of the amount determined as reasonable 'that 
applicant pays the James J. Stevinson Corporation for admin:ts,trative 
and- office salaries, office rent, telephone, communica'tion,. and'· 
office supplies expenses. The staff witness explained' that' he 
reduced the applicant's estimates for admin:tstrative and> general 
expenses because applicant's operation is only a s·:tdeline of: the James J. 
Stevi=.son Corporation and that wi.th only 160 customers to serve, these . 

expenses should be nominal.. We will accept: the staff estimate as ' 
reasonable because we believe it recogniz'e"s the close relationship, 

\ " . 

between applicant and the James' J. Stevinson CorPora tionand·' the amount 
staff estimated adequately l)rovides fora return.~'of these costs.' 

The staff ac:c:ep~ed applicant's estimate for legal ana· 

accounting expense, including the cost of this proceeding,. but spread 
the cost over a four-year. period rather than three years. as. did 

, . ' 

applicant because the policy of granting offset rate relief by, 

advice letter has effectively reduced' the number and frequency 0'£ 

formal applications for rate relief. we agree with the staff that 
with the reduction in frequency in formal rate relieff:tlings.,. it 
is more reasonable that this expense be amortized and recovered over 
a longer period of time.. , 

The major item of difference in operating expenses between 
staff and applicant was rental expense. Applicant argues that it 
is required to pay the James J. Stevinson Corporation $-10,000 per 
year as rent for the use of the main canal,and:,lateral ditches pursuant. 
to a 1944 agreement. 3/ The staff argues that this' is not an allowable' 
expense because it is in reality the capital cost of the main. canal 
and ditches whic:h applicant includes. in rate. base .... The staff a1s,0 
points out that this item has been disallowed~ in, prior' 'rate proceed'ings " 

~/ See Footnote 1, supra. '." . 
.',' 

. .. ', 

. -8-
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and advice letter rate increase requests. We agree with the, staff •. 
The applicant will be compensated by the depreciatio~exPenseand 
earnings on the undepreciated value of plant at the authorized" rate 
of return. 
Depreciation Expeese 

Appli.cant computes i.ts book depreciation.by the· straight­
line-remaining-life method. The staff in Exhibit 1 states that it 
reviewed the depreciation rates used by applicant and' found them, 
to be reasonable ... 

. . 

The slight difference in depreciation between,the app1ican,t" 
and staff is, because the applicant estimated 1978' plant additions 
of $5,355, whereas the staff took in.to account the fact that the 
value of utility plant was unchanged for 1978 ... ,Because the sta·,ff 
estimate reflects actual conditions, we will accept the,staff estimate .. 
Rate Base 

The staff's average depreciated, rate base estimate for test 
year 1979 was $7,850 less than applicant due pr1mari1yto,the avail-' 
ability of 1978 recorded· data. In computing weighted average plant 
in service, the staff accepted applicant's recorded plant.in:' service 
as of December 31, 1977, but. exclud'ed applicant t s est:tm.a ted 1978 

plant additions and retiremElnts because there were no plant addttions 
or retirements in 1978. The staff estimate, of the' average" contribu,­
tion in aid of eonsa'Uction differed slightly from applicant because 
applicant considered estimated 1979 contributions rather than 

the average of 1978 and 1979. 
We will accept as reasonable the staff rate, base' estimates 

for test year 1979 because it takes into account 1978: recorded data and, 

is therefore more reflective of actual condltion's. 
Rate of Return 

Staff Exhibit 1 states that the Finance Division reviewed, 
the application and applicant's capital structure as of ~cember 31, 
1977, and concluded tha t the 9.20' percent ra:te of return: requested 

-9';' 
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by applicant is reasonable based on applicant's financial;. needs~ 
current interest rates, and the general economc conditions •. 

We believe that the 9.20 percent rate ef return recommended, 
by the staff is reasonable and will provid'e apl>licant with a 

.. 

reasenable return on its investment •. 
Service 

Exhibit: 1 states that the staff interviewed 10 customers 
of applicant on 'February 15, 1979.. Fifty percent of those. interviewed 
stated that while satisfied with servicei.n general, they, neverthe'less, 
bad some complaints. The complaints, enumerated in order: of magnitude:~·. 
were as follows: 

1. CUstomers. cannot get water for irriga tionwhen . 
required. 

2. Customers require six irrigations in a season, 
whereas they get only twe> to three irrigations. 
Therefore they have to' pump extra water from 
their weli and spend extra mO'ney on top of ... the 
rates they pay to applicant. . . 

3. PrO'posed 142 percent increase in rates will 
drive them out of bUSiness, because of their .. 
low income. 

4. Customers would prefer the rates on .the 
measured water (per acre-foot) basis rather 
than seasO'nal rates. 

5. The ditches are not well maintained by the 
applicant. 

The staff states that it investigated some of the complaints 
and determined that the average amO'unt of water delivered' by.MID to. 
applicant over the last nine years was 63,600 acre-feet.. Assuming 

losses due to transpiration, evapO'ration, and· seepage to' be 50 
percent, the actual water delivered to customers would be. about . . , ", , 

31,800 acre-feet er enough to irrigate 6,040 acreswithS.26 ... acre 

feet/year. Based- en the customers' claim that they are enly receiving 
1 to·2 acre-feet/year, which is an insuffieient quantitYi~rirr:tga~ion,"· 
the staff concluded that applicant is net· effectively ut~lizl1l&:its 
water supply. 

~10-
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Rate Desig;: 

2 
'9/2'4/79' " 

,"'. 

The adopted rates based on the revenue requirement 
, , 

found necessary in this opinion ~re contained in Appendix A. 

The staff also determined thole neither the phYSical 
plant nor applicant's methods of operations are geared to:?rovi:de 
meClsured water deliveries to cus:tomers. Fina.lly, the' staff s.tated. 
that the canals and ditches are not well maintained, bYA'P'?Licant 

and that W.:lter grass and tules create clogged conditions in the 
canal,. reduces capacity ~ and increases trans?iration 'lo,sses. 

Based on the staff repo'rt,. which was not rebut.ted 'by 
• " J' , ',' 

applicant,. we conclude that ap?licant has an adequate supply of 
'" . , . '.', 

water but that the canals and ditches are no·t maintained'properly,. 
, ",," , , . '. 

and that service is in need of improvement. 

Accordingly> we will order applicant to unde't:take the 
preparation of a '\>lan to improve can'al and ditchmain"tenanee .. · We. 

expect applicant to thereafter take' ap'propriate measures:to:': fO'llow '" 
through with its plan .. 
Wage and Price G.uidelines 

At the time this application WltS filed~ the council on 
. • • . j 

Wage and Price Stabili1:yhad not" yet adopted ,its" general .guidelines,. 
, , 

Since th.e water utility industry is so: fundamentally d'iffer:entfrom 
manufacturing or service industries, any attempt to·app.ly the 

guidelines cirectly involves more arc than science. Under these 

cirC'i.1mStances, we believe tha.t the increase authorized: h~~ei~; 
being the mini:num which could be j.ustified underCalifo,rn:ia, :taw, 
complies at least With the $,pirit of t.he guidelines. Y" 
Findings of Fact 

1. Applicant r S present rates were established, by DeciSion 
No. 44693 dated January 15, 1963, and adjusted by Resolut,1on 
No. W-16S3 dated Janu.lry 29',. 1975. 

-11- '/" , " 
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2. Applicant's low estimate of .acreage irrigated-results 

in a low estimate of operating revenue at present and proposed 
rates and is not reasonable. 

3. The estimates previously adopted' her,ein in -the discussion 
of operating revenues. expenses. and· rate base for test-year 19'79" , . 

reasonably indicate the results of applicant's operation for', the' . 
near fu~re. 

4. Applicant' s water supply is adequate but it" is not' being 
effectively distributed in sufficient quantities. 

5. Based on applicant's fina.ncial needs, current interest rates.,. 
and the general economic condtions, a rate ,of return of 9:'.20 percent 
on adopted rate base is reasonable. 

6. The increase in rates and charges 0'£ approximately $25-,080 
authorized by this decision are justified and, reasonable; ancl the 
present charges, .insofar as they differ' from those prescrib~:by' 
this deCision. are for the future unjust and unreasonable .. 
Conclusions of Law 

1. A'Pplicant should not provide water service outside its 
presently certificated area until it can assure that it is 
providing adequate service and' quantities of water to., customers within. 
its presently certificated area during the irrigation season .. , 

2. Within 90 days from the effective date of this: order', 
C •• .' &." • 

applicant should file a plan for cleaning and: maintairling canals 
and ditches. 

3.. The application should be granted to- the extent: ,set 
forth in the order which follows. 

-12-
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ORDER 

IT IS . ORDERED tM t : 

1. After the effective cia te of this order, a.pplicant Eas.t 
Side Canal & Irrigation Company is authorized to file the revised 
rOlte schedules attached to this order as Appendix A. Such filing 
shall cO'lllply with GenerJll Order No. 96-A. 'Ih~ effective d.ate o,f 
the revised schedules shall be five days after the date~ o.f' filing. 
The revised schedules shall apply only to service rendered on. and, 
after the effective dste of the revised schedules. 

2. Within forty-five days after the effe'ctive da.te of this 
order, applicant shall file .:t revised tariff service. area map, 
appropriate general rules, :.lnd sample copies. of pr'intedforms that 
are nor.nally used in connection with customcrs.f services.: Such 

filing shall cotn?ly with General Order No'. 96-A. The effective' date' 
of the revised tariff sheets sh.all be five days after tb.e·d8:te, 0-£ 
filing. .. . 

3. Applicant: sh..:!ll prcp<lrc and 'keep current the sys:temmap 
required by paragraph I.IO.a. of GenerAl Order No. ·103;~Series. 

Within ninety d3ys after the effective date of this order,. 4'P'Plicant 
sholll file with the Commission two cop-ies of this tna'P'. 

4. Applicant sh3l1 not provide water service outside its 
presently certificated service territory unless it has Commissi'on 

, . ".' "-

authorization., after demonstrating it is providing adequate s.ervi.ce 
and water deliveries to existing customers. 

-13-
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, 5· Within ninety days from the effective date of this order ~ 
.l.pplic.a.nt shall file a. pl.IJ.n to· clean and. effectively maintain 
its canals and ditches. 

'!he effective date of'this order shall be thirty days 
after the date hereof. 

/.', 
i/' . 

Dated ----------------------- C.:I.lifornia. 



APPENDIX A. 

Schedule NO. 3F 

FIAT RATE IRRIGA!ION SERV'ICE 

Appl1cable to all nat rate 1rr1gat1on service. 

The" area known as Stevinson COlo~, Merced County. 

. . . 

1. lor altalta, orchards, double crops-and permanent 
~ ......... " ............... . 

2. lor corn, 11110 maize and Vines ••••• ' ••••• 

3. For grain, 1nc:1ud1ng flax,. from September 15 to 
A.p:r11 30,. payable on execution of the contract.. • 

4. !'or each irrigation o:r pasture land or preparatory 
'to plcnr1ng ~1Il Septesa'ber l.5 to· April 30, payable 
1D adYlln.ce. • • • • ... • • • •.• • • • ." • • ."..' • 

Per Acre . 
. "Per' $eason' " 

$16.55 (I) 

l2'.15- (I) 

7.~ (I) 

4.32 (I) 

Per Acre :root '. 
5. lor excessvate%' out.1de of serv1ee area When 

ava1l&ble &!'tel"' aeetag. euatomer· requ1reaenta • • 2.60· (I). 

_ 1. 'l\'le seasonal nat rate' charge 11. payable in· two equal installmentl 
On lebruary 1 and ~ 1 except as otherv18e provided above.' 

2. A custoIIler, ¥bo has executed· a grain contract, ad &!ter .December 3J., 
the crop. is changed to· one reqU1r1:Dg 1rr1gat1on after April 30· and a contract. 
10 executed, shall be entitled to- cancellation. ot IUeh grain. ,contract' and 
rebate o:r $3..60 per aere. 


