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the corporation began actual operation in the year 1884. The
books of the corporation never have been kept in the city of
Cripple Creek, but were made a part of the books of the Michi-
gan Pipe Company at Bay City, Michigan. It therefore became
necessary for the Commission to order the Cripple Creek Water
Company to produce its books for examination within the state
of Colorado.

The franchise granted the water company by the city of Cripple
Creek expired May 19, 1913. Since that time the water com-
pany has operated in the city of Cripple Creek without a fran-
chise, there having been a disagreement between the city and the
water company as to the rates and charges, and the rules, regu-
lations, and practices surrounding the same, of the Cripple Creek
Water Company; and it appears from the resolution passed by
the city council of Cripple Creek requesting the Commission to
investigate into the rates and charges of the water company, and
the rules, regulations, and practices surrounding the same, that
it is the desire of the city to first have the Commission determine
reasonable rates and charges which the Cripple Creek Water
Company should charge the city of Cripple Creek and its citizens
before entering into a franchise contract with the water company,
although it heretofore has been decided by the Commission that
rates and charges, and rules, regulations, and practices surround-
ing the same, set forth in a franchise contract, may be altered,
modified, and readjusted by the Commission during the period
of said franchise contract.

The water company, through its engineer, Mr. Allen, intro-
duced into the record an estimate of the cost of reproducing ite
property in use and useful, setting forth the cost new and also
the present fair value of the properties. The fair present value
of the properties of the Cripple Creek Water Company in use
and useful has been estimated by the witness Allen, under the re-
production method, to be $346,815.20. This value exceeds by:
$113,020 the present fair value of the properties as found by the
Commission’s engineer. While the Commission does not doubt
the sincerity of the witness Allen, it finds that the sum of $346,-
815.20, estimated by him to be the cost of reproducing the prop-
erties of the water company in use and useful, less accrued de-
preciation, to be highly excessive.
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[1] In his estimate of the reproduction cost of the propertiea
of the water company in use and useful, Engineer Allen has
allowed 7 per cent for engineering services, but, while the Com-
mission realizes that 7 per cent for engineering services may not
be excessive in estimating the reproduction cost of the properties
of the company, under this method of estimating value, it must
insist that the percentage be applied only to that part of the
properties of the company which necessarily requires engineer-
ing supervision, and it finds in the Allen report an application
of the 7 per cent engineering service to properties of the company
in which no engineering service is required. {2] In previous
cases the Commission has permitted 10 per cent for contractors’
profits under the reproduction method of valuing property, but
the allowance of this percentage is contingent upon the fact that
the same be applied only to such properties as require a con-
tractor. Engineer Allen not only has allowed 20 per cent for
contractors’ profits, but has applied the same to properties pur-
chased without the aid of a contractor, such as stores and sup-
plies, meters, etc. [3] He also has allowed 817,642 for legal
services and investigation, an amount which the Commission
holds is unreasonable.

The Witness Allen made an allowance, “Interest during con-
struction, 8 per cent of $389,472, or $38,896.15.” The allow-
ance made by the Commission’s engineer for interest during
construction does not exceed $4,000, and the Commission is
of the opinion that this allowance is a libera: one,

It becomes apparent, therefore, that the report introduced into
the record in the above cause by Engineer Allen has been of no
real value to the Commission in arriving at the present fair value
of the property of the Cripple Creek Water Company.

Report of the Commission’s Engineer.

The Commission’s engineer, in arriving at the present fair
value of the properties of the Cripple Creek Water Company in
use and useful, adopted the reproduction method and found the
cost of reprodncing the properties new; also the present fair
value of the properties by deducting accrued depreciation. Im
arriving at the present fair value of the properties, Mr. Hooker

has allowed $28,000 for water rights, which sum appears actually
P.U.R.1816C.
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to have been expended by the company. All other allowances
made by the Commission’s engineer were in accordance with the
method of finding the cost of the reproduction of the properties,
including current prices for material and labor.

The Commiission is of the opinion that, while the reprodunction
method of valuing property is an important factor in valua-
tions by state regulatory bodies, the Commission as a general
rule is unable to follow or adopt the reproduction theory in the
strictest sense of its meaning. While it is true that an engineer,
in arriving at the present fair value of a public utility property
by the method of reproducing the property new as of the date
of the valuation, arrives at the present fair value of the property
by deducting acerued depreciation, yet this theory canmot be
followed to the extent that prices of material and the cost of
labor should be taken as of the date of the valuation, but, in all
fairness, should be averaged for a period of years,—the reason
for this conclusion being quite apparent.

The Commission’s engineer finds that the present fair value
of the properties of the Cripple Creek Water Company in use
and useful is $238,795.

Original Cost,

[4] Pursuant to an order of the Commission, the Cripple
Creek Water Company produced its books for inspection by the
Commission’s statistician, and from an examination of the report
of Mr. Herbert, the Commission has been able to find the original
cost of the properties of the Cripple Creek Water Company. It
certainly is true that actual and reproduction cost may well be
taken as checks upon each other. This Commission is aware
that, in a large majority of the cases presented to it, actual or
original cost cannot be ascertained with any degree of certainty.
The reasons for this conclusion are so evident as to need no elab-
oration. By original cost, in the case of physical properties, is
meant the actual cost new of properties in use, while in arriving
at the reproduetion cost the Commission endeavors to ascertain
the present day cost of replacing existing property. In both
cases, depreciation, or the estimated decline in units of service
from wear, obsolescence, inadequacy, or any other causes, is

equally to be considered, and estimates necessarily must be used
P.U.R.1916C.
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1n both lines of investigation. In this case the Commission kas
been able to ascertain the actual cost of the properties of the
water company, this being shown in its books and other records.
In the cases heretofore presented to this Commission it has
been impossible to ascertain the true original cost to date, or the
cost of the existing property, as few accounts would bear the
test of a careful examination for the purpose of arriving at
original cost. Frequently there has been confusion between the
cost of renewals and repairs and maintenance, and usually many
of the older records were out of existence. This case presents
one of the rare instances in which the Commission has been able
to ascertain the actual cost of the properties of the utility in
use and useful. In this case it has been possible to ascertain
clearly the detailed cost of these properties, and by applying
the rule that where original cost may be obtained accurately the
question of whether or not the investment was made honestly,
wisely, and prudently must be considered also, the Commission
has arrived at the conclusion that the important test in this case
is the original cost to date of the properties of the Cripple Creek
Water Company, provided the same was honestly, wisely, and
prudently made, and that the valuations made by the engineers
of the water company and the Commission should receive small
consideration at its hands.
From an examination of the report of the Commission’s statis-
, and from the undisputed evidence in the record, as well
the admissions in the brief of counsel for the Cripple

new to date™\of the properties of the water company is $197,-
that the Commission should add to this amount
the sum of $4,700 ct’*<émclude the salaries of H. F. Smith, Henry
Diedrich, and 8. V. leno for services during the construction
of the system. At the S\ipq of the construction of the properties
of the Cripple Creek Wat ompany these men were employed
by the Michigan Pipe Com&any and were sent to Colorado by
that company to supervise the constructlon of the work in this
state. To this amount should by, added also certain overhead
charges not included in the books ¢ the company. Thereupon,
by adopting the method of depreciatior. as used by the Commis-
sion’s engineer, by making allowance &

for working capital, in
P.U.R.1816C. g P l’
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aocordance with the methods beretofore adopted by this Cormmis-
sion, and by considering the properties of the Cripple Creek
Water Company as & going; concern, the Commission arrives at
the present fair values. of the properties of the Cripple Creek
Water compnny.

* Water Rights.

[5] It _appears from the evidence in this case that Henry B,
Smith, on the 13th day of February, 1893, purchased priorities
No. 7, 67, 151, and 298, water district No. 12, in Fremont
county, Oolorado, totaling 1.33 cubic feet of water per second of
time, from the Fremont Ditch, Pipe Line, & Water Company,
and subsequently comveyed the same to the Cripple Creek Water
Company. These appear to be the only water rights owned by
the Cripple Creek Water Company up until the year 1901, al-
though the company was delivering water to the municipality
of Cripple Oreek and its citizens for a period of eight years prior
to this date.

Subsequently the water company purchased four separate
priorities to the use of water taken from Beaver creek, totaling
5.89 cubic feet per second of time. The amount paid for these
rights, as shown by the record, was $28,000.

Although no evidence was introduced as to the necessity for
soquiring the gdditional water rights in the year 1901, it is fairly
inferable from the record that these purchases were dictated by
the then existing demands upon the company and: the reasonable
anticipated demands of the future, and upon this basis it may be
assumed, in the absence of definite contravening testimony, that
the investxaent in question was not unwisely made.

Some opinien evidence was presented with respect to the so-
called “market value” of these water rights by reference to values
which the rights might possess if it were possible to transfer
diversion points thereof and supply a distant community with
this water supply, but it is the opinion of this Commission that
the evidence in that respect is not sufficiently definite in character
to warrant fixing the said value at other than the actual cost of
such supply.

Upon the presumption that the purchase was not unwisely

made, the Commission reaches the coramon-sense inferense that
P.U.R.1916C. 51
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the actual value was the amount of the purchase price in this
case.

The Commission has given careful consideration to the ques-
tion of whether the basic title to the water rights in question is
vested in the company, or in the consumers of water, as a body,
supplied by the company’s system.. On the one hand it is argued,
on the authority of Farmers’ High Line Canal & Reservoir Co.
v. Southworth, 13 Colo. 111, 4 T.R.A. 767, 21 Pac. 1028, and
Wheeler v. Northern Colorado Irrig. Co. 10 Colo. 582, 3 Am.
St. Rep. 603, 17 Pac. 487, that the basic right is in the water
consumer, not in the carrier, and that the carrier’s relationship
to the consumer is that of agent, and permitting the consumer’s
appropriation to become vested in him. On the other hand,
upon the basis of the decision in the San Joaquin & K. River
Canal & Irrig. Co. v. Stanislaus County, 233 U. 8. 454, 58 L.
ed. 1041, 34 Sup. Ct. Rep. 652, and analogous cases, it is urged
that the title is vested in the company, and that the consumer
bears the relationship to the carrier of mere licensee, and that
this evidently is the situation, where, as'in the pending case, the
water right in question was bought outright from the original
appropriator by the carrier company.

The Commission finds it unnecessary to determine this inter-
esting and important question. Should the first stated view be
determined to be correct, it obviously is true that before the car
rier company in the present case was in position to perform its
agency duties it was necessary for it to expend money in the
acquirement of rights already vested to the use of the waters of
Beaver creek, and, in the absence of a definite showing that the
quantity acquired was excessive in amount or in price paid, it
must be assumed, in arriving at the fair valnation of the com-
pany’s property, that the company is entitled to include therein
the purchase price of the water rights acquired. Under the
second view—that an unlimited fee title to the water right ac-
quired is vested in the company—it is clearly the duty of the
éompany to present definite evidence with respect to the market
value of such rights. This it has not dene.

[6] It was urged in the hearing that the quantity of water
purehased by the company was excessive in amoumt for the

asserted reason that the pipe lines owned by the company, and
P.U.R.1916C.
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which afford the. one means of transporting the water in question
to the city, have a combined carrying capacity of 2.5 cubic feet
per second of time, and that therefore no reason existed for the
company acquiring 7.22 cubic feet of water per second.

With respect to this contention, no definite testimony was
adduced as to the seasonal low conditions of Beaver creck, nor
with respect to the rights of prior appropriators, if any, on
Beaver creek. That is to say, there is no evidence presented as
to whether or not these 7.22 cubie feet of decreed water is avail-
able at all seasons of the year. Under these circumstances the
Commission feels that it must assume that there was a reasonable
necessity for the company to acquire an amount of water in ex-
cess of the discharge capacity of the company’s pipe lines. This
assumption is applieable particularly in view of the fact that the
company owns two certain reservoirs, which apparently are used
exclusively for the temporary impounding of the water to which
the company, or the consumers, are entitled by virtue of -the
direct appropriation rights.

The testimony in this case, therefore, leads reasonably to the
conclusion that said reservoirs were acquired for the purpose of
more efficient utilization of the direct diversion rights purchased
by the company, to the end that the water supply obtained might
be equalized and rendered certain throughout the year.

[7] In addition to the construetion cost of said reservoirs, the
company, if its contention is understood, has laid claim to their
capacity value, apparently upon the theory that.if said reser
voirs were not used for the purpose of temporarily impounding
and more efficiently using the irrigation rights acquired, they
could be used for the purpose of catching the flood and unappro-
" priated waters of Beaver creek during the storage season.

In the absence of any showing as to the existence of any un-
appropriated flood waters of Beaver creek, the Commission can-
not allow this claim, nor does the Commission feel' that a
theoretical availability in nse of these reservoirs for a different
purpose than that for which they are now utilized is properly for
the conmideration of the Commission in determining this ease.

It is conceded that these reservoirs are valuable adjunets in
the utilization of the direct flow rigbts acquired, but the Com-

mission considers that the company, in being allowed the full
P.U.R.1916C.
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valoe of such rights and the expense of construction for such
reservoirs, has received all it is legally entitled te receive with
respect to its water rights.

Pipe Dihes. R

{8] [n the year 1901 the Oripple Creek Water Company pur-
chased a quantity of used pipe line material iand. constructed a
9-ineh pipe line running parallel to the then existing 8-inch pipe
line from its mountain reserveirs to a reservoir known as the
“eity reservoir,” located at Cripple. Oreek, which is of sufficient
capacity to provide adequate fire protection: and continuity of
service. ' : '

The record has been searched in wain to find & réason for the
construction of this additional pipe line. In 1901 the city of
Cripple Creek was not growing; in faet, the population had be-
gun to diminish. The Commissioner's engineer testified that
1,790,000 gallons of water can be delivered daily to the city of
Cripple Creek by the use of the two wooden pipe limes now con-
struoted, and that the daily consumption at Cripple Creek to-day
is 650,000 gallons of water, therefore, the Commaission is im-
pelled to the conclusion that the inveetment made by the com-
pany for the additional pipe line in the year 1901 was not wisely
and prudently made, and thdt the same cannot be considered by
this Commisaion, in a rate-making case, as property in use and
useful to-day. . Hence the Commission has deducted from the
present value of the properties of .the Oripple Creek Water Com-
pany the present value of the additional pipe line, and finds the
present fair value of the properties of the Cripple Oreek Water
Company in use and useful to be $160,000 for rate-making pur-
‘poses. . - :

Operating Expenses and Revenues.

[9] Tt appears from one of the exhibits introduced into the
evidence by the Commission’s statistician that the water company
has eaymed in excess of $850,000 in fourteen years’ operation,
exclusive of the aggregate operating expenses and the deprecia-
tion reserve of $14,000 laid aside by the company in the years
1913 and 1914. It likewise appears from the report of the

Commission’s statistician that the company has current assets of
P.U.R.1916C.
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$62,803.94. No difficulty was experienced in.ascertaining the
fact that-a large part of the company’s investment was made from
earnings, and that this company has been'one of the mest pros-
perens and best paying pubhe dtilities doing business within
this stata. -

The operating expenses of the Cripple Creek Water Com-
pany, exclusive of -depreciation, taxes, and' Bay City manage:
ment, for the year 1914, were $86,129.96. The taxes paid by this
company: in the year 1914-upon its preperties (a part of same
net beny in wse and useful in the furnishing of water to the
citizens and munieipality of Cripple Creek) were $6,764.10.
Allowing $1,000 for the managément of the company at Bay
City, Mickigan, and an annunal depreciation reserve of $2,500,
the total operating expenses of the company are found to be
$16,394.06. : It:is true that the water company set aside on its
books for the years 1913 and 1014, respectively, a depreciation
reserve of $7,646.88 and $7,243.71, plus the sum of $3,000 as
an .annual operating expense for management and .to-cover the
salary of a clerk at Bay Crtty, Michigan. The Commission is
of the opinion that 82,500 is the proper amount to be' set aside
annually for the Oripple Oreek Water Company as a deprecia-
tion reserve, {10] and that an annual charge of $1,000 is hberal
for general management and the kesping of the books of the eom-
pany, which hereafter shall be kept at the eify of Uripple Creek
and reports made therdfrom to the' Commission  in aeeonimce
with its rules and regulations.

It appears from the records of the eompany tha.t for the years
1912, 1918, and 1914 the vevenues of the water company, ex-
clusive of hydrant rental, were $72,839.97, or an average ‘of
$24,113.32 aumually. The books of the eompany have been kept
in so neghigent:'a .manner as to give the Commission no- better
basis upon whieh to arrive at the annual revemues, exclusive. of
hydrant rentals. The mumnicipality of Cripple Creek has paid
to the company an annual hydrant rental of $8,600, or an average
of about $61.50 per hvdrant, there having been 140 fire hydrants
m use. The mwmicipality, through its city council, has discon-
tinmed the use of 40 of these hydrants, and the Commission must
therefore attempt to estimate the fire-hydrant revenues of the

water company: for the future. . Assuming that the crty of Cnp—=
P.U.R.1916C. -
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ple Creek will use not less than 100 fire hydrants for fire pur-
poses and street sprinkling, and assuming the ammnual rental of
each fire hydrant to be $52.50, the annual fire' hydrant rental
revenue should be $5,250, making the total annual revenues. of
the company $29,363.32. It is true that the water company will
lose some saloon revenue, due to the state prohibition law, effec-
tive January 1, 1916, but it may be fair to assume that other
business ventures will take the place of the saloons in the city
of Cripple Creek, as elsewhere. Also this Commission has mo
recourse but to state the fact that the employeee of the water
company have been negligemt in the cellection of revenues, and
that it is unable to understand, or to condone, the lax business
methods of this company, as the Commission has many times
stated that it cannot and will not telerate wasteful management
of public utilities within the state of Colorado, when oalled upon
to adjust and fix fair rates for adequate seérvice,

[11] It is the praetioe of this company to compel the consumer
to lay and pay for the service pipe from the company’s main to
the curb of the consumer’s property. The Commission cannot
concede the justice of this rule, and finds it to be unreasonable
and illegal. The utility, and rot the consumer, has the right to
occupy the streets, and all pipes laid in the streets shonld be the
property of the utility, and the expense of plaecing them should
be borne by the utility, as it is the business of the water company
to deliver its produoct to the premises of the consumer. It is and
shall be the opinion and position of this Commission that no
water utility in the state of Colorado ehall require, by its rules
and regulations or otherwise, any water consumer to lay and pay
for a service connection from thescompany’s main to the con-
sumer’s premises. It is as much the duty of the water company
to supply a service connection to the property line as it is the
duty of the company to supply a meter to the consumer when the
service is metered. The consumer has no right to dig up the
streets and lay service pipes, this right belonging to the water
company alone; the justice of this being shown in the fact that,
after being laid, the pipes are under the complete control of the
water company. The position of the Commission in this instance
is sustained by the following authorities:. Glendale v. Title

Guarantee & T. Co. 2 Cal. R. C. R. 989 ; Janesville v. Janesville
P.U.R.1916C.



RE CORIPPLE CREEK WATER CO. 807

Water Co. 7 Wis. R. C. R. 628; Re Water, Gas, Electric &
Teleph. Utilities Requiring Deposits, 7 Cal. R. C. R. 830, P.U.R.
1915E, 741; Hatch v. Consumers’ Co. 17 Idaho, 204, 40 L.R:A.
(N.S.) 263, 104 Pae..670; Qonsumers’ Co. v. Hateh, 224 U. S.
148, 56 L. ed. 703, 32 Sup. Ct. Rep. 465.

The Commission further finds that the rates and charges and
the rule pertaining to service connections of the Cripple Creek
Water Company are unreasonable.

ORDER.

It is therefore ordered that the Cripple Creek Water Com-
pany shall, within thirty days from the date of this order, file
with this Commission a schedule of reasonable rates and charges,
which schedule shall reduce not less than 10 per cent each and
every rate and charge said the Cripple Creek Water Company
now has or makes; said schedule to be subject to the approval
of this Commission and to become effective for the service ren-
dered during the month of Apnl 1916, and to remain in effect
thereafter.

It is further ordered that the Cripple Creek Water Company
shall charge the municipality of Cripple Creek for fire hydrant
rental, which shall include the use of the fire hydrants for street
sprinkling purposes and flushing of sewers and gutters, not to
exceed $52.50 per hydrant per annum with a8 minimum use of .
100 fire hydrants by the muniecipality of Cripple Creek, and an
annual charge of $45 per hydrant in excess of 100 hydrants used
by the city; said hydrant rates to become effective for the service
rendered during the month of March, 1916, and to remain in
effect thereafter. )

It is further ordered that the rule of the Cripple Creek Water
Company requiring the consumer to lay and pay for a service
connection from the main of the water company to the property
of the consumer having been found to be unreasonable, the fol-
lowing reasonable rule be substituted for this unreasonable rule,
viz.: “The company, at its own expense, shall install all service
connections.”

The Public Utilities Commission of the State of Colorado,
S: 8. Kendall, Geo. T. Bradley, and M. H. Aylesworth, Commm

sioners.
P.U.R.1916C.





