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INTRODUCTION 

The commercial irrigation company is an organization designed to 
construct and operate irrigation works for the profit of persons who 
build the works and retain temporary or permanent ownership. It 
thus differs essentially from the mutual irrigation company and 
the irrigation district, which arc nonprofit community enterprises. 

Commercial irrigation companies in 1919, according to the Four­
teenth Census, were irrigating 1,822,001 acres and reported a total 
capital investment of $85:735,470. Commercial companies for years, 
however, have been giving place to community or.ganizations, im­
pOl'tant transfers having: taken place since 1919. 1n view of this, 
the present study wus undertaken to determine (1) whether the com­

1 Prepare<l under titl' direction of W. W. McLaughlin, Associate Chief, Division of 
A'grlcultural Engineering. 
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mercilLI company is useful mainly as a phase in the development of 
community euterprises, and what proIlllse, if any, it still holds as a 
permanent operating organization, and (2) the influence upon its 
usefulness of public re~ulation, which is mainly a development of 
the past 15 years. Wl1atever part the commercial company may 
play in future development of new irrigation projects, it unquestion­
ably represents at the present time a considerable investment and 
is the llleans of serving many water users. This connection presents 
some serious problems in administration and public regulation upon 
which it is hoped the discussion in this bulletin may throw light. 

Datu were secured for this study from some 40 projects, 13 of 
which are located in Oalifornia and the others scattered throughout 
the West, mainly by visits to company headquarters and in some 
cases from records of State commissions; in addition, a considerable 
amount of detached information was obtained from various sources 
concerning many other enterprises. Of these 40 projects, 1 suffered 
disaster to its irrigation works which has not been repaired, 5 have 
recently becn acquired by the watel· users, and 34 are being operated 
by commercial companies. 

Oommercial irrigation companies are to be sharply distinguished 
from domestic-water companies, of which there are many in the 
United States. The two groups are on entirely different economic 
footings, and the comments and conclusions presented in this bulletin 
as to the chal'llcter, usefulness, and financial returns of commercial 
companies furnishing water for irrigation are not intended to apply 
to those furnishing water to municipalities for domestic and indus­
trial purposes. 

CONCLUSIONS AS TO PRESENT USEFULNESS OF 

COMMERCIAL COMPANIES 


AS A MEANS OF IRRIGATION DEVELOPMENT 

The commercial company's chief value in irrigation development 
is in combined land and liTigation enterprises. It is not a medium 
for acquiring large profits and is best adapted to projects which 
depend for profits primarily upon the increment in land values re­
sulting from irrigation and in which selling prices to settlers are 
placed low enough to encourage individual success. 'V"hen the need 
for new development again arises and land-settlement conditions 
improve, sOlmcl projects of this type may offer reasonable profits to 
speculative capital, with, of course, the risk incident to any new 
enterprise. 

Capital stock of commercial companies is on the whole the only 
suitable means of financing new irrigation construction privately. 
Bonds are not suitable, for theli· value depends wholly upon future 
settlement and improvement of lands at a fairly rapid rate, and 
they are, therefore, speCUlative rather than income-producinl;!: in­
vestments. Oapital stock, however, taken by a group of individuals 
familiar with the situation and prepared to take either substantial 
profits or heavy losses, purports to represent nothing else than 
speculative ownership and consequently offers a more legitimate 
means of attracting capital for new development. 
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The commercial company is not so well adapted as the irriglLtion 
elistrict to filutncing extensions, improvements, or increase of water 
supply of an established irrigation community. 

AS A 	PERMANENT IRRIGATION UTILITY INVESTMENT 

IN GENERAL 

Experience under public-utility regulation has shown rather COJl­
clusively that so far as the pre!:ient Il,nd immediate future are con­
cel'neel, standards used in fixing rates of elomestic water, power, anel 
gas utilities can not be applied nnqunlifieclly to irrigation companies. 
'1'he income of an ilTigation utility is mOt'e closely identified with 
the occupatioJlal industry of the a \'erage consumer tlum is the case 
with other utilities. The quantity of irrigation water used by a 
farmer largely governs the volume of crop production; hence the 
value of irrigation-utility service to the farmer depends more upon 
his profits and losses than the yalne of service to consumers of other 
utilities depends upon their profits and losses, and consequently the 
irrigation-utility income is more subject to violent depressions. The 
irrigation-utility income, furthermol'e, owing to larger payments 
from indiyjc1uals and greater clifficulty in taking on substitute con­
sumers, suffers more ,,-hen conSllmers discontinue service. A.n irri ­
gation company is ordinarily more affected by competition from m­
c1ividuuls llnd CtUl not always claim a monopoly. Fina.lly, the wel­
fare of the irrigtttion utility is based upon a hazardous industry 
which for some years l)ast has not expanded in step with many urban 
pursuits upon which the growth of other utilities depends. 

t For these reasons im'estol'S in irrigation-utility stocks have not 
been receiving the '7 or 8 per cent return on vuluation set as the 

• 	 standurd in ma.ny rate-fixing cases and can neither expect to receive 
it nor substantiate a claim that a much lower return is necessarily 
confiscatory, so long as the present ugricultlU'ul situution persists. 
"F~ven under very favorable circumsblUces an a,nnual return of 8 per 
cent is difficult to secure from an irI' ~;ation project; hence the added 
difficulty, where farmers are receiving 3 per cent on their own farm 
illYestments may be readily appreciated. In reporting on 2,593 irri ­
gated farms investigated in 1924 Teele (9)2 shows that an average 
of $594 was available from farm income for payment of interest on 
debts and for reduction of indebtedness, or 3.55 per '.lent of the total 
farm value. Of this the amount available for reduction of indebted­
lless was $300, or 2.46 per cent of the farmer's net investment after 
deducting indebtedness. Out of this return must come capital irri ­
gation cnarges, such as profit to irrigation-utility owners. 

The practical result of this situation is that utility owners in a 
number of cases have endeavored to dispose of their irrigation sys­
tems to the wuter users, and failing this, have instituted drastic 
operation economies. 

OWNERSHIP ADVANTAGES IN SPECIAL CASES 

A.dvantages of irrigation-utility ownership, other than that of 
earning a fair return upon capital invested in irrigation works: 

• Italic numbers in parentheses refer to Llterature Cited, page 3D. 
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tend in exceptional cases to offset operation deficits. Several exam­
ples follow: 

(1) Assura.nce of water supply for large tracts of land, or develop­

~ent of addi~ional supplie~. This has ~ctuated acquisition or con­

tmued possesslOn of otherWIse clen,rly 10Slllg enterprises particularly 

where 40 to 50 per cent of irrigable lanel belono-ed to' one concern 

~lot willing to risk its ~ortunes in a community Ol7'ganization, Earn­

mgs from land n,re bemg mude to compensate for lack of inio-ation 
])l'ofits in several such cases. e 

(2) Improvement of service to land close to a city and development 

?fdback cOlmtry to augment the labor supply for a large stock-raising 

1ll ustry.
(3) Protection of water rights from encroachment by hostile own­

ers, This wns an important reason for the purchase of the Northern 

Colorado Irrigation Co. system by the city of Denver. 
(4) Protection of a sugar company's interests by assurino- an ade­

quate acreage in sugm: beets and discouraging competitors from en­

tering the territory.
(5) Settlement of conflicting local interests. Several years a0-0 a 

group of interests in southern d!l.lifornia about to take over their 

carrier canlll voluntnrily assumed a public-utility status. They were 

suspicious of each other at that time and woulcl not organize as a 

mutual company but were· willing to trust the matter of rates and 

service to the railroad commission. 
(G) Combined irrigation and power development. This feature, 

however, has very little force at present, in view of the tendency of 

power compuilles to sell out their irriglltion business and to coop­

erate with. irrigation districts. Furthermore, lUlder lJUblic-utility 

l'eguhltion, irrigation losses can not be saddled upon power COn­

smuers, as was clone in certain instances in the past. The situation 

(liffers fundamentally from recoupment of public-service losses 

through a purely private enterprise such as a land-development 

<,,:olllpnny. 

AS A MEANS OF BEST SERVING THE INTERESTS OF WATER USERS 

During an agricultural depression water users may be individually 

better off under a utility than under a comm.unity organization, if 

they can convince the rate-fixing commission that existing charges 

are higher than the lands can stand. Reduced rates, however, will 
Aside from this doubtful advanta.ge,probllbly mean l)o01"er seryice. 

the water user ordinarily hus little reason to prefer the public 

utility to the district or mutual company from the standpoint of 

operating the system serving him or improving its :facilities, provided 

he chooses the clirectors of his community enterprise wisely and is 

willing to spend the money necessary to hire an able executive. 

'With equal managerial ability and authority, an irrigation district 

can be operated more economically than a utilit.y, l)eCIU1Se of Hs 

power to spread charges over all irrigable areas anel for other rea­

sons discussed herein, and is therefore more desirable from the rate­

payer1s standpoint. Dist.rict and mutual company charges, further­

more, include amortization of the cost of construction, rather than 

a perpetual pl'o!it to outsiders on capital invested. District bond 
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markets have been active at certain periods during the present cen­
tury, whereas money for commercial enterprises has been increas­
ingly difficult to obtain. Consequently the possibility of financing 
needed stol'ttge, extension, and improvement work through district 
bond issues has been a most imporbtnt inducement to water users to 
buy commercial systems serving them, districts being preferred to 
mutual companies primarily bec!LUse of their better bond markets. 
In view of these conditions, the trend from commercial to district 
ownership of irrigation works has been marked, especial1y during the 
past 12 to 15 years; and with the district's superiority for operation 
anel supplemental development purposes established, there is no 
apparent reason why the trend should not continue. 

CLASSIFICATION OF COMMERCIAL COMPANIES 

CONs'rRUCTION OR DEVELOPMENT COMPANIES 

Construction or development companies are designed for con­
struction of irrigation systems, sale of so-called "water rights"8 at 
a profit and retIrement from business upon disposltl of all rights. 
They have often been promoted in cOIlllection with subdivision and 
sale of lund, in "which case the profit is expected to accrue largely 
from enhanced value of land due to irrigation, rather than from sale 
of rights to the use of water alone. The two methods of passing 
control to settlers are: (1) Provision in contracts that when the 
company shall have sold rights equal to the carrying ca.pacity of the 
canal it will transfer the system without further consideration to 
the water users; and (2) formation of a mutual irrigation company 
prior to land sales and transfer of stock to land purchasers, control 
automatically pussin~ to water users when more than one-half the 
acreage has been soleL. 

COMPARATIVE FEATURES 

Tem,J?oral'Y life; eXfected profits from initial sales of "water 
rights' or of laneLanc rights; water users acquire proportional in­
terests in the irrigation system; irrigation rates usually not subject 
to public regulation. 

PRIVATE-CONTRACT COMPANIES 

These companies construct irrigation systems and sell rights to 
the use of water therefrom to land purchasers or other selected 
inelividuals under contracts provieling for perpetual service at rates 
usually limited by the contracts and payable whether water is used 
or not. These contracts do not provide for assmnption of ownership 
or control by water users. 

• 'Plte term" watrr rl~ltt" Is often otpplird loosely In connrction with cnlllmercial com· 
panics, A water right, strictly speaking, is It right to the use of water, dthcr originally
acquired by approprilltion and perfccted by beneficllli usc, or derIved through ownership of 
rip:ll'hlll hlll<l. IF Hcqlllrl'(\ uy IlJlllrOlll'iati<-n, it Illuy ",,:;t; in the l'llln(lIlny Illal,ing the 
!Uversion or In the indiyl!luai to whose lund \Vn ter Is deUvered, depending upon the 
stlltutl'S IU1(1 conrt (\ecislonH ,ll' tlw state inYol"",\. l'he t(,l'm Is 118('(\ f"P!ll1ently, how­
eyer, to denote the wllter user's Interest In the Irrigation system or his rIght as against
the company, which is more properly a right to the continued dellyery of water through
that system, When such usage Is Intended In this bulletin, .. water right" Is shown for 
cOllyenlence null clarity In quotntlon marks, 
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COMPARATIVE FEATURES 

Permanent life; expected profits from initial sales of "water 
rights" or of land and rights and from annual rates; 'users acquire 
no interest in the irrigation system; rates usually not subject to pub­
lic l'egllllttion. . 

PUBLIC-UTILITYCOMPAN:mS 

These enterprises clevote all 01' part of their water supply to pub­
lic use, " holding themselves ont" as ready and willing to serve all 
applicltnts to the extent of the available supply, Oontracts regard­
ing ra.tes mude with conSLU1WL'S after dedication to public use are 
subject to moc1ifien,t1011 by the State, Consumers, therefore, may 
be either contract holders or annual renters of water service, 

COMPARATIVE FEATURES 

Permanent life; expected profits from annual rates; users acquire 
no iLltt'l'est in the system; mtes subject to public regulation, 

CONTRIBUTION OF COMMERCIAL ENTERPRISES TO 
IRRIGATION DEVELOPMENT 

The rapid advances in Iltrge irrigation construction in the seventy's 
and eighty's which marked a sharp departure from earlier smull­
scn,le individual and community 'work, were financed mainly by out­
side capitnl attracted by the prospect of great increases in land 
values, resulting from irrigation as well as profits from sale of " water 
rights," Failure in so lUtlny of these ventures to induce settlers to 
buy "water rights" compelled recognition of the absolute intel'­
cll'pendence of land and WItter, and led on the one hand to passage 
of the Carey Act and on the other to many land-development schemes 
in which il'L'igatjoll construction hilS been necessary but often more 
or less incidental. In the meantime other systems now usually 
clnssecl as public utilities were being developed, in some cases from 
very small beginnings, for the piirpose of obtaining continuous 
profit from water deliveries to customers on an annual-rental basis. 
Front this commercial irrigation in the ,",Vest has b'1.'own a large num­
ber of settled a.griculturn1 communities, of which many now own 
their irl'iglltion systt'ms 1:1'ee front material inc1ebteclness, others have 
bonded for purchase of the systems, and still others are being served 
by cornmercUll enterprises, The number of older comn"leI'cial enter­
p'rises is constantly decreasing, mainly by transfer to the district 
form of organization, and few new 011es are being orgltnizec1 except 
those identified with land subdivisions, mostly on a small scale, 

WHY COMMERCIAL-COMPANY INVESTMENTS HAVE BEEN 
GENERALLY UNPROFITABLE 

Oommercial-irrigation investments, while contributing substan­
tially to the agricultural development of the vVest, 11ave been so 
generally unprofihtble to investors that little new cupit.al has been 
!wn.ilable fot' such purposes for some years past, CeL't!llI1 causes of 
trouble, common to aU types of irrigation Ol"O'anizations-commel'cial 
and nonprofit alike-Itre u.s follows: Lack of com.plete fimmcing, 1'e­

http:cupit.al
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suIting in ineflicient works and contraction or loss of original invest­
ment; overcapitalization, due largely to high promotion costs, faulty 
engineering, and extravagant constraction; failure of water supply 
to measure up to expectations; poor soils, overoptimism regarding 
crop yields and prices, and inaccessibility of profitable markets; in­
adequate colonization of irrigable lands; disaster to irrigation works, 
nnd to other property from operation of works; high capital charges, 
in some cases unavoidable because of necessarily expensive character 
of irrigation works and roughness of country traversed by canals; 
poor management and extravagance in administration; expensive 
lit.igation, frequently in connection with water rights; and heavy 
delinquencies in payment of water charges during periods of agri ­
cultural depression. 

Some troubles, then, resulted from mistakes or dishonesty in 
original financing or construction of systems, whereas others arose 
in connectjon with subsequent operations. "\Vhile often disastrous 
to the particularinvestrnenGs involved, these troubles alone should 
not weigh heavily against commercial developments, especially as 
many of them grew from conditions the effect of which is being 
constantly lessened by increasing knowledge and experience. On the 
other lumd, as shown below, there are other features which have an 
important bearing upon the d.esirability of commercial investments 
as distinguished from commmuty irrigation obligations, and there­
fore call for special consideration. 

CONSTRUCTION OR DEVELOPMENT COMPANIES 

INABILITY TO INDUCE LANDOWNERS TO BUY .. WATER RIGHTS" 

Many early projects failed on account of inability to induce land­• 	 owners to buy" water rights." Oanals were built by promoters, fre­
quently with borrowed money, to serve both public and private lands 
on the assumption that on completion of construction entrymen and 
owners would buy" water rights" promptly. Unfortunately there 
was no way of compelling them to do so. Oonsequently lanc1s were 
often acquired by specul!1tors who refused to purchase "water 
rights" but held out in the hope of selling their lands to others at 
high prices. So much land speculation nnd so little settlement by 
bona fide farmers meant ruinous delays to canal promoters in meet­
ing obligations, with the result that creditors often had to foreclose 
and in turn dispose of the systems on the best terms obtainable. An 
insurance company that had made severnl sueh loans was compelled to 
take over six canals in one State, two of which it is still operating 
through subsidiary companies pending final disposal of all contract 
rights, the original investment having been written off many..years 
ago. After such experiences it was realized that prevention of this 
particular trouble rested upon securing control of land as well as 
water, Ol' assurance of a substantial demand for water, before under­
taking construction. 

DELAYS 	 IN SELLING IRRIGABLE LANDS 

Acquisition of large tracts of dry land, construction of irrigation 
worl{s, and resale of subdivided h'uds with" water rights" attached 
has been the program followed by some who appreciated the need of 
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identity in contl'ol of lanel and water. Such developments have 
proved profitable when colonization proceeded rapidly, the water 
supply proved ample, irri~ation works adequate, soils fertile, and 
economic conditions such tllat settlers were nble to make their pay­
ments year aiter year. They have been disappointing where settle­
ment was slow or where the cost to settlers was so high as to result 
in widespread f!1ilures and abandonments. Where such conditions 
are general, forfeiture of payments already made by settlers on land 
purchases is poor solace to the company. New people must be ob­
tained to take theu' places, and this is made more difficult by the 
existence of numerous abandoned farmsteads. Promoters of certain 
projects, with the sole iden, of sellin l ), land, have yielded to the temp­
tation to build irri~atioll works as chea.ply as possible, trusting to be 
out of the wny berol'e replacements should become necessary. Pro­
tracted delays in selling the lund have reduced expected profits in a 
number of lUlclertukings to little or llOthing. In attempting to avoid 
SU~11 situations neither l'ltpiclland settlement nor favon;,ule economic 
cOllClitions CUll be assured, but certainly it is advantageous to design 
such projects with the idea of success to the settlers. 

INSUFFICIENT OPERATION CHARGES 

" 'Vater-right" contracts offered by clevelopm'mt companies usually 
provided that the settler pay, in a.ddition to purchase-price install­
me.flts, au tUllllHtl operation and maintenance charge while the com­
pany operated the project. To attract plU'chusers this charge was 
often made very snulU ou the assumption that the project would soon 
be sold out and the j!ew seusons' operation deficits easily absorbed. 
Delays in selling" 'water rights" and lands, however, led to heavy 
accuumlntions of allnual deficits which frequently affected profits 
serio1l8y· 

PRIVATE-CONTRACT COMPANIES 

Returns on investments in prinlte-colltnlCt companies are expected 
primarily from sale of ., water ril!hts" or of land with "water 
rights" attached, and !ll'e, therefore, subject to much the same haz­
ards as investments in development compr~nies. Comments n~ade 
llbove, particularly on delays in selling irrigable lands, are appli­
cable here. 'The annual operation charge, however, requires further 
discllssion. 

INFLEXIBLE CONTRACT OPERATION CHARGES 

An added margin of profit is anticipated by owners of contract 
companies to accrue perpetually from the annual operation or serv­
ice cl~lrge exacted from "water-right" plU'chasers; otherwise there 
would clearly be no inducement to continue indefinitely in the irri­
gation business after selling all " water rights." This annual service 
charge, to fulfill its purposes, should be high enough to defray op­
eration and maintenance costs, provide for replacement of worn-out 
or obsolete works, amI yield in addition a reasonable profit to the 
owners of the system. Actually the charge WllS often set at $1 or 
$2 pel' acre, was fixed perpetually by contra.ct, and was therefore un­
alterable-with certain exceptions noted under" Companies subject 
to regulation" (p. 2&) without consent of the water user. 

http:contra.ct
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Time has developed several fatal weaknesses in these contract 
churges: (1) Predication upon economic conditions existing when 
the contracts were signed, (2) inclusion of little or no margin for 
})l'otection ugainst future changes in economic 01' operating condi­
tions, and (3) inflexibility. Consequently such contract rates have 
almost invadably proved insufficient in the face of increasing op­
(~l'lLtion costs, and the owners have found themselves not only with­
out their lUllllml margin of profit, but on the contrary compelled to 
.make HI) opemtion deficits themselves. Trunsfer of most of such 
systems to the water users has inevitably x.:esulted-in some cases at 
reasonable compensation and in others as a gift, depending upon the 
bargaining position of the parties. 

It is t.o be emphasized that this concli tion has nothing to do with 
the Itbility of water users to pay the contract rate, and is therefore 
to be i:;harply distinguished from the main trouble with irrigation­
utility rutes, discussed latel'. The water users lUlder prinLte-con­
tmct companips, because of their contractual rates, simply hold the 
whip hancl. Determination of the question of whether a given com­
pan)' is 11, priv!tte-contract company 01' a public utility is conse­
quently often a vital matter to owners and water users alike. 

PUBLIC-UTILITY COMPANIES 

Public-utility irrigation companies--callecl for convenience" irri­
gation utilities "-normally derive their income almost entirely from 
~1Dnual rates paid by watec' users. The fact that owners of a given 
utility may have resources connected with the utility's functions­
such ai:; eaJ'1lings from operation 01' sale of irrigated land-from 
which d('ficits incurred in operating the irrigation system may be 
recouped, is simply a fortunate combination of circumstances that 
may make it possible or even desirable to continue in the irrigation 
business in the face of inadequate irrigation returns, but that ordi­
narily haH no bearing upon irrigation rates fixed by a public-utility 
COlUllliss.ion. Many of the important irrigation utilities have no such 
outside resources. Consequently the rate question is vital in irriga­
tion-utility finance, and is in fact the outstanding question facing 
these companies to-day_ 

INSUFFICIENCY OF ANNUAL RATES 

Tha.~ rates of irrigation utilities are all too frequently inadequate 
is shown by Table 2 relating to California companies, which comprise 
a very large proportion of irrigation utilities in the ,Vest. This 
tn,ble is })l'l'sentecl because the exact .figures upon which it is based 
arc available and because it is a graphic l'epresentation of the general 
situation in which irrigation utilities are found throughout the 
,Yest, 

The table shows that for the 14 years ended with 1926 an average 
of 28 ('ompanies reporting to the railroad commission showed Ilet 
incomes aggregating $424,734 pel' anmUl1 (averaging $15,169 each), 
while 33 reported net losses aggregating $315,403 per annum (aver­
aging $9,5:18 each). That the cOml)anies with resources other than 
proceeds from sales of irrigation water fared better, on the whole, 
is indicated by the fact that the ratio of average irrigation earnings 

94459-30-:! 
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to . average total revenues was 59 per cent for companies reporting 
net incomes and 78 pel' cent for those with net losses. 

The most significant fact brought out by this table is that the excess 
of yeurly n,verage net incomes over net losses for all compunies­
$109,331-is but 0.38 per cent of the total nominal capitalization of 
all companies. Even assuming that to approximate real vulue the 
aggregate nominnl capitalization should be cut in half, which would 
undoubtedly be a much too drastic reduction, still the annual net 
return to owners of Oalifornia il'1'igation utilities, considered as a 
'whole, would average for these 14 years less than 1 pel' cent on the 
Yulue of their inve!:;tmentS. 

The table shows further that not over five companies paid divi­
clC'nds in any year. Annual dividends averaged 3.82 per cent of the 
capital stock of companies pay.ing them. The averages have been 
especially low during the past six years, except in 1923, when 70 per 
cent of dh'idends paid 'was derived from revenue other than irri­
gation sale!:;. 

Complete informntion from other State!:; is not available, but data 
on hand show the situation to be in line with that in California. 
Of the cOllunel'chl companies in other States doing primarily an 
irrigation business which were studied in connection with this proj­
ect, very few were found to be actually making money lU1der existing 
rates. 

Existing irrigation rates as a whole not only fail to give utility 
owners IL 6 to 8 pel' cent return, but in some cases are barely suffi­
cient to provide properly fOl'operation and maintenance. 'Vhy, 
Own, has public-utili ty regUlation not corrected this condition ~ 
Mainly for thl'ee reasons, c1iscllssec1 in the following pages: (1) 
'With some companies rate illC'l'NtSCS can not be legaUy forced upon 
the water users, (2) with others incl'en!:;es are legally and economi­
cally possible but inadvisable for lD:;;ychological reasons, (3) with 
still others increase!:; nrc legally pOHsiblc but out of the question 
economically. 

NO ,\u~'rrORl~'Y TO CrrANGE UNrus 

In several States there is no statutory authority for regulu.tion of 
irrigation rates, llnd little or no demand for it, as only a few com­
panies are affected. A more serious matter in some other jurisdic­
tions has been the existence, on portions of utility systems, of private­
contract rates whieh public authority is powm:less to disturb. Such 
contracts were necessarily entered into before the companies devoted 
the balance of their water supplies to public use. Lack of legal 
1)0\\'e1' t.o increase these contract l'ates deprives the company of a 
portion of the illcome to which it would otherwise be entitled. 
Much friction among water users likewise ensues because of the 
apparent discrimination in rates, 
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INCREASES NOT ADVISABLE 

Threatened loss of custom due to competition from individual 
pumping plants has deterred several companies from asking for 
needed rate raises.4 The effect of this condition is intensified by 
the tendency of so many prospective pump owners, in "figuring .pump­
ing costs, to overlook interest and depreciation on the plant and the 
inevitable increase in operating cost when extensive pumping over a 
large are!1 shall have lowered the underground water level. 

Other reasons in this category for not seeking or allowing higher 
rates have been: (1) Probable retarding effect upon disposal of 
further" water rights"; (2) shift of intending settlers to neighbor­
ing projects, due to their lo,ver water charges; (3) increase in al­
ready existing friction between private-contract holqers and public­
utility users on the same system, due to rate differentials; and (4) 
antagonism which might defeat pending negotiations for sale of 
systems to water users. In this last group of cases the owners' 
original purposes in building or acquiring the systems had been ac­
complished, and continuance of control even with adequate rate levels 
was no lon~er desired, because of reorganizations or other changes 
in ownershIp persOlmel or because needed storage or drainage works 
could be more successfully financed by district organizations. 

USERS UNABLE '1'0 P"\Y HIGHER ItA'rES 

In v. large lllunber of cases inadequate rates are due to inability 
of users to pay more for the service rendered and are maintained at 
such levels by companies or utility commissions through recognition 
of the fact that insistence upon higher payment:::; would threaten 
the company's main source of income. 

A study was undertaken by the Department of Agriculture in 
1924-25 to determine If<>WO !n~ch ~armer~ can pay for w:a~er. This 
study covered a number of Irl'lgatlOn proJects or commumtles reflect­
inp: the prjncipal interests in western agricultnre and included 2:593 
farms operated by their owners. The results, as reported by Teele 
(9), showed that the average net return over expenditures for farm 
and living purposes available for capital irrigation charges (amor­
tizing district bonds, buying private-contract rights, or paying re­
turns to utility owners) was $3.70 per acre. These returns varied 
widely and were not at all proportionate to outstanding obligations 
for" water rights." 

Table 1, which was suggested by the leaders in this study, shows 
the construction charge which will be amortized under the terms re­
quired or permitted by State irrigation district laws, based upon an 
annual available farm income of $3.70 per acre. There is also in­
cluded a comparison of charges uncler permissible public-utility 
returns. 

, 'rhls led the California Hailroad CommiSHion in one case to fix a rate comparable with 
the cost of pumping at that time, which was lower thun u rate based upon yulue of the 
system would lUlYC been. (~) 
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TABLE 1.-ConstnwUon charge per acre on wwic1b ava'ilable faj·m. income will 
amortize district bonds or pay penwissible rett~ms to pt£/)liC-11,tiU,ty owners 

Annual 
rat.,'rerm required to Capital In wbich provideinvestod dlstrlot Maximum roturnAnnual In Irrlga- bonds return to to pUblic­farm tion works, bearing public- utilityiucome or con' 6 per cent utility ownersstructlon interost owners 1 0(8 por charge will be cent on amortized cupital

invested 
.L_~--'-

Dollar., Dollllrs Dollars 
1)"' IIcrc per acre Years Pcr cent per acre 

27 10 8 2.16 
36 15 8 2.88 
42 20 8 3. :l6 

3,70 47 25 7.9 3.76 
51 30 7.3 4.08

1 54 35 6.9 4.32 
56 40 6.6 d.48 

18 per cent is usually tho maximum permissible return upon wbich pUblic-utility rate revisions arc basod 

Three conclusions may be drawn from Table 1: 
(1) The limit upon valuation of irrigation wpdrs for rate-making 

purposes, beyond which public-utility owners could not expect to 
obtain 8 per cent under a.verage conditions prevailing throughout 
the!:ie proJects during the past few years, was ,veIl under $35 to $50 
per acre. 

(2) A net return of $3.70 per acre per annum from farm opera­
tions will enable water users on a project capitalized at $55 an acre 
to buy the works free arid clear in periods authorized by district 
laws of some States, yet will not enable them to pay the anllual rate 
necessary to gi,e utility owners the maximum return they expect 
under favorable conditions. 

(3) The margin available for capitnl irrigation charges or other 
purposes under pre!:ient conditions is very miTrow on many projects 
anu therefore materially limits the value of service to the utility 
COnSUlllPr. III view of this, a variation in an annual public-utility 
rate of $1 or $2 per acre is sufficient in many cases to measure the 
difference, on the one hand, between ability and lack of ability of 
users to pay and, on the other~ between satisfactory and unsatisfac­
tory performance from the utility owner's point of view. Particu­
larly is this true since, as shown below, these figures are based on 
total irrigablt' areas from which the district, but not necessarily the 
utility, can count on revenue. 

AllYLITY TO PAY AS AFFECTED DY CHARACTER OF ORGANIZNITON 

Limitation of rate-paying ability by the narrow margin just dis­
cussed 'affects utility revenues more severely than those of districts 
or mutual companies and offers an explanation as to why nonprofit 
community organizations under parallel conditions h'ave been better 
able to WIthstand the postwar agricultural depression. 

The a.verage irrigation project includes areas seldom or never 
irrigated but 'which benefit from their location through enhancement 
of market value or from subirrigation from adjoining lands. An 
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irrigation district usually includes and assesses such tracts, but a 
public utility can not force them to contribute revenue. On some 
utility systems, reasonably capitalized from the standpoint of po­
tentially irrigable lands and which apparently would be feasible as 
districts" the value of service to lands ach!ally irrigated is not suf­
ficient to cover the entire overhead. The result is that rates are 
necessarily insufficient. 

Some projects include areas in crops requiring water only in dry 
years, or in annual crops planted only when markets are promising, 
with resulting fluctuations in demand for water. Here, again, the 
public utility suffers by comparIson with the district or mutual com­
pany or even with the private-contract ,company-which is entitled 
to an annual payment from each customer regardless of whether 
water is used or not-inasmuch as the utility has insufficient recourse 
or none at all to its idle noncontract users. Liens against contract 
lands acquired by public utilities prior to commission regulation 
have been left undisturbed by State commissions in some rate-fixing 
cases, but usually these cover only part of the lands served and there­
fore afford only partial protectIOn. Stand-by charges furthermore 
(see" Public regulation of irrigation utilities," p. 23) can not cover 
the entire range of expenses. Consequently losses from lack of de­
mand must be (1) anticipated by fixing rates estimated to beade­
quate when averaged over a series of years; or (2) included in sub­
sequent years' rates and paid wholly or partly by these occasional 
users; or (3) absorbed by utility owners. Where the first course 
is feasible the utility may well be on a sound basis, but the difficulty 
in so many actual situations is that higher rates necessary to cover 
lack of revenue from temporarily ielle lands are found impracti­
cable when measured by ability of irrigated lands to pay. Increased 
rates required by the seoond course are often equally impracticable, 
whether applied to regularly irrigated lands or to those occasionally 
irrigated. However. crops subject to e:\.;;reme fluctuations in price, 
such as rice, are cnpable of carrying heavy loads in some years.5 

Revenue losses due to lack of demand that can not be carried by ac­
tual users must necessarily be written off by the utility. 

Temporary shortages of water cause loss of revenue which can be 
recouped by districts and mutual companies through assessments 
upon all land or stock and against which private-contract com­
panies are usually protected by contract provisions for prorating 
water. Public utilities may have similar provisions in contracts; 
but these, as stated above, usually apply to only part of their users. 
Recovery of these losses is subject to much the same clifficulties as 
those outlined in the preceding paragraph; in other words, is im­
practicable where higher rates would exceed the value of service. 

Water users are apt to be very antagonistic toward a public-service 
corporation representing outside capital-much ll).ore so than where 
stock is owned locally. They dislike to pay a profit to outsiders, 

• This fact led the .:rexas Board of Water Engineers in fixing rates of a rice irrigation
company In 1919 to include 6 per cent on valuation as the owners' normal return and an 
Ildditional 7 per cent as .. estimated .reasonah)e .profits "-subject to modification whenever 
necessary-in order to compensate the owners for losses in other years due to reductions 
in area served. (J. E. Broussard et al. 11. The Anahuac Canal Co., July 16, 1919.)
Disaster to the irrigation system in questiou prevented a tuorough test of this set-up. 
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who may have no interest in local matters aside from making money 
out of the irrigation system, and they are not readily convinced of 
absence of profits. 'With a heritage of bitterness from the days 
when wuter disputes often meunt bloodshed, real or fancied griev­
ances against the company are likely to be perpetuated and to result 
in a permanent uttitucle of hostility. The practical results are lack 
of coopemtion from users in paying bills promptly and in ctfecting 
operatio.l'l. economies, general unpleasantness in administration, the 
importl1nCl' of which is not to be minimized, and a mUltiplicity of 
damage snits which in the aggregate are very costly to the company 
irrespective of outcome.S 

This expensive hostility toward the management is, on the whole, 
much less pronounced in community enterprises. 

Other advantages of the district over the utility that have a bearing 
upon operation costs are ability to obtain cheaper money; lower cost 
of financing; exemption from local taxation, which is granted to ccm­
mercinJ companies in only a few States;7 possibility of correlating 
irrigation and drainage activities lUlder one management; and amor­
tization of replacement charges after they become necessary, rather 
than in advance, as utility consumers are required to do-a point of 
considerable importance to a project in course of development. 

'1'he fllct is to be emphasized that these several causes, while often 
of little importance in indiviclual cases, have in the aggregate mater­
ially influencec1 the fortunes of irrigation utilities. 

This question of ability of users to pay~ which is the crux of 
the irrigation-utility situation, may be summed up as follows: Irri­
gation projects are capitalized on the basis of potentially irrigable 
hmds; incomes of irrigation. utilities are nevertheless derived from 
payments by actual rather than potential water users, because of the 
impracticability of holding unirrigatecl lands liable; deficits due to 
failure of irrigable lands to take water must therefore be written off 
by the utility or provided against by actual users of water to the 
extent of the value of service to them, which in the last analysis is 
measured by their ability to pay from proceeds of farm operations; 
the margin of available farm income for some years past has been 
vcry small; irrigation-utility owners have therefore been limited 
to generally unsatisfactory profits or required to take net losses; and 
generally adequate irrigation-utility rates will be neither possible nor 
justified until such marked improvement in the agricultural economic 
situation has taken place that available income from actually irri­
gatecl farms will more than pay capital charges on u.lliands for which 
service IS made available. 

"The local point of view on this mutter may be 11Iustrated by a case against a 
California irrigation utllity in which the jury, after watching the plaintlt!'s attorney· dis­
play on 11 blackboard calculations from which he argued that judgment should be giVen 
tor $1,700, returned 11 verdIct for over $1,000. 

1 Tbls is a very substantial advantage. Taxes paid by th.e California companies con­
cerned in Table 2 averaged 10 per cent of total operating expenses for the years 1913 
to 1026, inclusive, IJeing lowest, wltb 7.7 per cent, in 1\116, and increasing with con­
siderable regularity to 13.2 per cent In 1926. 
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INTERNAL FEATURES OF COMMERCIAL COMPANIES 

CHARACTER OF ORGANIZATION 

Commercittl companies are usually incorpomted, foJ' reasons com­
mon to many indust:rin.l enterprises-namely, to effect a business or­
ganization which may enter into contracts, incur obligations, appear 
in court, and hold property in the corporute name rather than by 
joining all individual owners; to limit liability of owners; to secure 
perpetual succession; to compel assent of disaffected minorities to 
expenditures for needed improvements; and to attract capital by 
issuance of sLock and bonds. However, incorporation is not essential, 
even to a· public-utility staLus, fo~' a system owned solely by one 
person is classed by law as lL utility if it performs public-service 
functions. 

Commercial enterprises engaged in other than purely irrigation 
service are frequently ol'gn,nized into two or more companies lmder 
common ownership. For example, Kern County Canal & ";Vater Co., 
California, whieh holds most 01' tt11 of the capital stock of 17 sub­
sicliary irrigation companies, is controlled by the iuterests owning 
Kern County Ltmd Co., which in turn OW!lS a very large percentage 
of lands served by the combined systems. Associated land and irri­
gation enterprises have been numerous. Other combinations in­
clude irrigation and livestock, power, or packing companies. Segre­
gation of functions uncleI' clif[('rent companies in the early history 
of a development paves the way for the e\'entulli disentanglement of 
physicnl assets and accounts that accolllpanies tmnsfer of the irri­
gation system to water' users 01' submission to public-utility 
regulation. 

SECURITIES 

Capital stock of commercial irrigation companies represents own­
ership of the system only, and not, as with mutual companies, the 
right to receive water. .A. majority of stock of a commercial com­
pany is sometimes held by a majority of water users, as is the case 
with Hagennan Irrigation Co., New Mexico; and a mutual company 
may acquire pUblic-utility stn-tus by delivering water to other than 
stockholders at cost. These, hOWeYCl\ are exceptiolln,l phases. Com­
men·ial-company stock is acquired primarily in expectation of prof­
its through dividends on enhanced ma!'lret yalues or to obtain control 
of the irrigation system for some specific purpose. Very rarely, 
since the advent of J?ublic-utility regulation, do consumers acquire 
stock to obtain fipeClal privileges. In fact, lower rates to stock­
holdel's have been specifically denied by the California Railroad 
Commission in seyeral it'l'igation cases on the ground that they con­
stitute cUscl'imination. Such aelvantages as priorit.ies in water serv­
ice or lower annual charges are now due, in most cases, to character 
of water rights helel by the individual 01' to private-contract re­
quirements which lllay be coincident with stock ownership yet not 
derived through it. 

Bonds were solc1 extensively to finance Carey Act and private 
land and water development, especially during the early years of 
the present century, few such issues being sold after 1913. These 
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bonds were secured ·hy first mortgages upon all irrigation works 
to be constructed, and by deposits of settlers' purchase-money con­
tracts for rights to water deli very or for lands and attached rights. 
Deferred payments on contl'aCLS were secured in turn by first Jiens 
upon lands or, in case of reclamation of public lands, upon the 
settlers' equity therein. For reaSons given above, defaults upon 
both Carey Act and private-company bonds were heavy. 

Stocks, bonds, and short-term notes have all been issued by public­
service enterprises to nuance construction work. Extensions of 
going projects to reach new consumers have been financed by new 
security issues, by assessments upall outstandin~ capital stock, and 
by advances from consumers in the form of 'water-ricJ'ht" con­
tracts, prepayments upon rates, or outright donations. Indebtedness 
of utilities for capital expenditures can not be amortized through 
normal rates paid by consumers; therefore maturing bond issues or 
notes must be refunded by new obligations or paid from proceeds of 
stock assessments or sale of new stock. Seven .per cent cumulative 
preferred stock of Sutter Butte Canal Co., California, was exchanged 
at par several yelLrs ago for maturing notes bearing 8 per cent 
interest. The principal motive in choosing preferred stock rather 
tlmn bonds in refunding this particular indebtedness was to provide 
a more elastic financial structure than would have been possible by 
issuing all interest-bearing obligations in the form of bonds, inas­
much as a, large refunding bond issue was al'l'anged for at the same 
time. 

Bond issues of a small number of irrigation utiliti.es in several 
States, principally California, are now outstanding. The largest 
issue of it utility deliyering water primarily for irrigation purposes 
known to the author is that of Sutter Butte Canal Co. In that case 
$945,000 of 6% per cent bonds were sold at various times during the 
past five years to refund earlier bond issues. A much larger issue of 
another California company sold in Europe about 15 years ago was 
foreclosed in 1927. 

Commercial companies borrow money for operation and main­
tenance purposes on short-term not~s as It matter of ordinary business 
procedure. 

WATER RIGHTS 

'Vater rights vest in the consumers in some States, and in others 
may vest in either the company or consumers, clepending upon the 
statutes and court decisions inyolved. Where the title actually Jies, 
as indicated under "1Vater charges and collections" (p. 18), has a 
beRring upon rcmeclies against delinquent ratepayers, and further­
more becomes important when the water supply is insufficient for the 
needs of nIl consumers. That is. when water is scarce and consumers 
are themseh'es regarded as thu appropriators, ns is the cnse, :for 
('x:unple, in Colorado, any priorities among them must be respected. 
On the contrary, if the company is the appropriator, consumers are 
on the Same basis l'egardless of date of their first service by the 
('ompnny, and the watel' supply must be prorated among them alL 

http:utiliti.es
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Statutes of some States S provide that water shall be prorated in 
time of scarcity, and contracts between commercial companies and 
consumers frequently include provisions to the same effect. The 
effect of title to the water rights upon valuation of pUblic-utility 
properties for rate-making purposes is discussed below under 
., Public regulation of irrigation utilities." 

"Tater delivered by commercial companies is appurtenant to land 
as a result of law in some States and as a result of contracts with 
consumers in some others. Appurtenance is a decided advantage 
to a company which cusposes of rlO'hts to water delivery by con­
tract, in protecting its future mal1.:et for sule of rights against 
transfers to new lnnds fl'om lands a,lready under contract. It is 
also advantageous to a company selling lands with rights to water 
delivery attached, in that the company is protected against alienation 
of W!Lter rights from lands on which it holds mortgages to secure 
deferred ~purchasepayments. On the other hand, while a company 
jn some States could legally refuse to deliver water to a delinquent 
landowner whose Witter right is appurtenant, its right to deliver that 
particular water to other land prior to forfeiture of the delinquent's 
water right by nonuse-and hence its opportunity to secure revenue 
therefrolll-wouid be questionable. 

Water rights acquired by appropriation entitle the user to divert 
definite quantities of water, the maximum being set by law in some 
States. Contmcts between commercial companies and userS almost 
invariably provide for deliyery of specific quantities, such as 1 sec­
ond-foot for each lGO acres throughont th", irrigation ~eason or, in 
case of stored water. 2 aCl'('-feet per acre pel' alllltlm, with the usual 
provision for proportionate reductions in case of shortage. 

QUALIFICATIONS OF CONSUMERS 

Irrigation companies which do not dedicate their water supply 
to public use may select their own consumers to the same extent that 
any other business organization mlLy select individuals with whom it 
will make private contrncts. The usual J?rerequisites to service in 
such cases nre purchase of a perpetual nght to water delivery or 
purchase of l:llld with contL'llct right attached. 

Public-service companies, on the other hand, are required to serve 
consumer:; without discrimination and without imposition of un­
reasonable l'l'stl'icljons, to the extent of their ability and capacity or 
plant. This is It well-established principle.a Any member of the 
public, therefore, who desires water for the irrigation of land lying 
within reach of the canal system, or within the area to which service 
has been dedicated, is entitled to ::,el'vicc upon tender of esta,blished 
mtes, provided the water is physically and legally available for his 
use. Il'rl~ation utilities, from tIle nature of their industry. may 
limit Se1'\'1Ce to particulilr al'ea~ of land Ot· be required by regulatory 

8 l~or l'xamplc, the Californill nrt (1, 8CO. 6, II. Sa) states that" as b~twcen consumcrs 
who hnvl' heell Voluntarily ntlmltted to particlpnte by the corporntlon In its supply ot 
wntrr or b~l'n rC(Julrecl to 1)(' :mppUcd by nil ottlcr of the rnl1rontl commission, In times ot 
shortage tl1('fl' shnll hI' no 1)1'101'1 t\· or preference. nnd such corporation In times ot 
shortage ~hn!l be rrQutrctl to IIpportion such supply rn tably nmong its consumers." 

• For llctnUs SNl Wlpl (/3, Rec.. 12S0, lootllott: Ij). 

!l·IMiO---:lO---3 
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commissions to do so, in vicw of the :fact that spreading a given 
supply of watcr o\'e1' an 11rea larger than justified by local water 
requirements is bound to impair its usefulness to that extent. 

RIGHTS OF CONSUMERS UPON TRANSFER OF UTILITY PROPERTIES 

The irrigation utility1s obli~ation to serve the public, once assumed, 
can not be divested by transfer of the irrigation system to another 
public-service compllny. The new owner, if itself a public-utility 
compa.ny, tltkes the property impressed with the same duty of 8e1'\'­
ill~ all persons who wem being served by, or who could have re­
qUll'ed service from, the precedin:,! owner. 

An irrigation (listrict, upon purchasing utility properties, succeeds 
to the obligation of continuing to l'enuel' service to persons already 
receiving it,\\;hether located within 01' without the district boundaries. 
Several cases support this principle. .A point raised in connection 
with a proposed transfer of utility properties is whether a district 
will be required to serve persons outside the district bOll1ldaries who 
at the time o'j! the transfer hall not demanded and were not receiving 
service from the utility but were entitled to it. Apparently the 
courts h:we lIol yet deHllitely passed on this point. 

Possible "dilution" of utility consumers' water supplies 011 traus­
fer of utility properties to a Witter-storage district covering a much 
larger service area, with plans to develop additional water and assess 
the hUlds considerably more th~tn they had been paying in the form 
o:f public-utility rates, was illYolyed in a l'eCellt California case, 
The railroad commission in approving the contract of sttle of the 
irri~ation system refused to pass upon a suggested allocation of the 
utihty 'water to lands theretofore served by the utility or upon 
reasonableness of the price which the district had agreed to pay. 
The ground for this action was that affairs of the district, includ­
ing determinations of feasibility, were covered solely by the storage 
district In,w and were the concern of the State engineer and the lana, 
owners, the railroad commission's only concern being to safe{5uard 
the interests of those former consumers located outside the district 
boundaries. The commission's action was upheld by the court. III 

WATER CHARGES AND COLLECTIONS 

BONUS OR INITIAL CHARGE FOR PUBLIC-UTILITY" WATER RIGHT" 

The ,yic1espread practice among irrigation companies of exacting 
a bonus as a condition precedent to obtaining water, which, however, 
conveyed to the purchaser no interest in the physical works, was 
prohibiteel in 1879 by the Colorado Legislature and later by that of 
Ielaho anel was declared illegal by the California Railroad Com­
mission after an extended review of more or less conflicting court deci­
sions (3). In some States there are no statutes prohibiting the prac­
tice and 110 court 01' utility-commission decisions holding it illegal, 
and on certain projects it is still being done. Obviously the illegality 
of the practice (where it is illegal) applies only to contracts made by 
public-service companies and not to essentially private-contracts for 
sale of "water rights" entitling purchasers to share eventually in 
proportionate ownership of the i1'l'igation works. 

10 BIlHlwln ct aI, 11, Rllllrond CommissIon of Cnllfornill, 77 Cllllf. Dec. 389, 275 P. !125, 

http:compa.ny
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Fundamental objections to the bonus have been: 
It is a charge for service over and above the ,; reasonable rate n 

which a utility is entitled to receive from the public it is required 
to serve. 
It often purported to be only a charge for a "water right." In 

jurisdictions in which the real water right vests in the user rather 
than the carrier, and is perfected by applying water to beneficial 
use, the charge was therefore for something to which the company 
had no claim and hence could not sell. 

It frequently covered much or all of the first construction cost. 
Hence, as the company retained title to the irrigation works, con­
sumers were often placed under an unfairly heavy burden, ..,,,hich 
would have been even more serious if after paying the cntire cost 
they had been required to pay further, in the form of annual rates, 
a return on the Yalue of the system. In lldtuul practjce, however: 
this has not been altogether the case. Bonus payments went far 
toward reimbursing onginal builders of some ~ystems, but in the 
long run have represented only a small part of capital expenditures 
on others. Therefore, in many instllllces they may be considered 
in 111uch the same light as those donations which other development 
enterprises have been allowed by commissions and courts to capitnlize 
and without which the developments might not haTe taken place. 
Furthermore, earnings of public-ntility irrigation compllllies on the 
whole hlLve not been such as to include exces::;i"e profits on these 
bonus payments. 

It has undoubtedly complicated subsequent public-utility regula­
tion. A number of companies hayc charged different amounts to 
different users-for example, in the case of Dawson County Irriga­
tion Co., Nebraska, first $5 per acre, then $3.50, $8, and finally $10 
per acre---these amonnts usually increasing with added construction 
costs. In other cases declaration of illegality of the practice has 
led to service to later consnmers wIlD paid no bonuses. These real 
or fancied discriminations tend to promote discord among consumers 
lind have led to setting up of rate differentials in order to equalize 
the burden. The case of Sutter Butte Canal Co. is in point. Con­
tracts outstanding in 1918 which had carried initial payments rang­
ing from $5 to $10 per acre required some users to pay an annual 
charge of $1 amI others $2 per acre. '1.'he railroad commission in 
that year fixed a,n annual rate of $2 per acre for all contract hmds 
and authorized noncontract applicants to Secure water for $2.50 per 
acre, or for $2 if they chose to par an initial charge of $10 per 
acre, which few or none of them (ltd. After subsequent revisions 
the commission in 1924 abolished the rate differential between eon 
tract and llOncontract users, the company, howm·er. still retaining 
liens under the original contracts for the minimum annual charge 
per acre, and by a decision in 1925 removed this final difference in 
lin attempt to end the friction between classes of llsers, which the 
1924 decision had failed to accomplish. 

The bonus, then, viewed as u payment for indiyidual water rights, 
:is le~ally unsound in some jurisdictions and in some cases specificaJly 
forbidden. As a return upon capital invested it is mmeCessary in 
any case where public regulation is effective in insurinIY adeqi..mte 
rates, although it might with reason be regarded as compe~sl1tion for 
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revenue losses due to temporary idleness of irrigated lands.l1 Viewed 
as a, donation in aid of construction, where legal, it has a definite 
practical value, mainly at present in connection with e~-tensions of 
already established systems. 1£ in such cases the fact of out.right 
donation is agreed to by all parti.es, it is difficult to see anything 
wrong in the transaction, and acquiescence of the regulating commis­
sion should minimize the chances of resulting rate complications. 

STATE SUPERVISION OVER CHARGES 

Public-ut.ility regulation, which on account of its importance is ' 
treated separately hereinafter, involves supervision by State agencies 
over !tll charges made by public-service companies. 

State supervision OYer sale of "water rights" by other than 
pUblic-utility companies is provided by laws accepting the terms of 
the Carey Act, under which no new development has taken place for 
many years, and in certain St.ates by statutes covering other private 
development. '.rhe most extensiVely followed of the latter laws is 
thilt passecl ill 1909 by Idaho (6, 'V. 1, sees. 3061-3068), requiring 
State approyal of sale of "water rights" by companies 01' parties 
not operll.ting lmder the Carey Act. Early Carey Act development 
was actually subjected to "little more than nominal supervision" 
(5), 'which in lllany instances probably did more harm than good in 
misleading investors and settlers alike. Later rlevelopments received 
lDOI'e caretul attention fl'om State officials, with beneficial results . 

.Annual operation and maintenance charges on Carey Ad projects 
still opernted by development companies prior to being turned over 
to til£' farmers-whkh is the status of many of them to-clay-were 
fixed by contract between these companies and the State at extremely 
low rates to insure payment by the development company itself of 
that proportion of expense properly chargeable to lmdcveloped lands. 
On other projects 'Operating lmder supervisory laws such as those of 
IdallO, charges were set out in settlers' contracts the form of which 
was approved by the State. Finances of the development companies, 
and the resulting quality of service to water users, have suffered 
severely from inadequacy of these contract rates to cover mounting 
operation costs. 

TIME OF PAYMENT 

Installments of Jlurchase price of "water rights" are usually 
payable nnnually and sometimes carry interest on deferred payments . 
.A.runuu operation charges vary widely as to time of payment. Ex­
perience has brought out the advisability under certain circumstances 
of dividing the nnnual rate into two or more installments, with dates 
of payment depending mainly upon character of crops grown and 
consequent times of receipts from sale of farm :products and upon 
operation necessities. Charges based upon quantIty of, water deliv­
ered are often payable immediately or shortly after each irrigation, 

II Wiel t1,~, rl. 1232) mukes this point, stating further that "from a financial point of 
view it Is dIll cult to establlsh any new irrigation system where the distributors do not 
receive, In addition to the rates, some profit tram the creation of the system, such profit 
coming either from ownership by the company of irrigable land In the Vicinity reaping the 
henefit of its increased value or else from a special .inltlal charge, usually called the 
• water-right' charge." As stated heretofore, moat commercial Bystems originating In 
recent years have been built In connection witb land·developmr:nt enterprises. 

http:parti.es
http:lands.l1
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sometimes with a cash payment at the time of making application for 
service at the beginning of the season. Interest, often 8 to 10 per cent 
per annum, usually attaches to delinquent payments. 

METHODS OF ENFORCING COLLECTIONS 

smT TO RECOVER 

This remedy is always available, but frequently unsatis:lactory 
on account of the expense involved, for delinquencies large in the 
aggregate are often made up of many small claims against individ­
uals. 

CANCELLA'l'ION OF PltIVATE CONTRACT }'OR PURCHASE OF "WATER ltIGHT" 

Contracts often provide that failure to pay any installment of the 
purchase price shall entitle the company to declare the "wnter 
right" forfeited. In a jurisdiction in which the real water right 
belongs to the user rather than the company and is perfected by ap­
plication to beneficiallwe, it is doubtful if the company by this pro-­
cess could sever the water right from a delinquent's land and transfer 
it to other land. Deprivation of right to use the company's system, 
however, would lead to eventual forfeiture of water right, inasmuch 
as the delinquent landowner would be very unlill:ely to have other 
means of conveying the water to his land. The right to cancel the 
contract is tberefore a powerful instrumentality. 

Consumers under a public-service irrigation system probably could 
not be deprived of water service by cancellation of contracts, inas­
much as their ri~ht to water delivery rests primarily upon the com­
pany's duty to furnish water to the public, rather than upon any 
contractual relationship.1.2 

ENFOUCE~(ENT OF LIEN ON LAND OU ON CROPS 

Liens upon land are provided in contracts of many development 
anel some public-service companies, to secure not only installments 
upon purchase of land and" water rights ", but annual operation 
and maintenance charges as well. Some States grant statutory liens. 
For exnmple, Idaho provides that a charge" for the delivery of said 
water, which amount may be fixed by contract, or may be as pro­
vided by law, is a first lien upon the lancl for the irrigation of which 
said water is furnished and delivered" (6 'V. 13, sec. 5631), while 
Texas gives parties supplying water for irrigation "a preference 
lien superior to every other lien upon the crop or crops raised upon 
the land thus ilTigated" (10, art. 7596). 

HEl~UI:iA.L OF WATE!\ DELIVERY 

This is a sinlple, widely practiced, and most effective remedy. 
It is not, however, legal in all jurisclictions. For example, on the 
one hand a recent "Washington decision is to the effect that a "water­
right" purchaser delinquent in payment of annual installments can 
not have damages for failure to furnish irrigation water, the court 
stating: " No user of water can refuse to pay his delinquent bills and 
still clemand service." A decision of the United States District 

12 See discussion by Kinney (8, 860. 1528). 
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Court (District of Idaho, Southern Division) relating to the FederalBoise project is to the S!Ulle effect. On the other hand, several casesin the Itlaho State Supreme Court, not arisinO' on Federal projectsholcl that cleli\rel'Y of water may not be withhcld for nonpayment ofpast-clue assessments, the company's authority to refuse delivery ex­tending only to current charges and jts remedy for past delinquenciesbeing suit to collect.1 ;) 

An irrigation company is obliged to deliver water to users upontender of legal charges or in some jurisdictions upon furnishingl'ensonltble security, and conversely mn.y require this prior conditionto be fulfilled. One important company requires renters (who maybe gone from the project within It year) to prepny irrigation charges,but bills landowners with charges illcurred by themselves and re­fuses wn.t('t· delivery until nJI nccounts are settled.
Necessari Iy adequn to enforcement of collections depends in the~ lust analysis upon ability of users to pay. In times of financialstress, whcn lawsuits nre of little antil and refusal to deliver waterwould result: in materially smaller diversions by the company andpossible lorfpiture 01' compromisc of part of the water right, thereis 110 ltltm',mtjyc' other than to continue deliveries and to awaitbetter times t,o clen r up accumulated delinquencies. The se,"eralremecli('s listcd aboye are of greatest value against individuals will­ful ()l' careless in paYIll('nt of bills. 

MANAGEMENT 
lvIanagement of a cOll1lllerci:tl company, if incorpornted, is in thehands of: It board of eli r'ectors eleetcd by the stockholders, and if notincorporated, rests upon the will of the OW11ers. Actin manage­ment of business aii"airs and superint.endence of operation and malll­teIlltnCe, including water delivery, are delegated to one or morere7,u1a1' employees.
The quality of managenwnt necessarily yaries widely. The 1n.1"I:~ercompanies in good financial c'ircurmitllnee::; lIxe apt to be well lIlan­aged, because of availability of funds for needed expenditures Imdthe realization on the part of owners that proper maintenance ofworks and careful administration PHY in the long rUIl. On the otherhanel, systems of companies struggling for existence become rtmdown, operation is effected with lr1!Lclequnt;e for'ces, the temptationto economize unduly jn salur:ies is grelLt~ and sCl"Yice be<'Ornes con­stantly poorer. There seems to be lit.tle extravagnnce hl adminis­tration nt the Pl'PRPut time. Incomes of commercial compauie,; inrecent years have 110t been stich us to encourage it, and it is frowuedupon by regulatory C011Ullissiol1s; therefore there is no incentive toowner's' to eountclllUlce obyiotlsly useless expellClitlll'es which mustcome (Jut of their own podrcts.
Methods of watE'1' dC'li\'el-Y do not: difl'l'l' frolll those of other- in'i­gation organizations. So fur ItS contacts with water users go, t~le 

13 :l'hes(' three c)cllmplcB IlI'C fOllnd, resp('cth'l'ly, In [Jolmes ('t u)c. V. Whltcst"oll(, Irri!(lltlon&; Power Co., 138 Wnsh. 201, 244 P. r,71l; Mower v. Bond, 8 F. (2d) r,18 j find Rcynoltls 11.North Side Cllnul Cu. (LId.), et Ill., 110 Idaho 022, .2111 I'. 344. 
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main point of difference between cmmnercial and community organi­
zations is that friction develops much more easily under the former, 
and llnrensOIluule demands, complaints, and damage suits by users 
nre consequently more llumerous. 

PUBLIC REGULATION OF IRRIGATION UTILITIES 

The seYcl'nl Stute l'onstitutions and stntutes and court decisions 
construing them are fill' from uniform (1) as to whether irrigation 
complU1ies are to be regulated at nll: (2) i'f regulation is provided 
for, what the test of un irrigation utility is to be; and (3) whut ac­
tivities nre to be l'eguiatcLl. Hates and sen'ice most immeclilLtely 
COllcel'n the consuming public and tlicrpfore nre most generally sub­
je(~t to regulation. California is typical of Sttltes exercising most 
(.lxtensiYe control and has procluced the lUl'g~~t lllunber of court and 
commission ordN's iuyolving irrigation companies. 

POWER Ol~ STATE TO REGUlJAT-E 

The St~lte's power .to regulate jJlIblic-sery~ce irrigation companies, 
and partIculurly thell' rntes, whethel' prevlOusly .fixed by contract 
or otherwise. has been establislH'tl mUIlY years. The prior-colltract 
que::;tioll hns been dispospd of on the ground that regulation of pub­
lic uliliti('s is an inherent attl'ilmte of soyereignty, and that l'llte 
contract::; between utilities and consumel'S must thei'eIol'e be deemed 
to han~ been entered into subject to possible re\"ision by the State. 
If ll(l dt'Iinite provision is made in the constitution or statutes for 
fixing l'n,tes of irrigation companies, as is the ease in several S~ates, 
the consllmer mllst look to the eOlll'ts for relief from nnreasonable 
l'ates. 

COl\Il'ANIES SUBJECT TO REGULATION 

Hegulntion of irrigation utilities is usually provided for by in­
cludillg' irrigation companies within the statutory definitiou of" pub­
lic ut.ility " or .. public-service compal1y."14 Within any State which 
hus authorized sueh regulation, the question of whether a given 
irriga.tion company is a public utility, and therefore subject to COlll­

mission control, is largely a question of :fact, determination of which 
in some Stntes has inyoh'ed 111nny eOlltron'l'sies and some yery fine 
clistinctiolls. Most of these companies in fact originated before e011l­
mi<ision control was extelHled to irrigation companies and before the 
difterences between public and vri,Tate service were widely under­
stood. Enrly promoters did not know that they 'were en~aging in 
public sen'iee if they did one thing and in private service jf they did 
something else; so' that while dedication of water to public use 
preSnlUt'S :t positi,-e intention to declicate, and while the courts 

"Jt'or !'xamplc, the Utah low ; Il, srr.. ,178.~, p. 966) defines" public utilIty" as inc1l1dlnJ;
every" wnter ~orporation." which III turn Includes eveQ' cor[lorlltion or person owning or 
opCl'llting a .. wot~'r svstem" for com[l~nsation, I'xceptin~ companies distrll111ting water 
only to tbl'lr own stockhol<1ers The California act (1) states in some detail the circum· 
stances und~r whIch a water company is II public utility. The Montana Supreme Court 
dl'cldl'd thut thp hlngullge .. COmjlllllY • • • furnishing • • • wllter for bum­
lIIiss." liS 115('d In the public utilities net of tllllt State. aOf'S not Include Irrlgatlol!. com­
jlllnies. (StlltC (.X I'l'l. '.I'hllchcr (·t 01. 'P. Bo~'lc et nl .. Pull. Servo Com., 62 Mont. 9., 204 
P.3;8.1 
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scrutinize closely the acts upon which all alleged dedi~ation is based: 
nevertheless these people as a matter ·of fact often simply drifted 
into one status or the other, and they or their successors subsequently 
either made or resisted efforts to be declared public u.tilities, depend­
in~ upon the eventual desirability of being engaged in public or 
prlvate service. This is particularly exemplified by the many Cali­
fornia cases in which the principle that decuuution of water to public 
use constitutes an irrigatIOn company a utility has been put to test 
under a wide range of circumstances. 

Principles derived from court and utility-commission decisions 
declaring companies subject or not subject to public regulation may 
be summed up as follows: 

Irrigation companies engagecl in public service are subject to 
regulation when and to the extent provided by State constitutions 
and statutes, as construed by the courts. Those in private service 
are subject to only such supervision as the State may exercise over 
other private enterprises, which does not e"A-tend to alteration of 
rates fixed by contract. 

Companies which appl'opria.te 'water for distribution to all who 
may apply, and actually carry out such purpose, or otherwise "hold 
themselves out" as ready and willing to serve the public indis­
criminately, are enga~ed in public service. Incorporation for such 
purpose does not in Itself constitute such dedication. Fulfillment 
of contract provisions that rates shall be such as may be fixed by 
law constitutes engaging in public service. Requirement by the 
company that consumers purchase permanent" water rights" does 
not Tender the enterprise a pl'inlte-contract company exempt from 
regulation. 

Compani.es may be engaged simultaneously in public service as to 
part of their water supply and private service as to the balance. 
Ai'ter a given supply of water has been devoted to the public, how­
ever, pri,'ate rights can not be carved out of it. Water contracted 
privately to individuals may, with. their consent, be devot-ed to public 
usc by submission of the company to public rate-fixing authority, 
but can not thereafter revert to private use unless all public bene­
ficiaries consent. 

Companies may engage in service to a given class of the public) 
such as those fUl:ming lands within a defined geographical area, to 
the exclusion of other classes. They ma.y engage in one kind of 
public service, such as delivery of water appropriated by the,.'~elves, 
without being required to perform some oth.er public service, such as 
carrying "..ater for independent appropriators, 

}"1utual companies serving their own members only at 'cost are not 
pn(Taged in public service and are therefore not subject to rate or 
se;vice regulation; but those supplying water to outsiders for com­
pensation al:e subjec.t t~ regl~lat~on) at least to .the exte~t o~ such 
outside serVlCe., IrngatlOn chstl'lcts, ar~ !lot subJect. to this k~n~ of 
re!!ulation; but upon the transfer of utility propertIes to an IrrIga­
tion district rights of consumers located outside the district bound­
aries al'e defined and protected in the commission's order appro'dng 
the transfer. 

Construction or development companies are subject to regulation 
in some States and not in others. Such companies while under con­

http:Compani.es
http:appl'opria.te


25 COMMERCIAL IRRIGATION COMPANmS 

tract to deed their systems eventually to the purchasers of "water 
rights" have been considered common carriers in Nebraska and their 
J'ates l'egulated accordingly, and have been declared public-service 
companies in Idaho in !t case in which no rate question was involved. 
'l'hose .companies operating under the Carey Act are not subject to 
this kind of regulation, Development companies which form mutual 
irrigation compnnies and tmnsfer mutunl stock to land buyers are 
not public-service companies, nlthough jurisdiction over fiervice of 
mutual compllnies while still contro!led by the development company 
has been retained by the Arizona corporation commission, 

Companies which sene land with" water rights" attached, sold 
by themselves or by associated enterprises, are held in cerbin States, 
notubly Califol'nia nnd Oregon, to be privlLte-contrnct companies, 
on tbe ~round that they lire ser\'ing only individuals selected by 
themselves; but in Texas such companies are considered "quasi 
public service corporations 'I ~ject to rute regulation, 

REGULAT1:N"G AGENCIES 

Regulation of irrigation l'tl,tes in se\'e.rnl States was forHlerly left 
to boards of county commissioners 01' supervisors and t.o city coun­
cils, whose authority W~'lS usually limited to fixing maximulll rates. 
Irri~atioll rate iixinl;, Golomclo is still hancUed by county com­
misslOllel's, but in most States has been given to State commissions 
h!wing jurisdiction over other public utilities, which determine not 
maximum but specific rates, Exceptions are Texas, which places. 
this duty upon the board of water engineers; Oldahoma, which 
formerly placed it upon the State engineer but has recently trans­
fen'ed the State engineer's duties pertaining to irrigation to the con­
servation commission; and Montana, New Mexico, and South Da­
kota, which have not pl'Ovided for irrigation-company regulation. 

Regulation by local boards frequently proved unsatisfactory, partly 
because it was a purely incidental function and partly because board 
members included the water users among their constituents and were 
themsehes sometimes users of irrigation water, with resulting diffi­
culties in mnintllining an entirely impartiul .attitude, A state-wide 
body, by contrast, has n much br'oadcl' point of view in the matter 
and necessarily is considerably more scientific in its determinations. 

PROCEEDINGS 

Proceedings relative to rate changes and service requirements may 
usually be initiated by (1) the commission on its own motion; (2) 
complaint made by civic 01' municipal bodies or by some minimum 
number of consumers, such us 25; 01' (3) by the utility itself, in some 
States oJ). petition for a hearing and in others on filing new rate 
schedules 01' rules and regUlations which will stand as filed unless 
suspended by the commission pending a hearing. Formal or in­
formal hearings are held by the commission, testimony taken, and 
decisions and orders issued, subject to review in the courts. 

RATES 

Rate-making principles developed by commissions and courts, 
especially those involving property rights and rights of utilities and 
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consumers as against each other, apply in general to irrigation as 
well as to other 'public services. Irrigation rates, however, involve 
many features distinguished by the nature and background of the 
industry, and with the past 15 years' e}.:perience in mmd it is quite 
obvious that such rates can not bp viewed altogether in the same 
light as those of some other industries. The following .statement 
summarizes the principles and policies actually applied in irrigation 
rute and service cases and therefore of particular interest to irriga­
tion companies. Many of these cases arose in California,l.5 and the 
others in lVashington, Oregon, Idaho, Nevada, lVyorning, Nebraska, 
and Texas. 

ITEMS OF RETURN 

Rates are Jixed to proyide :i'or (1) e/liclent operation and mainte­
nance of irrigation works; (2) a depreciation annuity to cover 
eventual replacement of units not I included j II annual maintenance 
expenclitul'es; and (3) lL fair return on valuation of plant. 

Extraorclinary expenses, such as repair of damage due to dis­
astrous floods, and reconstrllction to oyercome water shortages, as 
well as the loss in revenUe resulting from necessary discontinuance 
of irrigation service, are propedy chargeable to operation and main­
tenance, but as they are not incurred Hnnually they are amortized 
over a series of years. Reasonable legal expenses are included, ex­
cept damages paid as the result of negligence. Expenditures in­
cUJ:red in defending water rj~hts are either amortized over a definite 
term or included in the rute base as part of the cost of water rights. 
Taxes are 3. part of operation cost. Past operation losses, including 
deficits incurred during the development stage, are allowed to be 
recouped to SOme extent and in some cases only, depending upon cir­
cumstances, but usually are excluded from consideration in irriga­
tion cases because of the clifficulty of provicling for even current 
items. 

The actual maximum rate of return on valuat.ion, or owners' profit, 
is usually set at 6 to S per cent. Commissions, for good reason, sel­
dom annOUl1ce fixed policies applicable to all classes of utilities but 
determine each case on its merits. In these irrigation cases there 
are usually so many limiting circmnstances that the maximum allow­
able return on valuation means little. This return on valuation 
comprises the following items: Interest on indebtedness incurred in 
developing the system, interest on the depreciation annuity in case 
the sllllcing-fund method is followed, dividends and additions to 
surplus. 

ITEMS NOT INCLUDED IN RATES 

Rates do not cover additions to capital, such as the cost of improve­
ments and extensions to the irrigation system or retirement of 
bonded indebtedness. If this were not true, the State would be in 
the position of forcing ratepayers to provide capital and then to pay 
interest on it. Capitalization of voluntary donati";l:ns from con­
sumers is a different matter. Of course the O1'rners may devote part 
of their return on valuation to such purposes if they choose., 

,. For n comlllete statement of prInciples applicable to nil clnsses of utilities in 
California, see (1ll). 
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The rule has often been announcec1 that present consumers shall 
not be required to pay a full return on investment or even the entire 
cost of maintenance of an irrigation system built largely in excess 
of their needs, particularly if the principal reason for overbuilding 
waR to promote land sales. Nor will irrigation consumers be saddled 
with land-development expenses not covered by the purchase price 
of land. 

As shown under" Valuation for rate-making purposes" (p. 29): 
rate~ do not include a return on property not useful in the pnblic 
serVlCe. 

REASONABLENESS 

Every rate Jllust pass the test of reasonableness, which means that 
jtlJlllst La as fair as possible to all whose interests are involved. 
Such a thing, of COUl'SC, can not be determined by any definite for­
mula. To be fair to the utility owner, the rate should provide for 
all running and replacement expenses and a return on investment 
higher than a creditor of the same project would demand, but must 
not be such as to invite destructive competition from individual 
pumping or other projects. Fairness to the consumer, on the other 
hand, requires that he be not penpJized for sparseness of settlement 
of the irrigation project, inefficiency and extravagance in operation, 
or inadeql1lLCY of service. To accomplish this, commissions in a num­
ber of cascs have allmyed as reasonable operation expenditures sums 
considerably less than the companies have actually been spending. 
The rate in Imv case should not exceed the value of senice to the 
user, which depends finally upon his ability to pay, and can not do 
so if tl18 project is to opel:ate on a sound basis. That determination 
of reasonableness must be predicated upon operation experience, use 
of water, and economic conditions obtaining over a series of years 
rather than in any single year applies with great force to an in'iga­
tion utility. 

APPORTIONMENT AMONG CONSUMERS 

The irrigation utility as a privately owned organization can not 
compel nonpatrons to become consumers or to pay rates without vol­
untary application for service, even though they may be benefiting 
substantially from proximity to the canal system. 

Actual consumers must be treat-ed without discrimination, whether 
or not they hold preferred contracts. Commissions, in fact, have not 
hesHated to modify or entirely abrogate utility contracts where it was 
necessary to remove discrimination or to raise all rates uniformly. 

nates may, however, be apportioned among classes of consumers 
without violating the rule against discrimination, bu~ on the contrary 
really to remo,-e discrimination. For example, occasional or "op­
portunist" water users are sometimes required to pay higher rates 
than regular patrons, particularly where the added expense of serving 
occasional users is material. In at least one proceeding the Cali­
fornia commission allowed lower rates for a time to persons who had 
made initial payments for "water rights,'; by approximately the 
annual interest on such payments, but later removed the differential 
owing to continued c1issntisfaction over two classes of rates. Prefer­
ential rates have nlso been allowed users under the following cir­
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cumstances: On laterals owned and operated by themselves; on the 
gravity unit of a project containing supplemental plUDI)ing units; and 
on portions of a project for which only one source of water supply 
was available, whereas other portions had two. 

A fundamental rule is that consumers in one department of a 
utility's activities, such as electricity, may not be burdened with losses 
sustaIned in another department, s'lOh as irrigation. 

BASIS 

Conllllissions have leaned toward rates based upon measured quan­
tities of water delivered, rather than flat rates per acre, because of 
the added incentive toward economy in use. The beneficial effect of 
this policy is apparent in sections where irrigation is recognized 
as essential ,to most profitable crop production, but is seriously ques­
tioned where irrigation is primarily of supplemental value and 
farmers are not yet wholly converted to its use. In a few cases rate 
differentials have been based upon character of crops grown, particu­
larly on systems serving both l'ice and general crops, on account of 
the relatively heary applications of water required for rice, Rates 
of several companies have allowed lower charges for water if used 
prior, say, to July 1, with a view toward encouraging early use while 
the supply is relatively plentiful. Seasonal rates, for quantities 
delivered at regular rotation intervals, have also been set lower than 
rutes for delivery on demand on the same system, because of the 
lower cost of rotation deliveries. 

PROBLEM OF PROVIDING ADEQUATE REVENUE 

Commissions can not guarantee adequate revenue, but at the most 
can give only reasonable assurance of a minimum annual income. 
Liens on land are generally out of the question. Not only is no case 
known to the author in which a utility has been authorized by a reg­
ulatory commission to require continuous liens as prerequisites to 
service, but it is very doubtful if such a proposal for the benefit of 
outside capital would be viewed favorably. Liens existing from 
preregulation days have been left undisturbed in some cases, but. 
usually apply to only part of the users and therefore assure only a 
minimum income. Furthermore, contracts for long periods, such as 
10 years, are regarded as unreasonable prereguisites to service, 
With a view to assuring a fairly dependable Inirumum income, com­
missions at various times have authorized the following: Contracts 
for short periods, such as one to three years, with flat rates per 
acre; contracts for short periods, with stand-by orreadiness-to-serve 
charges and additional quantitative charges based upon actual use; 
and payments in advance of the irrigation season. Beyond such pro­
visions, all the commission can do is to set rates which on the basis 
of probable demand for water will provide the necessary financial 
return, 

An assured minimum income is distinctly preferable to the utter 
uncertainty that might otherwise prevail; but while it may enable­
the company to operate, it can not be expected to provide in addition 
for depreciation and owners' profits. Hence, while the company's 
minimum operating income may be assured for one or two seasons 

• 
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in advance, the added margin required for these other purposes may 
be lacking in any year. Abundant experience shows tIlls to be a very 
real contingency. 

The only way to eliminate the deficit, as discussed heretofore under 
"Insufficiency of annual rates" (p. 9), is to anticipate it or include 
it in subsequent years' rates. Irrigation-utility losses have been due 
so generally to inability of users to pay that commissions have seldom 
if ever included past losses in current irrigation rates. They have, 
however, fixed rates to meet conditions obtaining over a series of 
years, to the extent of ability of consumers to pay such charges. 

VALUATION FOR RATE·MAKING PURPOSES 

l'he first test of value is whether the property is actually used and 
useful in the public service; second, the extent to which this applies 
to the particular customers whose rates are involved. For example, 
levees used to protect a ditch system are valued at only part cost if 
they also protect lands of the holding company, and the cost of 
canals used for both power and irrigation is allocated to the two serv­
ices. Likewise, the value of a system built for hydraulic-mining 
purposes and now used entirely for irrigation will be measured by 
its usefulness to irrigation consumers only. 

Among the more important questions involved in irrigation-utility 
valuation proceedings, aside from valuation of overheads, which pre­
sents no very distinctive irrigation features, are the following: 

PHYSICAL WORKS 

In measuring the value of physical works for rate-making pur­
poses, some commissions use historical cost undepreciated and others 
reproduction cost minus accrued depreciation. The California Rail­
road Commission leans to historical cost or fair original cost as the 
controlling factor, with due regard to other factors involved, estimat­
ing the reasonable investment where actual original figures are not 
available. The Texas Board of "Vater Engineers, on the other hand, 
arrives at present value by ascerhtinin~ or estimating original cost, 
ndcling to each item an appreciation factor to allow for increased \ 
prices of materials and labor and deducting from this result the 
percentage computed for accrued depreciation. In States following 
the reproduction theory, little or no allowance is made for deprecia­
tion of long-lived concrete structures. Seasoned earth clitches, which 
may be kept in perfect condition by annual maintenance work and 
which really improve with age, are not depreciable but occasionally 
require an nJlowance fot· obsolescellce.lU 

16 The United States Supreme Court decision of May 20, 1920, In the so-caUed .. O'Fallon 
Valuation Cases" (The St. Louis & O'Fallon Railway Co. and Manufacturers' Railway Co., 
appts., 11. United States et aI., No. 131), 73 L. ed. 457, holding that the Interstate Com­
merce Commission, in giving no conshleration to reproduction costs, had failed to carry 
out the congressional mandate that due consideration be given .. to all the plements of 
value recognized by the law of ttJe land for rate-making purposes," arose under the 
recapture provisions of the transportation act of 1920. The extent to which this decision 
will alrect valuation of publtc-utillty properties by State commissions for rate-making 
purposes Is a matter for the future to determine. So far as irrigation companies are 
concerned, the ability of consumers to pay under present economic conditions is a vital 
fnctor In limiting the rntes fixed under even the system of valuation most favorahle to 
the Irrigator. 

http:obsolescellce.lU
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LAND Al<D BIGHT OF WAYS 

Land is Yltlued at present-day prices rather than original cost. 
Land in the form of right of ways is valued by various methods, 
some cases using the present value of adjoining property; others the 
yalue of dry land plus severanCe damages, especially if the land on 
one si(le of the canal is high and rough; and others original cost, 
with no allowance for right of ways granted free. Right-oi-way 
easements-for example, for pipe lines---care yalued at cost. 

WNfEl' RIGHTS 

'\Yllter-l'ight valuations have cllused much controversy. The first 
consideration in such cases involves location of title to the water 
rights, tlUtt is, whether title vests in company 01' in consumen;; the 
second, a ~letermination as to what, if any, jntangible yalue attaches 
to water rIghts held by the company. 

In jurisdictions in which water rights belong as a lll!1tter of law 
to llLndowllers ruther than the utility, no allowance for their value 
has been made in any il'l'igation-mte cuse known to the author, be­
yond the actual cost incurred by the company in connection with 
such wuter rights. Intangible WIder-right values have been ignored 
in some cases, anel have been definitely refused consideration iJy the 
commissions of Nevada, Idaho) and Nebrnslm: as wcil as by the 
Fedeml COlU·t in a mte case arising under the Oolorado State 1I1ws.11 

In States in which the company lUny, as a mtLtter of law, hold title 
to the water rights, it is recognized that water rights actually held 
by n company have vnlue, particularly ill localities where hi:?h 
markct v!tlues generally preYltil. Yet eycn in those cases comrrus­
sions ll,ppear yery reluctant to assign values substantially in exces;; 
of the actual cost of acquisition of the rights, largely because of the 
peeulilli' nattu·o of a water right n.s a grant from the State of use 
of 11 limited natural commoclity. In Oalifornia, for example, water 
rights must be vluued in rate-iixing cases because of a decision of 
the United States Supreme Oourt, which, however, did not decide 
the principle on which the valuation shoulel be measured.18 The 
milroad commission, therefore, considers their value, but either in­
cludes it in a lump sum rcpresenting the entire rate base or allows 
it as a separate item based upon cost of acquisition and protection 
or on nil amOlUlt not greatly cxceeeling such cost. The practical 
effect of this policy, then~ is really not greatly different from that of 
commissions in States which consider that water rights belong to 
the user. 

17 Pioneer Irr. Co. 11. Board of Comrs. of Yuma County, Colo., 231l F. 700. On nppeal 
trom this decision. tile clr~ult court of appeals declined to express an opinion upon this 
point, but based its decision on other grounds. (251 Fed. 2M.) The United States 
Supreml' Conrt, In another rate ense arising under the Colorado law, City nnd County 
ot Denver et nl. 11. Denver Union Water Co.• 38 S. Ct. 278, 246 U. S. 178, 108, hnd before 
It the same question-namely, whether under the Colorndo State laws and court dedslons 
the water rights helonged to the public-service coml?llny nnd therefore should be given 
sUbstantlnl value In rate-fixing proceedings---lmt found It unhecessary to pass upon the 
llueatlon (1Inl;ffiuch IlS the fates In controversy were held to ~ield an Inadequnte return,
• even excluding froll! consideratIon the disputed water rights.' The court stated: .. The 
question Is one of great consequence and Is not tree trom diffiCUlty. It ought not to be 
passed upon unleas the exigencies ot the cllse require it." 

18 San .Joaquin and Kings River Canal & Irrigation Co. 11. County ot Stanislaus, In the 
stnte ot Callfornl.a, 233 U. S. 454. 

http:measured.18
http:1I1ws.11
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'Vhether wn.tel' rights luwe been adjudicated 01' not is an element 
to be considered in aliowing mlue beyond actual cost. Action of the 
Texas BOtwd of 'Vater Engineers in refusing to place a value on 
water rights in irrigation rn,te cases was determined by the fact that 
water rights hud not been Ildj uclicn.ted, the question of "qunntity being 
considered too ullcel'bLin to justify tU1 attempt to fix the vn.lue. 

In view of the definite aversion to placing substn.ntin.l values upon 
water ri~hts, beyond cost of acquisition, so generaliy shown by State 
cOllunisslOns in lrrigation rate fixing orders, it is deemed unnecessary 
to discuss further the various elements of value which advocntes of 
wtlter-.right yttluations urge for considern tiOll, 

Cnpitulizntiol1 of donations Ol' advances from consumers is a matter 
on which pructiccs difl'cl' somewhlLt, although the prevailin~ view 
seems to be tllllt, it will orclinlLl'ily be permitted. It hus been favored 
in some recent instlLnces on the theory that property so acquired is 
as much in the public serrice as though paid for out of the utility's 
capita.l funds, can not be withdrawn from public service, and must, 
on the contmry. be maintained Iwd eventually replaced by the utility. 
10 The Californill commission nllowl'd such capitnlization in certain 
early cascs but has rdusctl it in some rcccrit ones, using as the rate 
base for one po:-;twnr extpnsioll the $526,000 actually spent by the 
utility and exdudillg $~~09,OOO donnted by conSlUners, mainly because 
the Ilctual co:-;t exceeded reasonable present value on account of 
rushed ('onstruction at peak prices, The reason for rushing the 
work was to bendit users 011 this one cxtension; therefore the extra 
cost was considered not a proper charge against users on other por­
tions of the system. 

Initi:ll payint'uts :for" wnotel' rights" haye been disregarded in ad­
justing l'llte bases of seyeral Cnlifornia companies, these being re­
garded rather as ndnmce p:lyments on rates, The Nebraska commis­
~ion required pure-hascl's of rights in a system which was eventually 
to belong to the uSP!'S. Ilnd in which they therefore lUld an equity. to 
pay no return on the inyeslmcnt. ltuclannualrenters to pay a J'etnrn 
on only the portion illlocated to themselycs, 

'''hether profits from land salcs will be offset against the irriO'ation 
inycstment of a land and water compauy depends, apparently~ upon 
the cin;umsblllces in ench case. such as representations to lanel pur­
('hasN's. prices paid. and what payments were supposed to cover~ 
with due regard to the fact that legitimate real-estate profits, plus 
a reasonable return on the irrigation investment: can not be denied 
to It company tlult has acted in good faith. The Oregon commission 
declined to allow a return on value of such a system (which, how­
ever, the courts afterwards held to be not a public utility). the initial 
cost of which" was plainly reflected in the prices at which land was 
sold," • 

SERVICE 

Sen·ice regullLtion applies to practices and requirements of the 
utility relating to its service to consumers but does not extend to 

,. Sec, for example, (1), 
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questions of management or other internal affairs. The most im~ 
portant features follow: 

EXTENSION; LIMITATION, AND ABANDONMENT OF SERVICE 

'Where specmcally authorized by statute, conunissions may and 
do require utilities to extend their facilities to reach new consumers 
within the area to which the water supply has been declicated1 even 
when to do so new outlays of capital are necessary. The Cl1litornin. 
commission, however, refused to order e:ll..i;ensions to persons who de~ 
manded exorbitant prices for It right of way. E:lI..-tensions and recon­
structions of canals will not otherwise be ordered unless clearly justi­
lied by the water supply and probable retm'ns on the investment. 
Development of additional water will be required by the commission, 
if practicable, 'where the present supply proves insufficient for the 
area of service. 

Limitation or utility service is It most importtmt l'eglllatory power, 
exercised for the purpose of protecting existing consumers from im~ 
pairment of their wllter supply. Fairness to both ntility and con­
sumers, pI'eseut and prospective, demands a thorough analysis of the 
water supply llncl distribution facilities before an order restricting 
service may be issued. Distribution or surplus watet', however, has 
l,een allowed to new users on the distinct understanding, with neces~ 
sary legal safeguard>;, that such uset'S may share only in the slU'plus 
when available without impairing the prior rights of regular con­
sumers to the normal supply. 

A utility can not be compelled to operate at a continued loss. 
Abandonment of selTice, howe·n~r, is not optional with the utility, 
but must have prior authorization of the conunission based upon full 
IH'esentation of the facts. This is an important determination, for 
if l'efusecl it may mean confiscation of the utility's property, and if 
gl'anted~ loss of the consumers' water supply and resulting confisca­
tion of their property. Con~eqnently commlssions have made several 
such orclers conditional upon finding other sources of water supply 
for consumers. As a mutter of fact. abandonment questions seldom 
arise except in case of very small projects, such as those built in con­
nection with subdivisions of small tracts, for investments jn irri~ation 
systems of any considerable size are such that OWllers can better 
n}rord to carry them at a. loss for years pending eventual sale to the 
water users. 

PREVENTION OF DISCRIMINATION 

Discrimination in serYlce is tolerated no more than in rates. Com~ 
panies in specific inshmces have been ordered to cease the following 
discriminatory practices: Fulfillment of contracts granting preferen­
tial rights to water during shortage; installation of distribution 
facilities at the expense of some users anc1not others; requiring users 
to maintain and operate at their own expense certain latera.ls and 
not others, under r!1tes applying uniformly to aU laterals; giying 
preferences to users who are also stockholders of the company, Con­
tracts for free serYlce haye been sanctioned whm'e the consideration 
was an actual transfer of users' water rights to the company, but 
not where it was money payments or work performance, the former 
contracts being COD.$idered private and the latter public. 

http:latera.ls


33 

I 

•
I 

, 

OOMMEllOL\L mmGATION OOMPANIES 

EFFICIENCY OF SERVICE 

Utilities are chargec1 with the c1uty of taking all pl'llcticable means 
of rendering efficient service, incluc1ing prevention of tampering with 
the water supply and prosecution of offenders. The California com­
mission on several occasions has expressed the view that to give 
most efficient service, utilities shoulcl operate and maintuill all 
latemls to the point of serving the individual consumer; but has not 
required utilities to take control of private laterals unless rates 
sutticlent to cover cost of operation and a return on capital outlay 
appeared feasible. Compltnies in some cases have been ordered 
to put canals and structurcs in shape to render more satisfactory 
service. That this rule works both ways is indicatec1 by authori­
zation to one company to measure water at the intake of a private 
latemL l'llther than at the lund, where such lateral hac1 not been 
clellnocl. Commissions of Texas and California hnve either recom­
mended the rotation method of water delivery or based rates upon 
its operntion where such method appeared most economical, and 
have strOlvrly tu·ged installation of S<;llne l?l"Ilcticable system of meas­
urement. Companies serving both domestIC and irrigation consumers 
huve been allowed to provide certldn hours during which water may 
not. be used for irrigation. .A. rule that land must be properly pre­
pn,recl for irrigation has been held reasonable. 

SECURITY ISSUES AND CONSTRUCTION 

In It number of States the approval of commissions having juris­
diction over rates of irrigation companies is required before they 
may undertake new construction and extensions, anci in a few States 
beforc they mtly issue securities. Security issues of public utilities 
are uSllally exempt :ft·om provisions of the "blue-sky" laws, even 
where not supervised by utilities commissions, in view of the regula­
torT power exercised over other major activities. 

Hegulation of irri¥ation-ntility securities is of practical import­
nnec mainly in California, and extends .in that State to securities 
pnynble more than one year from dute null to the rc:fumling of notes 
maturing in less thnn one year, being independent of .the limita­
tions of indebtedness provided by the general laws governing COl·pO­
rations. The commission's flIDction is not so much to determine the 
ex.edlel1ce of investment in n proposed issue of securities as to 
make rcasonnbly certain that the utility will receive value and will 
translate it into service at reasonable cost to consumers. That done, 
the soundness of the investment is as well assured as the State can 
make it without guaranteeing the securities, which it specifically 
refuses to do. 

The California Rnih·oad Commission's nttitude toward feasibility 
of a proposed irri.~ntioll entel·prise (:2) is that promoters who pro­
pose to expend theu· ownnlOney in developing the country shall not 
be required to submit complete proof of final success but that those 
who ask the commission to authorize bonds for sale to the public, 
"to some extent on the fnith of the commission's authorization," 
mllst demonstrate feasibility. 



34 TEOHNICAL BULLETIN 177, U. S. DEPT. OF AGRIOULTURE 

ACCOUNTING 

Utility commissions having jurisdiction over irrigation companies 
are all authorized to provide for uniform systems of accounts and 
annual reports and in several States are specifically empowered to 
require indiviclunl compnnies to set up depreciation aCColmts to 
which a definite portion of the annual income is chargeable. 

The chief purpose of a uniform accolmting system is to provide 
the commission with complete and accurate information regarding 
a utility's financiRI tnlllsRctioI1s. This purpose is fully realized in 
case of an old utility only after appraisal of its properties, due 
to diversity in booldmcping methods practiced before the era of 
conlmlssioll control. Ftilities are forbidden to keep accolmts other 
than those prescribed by the State or Federal Government, with 
the obvious design of preventing falsification of accotmts for rate­
making or other l)tlrposes. Most of the conhoversies over account­
ing methods have arisen over allocation of expenditures to capital 
and operating accounts. 

'1'he deprecintion account is of considerable importance, particu­
larly to a compllDY opemting pumping plants or other equipment 
of fnirly definite life. Commissions in rate orders almost invnriably 
estimate the amount of ammal depreciation and provide in the rate 
set-up fOl' an annuity to cover it, which must be expended in con­
formity with the commission's orders. ..As a rule this almnity may 
be invested in extensions and betterments to the company's own sys­
tem, unless the commission has reason to doubt the good faith or 
good judgment of utility offlcers, in which case a cash depreciation 
reserve fund must be created. Llvesting- in the business operates 
to the compauy's ad\'lUltage, for it perlI1lts a return on investment 
aud forms the basis for a later bond,issue to make actual replace­
ments, whereas n cash ftmd yields a low I'ate of interest and may 
necessitate borrowing at a higher rate on short-term notes to make 
replncements. The experience of some irrigation companies has been 
that the depreciation annuity has necessarily been used in some years 
to make up operation deficits, the companies hoping to repair their 
finances before replacements should become necessary. 

WHAT PUBLIC REGULATION HAS ACCOMPLISHED 

RegUlation of rates and service of utilities has grown from the 
public demand for protection against unreasonable charges and 
practices and has carried with it protection to the utilities them­
selves agninst destructive competition and continuance of unreason­
ably low contract rates. So far as irrigation companies are con­
cerned, public regulation has been of possibly greater value to 
utility investors than to consumers. '1'hus, while it is decidedly to 
the advantage of consumers to have the irrigation system sel"\Ting 
them operated satisfactorily, which can not be done if rates are in­
sufficient, and while their water supply has been protected in more 
than one case against tmwarranted diversion to new consumers, 
nevertheless it is a fact that irrigation-rate revisions have usually 
been upward and have frequently involved nullification of inade­
quate contract rates. Private-contract companies, faced by mount­
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ing operating costs, have had only one way out--sale of the system 
to the water users at the best price obtainable-but public utilities 
have had help from the State in adjustments to meet new economic 
-conditions. Furthermore, creditors of utilities whose securities re­
-quire State approval benefit to whatever extent the commission 
;analyzes the necessity for and the soundness of the issue. Such 
analyses, in the case of the irrigation com palues under considera­
tion, seem to lU1Ye been beneficial to the Cl'CtlitOl'S, 

Rate regulation will not guarantee 6 or 8 per cent to investors. 
It is simply a method of adjusting charges with a view to doing 
justice to utility owners and farmers alike, and is powerless to 
effect au adequate return in the face of conditions which render it 
uneconomic or impossible for farmers to pay sufficiently high rates. 
TILking the inclustry as a whole, therefore, public regulation has not 
made possible n. desirable return on irrigation investments, nor has 
it stimulated the growth of irrign.tion utilities. 'What it has done, 
for the water users, has been to Improve the character of service on 
a number of irrigation systems and to protect consmners against 
discrimination and explOItation; and for utility owners, to make 
possible a continuance in operation notwithstanding existence of 
ruinous contract provisions and to effect such returns as m,.isting 
economic conclitioIlS have justified. 



APPENDIX 

PROFITS OF CALIFORNIA IRRIGATION UTILITIES 

Tallie 2 has been complied from al1 published Ilnuual reports of the Oalifornla 
llailroad OommlsSion in order to show uggregute capitalization, opel'llting 
finunces, uet prOfits Ilud losses, aud tli\'ideuds declared ou cllPitul stock, of 
lrrigtltion utilities in that Stllte. The financial condition of these prel)llll­
dernllt Onllfol'uiu complluies, us shown in this table, is considered quite rPlwe­
scntlltive of the Il\'ernge condition of irrigation utilities prevailillg througllOut 
the ·West. 

T.\llI.E 2.-AVUrcfllltv capit.(Lli,zILtion, operating fill/mct's, "l1),Ofi,tS. I088C8, a.lltI 
(Uvitle7l(l.~ Of irril/ation utilities report illO to Oalifornia Bailroad Oommi8.~ion 
tlerivilltT 25 1)(:7' ccnt or 1110re of total ·wa·ter rcven/te fl'om sales tor 'irr·iyatio/£ 

Cnpitnll7.nt\on 

Companies reporting net 
l""nincorpo" 	 incomesAll compan- 'Incorporatc!\ r~tetl com­

ics compllnics pllnies 


- ~~--- ----- ~ ~--
I ~ ~ ~.!. 1.!."2

Year 11 ~ ~:.= ~.~~ 
~ ~:1 ~ .~ :~ ]"-3 ~ 
- ~ § :§ .:: j c: ~_ l'§ ~ .~ 
~ ~:: eEl ;:'E!! 13'§;r = 

j 1"§.~ o~ :% S?) g~_r..~ r..':> ...,J ,	~ t ... ~ ~ Q 0' 0" ~ ~- = \'0 a§ §
-gi i ~§::;.- - "2.o f --~ :oc? -­

~ ~ z..~ ~ ~ ~! i§ ~ :~.~ e ~ 
- --~.. - ---'----~~ -1,----- ;--;- ­

n"llnr3' Dnllar3 'Dnllau i DnUau ' Dollor$ ~ I DollaT3 IP. cl.: Dollan 
1013._________!6.121',580,008: 582I1,030,li8 5 1,558,020, 1,55~,512 1,173,30212510,608,308. 83,233,600
10IL________ • 5528,117,.1/1 5528,117,710 ___ __________ 1,410,350' 1, 144,412 22, 7,147,070, [10, 380,840 
1015__________ 5632,442,752 5032,442,752'.__ •___ •__ ••;, 1,552,267' 1,158, 5S8 22 [2,500,300' 60' 372,042 
IDlU..................... , 5i20,932,4Ut 5il21),032,40i __ '.... _,.._ ... ___ .~I 1,622,136' 1,223, iS2 1020,001,400' liO~ 570,115 
1017._________ 1 0120, OJ.!, 705' 6126,014,705 ---'----------i 1,032,527, 1,3053,001 1:J.I!lfl, 531, 710' 701 M5,320
1018__________ ' 04 30, 134,061. tH;30, 134,061 _____________ , 2,012, .502 1,581,:100 31, 7,266, &13: 67, 4:15,850 
11l11\..________\ 0731, :137, ll{ 61\30,5111, 58\) 1· 775,225 2,487, 2fJ1), 2,024,708 20: II, Dl7, von 60, 570,2))5 
1020-_________ \ 5031,045, OOS' 58.30,260,87:1 1 775,22ii' 2,231, 172 2,006,502 26 ' 7,782,123 581 374, &41 
1021._________ , 6530,355,087; 5U:2U, 331, 265 O. 1,02.1,822 2,43,1,097 2,235, 8iO 31 8, QQ.I, :1012 54, 317,13111022-_________ .0127,271,275: 51.26,263,03S 10 1,007,:131,2,307,666 1,020,711 3017,OM,100 601 387,131 
1023__________ 01 21,080,706: 49.25,630, illS 12, 1,450,028, 2,344, 161 1,931,284 34, 0,138,201 44, 693,582 11024__________ 1 62 2!l, 2M, 552 46.24,856,190 111' 1,308,362, 2,176,021 1,772,877 28: 8,124,503 52,! 450,351 
1025__________ ; 6027, :H3, 204' 51.25,013,875 18. 1,390, 41Oi. 2,333,082 I, 000, 3(H~'2, 7,086, 134 551 400,070
1926__________ ; 58 25, 602, 815 47,25,4401,236 111 2.18,570' 2,170,506 1,564,583 201 7, M3, 285 12. 100,572 

.Average__ I· m.28, 608, 561 5;27,9'20,210 '12'1, 151j, 210' 2, Q.17, 424 I, Q.12, 020 2s10, 853, 936 750! 424,734 
\ '. , \ t 

I ExclllSlvo of severlll systems owned by power companies whose reported balance sheets do not segregate 
the Irri~utilm invcstment. 

4 Exclush'o of yellrs 1914 to 1020, Inclusive. 
7 'rhis ll~uro in each case is the rotio of yenrly IIveragrs, ruther thnn the u\'ernge of yenriy ratios, 
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TABLE 2.-Aggl'cuale capUaU:::a:tion, operating {illatW(J8, etc.-Continued 

Compnllios reporting net ~ S.~ 
lnoons ~ P a. Campnnie,~ paying dividends 
~.. j 0 .. -0_-;-___-;-_____ .5 gJ 3 ~ _r ~____~ ...~... _<'- _.,......~ _ _ ___ 
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1013••••••_••• 35 10,1100,350 70 312,478, -78,S60.-0.30 5 1.612.400 05 147,OIH 72,012 4.47 
1014•••_.__•__ 32 20,058,IHO1 801 348,802[ 40,0&11 .15 3' 1,107,550 941 90,005 70,lOli 6.61 
1015._________ ;13 l~,IW, 7521' 7~1 ?:,1, 201. ~IO, ~411' . ~7 4: 0,100,400 801 11~. 05~ 1I!,836! 1. 83 
lOW .._____._. 37 S, U50, ,lU1 80; 333,3001 23(1,14fi .,0 2: 1,500,000 961101,810 80,000 5.67 
1017.••••••_.. 27 10,382.005 78' 140,728\ 305,5021 1.47 5\ 1,805,500 02 131,504 130,050 6.01 
1018•••• _. __ •• 33 22,81\7,2181 72 :!lJ1l,284' 1311,572; .46 4 1,613,000 94 81,650 nO,780 8.11 
1010••••_._ ••_ 41 :).1, '110, 5O,i' 68 451, g!J.H 127,31l! .·11 4' 2,513,0001 961 lOtI,0871 lIO,3oo 4.39 
11120._........ 33 23,21i2,1175 85 4811,20I t-lU,450i -.36· 3 2,200,000' 88','97,8401 145,000 0.59 
IU21.... __ •••• 3·1 22,:150,7'15 8-1 "41,3:16'-124,205: -.41 3; 2,182,200. IJ.\ 16,803: 00,1101 3.11 
11122_ .......__ 31 10,317, l75 77 238,3·13 148,788i .55 212,000,000 45 65,330' 49,6101 2.48 
10:!:!.' ......__•• 26 1.7,0;;0.70" 72 2119,458' 424,124\ 1. 57 O. 4,108,480r 301'307,75Ll 220,002 5.38 
1024._ .••• __ •• 34 IS,I20,050 8230:l,144! 63,207 .2-1 31' 2,1136,367. 70 92,8-191 5·1,958 2.08 
lO25•••••• _••• 35 10,338. \GO 77 257,4241 H2,652i .52. 5 3,7711,023 60, 80,567. 73,593,· L95 

1 

W21l••••••• _.. 30 17,72!1,5.10 87 183,802, 1i,770; .03 3 3,573,000' 72\123,0'10: 78,635, 2.18 __1_"':"_"':"_'______,___, 'I ___L2.........I__ 


.A,'cmRe.. 33 18,7,\9,8031 '78 315,40.1, 100,3311 ;.38 4\2,636, 751! '72 116,653 100,8141' 3.82 
1 

I E~elusive of seveml systems owncd by power companies whose roportad bBlnncc sheets do natsegregete 
thc irrigntion Investmont. 

, i\lillu.~ sign (-) donfltos oxcoss of losses. 
, 1 compuny report",1 net los~ o[ $.i3,&l5.07; lwt deduct",l from totnl not incomcs. 
t 2 companies report~d net losses totaling $95,78l.45; not deducted [ram total nct incomes. 
'J company reported lletJoS$ of $.194.52; lIot deducted [rom totul net incomcs_ 
; 'rbis .flgure ill onch cnse is the ratio a[ yenr!;- n\"ornges, mthcr than the average o[ycnrly ratios. 

i\Ianr companies reporting to the commission showec1 earnings f!'Om /Sales 
of water for purpoHcs other thalli irrigation-such ns commercial, industrial, 
un(l municiJJll1 J)tu-poses-thus necessitating nn arbitrary classification of 
cOlllpanies fOL- Ind usioll in Table 2. The only practicable hasis of segregation 
is tile l'elatiYe \-olullle of irrigation sales; anc1 as several importallt irrigation 
systems contrilmte !!ij to 40 11er cent of the total wQterrerenue of companies 
owning them, the eriterion follow('d in preparing this table is that 25 pel' 
ceut or mOl'e of ",atpr reyenue must be derh-ec1 from irrigation sales_ Com· 
paratiYl'ly few oE these companies derh'ed less than 50 per cent of water 
l-eYenUe from irrigiLtion sales. 'l:here were ij such eompunies in 192G and 15 
in 1019, the u\-cl'nge 'for' the 10 rears ended with 192G being 9 companies, 
or about 15 pel' cent of nil companies included for those ~·ears. Fluctuations 
in this group urc (lue in part to changes in relative proportions of irrigation 
and other water sales. 

Attention is called again to the fact that irrigation utilities and domestic· 
wllter ntilities Hre not to he confused. Of the lllany companies in' California 
SUPlll)-illg water primarily 1'01' domestic und incl.ustrial purposes, those appear· 
ing in this table nre ouly the relatiyely few which also do substantial irriga· 
tion husinesses. Certnin of the more important ones so included owe their 
good finnncial condition in large measure to existence of profitable domestic· 
water murkets. 

Compnnies reporting to the commiSSion, hut afterwards shown to be not 
undpr their :lurisdiction, are not included. 

EXPLANATION OF TABLE 2 

Figures sbown for total cnpital stock do not necessarily represent actual 
Ylllue. In se,'el'lll cases henvy unamortized discounts ure shown in' reported 
bnianre sheets us otfsets to nominal capitnlization, nud one srstem capitalized 
Ilt $10,000,000 wus subjected to foreclosure in 19~7 und recupit!1.).ized at 

http:95,78l.45
http:i3,&l5.07
http:17,72!1,5.10
http:1.7,0;;0.70
http:78,S60.-0.30
http:ct.!Do:ars'Do:ars\:.ct
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$750,000, Ou the other 11Ilnd, funded debts, stock assessments, und advances­
from consUluers usulllly l'f)lll'eSent value not expressed by the nominal capitali­
zation; Ilud US ShOWll in footnote 1, the in vestment in several systems owned 
by power companies is not reported, In the absence of complete vuluations .. 
the ligures on cnpit!llizlLtion in thIs tuble nre IJrobllbly the best tangible ex­
pression of tohtl vulue that cun be mnde, 

UlliLlCOl'l101'nted compauies were required to report to the railroad commis­
sion each YCIlI', 'l'heir linances, howe\'er, were not suulluarized In the com­
mission's repol't~ fOl' 1914 to 1918, Inclush'e, or with oLle exceptioLl in 1919 
und 19:!O, Yeal'ly avernges for uuincOL'poratcd companies in this table therefore 
exelude the years 1914 to 1920, inclusive, 

"'rotul opuratlug revenues" consist of c(lrnings from all Wllter sales, Ilnd Illso 
profits OIl merchandise sllies and on piping and connections, the latter being. 
iml)Ol'tllllt in the cnse of vCl'y few of the companies cousWeret1 herein, " '.rotal 
opel'lltiug expenses" consist of (1) ll1tlintentlllCe and Ollel'lltlon of propel'ties. 
and worl;:s concel'lled with storing, developing, and tlistrihuting water; (2) 
collection and promotion of bUSiness expense; (3) general expense; (4) tuxes; 
un(l (5) /unol'tlztltion of cupital, inclu(ling depl'eciation, The colulllns on reve­
lIues ami expcnses, together with those un capitalization, give some indication· 
of the aggregate size or jJ1ant and volumc or business tl'llnsactet1: 

"Net .income" Is the amount al'ailuble for pitying dividends or for additions 
to surpluS ufter de(lucting opemting eXllenscs (including depreCiation charges), 
interest on indebtedncss, Ilnd llIiseellllneous items f~'O\u the total revenue, ~'he­
SUlIl of "Oolllpanies repolting net incomes" and .. Companies reporting net 
losses" does not always reach tltat of "All companies," inasmuch as some 
companies either .repolted no balance sheet or actually had neithel' an income­
1101' II losS for !l gi ven ~'elll', 

"~'otal 1'C\'enues," as used in the columns" Ratio or total irrigation earnings 
to totnl revenues," consist of (1) totul ot1erating re\'enues ami (2) inCOme 
from al! additional sources, such as land sales, oil royalties, etc, In 1923 one 
company showet1 lUI actlllli loss from opCl'ation (If the system but receivet1 a 
totnl. net income of $29£i,701 (llIainly fl'Olll land operations), from which it 
wlpetl out an accumulated deficit of $135,24(i and p1tid l\ 26,5 per cent dhillend 
on its capital stock, 

Olle company re)10rting n .!let loss in 1917 and a Ilf't income l~ncb sub"equent. 
year and payIng dividends' in 1922 to 1920, inclusive, has not segregated irr.i­
gation from other accounts since 1916, Estinllltes of ratio of irrigation earn­
ings to total rC\'enues, howevCl', were pl'ovided by company officials and used in 
this table, Ratios of irrIgation to total revenues thus affected, as shown in 
the table, arc therefore approximate, but undoubtedly deviate but slightly
from actuality, 

Retul'l1s to utility owners are briefly analyzed uncleI' " Insufficiency of annuat 
rates" (p, 9), 
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