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) 
In the m~tter of the Ap,lication of ) 
the Southern California Water Company ) 
for authority to withdraw the Normandie ) 
Area from its Central District and make) Application No. 31306 
'it a separate operating district to be ) 
known as the Normandie District; to set ) 
up fixed eapital in accordance with ) 
historical cost study; and to increase ) 
water rates in the Normandie District. ) 

-------------------------------) 
O'Melveny & Mrers by L. M. Wright for 
applicant; R. Wayne P~rker for Con~umers; 
Frank Grateful tor Consumers on 96th 
Street; K. Chas. Bean, City of Los 
Angeles, Department of Public'Utilities 
and Transportation by P. L. Garver. 

OPINION ....... -- ........ ,.... 

Southern California Water Company, a California corp.oration 

and applicant herein, by the above-entitled application filed :i 

April 14, 1950, reCluests an order of the Commission authorizing it 

to segregate the Norn:andie Area from its Central District, mak,e it 

a separate operating district and increase the rates in such area. 

The Nor.candie Area is located in Los Angeles County, south of the 

central part of the City of Los Angeles, east of the City of 

Inglewood, north of the City of Cardena, and west of Vermont Avenue. 

A proposed set of rates for the Normandie Area is attached to ~:;he 

application and marked Exhibit A. A public hearing on this applica-
,,' 

tion was held before Examiner Edwards on October 4, 1950, at Los 

An~eles, California. At this hearing, applicant requested acendment 

~f the application to change the prayer so as to make the historical 

:ost figures subject to further study before approval. 
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The applicant is engaged in the business of rendering 

water service to various communities in Southern California and, in 

addition, to South Sacramento. The company also is engaged in the 

distribution of electric energy in the vicinity of Big Bear Lake, 

San Bernardino County, and in the manufacture of ice at Barstow. 

\later sales produce by far the largest share of revenues wit:n 

electric and ice accounting for only some S% in 1949. The proposed 

Normandie District at present rate levels accounts for approximately 

4% of the total water revenues of the company, and about 10%,0£ the 

revenues from the Central District, of which it was a part. 

Water supply for the Normandie District is obtained from 

wells in the district area and from wells located in the adj~Lcent 

South Los Angeles District. Water is stored in a lOO,OOO-gallon 

elevated tank located at the Normandie plant, 'and in 1,400,000 

gallons of reservoir capacity located on high ground at the Budlong 

Plant. This latter storage facility also serves the Gardena-Lawndale 

District. As of December 31, 1949, there were 20$,770 lineal feet 

of pipe being used as mains to serve 4,0;6 cus~omers located in the 

Normandie District. Some 139 fire hydrants also are connected to 

this distribution system. 

The rate changes proposed by applicant are estimated to 

increase revenues by $76,000 in the year 1951. In general, ti:Le 

company seeks to increase revenues by approximately 65% in this 

district in order to bring the rate of return in this area up from 

an estimated negative figure to a level of 6.14% in 1951. Applicant 

claims that the necessity for this sharp increase at this time is 

due to the disproportionate amount of new capital 'Vlhich has been 

required in this area since the close of World War II. A rela~ively 

large portion of the system in the area has been built in recent 

years at the high postwar unit labor and material' costs, which'are 

practically double prewar unit costs. Since 1944, the Normandie 
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District rate base has i~creased approximately 300% while the entire 

Central District rate base has increased only 64%. In Clddi 1;io~, 

th~re has not been sufficient water supply within the Normandic Are:... 

itself to satisfy the greatly increasing demands and lare,e capital 

expenditures have been required for facilities to tronsmit uater 

from neiehborint, areas. 

Applicant requests authority to increase the pres~nt OQSiC 

residential water rate from $1.25 pcr month for the first 1,000 cubic 

feet to $1.90 for the first 700 cubic feet. Quantity ratcs which 

now start at 11 ce~ts per 100 cubic reet arC! proposed a.t 19 cents. 

Parallel increases in minimum char res for ~eters l~rr.er than 5/S inch 

by -;,/4. inch arc proposed. No increo.sc in the special r~,tc ;tor hydrD.nt 

rentals or for municipal dcp~.rtments is proposed. 

Customer Statements 

Several customers, as well as their rcpresontati V'2S, 

o.ppe~rcd at the he~ring and made statements in opposition to tho 

propos~d increase. Some compl~int was made as to occasional muddy 

wnter, odor, sand or rust in the w~tcr. Prime concern of the users 

w~s thnt the minimu.":l chnr,c(; is proposed to be raised and th.~ in­

clud~c. quc.nti ty reduced. ;'1hile a rcprc$ent~ti vc of the con:;;umcr~ 

wc.!:1 ~fforded 10 to 15 ci,"'.ys following the close of th~ hc~ril:"g to 

prepare a statement outlininr, sU[,':1.estions as to rate levels, no such 

stater.lent \'las received within J.Q days, so 1'1:0 feel obli~atedi to 

proceed without it. 
, 

Applic~nt' s s:~ni tary engineer and its president a:lswerec. 

the complaints ret.ardin~ the quality of the water. According to 

their testimo~y) no more s;;l.nd, color, or odor is' ~n tce wat·ar than is 

f'ourJ.d in the average syster.1 • .... herc nC':' services ar .. d mains ar/~ being 
I 

frequently installed. 
. I 

Bactc!';uo:;'op:ical t0stS hav(~ shot>ffi the water to 
i 

be suitable for human consumption as it comes from deep wells wher~ 
I 

there is no evidence of pollution. ~'!ater at the wells is chlorinatec. 

as a further safeguard. There is some hydror,en sulphide in'thc wat0r 
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that ~t times is not completely eliminated and causes odor. Appli­

cant's president testified tbz.t the service co.nplaints in the area 

are relatively few and for those that are received 'by the compc.ny, 

the policy is to follow them to a satisf~ctory conclusion. 

Summary of Earnings - Present Rates 

In determining the validity of applicant 's reques1~ for 

higher rates 1 we ho.ve rcviewed the utility's immediate past .• present, 

and forecasted future expenses and costs of rendering service. Both 

applic~nt and the Commission stoff submitted estimates of revenues 

reflecting prcsent rates, expenses, rate base, and rate of return 

for years 1949, 1950, and 1951. The follo",ing tabulation briefly 
.. 

. presents the results as testified to 'by the parties: 

No~ndie District - Summary of Earnings 
Present Rates 

1. Operating 
, Revenues 

2 • Operating Expenses 
3. Net Revenue 

98,315 9S-,315 10$,300 108,150 116,70(J 116,200 
81,28; $6,643 94,91; 105,600 104,74-4. 117:1~ 
17,030 11,672 13·,38; 2,550 11,956 (1 ) 

\ 

4. Rate Base 
(Depreciated) 

5. Rate of Return 
;6$,000 568,100 724

i
OOO 721~$00 836

i
OOO $34~5_0~ 

3.00% 2.05% .$5~~ 0.35% .43% (~)% 

(Rea Figure) 
, 

The net rate base on which applicant is allowed t.:> earn a . 

fair return is comprised of capital invested in plant, p1us:working 

capital items consisting of mat~rials and supplies and working cash 

capital, less customer's ad.vances for construction and depr,ec1ation 

reserve. Because this company operates over a considera'ble!area and 

hc.s f<::.cili ties outside of this district that are) in part, 1!lSed for 

this cervice, it is necessary to assign a portion of the ca?ital 
, 

inv~sted in the outside facilities to this district. Iteos,prorated 

consist of' ~Tater supply, general capi'tal, and construction ·,."ork in 
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p:,oeress. These outside f:'lcilities are not a controlling i1~em, 

however" as only some $.1% ot the r~te base in this district consists 

of prorated capital after Budlong Plant storage credit; the~balance, 

or 9l.9r;, is actually located in the area. 

·~rtlile in the preceding table the r:lte of return computed 

by the staff is in each case somewhat greater than that sho~m by 

the company's ex11ibit l the decided downward trend is- evident. The 

differences be~ween the com,any and staff rates of return in the 
I 

l,receding table are due) principally, to diffe::-ences in trucEIS on 

incor.le. The staff computations assiened an income tax credit to the 

Norrn:.ndie Area ... ,hereas the company showed the income tax as zero. 

This difference in computed income taxes under present water rates 

is of minor consequence in determinine the level of rates to be 

adopted, since the difference disappe~rs as soon ~s the earnings are 

increased so as to yield a positive taxable income. In the estimates 

of ec.~in.3s for 1951 unc.er the companyT s proposed rates" set forth 

below, the sta:f"f and cO:ll'pany estimates of t~xes are subst~ntially 

the same. 

Summary of Earnings - Prooosed Rates - 1951 

The applic~nt and tl~e staff both estimated. the efl"t~ct on 

revenues ana expenses if the rates suggested by app1ican~ we~e in 

effect for the entire ye~r, 1951. The principal elements of those 

estimates are s~~rized as follows: 

. . 

Surn."l'lary of Earni~s in 19~1 
Und.er J.l.pnl1cantfsoposed Rates 

Item 

Operating Revenues 
Operatins Expenses 
Depreciation 
Taxes 

Total Expense:3 
Net Rever.ues 
Rate Base (Depreciated) 
Rate of Retu:-n -

Sta.ff 

$193-,000 
79,$40 
21,704 
39,756 

141,;00 
51,700 

$29,.000 -
6 .. 24% 
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20,200 
3ei250 
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51,200 

834,500 
6.14% 
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There iz no major difference between the two esticates, 

as ~~der the proposed rates, ap,licant concluded that it would obtain 
I 

a return of 6.l4%, whereas the staf~'s estimate indicates tha~ the 

proposed rates .,,!il1 yield a return slightly higher, or 6.24%. The 

r~te3 which ar~ authorized in the following order are estiuated to 

p!'oduce a rate of return of 5 .. 8";6. The company's proposed :li:ethod of 

sprGttdin,z the increl~se is modified as hereinafter c:lescrioed:., ",lhich 

reflects Q. reductio:l of the unit s~lcs trend due to the deterrent 

effect of the hi$her rate levels on customer cons~~ption. 

Aut~orized Rate Changes 

, . 

The increases in rates ~uthorized are set forth in 

Exhibit A attached hereto. The com;pany proposed a monthly :~1.90 

minimum :£01" t.he first. 700 cuoic. feet or less, vtith blocl-: qua.ntity 
I 

rates starting at 19 cents per 100 cubic feet. It is our opinion 
I 

that the company's propos.ll is higher th.:n need be for the Illonthly 

minimu::l charge) and "v;e are reducine applico.nt T s request to ~~l. 70 

for the first 700 cubic feet or less. Likewise, we are reducing 

applicant's request by 1 cent per 100 cubic feet for usage i~n excess 
I 

of 2,500 cub ic feet per month. Tho general r:letered ::ervi-ce '~rate as 
, 

authorized is estilneted to produce a revenue increase in 19$1 of 
i , 

about $71,300 annually. No change in t.he special hydl."Mt rv:te is 
I 

proposed. The rates to be ~uthorized. are estima:ced to prod'U:ce for 
; 

1951 a net revenue of some $4C,SOO, which, on a rate base of: 

$S29,000, should result in a rate of return of 5.$% in the Normandie 
I 

District. 

o R D E R ---._- .... 
I 

Southern California ·~Jater Company havine; c.pplied 'eo t!lis 
I 

CommiSSion for an order a uthorizing t!~e withdraw.::.l of the No~:-mandie 
I 
I 

Are? from its Centro.l District, to make it ~ separate distric:t and. 
I 

i 
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increase r~tcs in such ar~1 a public he~ring baving been beld, the 

rnatter hc~ving been suomitted and now being ready for decisionl 

IT IS HERJBY FOUND ~S A ~~CT that the increases in rates 

and charzes authorized herein are justified; therefore, 

IT IS HER~ ORDERED as follows: 

1. Applicant cay withdraw the NormandieArea from its 
Central District l make it a separate operating 
district, and refile such portion of its tariff 
book as is necessary to be consistent with this 
change. 

2. Coincident \tdth such cha~el but af'terthe effec­
tive date of this order, applicant is authorized 
to file in quadruplicate with this Commission in 
conformity ... 'lith Genero.l Order No .. 96 1 the schedul~ 
of' rates shown in Exhibit A att~ched hereto and 
after not less than five (5) days' notice to the 
Commission and the public, to make said rates 
effective rOt service rendered on and after 
December ~::J. 950. 

The effective date of this order s'hall be twent'i (20) 
I 

;(9".~y 
days after the date hereof. 

':- Dated at San Francisco, California, this 

of llr-A ;..Rt:~) ) 1950. 
l 

-~UJf~/t/r::~· 
( mmJ.ssl.one%"S:; 

II ' 
i: 
, 
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Schedule No. 1 

GENERAL METERr.!l SERVICE 

APPLICABILITY 

Applicable to all water service furnished on a metered. basis. 

TERRITORY 

Within the Norma.ndie District in Lo~ Angele:: County, as delineatedi on the 
service area map tiled herewith. . 

RATES 

Quantity Ch3rge: 

First 700 cu. ft.; or less .. • • .. • • .. • .. • • 
Next. 1,800 cu. ft., per 100 cu. !t ......... .. 
Next 7,500 cu. ft., per 100 cu. !t. . ... . 
Over 10,000 cu. ft., por 100 cu. ft ...... . 

Minimum ChArge: 

For 5/8 x :3!4-ineh ~etQr .. • .. .. • .. .. .. . .. 
For ~/4~inch motor .. .. .. .. .. • • .. .. .. 
For 1-ineh meter • .. e .. .. .. .. • e· • • 

For l;-inch meter • • . . . . . . 
For 2-ineh motor • . . .. . . . .. .. . .. 
For )-inch meter .. . . . . . .. 
For 4-inch moter • • .. .. .. .. • .. ...... 
For 6-inch met,or • .. • . . . . .. 

The Minimum Charge 'W'ill entitle the 
consumer to the quantity of wator 
which tMt monthlY minimWll ehJlrge 
will purchase at the Quantity R.a.tes .. 

Exhibit A 

Per Meter: 
Per Month: 

$ 1 .. 70 
.19 
.16· 
.14 

l.70 
2.JJ:) 
'.:35 
5.75 
a.so 

l2.00 . 
2:3 .. 00' 
46.00 


