Deciscion No. AQAAQ

ORNIAJAZ

.

In the matter of the Application
of the Southern''California Water = ) SN
Company for authority to incrcase )  Application No. 31696 .
water rates in 4ts Huntington (Amecnaed)
- Beach District.’ C

For Applicant: L. M. Wright of O'Melveny & Myers;
Protestant: City of Huntington Beach by
C. A. Bauer, City Attorney;
Commission Svaff: Robert P. O'Brien, Supcrvising
Engineer.

OCPINIONXN

The Southern California Water Company, operating a

number of water distribution systems at various places in

California and reclatively minor clectric utility and ice businesscs, .

filed the above-entitled applicatibn on August 22, 1950 for

authority to increase water rates in its Huntington Beacthistrict ;

by $42,140 based on its 1951 estimate. On September 24, 1951 it

filed an amendment 'to its application seeking even highexr rates

equivalent to an increase of $55,630 in Huntiﬁgton Beachlbased on -

the estimated year 1952. Applicant's final proposed increased

rates are set forth in Amended Exhibit A of this application..

The operations in Huntington Becach account for approximately 3%

of the total revenues of the company at present rate levels. A

public hearing on this application was held before Examiner

M. W. Edwards on October 1, 1951 at Huntington Ecach, California.
Facilities of applicant for serving water to customers

in this district consis# of production, traﬁsmission, étorage,

and distribution equipment. The water supply is obtained from




A-32696 (Amentgi)

four company-owned wells locate§ at the Goldenwest Plant and one
well at the Clay Plant. Storage consists of a 1,100,000-gallon
concrete structurce located on the north side of the city at an
e¢levation 85 feet above sea level and a 250,000-gallon redwood
treatment tank at the Goldenﬁest pumping station. As of
December 31, 1950 the company used 207,797 lineal feet of pipe
to distribute water to 1,979 customers located in the City of .
Huntington Beach and contiguous unincorporated territory. As
of this same date the company owned and maintained 218 fire

hydrants connected directly to its lines in the Huntington Beach

District.

Company's Position

In general the company seeks to increase revenues by
78% in this district in order to bring the rate pf return from
an estimated 0.11% up to 6.05% for 1952. Applicant claims that
this additional revenue is necessary for it to carn a fair return .
of not less than &% on its capital invested in facilities used,
and useful, in ren@gring service to the public. The reason it
requests such a large increcase at this time is due to the dis-
proportionate cost of new capital which has been required in this
area since the close of World War II compared to prowaé‘césts.
At the same time its rates are still at the prewar level.

Applicant's Exhitit No. 2 shows that since‘lQLC.common,
items of material used in the system show price increases ranging
up to a5 much as 163%. Furthermore, it claims that the pay per
hour also has increased sharply in this period and for the past

five years has increased at the average rate of 8.68% per year.
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The rate of return as computed by the company has
exhibited the following down trend:

1949 (Recorded)
1950 (Recorded)
1951 (Normalized)
1952 (Estimated)

Svicdence of Barnings

Both the applicant and the Commission's staff'presenped
analyses of earnings under present rates for the years 1950 and
1951. The following table briefly presents the results as
testified to by the parties:

Huntington Beach District - Barnings on Present Rates

:Company Exhipit No. <: Stafi Lxhibit No. 3
: Year @ 1951 ¢ Year ¢ 1901
Item - 1950 : Bstimate : 1950 - Rstimate :

Revenues $ 65,519 & 70,140 @ 63,5%8 4 70,000

Expenses and Taxes 57,876 64,160 58,3 % ngag%
Net Revenue ,04L2 ’ 3 10,

Rate Base (Depr.) LL6,112 505,490 Llly , 900 498,200
Rate of Return , 1.7% 1.18% 1.62% 2.12%

Applicant claims that the'prOposed raves in the original
application would have yielded a rate of return of only 5.29% in
1952 and that the higher rates proposed in the amended application
will yield 6% after allowing for an increase in federal income tax
rates from the early 1951 level of L4L7% to the 52% level recently
established.

The staff did not prepare an estimate for 1952 but
determined that for 1951 the amended rates proposed by appl;cant
would have yielded a rate of return of 7.24% with a 52% federal
income tax. The company took no particular exception to the staff's
analysis except o point out the declining trend in rate of return
between 1951 and 1952 due to large capital additions in the latter
part of 1951 that are not reflected on a full-year basis in the

staff's 1951 weighted average rate bdase.
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Conclusion on Farnings

It is evident that the applicant will be faced with

the problem of carming a reasonable return on the full amount of
these capital expenditures in 1952. These plant expenditures
made under today's inflated costs of labor and material, require
inereased revenues to provide a fair return. Turthermore, the
tax and wage increases, imposed or permitted with the approval
of the federal government, must be considered in determining
rate increases if the utility is to receive a fair rate of returm.
The City Council of Huntington Beach entered a protest
against the water rate increases requested by the company. This
protest has been carefully considered by the Commission. No
other parties entered any objection to the proposed increasec in
water rates. |
Having given consideration to all estimates of revenues
and expenses for the test year 1951, we find that for that year
the company will realize net revenues of approximately $35,800,
assuming applicant's proposed rates in effect throughout the
entire period at an effective federal income tax rate of 52%.
When tested against a rate base of $495,000, which we Pereby
adopt, a rate of return of 7.24% results. In our opinion, after
giving weight to the declining trend, the rate of return, based
on the year 1951 should be 6.8% in order for applicant to carn
2t least 6.0% for ﬁhe future, which rate of return we £ind to be
fair and reasonable. On the basis of this finding we conclude
that additional gross revenues of $49,400 in the test year 1951

are required, and increased rates to produce such gross revenues

will be authorized as set forth in Exhibit A herein.
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Authorized Rates

In authorizing an increase in rates we are of the
opinion that it is desirable to reduce the quantity of water

included in the minimum charge in order to spread more cquitably

the increcase among the various sizes of customers. The company's

rate blocking has been changed as well as proposed rate levels
modified to meet the finding of this order. The company's present,
proposed, and the authorized basic rates follow:

A. Present Rates:
First 800 cu.ft. or less ......51.00 per month
Next 2,800 cu.ft. @ % per 100 cu.ft.
Qver 3,600 cu.ft. @ per 100 cu.ft.

B. Company Proposed Rates:
rirst 000 cu.ft. or less per month
Next 4,400 cu.ft. @ per 100 cu.ft.
Next 4,500 cu.ft. @ per 100 cu.ft.
Next 150,000 cu.ft. @ per 100 cu.f%.
Over 200,000 cu.ft. @ ‘ per 100 cu.f%t.

C. Authorized Rates: ‘
Tirst 500 cu.ft. or less ......5L.40 per month
Next 2,000 cu.f<t. .21 per 100 cu.ft.
Next 7,500 cu.ft. ~per 100 cu.ft.
Next 40,000 cu.ft. e .14 per 100 cu.ft.
Next 100,000 cu.ft. @ c.vrveweesn.. .11 per 100 cu.ft.
Over 15C,000 cu.f<t. .- per 100 cu.ft.

After reviewing all of the evidence brought before us
in the matter, it is our conclusion that an order should be

issued increasing:the rates in accordance with the findings

herein.
0 R D.ER;

Southern California Waver Company having applied to
this Commission for authority to increase water rates in its
Huntington Beach District, a public hearing having been held,

the matter having been submitted and now being ready for decision;:
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Schedule No. 1

LETERED VATER SERVICE

APPLICABILITY

Applicable to all metered water service.
TERRITORY

In and about the incorporated City of Huntington Beach, Orange
County, as delineated on the map included in the Tariff Schedules.

RATES

' Per Meter
Quantity Rates: Per Month

Pirst 500 ¢ufte OF 185 .ceecccrcnncaccan eee 5110
Next 2,000 ¢w.ft., per 100 cu.lteceenencnee. 21
Next 7,500 cu.ft., per 100 cueftececceneees W17
Next 140,000 cu.ft., por 100 cuulte.crnareeeas 1L
Next 100,000 ¢u.ft., per 100 cu.lt ki
Over 150,000 cu.ft., per 100 cuclteecvesnarsns 09

| Mnimum Charge:

Por 5/8 % 3/L=inch Metereevrenvasrsssoncncanss $LLO
For 3/L=5inch Meterecccacersnsccrnanacass 1.90
For 1-inch Mmeter..cuveccecrrsoreensces 2450
For 1h—inch meter.vvereecciasnsancarss 400
Por 2=inCh MeteT e erivececverroceacores .00
For Jefinch moter..cveccenees

For Leinch meter.eecccicesccrorsrsnaess 22.00
For GminiCh MetOTr csereerevnencenss

The linimun Charge will entitle the
congumer to the quantity of water
which that menthly minirmum charge
will purchase at the Quantity Rates.

SPECIAL CONDITION

AlL meter readings for mundcipal departments of the City of
Huntington Beach will be combined for the purpose of computing monthly -
bills at the Quantity Rate, and for such municipal departments there
will be a monthly minimum charge in the amount of the sum of the
Ninimam Charges for all meters scrving the City of Huntington Beach.
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IT IS HERERY FOUﬁD AS A FACT that the increases in
rates and charges auﬁhorized herein are justified and that
presént rates, in so far as they differ from those herein
prescribed for the future, are unjust and unreasonable; therefore,
IT IS HEREBY ORDERED that applicant is authorized to
- file after the effective date of this decis;gn, in quadruplicate
with this Commission, in conformlty with General Order No. 96
the schedule of rates shown in Exhibit AAattached hereto and
after not less than five (5) days' notice to the Commission
and the public, to make said rates effective for service ren&ered
on and after December 15, 1951.

The effective date of this order shall be twenty (20)

days after the date hereof.

Dated at San Francisco, California, this éZQ - day of

/Z?W

resident;
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