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Decision No.

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFCRNIA

In the Matter of the Application of

SOUTHWEST WATER CCMPANY, a corporation, )

for authority to increase rates in its Application No. 4358%
La Mirada, Etiwanda and La Sierra

Districts.

C. B. Deitz; and Overton, Lyman and Prince, by
Axthur D. Guy, Jr., for applicant.

David M. Hoxwitz, tor himself and neighbors (in

“La Mirada); Chapman L. Bome, City Administxa-

toxr, for City of La Mirada; Thelen, Marrin,
Johnson and Bridges, by Fredexick R. Schumacher,
foxr E. C. Losch Co., Inc., interested parties.

K. F. Ambs or Exby N. Davidson, for La Sierra
Community Services District; Ralph Winchesterx,
for Loma Linda Food Company (3n La Sierra);
Vernon L. Von Pohle, for himself and
neighbors (in La Siexrra), protestants.

Burt Shelby, for Etiwanda Sexrvice Club, protestant
and interested party.

Hugh N. Crx, A. L. Gieleghem and John R. Gallanders,
for the Commission staff.

INTERIM OPINION

Status of Proceeding

By the above-entitled application filed on Juiy 7, 19€1,
applicant is requesting a gemeral increase in its rates in all three
of its operating districts so as to produce an over-all increase in
revenue of about 43 percent.

By petition filed July 31, 1961, applicant requested an
emergency interim increase of 25 percent to be spread almost
uniformly over all classes of gemeral metered customers in all thxee

districts. Following six days of public hearing devoted primarily
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to the determination of the necessity for the requested interim
increase, which were held in September and Getober, 1961, before
Examiner E. Ronaid Foster, the Commission, by Decision No. 62923,
dated December 12, 19€l, denied the petition om the basis that

- applicant had not established that a precarious fimancial condition
ox a cerious carnings deficiency existed. Applicant's petition for
a rehearing was denied by Decision No. 63389, dated March 13, 1962,
Hearings on the application were resumed before Examiner Leonaxd S.
2atterson on Maxch 21, 22 and 23, at La Mirada, La Sierra and
Etiwanda, respectively, and on April 23 and 24 and May 24, 25 and
28, 1562, at Los Angeles. During the course of these hearings a
point of major controversy between applicant and staff arose as to
the alleged association of E. C. Losch or his organization with
applicant. On May 28, 1962, upon request of applicant, tlhie watter
was submitted for interim decision on all phases of the proceeding

excert the unxesolved issue concerning the alleged association

between Losch and applicant. The submission was subject to receipt

of concurrent briefs om June 11, 1962. After said briefs had been
received applicant made a plea by letter dated Jume 13, 1962, that
oral argument be permitted before the Commission. bral argument
was held on July 5, 1962, before Commissiomer Peter E. Mitchell and
Examiner Lecnaxrd S. Pattersom, and the matter was then re~submitted

on that date on the same basis as previously.

Applicant's Request

Southwest Water Company seeks authorization to increase
its rates for water sexvice pursuant to Section 454 of the Public

Utilities Code. The amount and percentage increase proposed fox
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cach of the districts and for the total company, as estimated by

applicant, for the year 1961, may be summarized as follows:

Proposed Increase
in Revenue
Year 1961 Esgtirated
Distxict ount exrcen

La Mirada $ 119,138 29

La Sierra 162,704 €S>

Etiwanda 11,342 47
Total Company  295,18%& 43

Applicant estimated that for the year 19€1 its proposed
rates would produce an 8.0 percent rate of retuxrm in its La Miraca
and La Siexxa distxicts and a 1.56 percent rate of xeturn im its
Etiwanda district, with a resulting over-all rate of return for

total cowpany of 7.28 percent.

Acplicant's Operations

épplicant is engaged in the business of furmishing watex
sexvice for domestic, commercial, industrial and fire protection
sexvice in three sepaxated axeas. The-L& Mirada district, serving
the City of La Mirada and vicinity in Los Angeles County, serves
about 6,270 customers; the La Sierra district serves about 4,185
customers in the community of La Sierra and vicinity in Riverside
County; the Etiwanda district, comprising some 25 square miles of
sexvice area, serves about 287 customexs in the'communities of
Stiwanda and Guasti and vicinity in San BernardinO«County. Appli~-
cant's main office, along with Suburban Water Systemé' general
office, is located in La Puente. General adnministrative, enginecer-

ing, field superintendents, accounting and billing personnel,
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along with the necessary records and gemeral files, are located

at this point.

Watex supply for the La Mirada‘§istri¢t is obtained from

company-owned wells and puxchase of watérﬂfrom other water companies.
Applicant has seven wells which produce over 80 percent'éf the
district's requirements. Outlets have been provided on the
Metropolitan Water District transmission line and at the optimum
time a’commection will bevmade thexeto so that water may be pur-
chased through the Central Basin Municipal Water Distxict. Storage
is provided by-three reservoirs having a total capacity of
3.5 million galloms and 2 new 7-million gallon reservoir is now
under construction. These reservoirs are located. at ground level
and water is pumped by'ﬁeans of nine booster pumps from the
zeservoirs to the distxibution system. Distribution mains are
almost entirely asbestos cement pipe, ranging in size from foux-
inch to 20-inch diameter. The area has been experiencingirapid,
growth as a xesult of subdivision activity and new induétrial
plants. ' |

Water supply for the La Sierra district is obtained from
company-owned wells, from a mutual water company, and from private
wells. This area has also experienced a rapid growth and many
improvements in plant have been made and:arevcontinuing to be
made, some of which axe in response to Decision.No. 53138, dated
Mareh 17, 1955, in Appiication No. 40273. |

Water supply for the Etiwanda district is obtained from
one company-owned well, two mutuai water companies and fxom private
well supplics. The distribution system ir the noxrth half of the
service area censists of steel pipelines and five ground-level
reservoirs having a total capacity of 1.13 millioen galions. A
separate system in the industrial area includes a 40,000-gallon

storage tank, a booster plant, and 12~ and 18-Inch asbestos cement

Ly
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and concrete cyiinder pipe. Growth in this area has not been as
rapid as originally anticipated by applicant.

Accounting Records

A Commission staff accounting witness testified that appli-
cant's books of account axe genmerally maintained in conformity with
the prescribed accounting procedures, except (l) investments in and
transactions with associated companies are not recorded in the
propexr accounts, and (2) advances for construction when received are
generally recorded in the account "'Other Deferred Credits" instead
of the account 'Advances for Comstruction.” These deficiencies in
accounting procedure, along with certain other corrections, are
incorporated in a revised balance sheet as of Septembexr 30, 1961,
presented as Table 3-A in the staff Exhibit 19. Some of the correc-
tions affect xate base and these effects are carried forward to
staff Exhibits 22, 23 and 24 which treat the separate districts.

We find that all‘of the corrections which appear in said Table 3-A
are reasonable and proper. Imcluded therein is the elimination from
Utility Plant in Sexrvice of $130,655 forx the-reservoir‘site:in
tiwanda which is being held for future use and the elimigaﬁion of
$8,177 representing the handling charge by Macco Corp. on pipe pur-
chased by applicant, delivered to the job site and xebilled to

applicant at invoice cost plus 10 percent.

Summary of Earnings

In support of its request, applicant presented earnings

results for each of its districcs and for the total company at
present rates foxr the years 1959 and 1960 on both recorded and
adjusted bases, and for the estimated year 19561 at both present and

requested rate levels. The results may be summarized as follows:
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Rate of Return on
Depreciated Rate Bases

Total:
Year La Mirada La Sierra Etiwanda Company

1959 Recorded 8.35% 7.25% 2.467 7.23%
1559 Adjusted 7.00 6.63 2.26 6.2%

1960 Recoxrded 6.14 4,52 RN 4,81
1960 Adjusted 5.51 4.34 .72 4,47

1961 Estimated:
Present Rates 4.20. .31
Proposed Rates  §.0C : 1.56

The Commission's staff presented earnings results based
on its independent investigation for the estimated year 1962, where-

upon applicant then presented estimates for the year 1262. These

Tesults are compared in the tabulation which follows:

Rate of Return on
Depreciated Rate Bases
District Estimated Year 1962

Present Rates Proposed Rates _

&pplicant Staff Applicant  Staff
Exh.28 Exh.27 smd. _ Exh.23 Exh.27 imd,

La Mirada 5.10%4 5.88% 7.90% 9.29%
La Sierxa 3.65 4.54 8.54 1C.85
Etiwanda 06 1.13 1.68 3.29

Total Company 4.06 5.04 7.59  9.43

The estimated year 1362 will be adopted as the test year
in this proceeding. The difference between applicant's and the
staff's results is due primarily to differences in rate bases,
resulting from adjustwments made by the staff which were not made by
applicant. For purposes of comparison, initially we shall elimin-
ate these staff adjustments from rate base and then consider them

separately. When this is dome, rates of return based on applicant*s
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and staff's estimatés,before these staff adjustments, are almost
identical as indicated by the following summary, which also shows
the results, including all the staff adjustments, as contained in
Exhibit 27 Amended.

SUMMARY _QF_EARNINGS
ESTIMATED TEST YEAR 1962 AT PRESENT RATES

Based on
Staff Staff
Applicant Exhibits 1Y, Exhidit 27
It Exhibit 28 22, 23 & 24  _Amended

0 @y [N
Cperating Revenues $ 761,702 § 786,940 § 786,940

Cperating Expenses:
Source of Supply 60,772 €l,620
Pumping 74,280 76, 2770
Water Treatment 7,272 6 910
Transmission &

Distribution 51,947 52,8%0
Customer Accounting 51,037 5u,900
Sales 800 640
Administrative &

General 153,481 134, OSO

Miscellaneous 33,850 37 —
Subtotal "3‘6?‘73‘:7}, _ —2 30) CTASR L]

Depreciation & ,
Amortization 120,432 115,07C llb,??G‘
%axes Other than Income g%,gé% 7% ggg ;glgzs
axes on Income 7,09 QU
Total Expenses 595,129 S, 275 7,575
Net Revenue 166,573 177,665 17%,3€5
Rate Base - Depreciated 4,107,100 4,387,810 3,501,100

Rate of Returm 4.06% 4.05% 5.047%

(Red Figure)

Revenues, Expenses and Normal Rate Base Items

In considering the results as presented im ¢columns 1 and
2 in the foregoing tabulation, it will be noted that there are

differences in individual items such as the staff estimate of
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revenues being about $25,000 higher than applicant's, and adminis-
trative and general expenses about $i9,000 lower. The staff's esti-
mated unadjusted rate base, however, as developed in the precedtmg‘
tabulation, is $281,000 higher than applicant's, with the xesult
that the differences are offsetting so that the rateé of returm

developed axe almost identical under the two columms.

The only‘controversy-bétween applicant and staff as to
the individual items which make up the summaries con;aiﬁéd in said
columms 1 and 2 concerms the matter qf operating revenués. The
number of customers estimated by applicant and staff for the yeax
1962 wexe almost identical. Applicant‘S-witneés testified that he
determined the ﬁormalized water consumption per customer by simply
taking the average use per customer during the five-yea:“period
1656 through 1960. The staff witness testified that he normalized.
the basic data by adjusting for raimfall in the spring,ap& fall
months in esch year and after noimalization the data indicated an
upward trxend in use per customer of 3.17 percent for the La Mirada
district, 2.56 percent for the La Sierra district, and no trend
for the Etiwanda district. His estimates for La Mirada and
La Sierra for 1962, therefore, reflect a continuation of these
upward tremds. Although applicant's witness took exception to the
staff'reflecting this upward trend in the 1962‘estimate, he testi-
fied that studies on a state-wide and nation-wide basis indicate
there is an upward trend in water use per customer. On this recoxd

we adopt as reasonable operating revenues foxr 1962 which total

$786,540 for the entire company.
Having adopted xevenue estimates at the level of $786,94C,

we £ind it reasonable to adopt the staff's estimates of expenses ad
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the mormal rate base items which make up the depreciated xate base
figure ir the amount of $4,387,810 appearing in column 2 above.
The additionai adjustments to rate base; as proposed by the staff,
will be considered individually.

Rate Base Adjustments

The components of the awerage‘dep:eciated'rate base for
the test year 1962 which make up the normal items Inciuded in a'ppii-
cant's and staff's rate base figures in columms 1 and 2 above, as
well as the additional adjustments proposed by the staff, are sum-
narized in the following tabulation along wira the adopted results:

AVERAGE DEPRECIATED RATE BASE
T ESTIMATRED TEST YEAR 1962
Staff

Applicant Exh. 13, 22 )
Exhibit 28 23, 24 & Looptea

Average Utility Plant
& Construction Work .
in Prog:ess $5,859,267 $5,954,00C $5,954,000
Deduction for Depreci~
ation & Amortization 672 _,_934 674,660 674,660
Av.Net Util.Plant 5,186,333 ~5273, 340 5,279, 360

Modifications:
Investaents 257,201 258,500 258,500
Advances for Comst. Q, 403, ,802) (1, 163 509) (1, 163,500)
Contributions in Aid
of Constructv.on - (50,114) {47,830) @7 830,
mediiiple, g e
or s Lowance Q V%
Subtotal CCST538T BT ER) (651, 530)

Depreciated Rate Base 4,107,066 4,387,810 4,387,810

Additional Adjustments:
Tract Extensions with-
out Refund Contracts (637,500) 637,503)
Acctg. Adjustments ’63 Sub) ’63 50»}
Adjust. for Purchases
Lrom Asso.Cos.(Exh.27) (81,00C)* 89,0305 #
4ddjust. for Mautual Water
Co. Stocks (Exh.27) - &s, OuO) &47,000)
Rounding Adjustment : - DR A=Y
Subtotal - ’8'2'6'”7’1.‘0') @S7,7I0)

Ldjusted Depreciated Rate Base 3,561,10C 3,590,100

(Red Figure)

ijeflcc"s a 67, rate of return for associated compan:.es.
#Reflects a 6.3% rate of return for associated companies.
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Tract Extensions Without Refund Contracts. The staff

urged a deduction of $637,500 from rate base representing the esti-
mated unextinguished portion of some $750,271 of applicant's own
funds expended between 1955 and Septembexr 30, 1961, for extemsion
of facilities which should have been financed by advances under the
provisions of applicant's main extemsion rule. The record skows
that there were many variations in the manmer by which the financing
was actually handled. In some instances common oY preferred stock
was exchanged by applicant for refund contracts. previously executed,
and in other cases stock was exchanged for promissory notes under

which subdividers had advanced funds to applicant. The significant

factor is that, in all those cases involved in the staff adjustment,

the cost of plant as accounted for by applicant went directly into
Tate base, rather than only to the extent as would bé;warranted by
refunds of advances.

Applicant contends that in the past it has conéistently
interpreted its main extension rule as pexnmicting the investment of
its own funds in water facilities in an area where the land develop--
er has expressed an interest in the acquisition of the utility's
securities, and where applicant's management has satisfied itself
that the contemplated tract was likely to become saturated with
active services within a reasonably short period of vime. Applicant
takes the position that such an interpretation was proper and, as
Support, cited portioms of Decision No. 58835, dated July 2¢, 1u53,
in Application No. 41144, which related to the issuance of secur-
ities. Subsequently, however, applicant has terminated its practice
of investing its own funds in tract installations pursuaat to the

directive contained in Decision No. €3145, dated January 23, 1962,
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in Case No. 6541. Applicant argued that it would be confiscatory
to delete from the rate base the amount proposed by the staff, aii
of which represents expenditures made prior to the Commission's
directive in Decision No. 63145.

In considering the effect of our past decisions, we fail
to find any justification for applicant's belief that such decisions
had sanctioned use of its own funds for tract imstallations.

Indeed, in the very decision, No. 58835, relied upon by applicant,

the second oxdering paragraph states:

"Southwest Water Company shall deposit the
proceeds from the sale of the preferred stock
berein authorized in a separate bank account and
disburse such proceeds only for the purpose of
paying outstanding indebtedness, as set forth
in the tabulation in the preceding opinion, and
of financing the cost of water works facilities
other than those which are financed with sub-

dividers' advances under the company's filed
rules.’

Similarly, Decision No. 60308, dated June 28, 1960, contains
specific directives prohibiting applicamt from using proceeds from
the sale of stock to finmance the cost of main extemsions which must
be financed by advances made in accordance with its main extension
rule. We are percsuaded that applicant had ample warnming that the
proceeds from sale of stock should not be used for financing the

cost of water facilities which are required to be financed by sub-

dividers' advances under the main extemsion rule. The record is

clear that applicant proceeded at its own risk in so using its
own funds, and the argument that the retroactive aspects of the
adjustment is confiscatory is without mefit.

it is apparent from a reading of the main extension rule

that the provisicn rxequiring advances for main extensions is
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mandatory.= Applicant points out that, assuming advances had been
received, the staff made no test as to the extent of refunding
which would have resulted from use of the proportionate cost method
of refund. The record reveals, however, that where applicant has
secured advances under refund contracts, it has never used the
propoxtionate cost method of refund, and therefore the percent of
revenue method used by the staff in developing the $637,500 adjust-
went is consistent with applicant's practice. On the basis of the
record made herxein, we £4nd that epplicent has viclated its

main extension rule in the past, with the result thét.its rate base
has been inflated, and we find that the staff's ad&ustmént for this
itgm is xeasonable and nccessary for rate-making pur?oses in ordex:
Lo protect the public interest.

Accounting Adjustments. The $63,500 deduction frow rate

base uxged by the staff as an accounting adjustment is the rounded
amount resulting from $17,059 transferred from advances for com-
struction to miscellaneous lomng texrm debt, representing the balance
due on two installment notes paysbie in the La Mirada district
which had been classified improperiy; the transfer of $i,482.29

from capital surplus to contributions in aid of comstruction

i/Applicant's Rule No. 15, Section C, states in part: ''C. Exten-
sions to Serve Subdivisions, Txacts, Housing Projects, Industrial
Developments or Oxganized Service Districts l. An applicapt
for 2 main extension to serve a mew subdivision, tract, housing
project, industrial development or organized sexvice district
shall be required to advance to the utility before comstruction
1s commenced the estimated reasonabie cost of imstallation of the

ins, from the nearest existing main at least equal in size to

the main required to serve such development, including necessary
sexvice stubs or service pipelines, fittings, gates and housings
therefor, and including fire hydrants when requested by the .
aprilcant or required by public authoxity, exclusive of meters.”
{(Emphasis added.)
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representing the excess of appraisal costs over the costs of acquix-
ing the distribution lines frowm Nadig and Buxkhn;r in the La Sierra
district; a deduction of $7,000 xepresenting the estimated cost of
a nonoperatiﬁe portion of the lower reservoir in the La Sierra
district; and deductions of $45,200 and $26,900 representing items
of plant installed at applicant's expemse to serve Fruehauf Trailers
in the Etiwanda district which should have been covered by advances
from the customer. These items are explained in detail in

Exhibits 19, 22, 23 and 24. We find that the staff's adjustments
fox thesé items are reasonable.

Purchases from Associated Companies. The staff urged a

deduction from rate base for rate-making puxposes of $¥i,U.v relat-
ing to purchases by applicant during the period 1353 through 1361
from five associated companies,g/ (Gaxniexr Construction Company,
Caxrnier Utility Sexvice Company, Whittier Utility Supply Company,.
Garniexr Machinery and.Equipment Company, Valinda Engineering).
Most of these purchases §ccurred during the period 1953 through
1956. Since 1956 much of applicant's construction work has @ken
doze by E. C. Losch Company under a unit cost contract. It is of
record that Camille Garnier has beon president of Southwest Water
Company since its inception, that he is a director of that‘company
and its active manager, and that he also has owned ox controlléd
the five associated companies named above. The extent of his con-
trol was testified to in detail by staff witmesses in this proceed-

ing and was set forth in detail inm oux Decision No. 564256, dated

L ]

gl“Associated companies” means companies or persons that, directly
or indirectly, through onme or more intermediaries, contxo., OX
are controiled by, or axe under common control with Soutlwest
Water Ceupany.
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Septembexr 14, 1962, in Application Wo. 43241, concexning
Suburban Watex Systems, and will not be xepeated here.
it was applicant's contention that its affairs are con-
trolled by its Board of Directors and not by Mr. Garniex, and in an
endeavor to support this contention extensive testixony was pfe-
sented by a member of its Board of Dircctors. This testimony,
although categoxically denying that the Boaxd was controlied by
Mr. Garmier, cleaxly indicated that he (Gaxrmier) has been tﬁc
dominant influerce in applicant's affairs and also indicated that
at least the member of the Board of Direcctors testifying had
virteally no kmowledge of Mx. Carmier's participation and interxest
in the five associated companies.
we find frcx the'record mede In thds proceed-

ing that these five entities named and discussed herein axe 85$oci-
ated with applicant Southwest Water Couwpzny. The adjustment pxo-
posed by the staff is based on the principle, améng,others, that
sexvices and facilitfies purchased by a utility from its assoclates
should not, for rate-making purposes, imclude a retuzn greater than
that which would exist had the utility performed the services oz
installed the facilities fzself. The adjustment is of exéctly the
same natuxe as that proposed by the staff in the Suburban Water
Systems' Application No. 43241 and found to be reasonable by
Decision No. 64256, dated September 14, 1962. As we stated
in the opinion of that decision,

"4 fundamental principle inQolving pudblic utilities and

their regulation by govermmental authoxity is that the

buxden rests heavily upon 2 utility to prove that it is

entitled to rate reliief and not upon the Commission,
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the Comission staff, oxr any interested paxty, ox protestant

to prove the contrary. In this proceeding the burden is upon
applicant to establish all necessaxry facts which would justify ‘
the requested increase in rates. 4 public utility is created
for public purposes and perfoxrms a Sunction of the State.

It acquixes the status of a quasi trustee (Smyth v. imes,

169 U.S. 466, S544; Western Canal Co. V. R. R. Comm.,
216 Cal. 632, €47)."

From the xecord made in €his proceeding there is no reason why we
should depart from the principles we have previously espoused.

It is our opinion and we so fiﬁd that the adjustments
made by the staff relating to pﬁxchases from associated coumpanies,
including adjustments to rate base, depreciation expense, and taxes.
axe reascnable. Such adjustments assure that applicant's rate-
payers will not be unduly burdemed with profits of aﬁ associated
company that directly or indirectly, through ome or more intermedi-

aries, control, or are controlled by, or are under common control

/ . .
with Southwest Water Company. They produce a fair and reasonable

result, which is im the public interest. The staff adjustments
axe hereby adopted for rate-malking purposes after giving comsidera-
tion to the rate of return to be accorded applicant herein.

Adjustment for Mutual Water Compamies' Stock. The Daly

Watexr Company in the La Sierra distrie: was puxchasea by applicant
for the sum of $52,455. The staff's analysis, Table 1-D, Exhibit 27
Amended, develops the depreciated recorded investment in utitity
plant of the Daly Water Coﬁpany‘(less plant no longer used or use-
ful), as estimated for the year 1962, as $35,360. The staff

recommended that the diffexence of $17,000 between this figure and
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the purchase price of $52,425, as recorded under investments in
securities of other companies, be deducted from rate base. This
adjustment we £ind to be reasonable and iIs in accord with basic

rate-nmaliing priaciples and will be adopted.

In the Etiwanda district applicant obtains a substantial

portion of its water supply by virtue of owning 212% shaves of
Ztiwanda Water Commany stock. Decision No. 54327, dated December 27,
1956, in Application No. 37413, among other thimzs, authorized
applicant to acquixre certain assets which included 131 shares of
Etivanda Water Company stock at $400 per share. Subsequently,
applicant acquired 48 shawxes at $200 pexr share by exchanging

stock of applicaant for said shares on the basis of $200 a share

and 33% shares for cash at $100 per share. The staff propoéed 2
deduction froﬁ.rate base of $5,000, xrepreseating approximately

one half the booked amount of the 48 shares purchased at $200 per
shaxe. The adjustment was based on the premise that the 48 shaxes
should not be given a value in éxcess of the 33% shares. Applicant's
witness testified that the purchase of 2% shares of Stiwanda stock
at $100 per share was made undex fortuit&us circumstances in which
the seller wished to liquidate her investment in Ehese~shéres as

sae was leaving the arca. In light of the record that the bulk of
the Etiwanda stock has been valued and booked at $400 per share,

we find it would not be reasonable to penalize applicant for the
purchase of stock at $200 pexr share, and the proﬁosed\sﬁaff adjust-

nent will not be allowed.
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The staff proposed a similar adjustment in the amount

of $23,000 applicable to rate base in the La Mirada district.
The adjustment was based upon the statement that much of tke
stock purchased in Califormia Domestic Water Compamy and La Rabra
Water Company had been, in effeét, acquired in exchange for
Southwest stock, a&zd, lacking any substantial proof that the
booked cost of the mutual water companies' stock represented the
actual aquivalent cash cost to Southwest, it was proposed to
exclude one~half of the booked cost of about $46,000 from

xate base. Since $40,000 of this booked amount resulted from
California Domestic Water Company stock included in the assets
acquired from La Mirada Water Company as authorized by Decision
No. 51192, dated March 15, 1955, in Application No.. 36678,

we find that the reasons advanced by the staff in this Instance

are not sufficient and the adjustment will not be allowed.
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E. C. Losch Organization

As we have heretofore indicated, a matter which was a
majoxr issuve in this proceeding was the alleged assdciation between
applicant and a comstruction organization known as E. C. Losch,

E. C. Losch Company, or E. C. Losch Company, Inc. This organization
has dome a very substantial amount of comstruction work for appli-
cant ovex the past six years, mostly under unit price contracts
entered into on a yearly basis. In the course of its investigation
the staff requested applicant to arrange for an examination of the
Tecords of the Losch organization, but applicant assérted that it
had no authority to require the Losch organization to-maké such
records available. The staff then directed‘a request to Mr. Losch
who, in reply, offered to let the staff examine certain records,
but the staff took the position that the offer was on such a
limited access basis that it would preclude any worthwhile result
and consequently no examination was made.

In an effort to go forward with its presentation, the
staff included in Exhibit 27 as originally presented a rate fixing
adjustuent for the sales made by Losch to applicant, on a hypotheti-
cal but similar basis to the adjustment made for the five associated
companies. Spplicant objected vigorously to Exhibit 27, primarily
on the basis that the staff had not established that there was
assoclation. In an endeavor to refute the staff allegations, Mr.

E. C. Losch appeared voluntarily with coumsel and testified that
neithexr Mr. Garnier nor amy of his associates had any Stocik owner-
ship in the E. C. Losch Company, Iac.; that the Losch oxrganization
a2ad purchased some Southwest Water Company stock in the ordinary‘

course of business as an investment:; that there had not been any

-18-
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transactions between tbe‘Losch organization and any of the Garnier
companies other than the normal customgr-client relationship; and
that the joint venture relationship which had existed at ome tiwe
with Mr. Garnier had long since termimated.

A3 a consequence of é wnotion made by applicant to strike,

/
Exhibit 27 was amended so as to physically delete therefrom all

refexences to the Losch-érganization which were deemed by applicant

to be objectionable.

The staff asserted that thexe are numerous facts which
indicate a relationship between the Losch oxganization and appli-
cant's management which suggests that dealings between applicant
and Losch invoived an associated interest rather%than arms' length
bargaining. As an example, staff testimony amd cross-examination
of Mr. Losch pointed up the fact that construction work in at least
two traets sexrved by appliéant's system was performed by Losch and
the Garaniler Conmstruction Company wder joirt licemses. In additiom,
there was testimony that the Losch organizetion had purchased
cextain amounts of Southwest Water Company stock at par value of
$50 per share from Valinda Engineering, whereas the staff asserted

that such stock could have been purchased from brokers at a price
at least onme-third less than par.




At the conclusion of the proceeding, the staff téo; the
nosition that applicant has not adequately established its need for
the incxease in rates zequested, and that, acs to the materials and
éervices furnished to applicant by the Losch organization, the
burden rests upon applicant to establish the reasonableness of the
costs paid by apnlicant to the Losch interests, and in the absence
of proof of reasonmableness, the staff asserted that such costs in
their entirety could properly be disregarded for rate-making puxr-
poses. We are cognizant that by agreement of the applicant and
the staff, this application has again been submitted for interim
declsion, excluding the Losch issue Lfrom consideration at this
time.. No-deduction £rom rate base has beén made because of any
construction performed by the Losch organization. WNonetheless, the
applicant is remiaded that an affirmétive showing of reasonableness
as to 21l its expenses remains its responsibility. Such responsi-
biliﬁy camnot be delegated mor shifted to other parties. Applicant
will be required to justify the rezsonableness of expenditures
with the Losch orgenization before perxmanent rate rellief is granted.
The increase in rates authorized by this decision will expixre as §f
Jﬁﬁé 30, 1963. Applicant is emtitled to present whatever additional

evidence it deems zpprzopriate uponm due notice to the Commission.

Adopted Results.

Revenues, cxpenses and rate bases by districts and for the
total company, for the test year 1962, which have been adopted
herein to test the validity of applicant’s requested increase in

rates, are sumarized in the following tabulation:
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ADOFPTED RESULTS
ESTIMATED TEST YEAR 1662 AT PRESENT RATES .

Itenm
Operating Revenues

Cperating Expenses
Source of Supply
Pumping
Water Trearment
Tracsmicsion &

Distribution
Customer Accounting
Sales
Adminj.strative &

General
Miscelleneous

Subtotal

Depxeciation &
Amortization
Taxes Othexr than
Income
Taxes on Income
Total Expenses

Net Revenue

La Mirada La Sierra Etiwancda

Total
Company

$ 481,260 § 280,350 $

42,720
45,540
3,330

22,800
24,690
370

71,450

19,050 (16,800
'1‘91,3%3 :536’,3:,:)

70,630

45,655
S5€,57G

© TBELLTCS

116,555

15,070
29,010
2,680
28,440
22,320
230

56,250

39,610

21,850
23,050

25,330 $ 786,940

3,330
2,220-
1,500

1,650 52,890
3,890 59,900
& 640

6,350 134,050
50)__. {37,660)

61,620
76,770
6,910

2299 .. {
R YA LS 34¢, 18

7,13¢

1,975
(4,460

1le, 779

65,430
75.200

227, 50u
59,850

Rate Base - Depreciated 2,005,000 1,319,400

Rate of Return

Rate of Return

5.81%

4.547,

(Red Figure)

22,275 67,580
2,955- 172,360
265,700 3,590,100
1.11% 5.00%

Applicant seeks an 8 percent rate of return on its

claimed 1961 depreciated rate bases in both the La Mirada and

La Sierra Districts.

It is not asking for a full return in the

Etiwanda District as it represents that this district is in the

early stages of development and that some of the facilities are

presently oversized as they have been imstalled in anticipation

of sexrving additional customers. The resulting rate of return

for the total company is 7.28 percent based on applicant's 1961

estimated yeor.
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A commission's staff accounting witness presented a
cost of capital and rate of return study and giving consideration,
among other things, to extensions into uneconomical sexvice areas
and to the company's practice of utilizing common shares instead of
noninterest bearing refund contracts, e concluded that a rate of

eturn within the range of 6.25 to 6.50 pexcent for the company as
2 whole would be fair and reasomable. The record shows that there
is a declining tremd in the rate of return.

Unon reviewing this matter fully, we are of the opinion
ond so £ird that a rate of retwrm of 5.50 percent applied to the
1962 test year rate base, which return is expected to decline to
5.30 pexcent in the future, is fair and reasonable in the La Mirada
and La Sierra Distrxicts and that In the Etiwanda District the rates
proposed by epplicant, and which will be authorized herein will
nroduce a rate of returnm of 3.22 pexrcent based on the 1962 test
vear,which rate of return we f£ind to be fair and reasonable.

Avthorized Revenue Increcases

Applying_a rate of returmn of 6.5 pércent to the test yeaxr
rate base of $2,005,000 found to be reasonable for the La Mirada
district Indicates a need for $130,330 in net revemues, oxr $13,775
more then the net revenuves produced at preasent rate levels. We £iad
an increase In gross xevenues of $30,990 is required znd the rates
herein authorized are designed to produce such results.

Applying a rate of returm of 6.5 pexrcent to the test yeax
rate base of $1,319,400 found to be rcasonable for the Lé Sierra
district indicates a meed for $85,750 in met revenues, or $25,910
more Than thie net revenues produced at present rate levels., We
£ind an increasc in 2r0ss revenues of $57,520 is required and the
rates nereinafter authorized are designed to producs such resvlts.

In the rates proposed by applicamt fox the La Sierra district a

22
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change in blocking is included which would result in the largest
increases for the smaller consumers, Appliéanc, however, did not
present any evidence as to the reasons it wished to change the
blocking of the schedule. The rates to be authorized hexein will
retain the present blocking.

The rates as proposed for the Etiwanda district, and
which will be authorized by the order herein, will produce an
incrcase in gross revemues of $12,440 in that district resulting in
net revenues of $8,565.

Tae gross xrevenue increases as authorized herein and as
compared with grxoss revenue under present rates for the test year
1262 may be summarized as follows: |

1962 Estimated Gross Revenue
. Prescnt  Authorized increase
District Rates Rates Amount Percent

La Mirada $481,260 $512,250 $ 30,990 6.4%
La Sierxa 280,350 337,870 57,520 20.5
Etiwanda 25,330 37,770 12,440 9.1

Total Company /86,040 387,850 30,950  12.8

After considering all factors perxtinent to this procecd-

ing, it is our finding that an interim order should be issued author-

izing increases In rates in the over-all amount of $100,950, in the

manner hereinbefore outlined and to the extent set forth in
Appendix A following the ordexr herein. Accordingly, we f£find that
the increases in rates and charges authorized herein are justified,
that the rates and charges authorized herein are reasonable, and
that the present rates and charges, insofar as they differ from

those herein prescribed, are for the future unjust and unreasonable.
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INTERTM ORDER

Based on the evidence and the findings thereon as berein-
above set forth,
IT IS ORDERED gs follows:

1. Southwest Water Company is authorized to file with this
Commission, after the effective date of this order and in conformity
with General Ordexr No. 96~A, the scheduleg of rates attached to this
order as Appendix A and, upon not less than five days' nmotice to '
the Commission and to the public, to make such rates effective for
sexvice rendered on and after December 1, 1962 to and inclu&ing
June 30, 1963. .

2. Within sixty days after the effective date of this order,
Southwest Water Company shall file a writtem report with this
Commission setting forth fully the steps it has taken to comply
with the requirements of Gemeral Imstruction 8, Tramsactions with
Associated Companies, as contained in the Uniform System o£ Accounts
for Class A Water Utilities.

The effective date of this order shall be twenty days
after the date hereof.
Dated at San Francisco , California, this __-:_?__*_:Q_

day of NOVEMRER , 1962,

i~

/—\ U % ’ T;:es»iaent.

ey
' T
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I DISSENT.

Again I dissent in particular to the manner in which the
majority treats 5usiness transacted by the applicant with its
nonutility affiliates, here involving six separate entities. With

respect to five of these affiliates, the majority states (on page

14 of the mimeographed decision),

"We find from the record made in this
proceeding that these five entities named
and discussed herein are associated with
applicant Southwest Water Company. The
adjustment proposed by the staff is based
upon the principle, among others, that
services and facilities purchased by a utility
from its associates should mot, for rate-
making purposes, include a return greater than
that which would exist had the wtility per-
formed the service or installed the facilities
itself. The adjustment is of exactly the
same nature as that proposed by the staff in
the Suburban Water System's Application
No. 43241 and found to be reasonable by
Decision No. 64256, dated September 14, 1962."

ﬁy disagreemént as to establishing a rate basé‘determined
by applying a utilicy raﬁe of return to transactions with a
nonutility affiliate are set forth in my separate opinion in the
cited decision and need not be repeated. |

However, in the matter here before this Commission, we
also have the sixth alleged affiliation or association of the

E. C. Losch construction organization. In comnection with this

associ&tion the majority opinion states (on‘page 20 of the

mimeographed decision),

"Nonetheless, the applicant is reminded
that an affirmative showing of reasonableness
as to all its expenses remains its responsi-
bility. Such responsibility cannot be
delegated nor shifted to other parties. Appli-
cant will be required to justify the reason~
ableness of expenditures with tke lLosch
oxrganization before permanent rclief is granted.”

While I concur in the context of this quotation,-I am

unable to reconcile the position that the majority has taken with




respect to Losch and their position taken with respect to the

five associates of the applicant. I reiterate that in my
opinion the proper measure of the rate base is the "yeasonable~
ness of the expend:{ture" as applied to Losch and not': the
"utility rate of retnrn;' applied to the other five. While

."1 retreat from an erron;eous rule is both expected and proper,
the withdrawal should noﬁ be so hasty as to leave two conflict-
ing yardsticks for measurement in the same decision. Iam
convinced that such cannot be the proper exercise of this

Commission's duties but to the contrary is an abuse of the

Comnission's powers.

-l L!N
Conmissioner

November 2, 1962 B
San Francisco, Califormia




APFENDIX A
Page 1 of 3

Schedule No. EG-1X

Btlvanda=Guasti Tariff Area

TEMPORARY GENERAL METERED SERVICE

APPLICABILITY

Applicable to 21l metered water servico.

TERRITORY

Toe territory adjacent to the east boundary of Ontario, San Bernardine
County.

RATES ' Per Metex
Poxr Month
Quantity Ratos:

First €00 cu.fte OF 20588 cenveeen. ceesssrsssscnenss $ 3.75
Next 3,200 cu.ft., per 100 cu.ft. 30
Next 296,000 cu.ft., per 100 cu.ft. .20
Over 200,000 cu.ft., per 200 cu.ffe cicevevenecccanes «10

Minimum Charge:

For 5/8 x 3/L~inch meter ..o.eeee.. cennne cearserennsne B 3.75
For 3/4=inch metor cersecsseens 400
Tor lainch Mmeber cicccrecreesccsccnnass ceaane 5.75
For I3-inch moter . 750
Tor 2=-inch nmeter 11.25
For 3=-inch meter 37.50
Tor 4=inch meter 75.00
Por 6=inck BELET cvevevens . 150.00

The Minimum Charge will entitle the customer te the
quantity of water which that minimum charge will
purchase at the Quantity Rates.

SPECTAL CONDITION

This schedule shall bo effective in liew of Schedule No. EG=1, Genoral

Motered Service, only to and including June 30, 1963, a.nd will thereai‘ter
be withdrawn.




Schedule No. IM-1X
Ia Mirada Tarif¥ Area

TEMPORARY GENERAL METERED SERVICE

APPLICABILITY

Applicable to all metered water sexrvice.

TERRITORY
Lo MIrsda and vicinity, Los Angeles County.

RATES Pexr Moter
Por Month-
Quantity Rates:

Flrst 800 cueffc OF 209 eeveeneccvrncanceoceseesee $ 2,70
Next 1,200 cueft., por 100 cUefbe wecereveceveonvone elR
Next 2,000 cu.ft., per 100 cUefle eererveocecccecene 9
Over 4,000 cu.ft., por 200 CUeft. eveevcnvcecccenons .16

Mindmum Chaxge:

FOr 5/8 % 3/4m10Ch BOLOY eeeveeerencervecrecnnnennnes $ 2.70
For 3/4m50ch MOLEr seineiecenierrenaanonn. cecen 3.20
For 1-Inch MELOr seescecncerronencnccncvannon 4.75
For IA-inch meter seesie.co.. ceetessitcrrennes 6.50
FOI‘ 2-5.nCh meter dfrsSsessscsanbsrbesnby J lo-oo
Tor 3-Inch MELOr seeveceerrenranconcaceenean . 25.00
For 4INCh MOLET sveverceccrnvennsoncasncnnne 50.00
For 6-INCh MOTOY cetvernncenernocconaronseons 100.00

The Minfmum Charge will entitle the customer to the
quantity of water which that minimum charge will
purchase at the Quantity Rates. :

SFECIAYL, CONDITTON

This schedule shall be effoctive in lieu of Schedule No. IM=1, General

Motered Service, only to and including Junme 30, 1963, and will themesfter
be withdrawn.




APPENDIX &
Page 3 of 3

Scheduloe No, IS—IX
T1a Sierra Tariff Area

TEMPORARY GENERAL METERED SERVICE

APPLICABILITY

Applicable to all motered water service. \

TERRTTORY

la Siorra and vicinity, Riverside County.

RATES Per Moter

Zer Month
Quantity Rabtes:

Pirst 800 cu.fte o 1058 cevereverrnnociniencenn.  $ 2.75
Next 2,200 cu.ft., per 100 cu.ft. eoveeen... vone W25
Next 7,000 cu.ft., per 100 ¢Uefte eveveerrcecconne . «20
Next 10,000 cu.fh., per 100 cu.ft. ‘ 18
Over 20,000 cu.ft., per 100 cu.ft.

LA RN X X RN XYY TN Y lls

Minirum Charge:

FOr 5/8 X 3/4-2NCh MOLOT weeneeeervresnenececooonane 2.75
For 3/l I0Ch BOLOT eeveverernvenecnronononnnnn 3.65
For 1-inch MELOX ceeeeenenrenvnsncconcesaene 5.50
For JA=1NCh MELOT eevierreercreicnconeonenens 8.50
For 2=Inch MELOY secveevecrveccsnsaveccocnne 12.00
Tor 3-Inch mMELEr sveecceccasccrcnncsee 25.00
For {~inck meter 50.00
For é=fnch meter 100.00

The Minimum Charge will extitle the customer to
the quantity of water which that minimum charge
will purchase at the Quantity Rates.

SPECIAL CONDITION

This schodule shall be effective in lieu of Schedule No. IS-1, Genoral

Metered Service, only to and including June 30, 1963, and will thereafter be
withdrawn.




