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Decision No. 67225

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE CF CALIFORNIA

In the Mattex of the Application )
of COWAN HEIGHTS WATER COMPANY, ;
fer an order authorizing a raise

in rates and for an order )
authorizing issuance of stock. ;43

Application No. 45706
(Filed August 23, 1963)

Milford W. Dabl, for spplicant.

Ravmond E. Hevtens and C. O. Nevman, for the
6ommzssicn statzt.

Applicant, Cowan Heights Water Company, a corporation,
secks authority to increase its rates for water service and to
issue sccurities.

This application was heard before Examinor Catey at
Los Angeles on February 20 and 21, 1964, and was cubmitted on
Mazek 12, 1954, the date of receipt of late-filed Exhibit No, 6.
Copies of the application and notice of hearing had been served in
accordance with this Commission's rules of procedure. Testimony
on. bchélf of applicent was presented by its president, its
secretary-maneger and 2n accountent; the Commission st2ff presenta-
tion was made by two sccountamts and an ergineer. There weze no
protestants.

Service Lrea and Water Svstem

Applicant’'s original service area, known as the Cowan
Ranch, comsisted of some £00 acres in Orange County which were %o
be subdivided into about 200 lots. Tha« area, located sbout four
niles northesst of Santa Ana, was certificated to applicant in

1959. Adcitiomal areas were included inm 1960, 1962 and 1963, making
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a total certificated area of 1,200 acres, ranging in elevation
from 280 to 900 feect above sea level, divided into four pressure
zones, and having an ectimated ultimate developument of 1,600
customers. Extibit No. 1, a map, shows that less than half of

the total area is under develomment. Applicant's secretary-manager
testified that, cven within the developed arcas, only about 36¢
customers are being served.

Applicent now puzchases 2ll of its water from Seven Hills
Mutual Water Company (Seven Hille). Applicant ocwns 98 percent of
the stock of Seven Hills, which in turn owns stock in three other
mutuails from which Seven Hills purchases the water which 1t stores,
transmits and delivers tc applicant. The rather complex xrclation~-
skips between applicant and the mutuals arxe described in the
Comniszion staff’s Exhibit No. 3. To augnent tue local well supply
f£rom the mutuals, applicaant has applied for two conncctioné from
East Orange County Water District, a constituent agency of
Metropolitaon Water District of Southern California.

Water from Scven Hills' rescrvoir is distributed by
zppricant through its own system by zravity to the lower two zones
and by means of booster pumps for the upper two zones. When water
is availcble Zrom the loczl watexr district, it will be delivered
at g lecotion and pressure which will permit dits storage in
Seven Hills' recexvoixr. Because of the relatively low customer
density, there are moxe than 200 feet of distribution mains per
active service conmection.

Rates

Applicant's present rates were established in its original

certificate proceeding in 1959. They provide for gencrzl metered

sexvice, public fire hydrant serxvice and construction f£lat rate
sexvice.
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The f£ollowing Table I is a comparison of applicant’s

present general metered service rates, those requested in this
application, and those cuthorized by this decision:
TABLE I

Comparison of Rates

Quantity Present Requested Authnrized

First 700 cu.ft. or less $2.55 $5.40 $4.00
Next 19,300 cu.ft,, per 100 cu.ft. 15 27 .22
Ovexr 20,000 cu.ft., per 100 cu.ft. 105 20 .18

The requested zates clso provide for inceresses in mindimum
woathly charges foxr 2ll sizes of meters. No incxease is requested
in the present cherge of $4 per month per hydrant for public fire
hydrent service and, in fact, therc is not yet any duly comstituted
local £ixe protection district to pay the present rates., Applicant
provoses to continue the present $3 per montik for house comstruction
£lat rate service and to add a large-volume constructicn metered -
service rate of 20 cents pexr hundred cubic feet., A special xate
of 20 cents per hundred cubic feet is also requested for ixrigation
sexvice. The requested rates would result in 2n increase of agbout
87 mercent In appiicant's annual revenues.

The Commission stafi recommended thet the rates feox
general metered sexvice should cover ilxzrigation sexrvice and large-
volume ¢onstruction water service. The general metered sexrvice
schedule authorized hercin is designed to establish equitable
cherges for irrigation and comstruction service.

Cuestener Complaoinss and Service Improvements

The Commission staff investigation indicates that sppli~
cant provides satisfactory service. Exhibit No. 3 shows that there
tas been only one iInformal complaint received by the Commission

relating to this company since 1959. In order to maintain pressure
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in an upper zome of the system within the requirements of Ceneral
Order No. 103, applicant rccently installed approximately 4,000

feet of 8-inch comnecting main between two portions of the distri-

bution system.

Results of Qperations

Appiicant's accountant and the Commission staff have
each analyzed and estimated applicant's operational results,

Summarized in Teble II, from Exhibit No. 3 presented by the staff

and from Schedules 2 and 3 of Exhibit "C”Jattached to tie appli-

cation, modified by the oral testimomy of applicant's accountant,
are the cstibated results of operations for the year 1964 under
present rates and under those proposed by applicant. For cooparison,
Table ILI shows the results of operations adopted herein undex
present rates, under applicant's proposed rates and under the
rates authorized herein, as discussed in more detsil in subsequent
paragranrhs.

TABLE I

Results of Operations
Yeaxr 1964 ~ Estimated

Results at Results at
Present Rates™s Proposed Rates:
TCem Statt Staft AEEIicant

Opcrating Revenues $47,960 $85,290 = $78,230

Deduetions:

Cperating Exponsces 47,77 &7,770 55,520
Toaxes (Excl. Imcoxe Toxes) 1,58 1,580 2,410
Incoime Toxes g 6,840 370

Jepreciation g, 2,130 2,110

Total Peductions $57,580 $64,320 $68,910
Net Revenue $(9,620) $20,97¢C $ 2,320
Rate Base $188, 2300 $188, 300 $197,290
Xate of Returm - 11.3% 4.7%

* 1964 results uader present rates not estimated by applicant.
(Red Figuxe) ”

Ly




TABLE IIY

Results of QOperations
Year 1964 - Adopted

Results at Various Rates
Then Present Proposed Authorized

Operating Revenues $45,600 $85,300 $70,300
Deduetions: -
Opexzting Expenses 55,700 55,700 55,700
Taxes {Excl. Income Taxes) 1,600 1,600 1,600

Income Taxes 100 2,300 . 200
Depreciztion 2,100 8,100 2,100

Totsl Deductions $65,500 $63,200 $65,600.
Net Revenue ${19,900) $17,300 | $ 4,700
Rate Base $138,000 $138,000 $188,000

Rzne of Return - % 2%

{Red Figure)

Cne=atinz Revenuves

The principal difference between the 1964 revenue
estimates of the staff and applicant under proposed rates results
from the difference in projected average number of customers. The
staff estimates of reveaues under proposed rates appear reasopable
and are adopted. Under prescat rates, aowever, applicant did not
present any estimates for 1954 and the staff estimates appear
inconsistent with the percentage increase shown by the exhibits
oZ both applicont and staff. This inconsistency has been corrected
in the reveruzs adopted inm Table ITI.

Onerating Exvonses

Detailed analyses of many of applicant's operating expenses
are not availsble in the record because a2 laxrge proportion of such
expenses are paid to mutual water companies in which applicant is

72 major stockholdex, Other cxpenses are paid by Cowan Ranech,

apparently ovmed or controlled by an officer of applicant, and

-5-
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the accumulated charges reimbursed long after they ore incurred.
An example of the difficulties this c¢creates is applicant's_stated
position in this proceeding that the price applicant is required
to »ay for water by Seven Hills should be controlling and that
the price which the mutual paid for the water is immaterial and
cees not eater into the plcture, Another example is the year~end
closing charges by Cowan Ranch, which might well have justified
somewhat higher staff estimates of expense of pumping, transmission
ané distribution, and customer accounting, had tae charges been
scerued on a current basis during the pexiod reviewed by the staff.
In the absence of detailed analyses of expenses incurred
by the mutuals, and in view of the rate of $42 pex acxre foot
charged for imported water by East'Orange;County‘Water District,
the staff concluded that the $55 charge per acre foot for local
water purchased from the mutuals is excessive. The staff assumed
that the high rate was due to inclusion by the mutuals of capital
charges in operating expense but the record indicates that such
charges wexe not significant, 4 more likely cause of the high rate
is disclosed by the testimony of applicant's seerctary-manuger
relating to certain expenses incurred by the mutuals which would
remain relatively unchanged even if no water were sold. Comverxsely,
when the axes is more fully developed, the unit cost of the water

would necessarily be lower.

It is cvident that applicant will need both local and

mported water for its ultimate development. Applicant estimates

that it can obtain 6C percent of its 1964 requirements from the
water district and purchese the remainder from the mutuals at $55.05

per acre foct. The staff estimates of expenses based upon assuming




@ cost of $42 per acre foot for 2ll water puzchased are increased
by $5,900 in the cxpenses adopted in Table III, to reflect a
weighted average cost of water of approximately 343 per acre foot.
Tais also recognizes the $1 incrcase im cost of inported water to
beecome effective on July 1, 1964, Applicent is hezrechy placed on
notice that In ony future raote proceceding it will te required to
present detailed anmalyscs of the expenses incurred by the mwivals
and considered by them iIn estadblishing their rates for water
purchased by applicant.

In view of the testimony of applicant's accountant
relative to year-end closing charges by Cowan Ranch, Table IIT
includes applicant's cotimated expenses for power, transmission
end distribution, and customer accounting. The staff estimates
of water trcatment cxpense and administrative and general cexpensces
aze adopted 335 rezconable.

Taxes and Depreciatio

The staff estimates of ad valorem taxes zre based upon

the latest known tax rates and assessment rstios, whereas applicant's

estimates axe based upon similar data for the previous year. The
staff estimates of taxes other tharn on income are zdopted in
Taole ITI.

Both the staff and spplicant used the 1963 income tax
rates, Since thelr estimates were prepsred, there have been
rTecuetions in those rates for 1964 and 1965, of which this
Commission tskes official notice. The 1965 level of imcome tax
rates is considered in the income toxes shown in Table IIIL.

A detailed derivation of the staff's depreciation zccrual

shovm iIn Exhibit Ko. 3., Those estimates are refiected




A, 45706 YPO*

Rate Base

The staff rate base estimate is about $9,000 lower than
that of applicant. Applicant's estimate included $10,000 for a
connection to the East Oxange County Water District feeder main buc
there is conflicting testimony as to whether or not this charge
wlll be levied by the district, The staff rate base estimate,
which excludes this commection charge, is adopted as reascmable.

Financial and Rate Requirements

A staff witness on financial and accounting aspects of
this proceeding concluded, in his Exhibit No. 5, that the present
relatively low percentage of the ultimate number of customers
sexved, together with the sharply rising trend of rate of xeturn
indicated in Exhibiz No. 3, would justify the sllowance of a lower
rate of return foxr the year 1964 than is normally considered
reasonable. The rate of return recommended by the staff of 2% per-
cent on the rate base estimated by it is adoptcd for the test year
1964, with the expectation that the return will increase as
additional customers are sexrved by the system. Such additiomal

- customers will reduce the operating expense per customex and will
not require proportionate increases in plant investment.

Based upon the estimates of rcvénues, expenses and rate
base adopted herein, an increase of $24,700, or 54 percent, in
annual revenues will provide a 2% percent return. The rates set
forth in Appendix A to the order herein are designed to produce
the required $24,700 increase. At the year-round average consumption

of 3,900 cubic feet per customer month indicated in Exhibit No. 3,

the present monthly charge would be $7.35 as compared with $11.36

undex the rates authorized herein.

Applicant requests authority to issue 2,061 shares of its

no par value common stock, at a price of $66.18 per share, to an
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affiliated developer, partly in payment of $59,940 of notes issued

in exchange for a water system installed to sexrve Tracts 2193 and
3332, and partly to obtain $76,400 in cash for additional capital
inprovements., Exhibit No. 3 shows that $66.18 is the booklvalue
pexr share and that the facilities to be acquired are not required
to be covered by subdividers' advances. We £ind that the requested
authority should be granted.

Applicant also requests authority to issue promissory
notes in the principal amount of $34,000 to stockholders amd other
investors. The notes would be payable on or before five years
from date of issue, and would provide for interest at the rate
of six percent per year, payable amnually. The funds thus provided
would be used to finance in part the cost of plant additions other
than those required to be covered by subdividers' advances. We

find that the requested authority should be granted.
Limitation of Expansion

Applicant's present level of main extension advances
exceeds 50 percent of met plant, the point above which applicant's
main extension xrule prohibits further expansion without specific
Commission authorization. Properly deducted from advances, however,
is the cost of the water system to sexve 2 portion of the initial
development, which plant is to be exchanged for the securities
authorized herein. Also, staff accountant testified that appli-~
cant's stock in mutual water companies can appropriately be con-
sidered as intangible plant. After those adjustments, the percent-
age of met plant covered by outstanding advances will be close to,
but less than, the maximum preseribed by the main extension rule.

Applicant did not request relief frem the provisions of that rule.

9=
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Findings and Conclusion

The Commission finds that:

1. Applicant is in need of increased revenues but the rates
it proposes are excessive.

2. The adopted estimates, previously summarized and discussed
hercin, of operating revenucs, operating expenses and rate base for
the year 1964 are reasonable and represent the results of applicant's
operations, and, in view of the present low customer density and
the indicated Increase in rate of return as the customer density
increases, that a rate of return of 2% percent on said rate base
is reasonable for the purposes of this proceeding.

3. The Increases in rates and charges authoxrized herein are
justified, the rateé and charges authorized herein are reasonable,
and the present rates and charges, insofar as they differ fxom
those prescribed herein, are for the future unjust and unreasonable.

4. The initial development, to which in this case applicant's
main extension rule shall not apply, includes Tracts 3193 and 3338,
Orange County, in addition to the texritory comsidered in previous
decisions as being the initial development;

5. The money, property or labor to be procured or paid for
by the issuance of the stock and the notes authorized herein is
reasonably required for the puxposes specified herein and such
purposes are not, in whole or in part, reasonably chargeavle to
operating expenses or to income.

The Commission comcludes that the application should be
granted to the extent set forth in the easuing order.

The authorization given herein to issue securities 1s
not to be construed as a finding 2s to the value of applicant's
stock or properties, nor is it necessarily indicative of amounts
to be included in proceedings for the determination of just and

reasonable rates.

«10-
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IT IS CRDERED that:

1. After the effective date of this order, applicant
Cowan Heights Watexr Company is authorized to file the revised
schedule of rates set forth in Appendix A to this order. Such
filing shall comply with General Order No. 96-A. The revised
xate schedule shall become effective for sexvice rendered on
and after June 15, 1964, or on and after the fourth day following
the date of filing, whickever is later.

2. Within sixty days after the cffective date of this ordex,
applicant shall file in this proceeding four copies of a compre-
hensive map drawn to an incicated scale of not more than 400 feet
to the inch, delineating by appropriate markings the various
tracts of land and texritory served; the prinmcipal water production,
storage, and distxibution facilities; and the location of the
varlous water system properties of applicant.

3. After the effective date of this order and om or before
December 31, 1964, applicant may issue not to exceed 2,061 shaxes
of its no par value common stock at $66.18 per share in exchange for
cash and in payment of notes, as discussed in the foregolng opinion.

4. After the effective date of this oxder, and om ox before
December 31, 1965, applicant may issue notes in the prizceipsl amount
of not to exceed $34,000, in the form, under the terms, and for the
purpose set forth in the application.

5. Applicant shall file with this Commission a report, or
reports, as required by Gemeral Order No. 245, which order, insofar
as epplicable, is made a part of this order.

The authority herein granted to issue notes will become

effective when applicant has paid the fee prescribed by Section
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1904(b) of the Public Utilities Code, which fee is $34. In all |
f

other respects, the effective date of this order shall be twenty |
days after the date hexeof.

Dated at San Franeisco__, California, this 4%,

day of Wd‘?ﬁ , 1964,

Conmissiondrs

PUBLIC UTILITIES COWRISSION
STATE OF CALIFORNIA
- g
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APPENDIY. A

Schedule No. 1

GENERAL METERED SERVICE

APPLICABILITY

Applicable 4o all metered water sorvice.

TERRITORT
The areas kmown as Cowan Ranch, Peacock Hills and vieirity, (1)
located 2 miles northeast of Tustin, Orange County. ()
Per Meter
Quantity Rates: . Par Month
Firzt 700 cu.ft. or 1655 srssvssrcceacs. 8400 (1)
Next 19,300 cu.ftes pexr 100 cuefte coveves 23 i

Yintmm Chargo: |

For 5/8 x 3/L~inch meter ceceecscniiieeee.  $L.00

For 3/L=Aneh MEYET veveccesraneanss 5,00

FOI‘ ) l’mch meteor sreesrrssvrssvnmnens “'7000

For 15-Inch MOTET seveerercereocses 11,00

FOI’ z‘mCh me't“:r Sassvecasvovvoones 17000

FOI‘ B-mCh memr s ssrsosrmoawronne 23-00 ! . “
FOZ‘ ‘ l‘.-inCh me'ber esssssensrovenman 28-00 (I)

The Minimum Charge will entitle the customer
t0 the quuntity of water which that minimum
charge will purchase at the Quantity Rates.




