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INTERTM OPINION

West Covina-Walnut Water Company (West Covina-Walnut),
a recently formed corporation,l seeks a certificate of public
convenience and necessity to comstruct and operate a public utility
water system in 3,600 acreég/‘of rolling hills territory, onme-half
lying in the City of West Covina and ome-half lylng in the City of
Walnut, Los'Angeles County. All of the territory is ownedand'ﬁill'
bé.devéloped\or development will be controlled by Home Savings and 
Loan Association (Home), 81.35 percent'of‘which is owned by H. F.
Ahmanson &‘Compény (fhmanson). Establishment of rates for watex
sexvice, and authority to issue notes and éommén stock are also
séught. Total estimated cost of Vest vaina-walﬁut's proposai

would be in excess of $10,000,000, including the cost of a

conne§7ion with Metropolitan Watexr Distridt's.(MHD) Mig?le Feeder

Line, and an 18,000-foot, 30-inch txansmission main.”

At the end of twelve years it was estimated ‘there would
be 12,775 customers in the development which would include single
residences, townhouses, a commercial plaza, a golf course, and a

jﬁemofial park. Numerous green walkways are also plammed.”

Axticles of Incorporation filed with the Secretary of State
July 21, 1965 and amended May 26, 1966.

- A parcel of 125 acres was excluded by stxpulatimnf

Exhibit No. 18 contains a schematic diagram of MWD's Colorado
‘River aqueduct distribution system. :

Home has already installed a 900-foot £lood control ¢hammel
crossing section, and a 5,000-foot section onr a mewly Opened
portion of Azusa Avenue, at a total cost of $135,000.

Exhibit No. 14 contains several archxteccs renderxngs of
the progect :
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Subuxban Water Systems (Suburbam) seeks a certificate
of public convenience and necessity to extend its San Jése Eills
water system to serve the Howe properties, together wifh an ad-
ditional adjacent 400 acres. Except for a rescriction placed on
Suburban bz/DeciSion No. 58716, dated July‘77 1959, in Applicatidn
No. 40954,  Suburban could extend its water sSystem in the normal
course of its business under Section 1001 of the Pﬁblichtilities
Code without authority from this Commission. Suburban 910poses to
apply its presently-filed Puente-South Covina rates to the 547-foot
pxessure zone, its Covina Knolls rates to‘the\630-£oot and 880-foot
pressure zones, and a new schedule of rates tothevloso;foot,.
1280-foot, and 1480-foot pressure zomes. Financing of the on-site
facilities, including the cost of mainms, sefvices, hyd:ants,'
resexvoirs, pumping stations and land (in effec: all facilities
except meters), would be made undexr 2 requestéd deviatidn from its
Rule 15, and would provide for a refund of adwances by the sub-~
divider coverrng said on-site facilities on a pexcentage of Tevenue
basis. Financing of-certain off-site facilities, including trans-
wission main and storage and pump;ng faczlities would be made by
advances from the subdividerx puxsuant to a2 requested devxatxon
from its Rule 15, and refunded_on the proportionate cost basis.
Suburban's estimated total cost to serve the project is about
$8,200,000. Of said total amount, $714 000 would be requzred to

be advanced by Home or Ahmansen on the proportxonate cost basis

of refund, and $6,602,300 would be required to be advanced by the

8/

Because of Subuxban‘s unbélanced'financial structure.
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developers on the 22 percent of revenue basis of refund. Suburban
would provide $880,000, including the cost of off-site facilities
_amounting to $200,C00, and the cost of om-site facilities, ex~ |
¢luding mains, of $680,000.

| Public heaxing.on Application No. 48522 was held before
Examiner Warner on December 13, 1956, at West Covina. No evidence
was taken, and the matter was adjourned perding an investiggtion
of Application No. 49007 which had been f£iled on December 6, 1966,
as above-noted. Public hearings on a consolidated recoxrd of both
appiications were held before Exzndngr'Warnet on March 21,'225 23,
28, and 29, 1967, at West Covina. |

The record.shows.that, beginning in June, 1963, engineer-

ing representatives of Home asked Suburban to make a study of the
terms and costs of service to the Home property. Suburban prepared
a work order, and a first estimate was completed in July or
August, 1964. Home was advised that, because of the restriction
in Decision No. 58716 (supra), authority from this Commission
would be required before Suburban could extend itSwwater system.
Negotiations continued tbrough the years 1964, 1965 and 1966. A
tentative agreemen: copy of which is-Exhibit No. 11, submitted by
Home to Suburban, provided for the 50-50 sharing\of the total cost
of $800,000 of the proposed 30-inch transmission main. 'The Home-
Ahmanson witness stated that he was aware of. the Commission s
restriction which crtticized Suburban s financial structure. -

Application No. 48522 was filed in’ the midst of" the negotiations,

which conti.nued but: wh:f.ch broke down in ”Ia::ch 1967 upon Suburban '




A. 48522, A. 49007 LM ook

unwillingness to make a $400,000 deposit demanded by Home. The
Bome-Abmanson witness testifizd that under no conditions would
Home now, or iIn the future, request water service of Sr:[t'bur'ban..
The record shows that, at present, MDD water lavailable

to West Covina-Walnut is unsoftened and the hydr::‘ulic gradient |
of 550 feet at the propoaea connection pomt will not s"pply the
lower xesexrveir. Exhi:m' A" attached to Apniication '\Io. 48522 is
a consulting engineer's report on the design and costs of the
proposed" system. It is based on present conditi.'ons.‘ | The supex-
intendent of MID testified that, by March, 1968, softened water
would be available on a continuous £low basis and the hydiaql:!.c
gradi.ent would be maintained at 675 feet or more. West Coﬁna-‘

~ Walnut's estimates of results of operati.ons, contained in Exhibit
-3 of its application, were based on an in:!.tial cost of unsoft:eued
MWD water of $32.00 per acre foot, whereas softened and f1ltered
water would cost $41.00 per acre foot. Said Exhib:.t reflects the
$3.00 per ‘acxe foot per yvear incremental cost 1ncrease, effecti.ve
each July 1, which has been ;mnounced by MWD to apply through
July 1969 for both untreated and softened filtered"water. Exbibit
"B shows that West Covina-Walnut would operate at"'a' loss for its
first two years, and at a bare rate of return for the mext three
years. Although a zaster plan for the development of the area
was secured by Home from W:Llliam l.. Pereira & Associates, plamers
and a.rchitects, t:he record contains no land sales, development or
construction schedule or schedules by Home, and commencement of West

Covina-Walnut's operations were indefinite, perhaps within six mon:hs
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or 2 yeaxr or more, depending on the xeal estate market and Home's
general future plons.

Home 's met wozth exceeds $160,0Q0,000. Home-Ahmanson's
sole experience in operating a public utility water system was with
Palm Desert Watex Company which they had acquired from the de-
velopers of land in the Coachella Valley arca. Aftexr a few yeaxs
of successful operation, and under threat of condemnation, the
watexr company was sold to Coachella Valley County Water Digtrict.

In order to sell its raw land, Home will be required
to atﬁest to the State DiVisibn of Real Estate, for a Subdivision
Report, that a domestic watér supply is available to the prospec-
tive purchagsers of lots together with the type and conditions of
such supply and type of service. Ahmanson proposes to finance West
CovinaJWalnut,’initially, through the purchase of 1,770 shaxes of‘
the u;ility’s $500 par value common stock; at par value, for
$885,000 cash and to lend to the utility up to $969;810 on receipt
from the utility of a 1l5~-year, noninterest bearing, promissory
note, or notes convertible at any timé into shares of the utility's
$500-par value common~stock~at’pax value. Ahmanson's vice president
and gemexal counsel, who is also Home's fixst vicé‘président,
genexal counsel, aﬁd a director, testified that he had attended
an Ahmanson Board of Directors meeting on May 17, 1966, where 2
resolution, Exhibit No. 20, was péssed, to lénd.West‘Covin54Walnut
such funds as might be necessaxry to complete the latter's-prof |
posed water system under the same conditions as the\initiélffi-

nancing proposal. No written agreement between'West‘Covinaiwainut

-6~
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and Akzanson oxr Home for future financing beyohd,the'aforesaid'
original has been executed.

Tae record shows that West Covire-Walrut's principal
office would be maintzined in Beverly Eills, and that a part-time
general manzger, an outside operating man, and 2 part-time office
clerk would be employed during the first year of operation. In
the latter part of the first year or early part of tke second yesr
a second outside-man; bookkeeper, and a full-time general manager
would be employed. During the second year, an office building and
construction yard would be built locally.

The record shows that the Home-Ahmanson interests
commmicated with California Cities Water Company and San Gébriell
Valley Water Company, each of which is a public utilicy watexr
company Operaczng within an approximately two-mlle radius of the
proposed area, but neither could feasibly furn;sh'water service. 
Plate I of Exhibit A attached to Application No. 48522 shows the
service area of adjacent water purveyors, none of which except
Suburban, would sexve the proposed area, except that Walnuz Valley
Water District and Rowland Axrea Ccunty Water Districtfwouldtfuxhish
water in an emergency or omn a standby basis, None of thé
surrounding water purveyors, except Subu;ban, made any'appéarance
ox representation at the hearings,.and no written evidence was

submitted or received on their ability or willingness téfbe the

major water supplier to West Covira-Walnut, or‘other&ise, to the.

proposed area.




A. 48522, A. 49007 LM %

The xecord shows thai: Suburban's present financial struct-
u:c: continues to be urnduly burdened with debs which would inerease
on a pro forma basis tirough the year 1978 if Subuxban's appii-'
cation were granteld, and :'.f financing of the proposed extension
were effected through advances for construction umder ‘the reqﬁestgd
deviation from its Main Extension Rule No. 15. Exhibit .No. 17 |
shows that Suburban's common stock equity :I.n 1978 would be '10'.2
percent; preferred capital stock would be 20.9 per’cex;t’; apd.total
debt would be G4.4 percent made up of advances for éonétz;uctiop.‘ of
38.8 percent; and 1ong-te.;:m debt of 25.6 percent., Conttibdjtions
In ald of construction would be 4.5 percent. As of De_cember 31,
1966, lonz-term debt was 46.7 percent; advances for copséru;tion
were 15.2 percent for a total of 61.9 percent of dgbt ‘capital;
preferred capital stock and common stock percentages were 22.7
percent and 9.4 perxcent, respectively, and contributions in aid
of construction wexe 6.0 percent as of said dat:e. Subuxrban’'s total
utility plant as of December 31, 1966 was $22,376,651, with a
reiated depz;eciat:ion resexrve of $4,765,431. Total operating'
revenues for the year 1966 wexe $3 ,067‘,.'87_7, and net operating
reven.ue was $5666,092. Dividends paid on preferred and common
stock for 1966 totaled ‘$183 484, |

Exbibits Nos. 16 and 17 are reports on the results of
investigation of the applications submitted by Commission staff
engineers and accountants. Exhibit No. 17 shows that, for thg‘
consumption of 2,000 cubic feet per month, a customer in Suburban’s
proposed Zone 547 would be charged $3.60; in Zones 680 and 880 |
$5.85; and in Zomes 1080, 1280 and 1480, $7.00. West Covina' s
proposed rate for t:hat: sonthly consumptipn would be $8.50."
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It was concluded by the staff engineer Iin Exhibit No. 17
that the multiplicity of supply sources to Suburban's intercon~
| nected system along with the proposed booster pumps and storage
reservo:'.rs would be adequate to 'supply the anticipated peak de;nands
of the area.

We fiad that:

l. Home Savings and Loan Assoclation whose parent H. F.
Ahmanson & Company owns 81.35 percent of its stock, owas and pro-
poses to develop 3,600 acres of rolling hills territory :!.n_West

Covina and Walnut for residential, townhouse, and commercial pur-
‘ poses, and a golf course, 3 memorial park and green walkways. A
maxdmum of 12,775 water service comnections is expected at the end
of twelve years. Development {s being deterred because of the
present unsettled condition in the real estate market and Home's

construction and development pla:ns and schedules are not fiym or
final. |

2, Subm:ban Uater Systems is an exper:tenced public uti.litywater
corporation under the jurisdict:lon of ‘this Commission furnishing

water sexrvice -to some 28 600 customers in its San Jose Hills
District 1mmedi.ately adjacent and contzguous to the Bome property,
on the west, thereof. , ,

3. Commencing in June, 1963, Home Tequested Suburban Water
Systems, the adjacent public utility water company, to subnrt.t
estimates and terms of proyiding watexr sexrvice to its properti.e‘s.
A proposed agreement which would have required Suburban to deposit‘
$400 ‘OOO as one-half the estimated cost of a transmission main "

to import Metropolitan Watexr District's water to the area, was
rejected by Subur'ban.
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4. Although Home secured no general economic feas{bility
study of the various sources and methods for providing watex
service to its properties, during the pendency of the 'negoti'at:t.ons
with Suburban, the Home-Ahmanson i;nteresﬁs approached two otherx
public utility water companies furnishing water sérvice_ within an
approxinmately two-mile radius of the Home pro?erties, but each
advised Home that water ser\fi.ce £rom it was mot feasible. N

5. On July 21, 1965, ‘the Home-Ahmanson intexests, caused the
Incorporation of West Covina-Walnut Water Company which proposes
to issue 1,770 shares of its $500 par value common stock for
$885,000 , to Abmanson, and to issue 2 moninterest bear:f.tig promisoxry
15-year pote or notes, to Ahmansoﬁ_ foxr $969 ,810 payable“, from net
revéﬁue only, convertible at any time to common stock at par '(ralue.

‘6. The total cost of West Covina-Walaut's proposed water
system would exceed $10,000,000. Its propo‘sed source of water
supply is to be a connection with Metropollitan Watex District'ig;
Middle Feedex line thrcugh an 18,000~foot 30-inch transmission:“
pipeline, of which 5,900 feet have been installed by Home at a’
cost of $135, 000. This was done in oxder to keep up with flood
control and road construction. |

7. West Covina-Walnut ‘would operate at & loss for its first
. two yeaxs of operations and at a bare rate of return for the next
three years. |

| -'8_.‘ Almanson has Tesolved, but not signed an agreement: to
.fi.nance West Cov:!.na-Walnut for all of its needs in the same mannex
that it proposes to initially finance West Covina-Walout's con-
' stxuction and operation.
| 9. Suburban offers to serve the Home area, on demand, pur-
suant to a requested deviation from its main extension ruLe‘ by

which all on-site facilities, except meters, and cextain fo-site
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backup facilities would be financed by advances from Home, Ahmanson,
ox thelr interests. 'The total cost of water system facilitles would
approximate $8,200,000 of which Suburban would Provide $8805000.

10.. Suburban’s proposal to sexrve the Home properties 1s more
economical than West Covina-Walnut's; Suburban's rates for water
‘sexvice would be lower than West Covina-Walnut's proposed rates;
Suburban's sources of water supply are more Bumerous, ampie, and
dependable than Vest Covina-Walnut' $; and Suburban’s costs of
producing water to the area are substantially lower than.Wésc
Covina-Walnut' s.

11. Decision and order in Application No. 48522 of West
Covina-Walnut should be defexrred until thexe is first a final
decision and order in Application No. 49007 (Suburban).

12. Suburban has f£ailed to establis h its financial ability
to serve the requested area.

13. Suburban’s common stock equity)capital ratio does not
compare favorably with other Class‘A{water utilities operating
in Calmfornia or with ratios whicb the Commission has from time
to time conmsidered necessary and advisable.

14. Suburban ghould 1ncrease its common stodk equity to
provide funds for the financing of all off-szte facilities,'

regservolrs, and _pump stations required for service to the requested
area. :

15. No private Sr;pub;ic;ﬁatgr éqpplierléfher than the

applicants is presently ready, willihg, or azble to provide wézer
facilities and sexvice to the requested area.

16. Public convenience and'ﬁecessity.require and will require
the construction and opexation of a water system for sale of water to
the genmeral public in the requested aréa.
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Conclusions

It is concluded that:

1. Submission of this proceeding should be set gside and
the matter continued for a period of sixty days in oxrder that
Suburban Water Systems may bave an opportunity to £ile with this
Commission an appropriate application for perxrmission to issqé
common capital stock to finance comstruction of itsrpropose&
extension. , | ‘ .

- 2. On the expiration of the sixty-day period, further
bearing dates should be set for the purpose of comsidering -
Suburban's xyesponse to conélusion 1.

INTERIM ORDER
IT IS ORDERED that submission of Applications Nos,
48522 and 49007 18 set aside, and said Proceedings are reopened
for further hearing onm the response oftsubu:ben.wﬁter‘Systems |
to conclusion 1 above. | |
Sald fuxthex héaring is to be had at such time and;élace

a8 may bereafter be designated by the COmmission.

. The . effecttve date of this order shall be cwenty days
after the dace bereof.

o Dated at Sap Frgaciseo , California, this - /f7%
day of JULY ' |

‘Q:{h ' ,;ézfa¢4Z¥VWV7’
Sl




CCMMISSICNER PETER E. MITCHELL DISSENTING:

The Commission should certificate only that area which
will te developed within the immediate future. Cost of service
projections and proposed rates on this basis would be more

realistic and attuned to the actual operations of the utility.

Extensions in contiguous territory could subsequently

be made uﬁder Section 1001 of the Public Utilities Code.

Peter E. Mitchell, Commissioner

San Francisco, California

July 18, 1967




