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ORIGINAL 
Decision No. 72848 

BEFORE THE PUBLIC trrILI'XIES COMMISSION OF 'IHE STATE OF CAI.IFORNIA 

In the Matter of the Application of ) 

CONSERVATIVE WATER; COMPANY 
and CIn OF LOS ANGElES; and 
DEPAR.'XMENT OF WAlER AND PCMER; 
OF THE CITY OF LOS ANGELES 

for an Order authorizing the sale 
of certain properties of 
Conse'J:'V4tive Water Company 

Application No. 49429 
(Filed June 2,,' 1967) 

O' Melveny & Myers, by Lauren M. 
Wright, for applicant. 

Gillmore Tillman for City of 
LOs Aiigeles; 8arl H. Zeise.." for 
City of South Gate; and If .. W .. 
Russell, by K. D. W'alpert, for 
Deparement of PUblic Utilities 
and Xransportation, City of 
los Angeles; interested parties. 

E<1ward C. Crawford and Chester o. 
Newman. for the Commission staff. 

OPINION -- .... ~ ... -.-. 

By this application Conservative Water Company 

(Conservative) seeks authority pursuant to Section 851 of the 

Public Utilities Code to sell its water system (except water 

rights) to the Department of Water and Power. . (DWl» of the City i 

of Lo~. Angeles (City). the sales price aeeor.:ing to the pro-
, 

posed agreement, copy of which is attached to the application 

as Exhibit C, is $938., 700Y, subject to certain adjustments 

provided in the agreement. City joined in the application and 

y Applicant's net book cost as of DecemberSl, 1966, was 
$958,301.55. , 
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submitted to the Commission's jurisdiction solely to concur in 

the application. 

An ex parte order grant~g the applicaeion was sought 

by the ptLrties. In view of the probable impact of the 

differential in applicant's rates and the City" s rates for service 

both within the city limits .and outside the city lim1::s which . . 

would su~s~antially affect Conservative's custome=s, p~blic 

hearing was held on July 5, 1967, in the community of W~tts, 

!.os .Angeles County. About 120 customers appeared and ~be 

majority of those recei·r.tng service within the Los R~gelcs city 

limits favored the sale, whereas the majority of those customers 

rece.iving wa~er service in the surrounding county area opposed 

the sale because of the magtlitude of the proposed Dt~ rates 

applicable to them. Conservative had been directed ~P the 

Commission on June 21, 1967~ to mail notices of the hearing to 

all customers, but the record shows that some customers did net 

receive a notice (probably due to faulty addressing or addressing 

unsatisfactory to the post office, since the company's billing 

addressograph machine was used). The addressograph plates coctain 

the customer account number and the address of the property ow.cer 

and the person responsible for the payment of the water bill. 

~ those instances where two adercsses appeared, the post office 

would have rejected them. Notices of the hearing were not received 

by customers until July 1 or July 3·due to delays in add::essing 

ana printing. A newspaper release was issued by the CoQm1ssion 

'to all newspapers in the area and legal notice was published. 
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the record shows that the Watts Star Reviewnewspeper of Thursday, 

June 29, 1967 ~ carried a front page two-column axmounccme:t of 

the hearing. Never~hele=s, the ~ssion, on July 20, 196i~ 

notified some 8,500 customers by a mailed postcard ~hat ~ny intQ=~ 

ested customer who did not ~ttend the hearing might write t~e 

Co::mission on or be£ore July 26·, 1967, and exprezs his comments 

on the sale. About 160 responses were. received; .all bave been 

given careful' consideration. the responses cOr:'oborated the v:!.er.Qs 

expre.ssed at the hearing, except that customers recei .... -ing ser.rice 

iu :hc City of South' Gate requested service by t'hat city.' s water 

department. 

By Decision No. 70395, dated March 1, 1966~ ic Applie~-

tion No. 47708, Conservative's request for a general rate increase 

w~s granted. It '("'as noted therein t:l'l.ilt on December 23, 1965·, the 

Los ~~geles City Council adopted a resolution requesting DWP ~o 

enter ~to negotiations with Conoervative for the purpose of 

acquiring Conservative's existing facilitie~ within the boundAries 

of the City of Los P~geles so that resid~ts of the Watts statis­

tical area of the City c:oulc! have their water supply pro\"1dea' ~ 

through City-owned facilities. It was further noted in said 

decision that many of the customers protesting, Consel:Vs.tive's rate 

increase application expressed a strong desire for "city water" 

because they believed it to be more potable than and~t as bard 

as the water supplied by Conservative. Clear support :or their 

position was not found on the record, and a tabUlation in said 

decision shO"'..:ad that city rates were higher than aither Conserv~.tive' s 
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~resent or proposed rates for all ~e~ties of consumption within 

the city lw.ts. 

By Decision No. 70395, s~~ra7 the Comcission li=ccted 

Conservative to ~ubmit a study of the methods ~d coses of 

improving the quality of ":!;atcr se::ved since it was evident that, 

by the usc of the production :rom Co~servative's wells, customers 

were ~ecciving excessively hard water. Said rep~rt was f11cd 

on July 18, 1966, an~ ~=tcr study by Commission st~ff hydra1ilic 

engineers, proceedings were ::-eopencd by Decision No. 71408, c:!8eed 

October 11, 1966, end further hearing was held on November 9, 1966. 

Then, by Decision No. 72006, dated FE:o=w:ry 15~ 1967, Conservative 

was dirQcted to utilize ~~tropoli~ Waeer District C~O) water ~ 

a 70~30 percex::t: ::atio which would produce wate:' of .::ccep:ab!e 

hardness, probably i~ tae' range of 200-250 pa=ts per ~11ion of 

hardness. It was noted in zaid decision that negotiations between 

Conservative .1nd City, for the pt!rPose of llcquiring the ::ormer t s 
, 

exiseix2g facilities within City: s boundarus
1 

Md not resulted in 
" , 

any efr~ctive action or negotiations. 

A Petitio: to Re~en the ~r.oceedings, because of its 

appa.::ene inability to comply with Decision No.. 72006, was file~ 

by Co,llservat:ive on YJarch 21~ 1967) .:md 1$ pending. A =eport of 

an investigation of said petition by Comcission s~£f hydraulic 

engineers, mailed to all appeara:lces in Application NC?o 47708· on 

May 231 1967, shows tbat it would be at least 18 months before 

~~ could supply Conservative with lCOpercent $ofteccd water 

tb%'ough its two service comlectioDS with the Middle Cross fcede:. 
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In the meantime, however, filtered water is be~ng delivered, in the 

ratio of 30-70 percent. The record on the ins~ant p.ocecding shows 

that Conservative has not increased its purc~ses from MWD -and had 

not. reduced its well pumping to the 70-30 pe:cent ratio ordered by 

t!le Commission. The staff investigation of the petition also shows 

that it would be necessary to increase Conservative's ~ates by 

approximately 6.5 percent to compensate for increased purchases of 

filtered MWD water, and when softened and filtered water became 

avail&blc to Conservative, it would be necessary to increase .rates 

by an additional 5.9·: percent. 

On May 31, 1967, the contrsct, Exhibit C, was negotiated 

and approved by Conservative's officers .rLnd the City of los Angeles. 

The record herein shows that if the contract wer.e exec~ted 

and the transfer were g:anted, DWP would construct a transmission 

line from MWD·s Palos Verdes feeder in Avalon Boulevard, .approx­

imately one and one-hal: ~les west of Cor..serv~tivefs service area, 

and would immediately fu:nish softened and filte~ed MWD water ~o 

Conservative's preseo.t c1.!sto:lers, both inside and outside the 

los Angeles city limits; some four customers in the City of 

Lynwood; and about 150 customers in the City of South Gate. The 

record further scows that DWP has budgeted expenditures of . 
$l,300,OOO over the next fiv~ years to fmprove the water system 

throughout Conservativefs present service area and to bring it 

up to citywide standards; there would be a aisparity of approx­

imately 23 percent for customers within the city be'tWecn 

Conservative f s present rates as ;luthori%ed by Decision No. :70395, 
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dated March 1, 1966, supra, and DWP's present rates, and a 

dispari~y of about 84 percent for Conse~a:ive's customers outside 

the ci~y limits; DWP'~ rates are auehorized by a city ordinance; 

no di:parity in rates for se=vice outside the ei=y limits is required 

by the city charter, but it is recommended to' the City Council by 

Dwp·s general manager; the disparity outside the city limits is 

the result of the application of a 1.5 factor to DWP rates inside 

the city limits; such factor is not supported by any rate or cost 

of serJice study; ~nd the factor ~~S been in effect since the 

year 1924 .. 

The instant record shows that Conservative's superintendent 

has become ill and resigned; office help and outside field employees 

are difficult to obtain; DWF field men a~e assisting in Conserv~ve's 

operations in anticipation of the take-over by DWP"; and it has been 

and will continuz to be difficult for Conservative to maintain 

opera.tion$. 

The City of South Gate has offeree to purchase 

Conserv.a.tive I s present water system within South Gate's boundaries, 

and South Gate's City Administrator was authorized by his Ci~ 

Council to so' te'stify. 

~ased on the eVidence, the Co~ssion finds that: 

1. Conservative Water Company has been furnishing wate~ 

service in south centr~l Los Angeles County since the year 1904. 

Commission records disclose that, until recently, redwood pipe 

was utilized in the wat~r system; this has now been completely 

replaced by ,cast iron, standard screw or welded casing steel, 

and cement asbestos pipe. The service :trea" which is nearly 

fully occupied, comprises territory lying generally east of 

Central Avenue, south. of Firestone Boulevard, west of AUl.meda 
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Street> and north of l16tn S:rc~t, ~s sho~ on the map, Exhibit 

No.2. The total number of customers exceeds 8,500, of whom 

about 65 percent are in the yellow area wi~hin the City of Los 

Ang~les and the belaccc, or about 3S percent, a=e in the blue or 

County area, except four customers in the City of lynwood .and 

so~e 150 cu~tomers in the City of South Gate. 

2. Conserv~tive'$ fi=se increase in rates was granted in 

August 1960; another increase was granted in 1963; and the present 

rates were ~stablished in March 1966. A further increase in rates 

wou~d be required to comp~~satc for the additional costs of ~ur­

chasing 70 percent of Conservative's requirements from Metropolitan 

Water District. Such water would be filtered and softC'Ced, but 

~ould not be available earlier than approximately 18 mo~ths hence4 

S~ Conserva:ive and the City of Los Angeles Department of 

Water and Power entered into an agreement on ~~y 31, 1967, for 

t~e sale by -::he former and the purcMse by the latter of 1:he 

former's existiDg water system inside and ou~side the city limits 

for $938,iOO subject to certain adjustments. Conservative's net 

book cost and net original cos~ as of December 31, 1966, amounted 

to $958,301.55. All of Conservative's prod~ct1on) transmission 

and distribution facilities are proposed to be sold and purchased, 

exc~t water rights. The facilities are so interconnected within 

~nd without the city limits ~s to render their severance economi­

cally unfeasible. Some ¢f Cocservativefs distribution mains are 

parallclee b, City mains. 

4. Conservative's present operations arc diff1cu1t to 

maintain. 
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5. Dw'"P proposes to build a transmission J.ine and Comleet 

the present Conservative water. system to the Palos Ve:d?s ~eGd~r 

of MWD ~nd to deliver softe~ed and filtered,watcr to the 

Conservative a'!'ea, im:nedietely. No Co:lservat;.ve well water would 

be p'!'oduced 0: delivered by DWP. 

6. DtoJP has budgeted $1,.300,000 over the next five years 

for improvem~t$ to Conservative's ~ystem. 

7. DWP's rates for service l.:z.sicle the city limits, affecting 

approxfmately 65 percent of Conservative's present customers, arc 

~bo,,;t 23 percent higher tha:l. Conservative's present rates; .md 

would be 16.5 percent higher if Conservative were compensated for 

the additional costs of purchasing filteree MWD water; ~d would 

be 10.6 pereent higher to. eo:np~sate for the aclditio:lal cost to 

Co:lSe:rvative of pureMsi:lg so=te:t.ed MWD water on a 70 ... 30 percent 

ratio. 

8. DWP's rates for w~=er servic~ outsiee the city limits, 

affecting approximately 3S percent of Conservative's present 

C$to'Cers, are about 84 percent higher than Conse:vative' s p,.;'es~t 

rates; would be 77. 5 ~cent higher if Conservative were c~eus.Ated 

for the additional coses of purenasing filtered MWD water; and 

would be 71.6 percent higher to compensate for the additional costs 

to Cons~X'\"ative of purchasing softet),ed MWD' water 0::' a 70-30 percent 

ratio. 

9.a. !he general ~referenee of Co~serv3tivcrs pre~ent cus­

tomers within the city limits is for servLce by DWP e·,Cll though 

at a clightly higher price; the general preference of Conservative's 

customers reeeiving water serviee outside the city limits'is for 
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conttn~ce of Cacservative service with a Commission requirement 

that such se~~ce be brought up to standard especially as to 

quality of water h.:lrdness and el ojmiXl~tion 0: tastes~ odors and 

discoloration. South Gate customers preferred South Gate's 

water department service to service by DWP if t:ansfer were 

authorized. 

b. No study of any differential in costs of providing water 

service inside the Los ~~geles city limits and outsid~ the city 

limits has been made 'by DWP; maintenance of a:t:J.y such differential 

is :lot required by the Los .Angeles city charter; recommenda:tioti 

of water :-ate levels, inside and out:;ide the tos J.ngeles, city 

limits, is made by the DWP to thCf city council which ma1<estham 

effective by city, ordinance'. 

It 't<1ould' appear that the ma1d.ng of. a stUdy to Justify 

the existenc~' aud' perpetuation of any differentia). in water rates 

for service inside or outside" the Los .Angeles city limits "'7ould 
. . 
be in the public interest looking towa:d possible substantial 

reduction or complete elimiDation of such differential in the 

Watts District served by Conservative Water Company. 

c. ,The City of" South' "Gate has offered, to purchase 

Conservative' s ~eseut· water' system within sOuth'Gate' S -city 

limits from DWP., i," 

d. DWP would provide superior water service to the Watts 

District. Its construction, maintenance and' operating crews a.re 

experienced; it Would'immediately provide ample quantities of 

softetled, filtered, potable water thereby eliminating the 1:~ed 

for water softeners and bottled water; and· it would 'employ its 
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broad financial resources to bring the Conservative Water Company's 

present water system up to cit~~dc s~andards, which are excellent. 

Transfer of customers r deposits is provided for in the sales and 

purchase contracto 

The Commission concludes that, despite ~he existing rate 

disparities, granting of the application and authorization of the 

sale and transfer are noe eontr~ry to ~he public 1~tQ~est. 

The Commission strongly recommends to the Departm.ent of 

Water and Power and the City of Los Angeles that the justification, 

existence ~d maintenance of the 1.5 factor rate differential for 

service outside the City in the Watts District be studied looking 

toward substantial reduction or possible elimination, in the p~blic 

interest, of such differential factor. 

Because of Conserv~tive's diffieulties in maintaining 

operations, the public interest requires that the order which 

follows be made effective on its ~te. 

ORDER. 
--~--

IT IS ORDERED that: 

1. This application is g:anted, and Conservative. Water 

Company is autborized to sell to the City of los Angeles, 

Department of Water and Power, its wa.ter produetion, transmission 

and distribution faeilities (except water rights) as described . 

in the Agreement of Purchase and Sale, dated May 31, 1967, 

attachad to the application as EXhibie C. 

2. 1j1hen service by the Department of Water and Power has 

been effected to all customers of Conservative Water Company, a.ed 
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all property, except water rights, has been transferred, 

Conservative shall notify the Commission in writing thereof, 

and shall then stand relieved of its obligations as a public 

utility. 

The effective date of this order shall be the date 

hereof. 

Dated at _t)an_~_''ru.n_c~ ____ , California, this / if 
day of __ A_U_G_US_T __ o-J' 

""'i ent. B( 
-- ".., . ..,-

.... J ..:.-


