CRICINAL

Decision No. 72848

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNLA

In the Matter of the Application of )

CONSERVATIVE WATER COMPANY

and CITY OF LOS ANGELES and

DEPARTMENT OF WATER AND PCWER

OF THE CITY OF LOS ANGELES Application No. 49429
(Filed June 2,°'1967)
for an Order authorizing the sale '
of cextain properties of
Conservative Water Company

O'Melveny & Myers, by Laurem M.
Wrighe, for applicant.

GilTmore Tillman, for City of
108 Augeles; Tarl H. Zeise, for
City of South Gate; and R. W.
Russell, by K. D. Walpert, for
Department o 1c Utilities
and Transportation, City of
Los Angeles; interested parties.

Edward C. Crawford and Chester O.
Newman, for the Commission staxf,

QFINION

By this application Comservative Wéter Company
(Consexvative) 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 (DWP) of the City:
of Los Angeles (City). The sales price acco&¢ing to the pro-
posed agreement, copy of which is attached to the application
as Exhibit C, is $938;700$/, subject to cert;in adjustments

p:ovidéd in the agreement. City joined in the application and

1/ Applicant's net book cost as of DecemberVBJ, 1966, was
$958‘, 301. 55‘ .}
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submitted to the Commission's jurisdictioﬁ solely to comcux in
the a2pplication.

An ex porte oxder grantiag the applica;ionjwas sought
by the parties. 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 limizs which
would substantially affect Comservative's cﬁstcme:é, public
hearing was held on July 5, 1967, in the community of Watts,

Los irgeles County. About 120 customers appeared and thke
ﬁajority of those recelving service wicﬂin the Los Aggeles city
limits'favored the sale, whereas the majority of ﬁhose customers
receiving water service in thé surrounding county area opposed

the sale because of the magnitude of the proposed DWP rates
applicable to them. Conservative had been directed‘by the
Commission omn June 21, 1967, to mail notices of the hearing to

all customers, but the record shows that some customers did met
recelve a motice (probably due to faulty addressing oriaddressing
unsatisfactory to the post office, sincc the company's billing
addressograph machine was used). The addressograph plates contain
the customer account number and the address of the property owncer
and the person responsible for the payment of the water bill.

In those instances where two addresses appeared, the post office
would have rejected them. Notices of the hearing were not received
by customers wmtil July 1 or July 3 due to delays ir addressing

and printing. A newspaper release was issued by the Commission

£o all newspapers In the area and legal notice was published.
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The record shows that the Watts Star Review newspeper of Thursday,
June 29, 1967, carried a froat page two-colum snmounccmezt of

the hearing. Nevertheless, the Commission, on July 20, 1967,

notified some 8,500 customers by a mailed postcard that any‘intc:;

ested customer who did not attend the hearing might write th¢
Commission on or before July 26, 1967, and cxpress his comments
on the sale, About 160 responses were received; all have been
given careful comsideration. The responses corroborated the views
expressed at the hearing, except that customers receiving cervice
in the City of South Gate requested service by that city's water
départmento |

By Decision No. 70395, dated Mazch 1, 1966, iz Applica=
tion No. 47708, Conscrvative's request for a gemeral rate increase
was granted. It was noted therein that on December 23, 1965, the
Los Angeles City Council adopted a resolution requesting DWP o
enter into megotiations with Concervative for the purpose of
acquiring Comservative's existing facilities withir the boundaries
of the City of Los ‘sngeles so that resideats of the Watts statis-
tical area of the City could have their water supply provided -
through City~owned facilities. It was further noted im said
decision that many of the customers protesting Conservative's rate
increase épplication expressed a strong desire for "city water"i
because they believed it to be more potablie than and =not as hard
as the water supplied by Comservative. Clear support Sor their
position was mot found on the record, and a tabulation in said

decision showed that city rates were higher than either Conservative's
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present orx proposed rates for ail quantities of consumption within
the city limits,

By Decision No. 70395, supra, the Commission cirected
Conservative to submit a study of the methods and costs of
improving the quality of water served since it was evident that,
by the use of the production from Corservative's wells, customers
were recelving excessively hard water. Said report was £iled
on July 18, 1966, and after study by Commission staff hydraulic
engineers, proceédings were roopeacd by Decisicn No, 71408, dated
October 11, 1966, and further hearing was held om November 9, 1956,
Then, by Decisionr No. 72006; dated Febzucry 15, 1967, Conservative
was directed to utilize Metropolitan Water District CMWD) water iz
a 70-30 percect ratio which would produce water of acceplable
hardness, probably in the range of 200-250 parts per million of
bardness. It was noted in said decision that negotiations batween
ansérvacive‘and City, for tke purpose of acquiring the former's
existing facilitieS'wit§in City's boundaries, had pot resulted im
any effective action 6: negotiations.

A Petition to Reoper the Proceedings, because of its

appazent inability to comply with Decision No. 72005, was filed

by Comservative on March 21, 1967, and 15 pending. A report of
an in&estigacion of said petition by Commissica staff hydroulic
engineers, mailed to all gppearances im Application No, 47708 on
May 23, 1967, chows that it would be at least 18 months before
MWD could supply Comservative with 100 percent softencd water

through its two‘service'conneccions with the Middle Cross feeder.
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In the meantime, however, filﬁered water is be;ng delivered, in the
ratio of 30-70 pexcent. The record on the insﬁant procecdiﬁg shows
that Conservative has not increased its puxchaées from.Mbeand had
not reduced its well pumpingz to the 70-30 pexcent xatio‘orderedvby
the Commisslon. The staff investigation of the petition also shows
that it would be necessaxry to increase Conservative's zates by
approximately 6.5 percent to compensate for Iincreased puxchases of
filtered MWD water, and when softened and filtered water became
availsble to Comservative, it would be necessary to increése‘rates

by an additional 5.9 percent.

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

and approved by Conservative's officers and the City of Los Angeles.
The xecord herein shows that if the contract were executed
and the transfer were granted, DWP would construet a tﬁansﬁission
line from MWD's Palos Verdes feeder in Avalon Boulevard, approx-
imately one and one-half‘miles west of Consexrvative's service area,
and would immediately fuznish softened and filtered MWD water £o
Conservative's present customers, both imside and outside thc
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 skows that DWP has budgeted expendit§res of
$1,300,000 over the next £ive years to improve the water sfstem
throughout Consexvative's preseat service area and to bring it
up to citywide standards; there would be a disparity of approx-
imately 23 percent for customers within the city between

Conservative's present rates as authorized by Decision No. 70395,
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dated March 1, 1966, supra, and DWP's preseat rates, and a

disparity of about 84 percent for Comservative's customers outside
the city limits; DWP's rates are authorized by a city ordinance;

no dispaxity in rates for service outside the city limits is required
by the city chartexr, but it {5 recommended to the Lity 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 service study; cond the factor has been in cffect since the

year 192&. | |

The instant record shows that Conservative's superintendent
has become ill and xesigned; office help and outside field cmployecs
are difficult o obtain§ DWP field men axe assisting in Consexvative's
operations in anticipation of the take-over by DWP; and it has been
and will continue to be difficult for Conservative to maiatain
operations.

The City of South Gate has offered to purchase
Conservative's present water system within South Gate's boundaries,
and South Gate's City Adﬁinistrator was autinorized by his City
Council to so testify.

Based on the evidence,vﬁhe Commission finds that:

1. Conmservative Water Company has been furnishing water
service in south central Los Angeles County since the year 1904.
Comission records disclose that, until recently, redwood.piée
was utilized in the watar systen; this has now been completely
replacéd by cast iron, standard screw or welded casing steel,
and cement asbestos pipe. The sexrviece area, which is nearly
fully occupied, comprises territory lying generally east of

Centxal Avenue, south of Firestone Boulevard, west of Alameda

-G
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Street, and north of 1l6th Street, 2s snowna or the map, Exhibit
No. 2, The total number of customers exceeds 8,500, of whom
about 65 perceat are in the yellow area within the City of Los
Angeles and the balance, cxr about 35 percent, are in the biue or
County area, except four customers in the City of Lynwood and
some 150 cuctomers ir the City of South Gate.

2. Comservative's first increase in rates was granted 1o
August 1960; another increase was granted in 1963; and the present
ratec were ostzblished in March 1966. A further imcrease in rates
would be requizred to compensate for the additional costs of pur-
chasing 70 percent of Comservative's requirements from Metropolitan
Water District. Such water would be filtered and softerned, but
would mot be available earlier than approximately 18 mounths hence.

Si | Conservative and the City of Los Angeles Department of
Water and Power entered into an agreement on qu:BI, 1967; for
the sale by the former and the purchase by the latter 6f the
former's existing water system inside and outside the city limits
for $938,700 subject to certain adjustments. Comsexrvative's met
book cost and met original cost as of December 31, 1966, amounted
to $258,301.55. All of Couservative's production, transmission
and distribution facilities are proposed to be sold and purchased,
except water»rights. The Zacllities are so interconnected within
and without the city limits as to render their severance ecomcmi-
cally unfeasible. Some of Comservative's distribution mains are
paralleled by City mains.

4. Comservative's present operatioms arc difficult to

maintain,
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5. DWP proposes to baild a transmission lirne and comnect
the present Conservative water system to the Palos Verdes feeder
of MWD and to deliver softeaed and filtered water to thé
Conservative area, immediaztely. No Comservative well_wgtér would
be produced ox delivered by DWP.

6. DWP has budgeted $1,300,000 over the next five years
for improvemeats to Comservative's system. :

7. DWP's rates for service inside the city limits, affecting
approximately 65 percent of Comservative’s present customers, are
2bout 23 percent higher thanm Comscrvative's presemt rates; and
would be 16,5 percent higher if Comservative were compensated for
the additional costs of purchasing filteredé MWD water; and woulid

be 10.6 percent higher to compersate for tke additional cost to

Conservative of purchasiﬁg softened MWD water om a 70-30 percent

ratio.

8. DWP's rates for water service outside the city limits,
affecting approximately 35 percent of Comservative's present
customers, are about 84 percent higher than Comsexvative’s present
rates; would be 77.5 percent higher i£ Comservative were compezsated
for the additioral costs of purchasing filtered MWD water; and
would be 71.6 percent higher to compemsate for the additional costs
to Comservative of purchasing softemed MWD water oz a 70~20 perceat
ratio,. |

9.a. The genmeral preference of Conservative's present cus-
tomers within the city limits is for service by DWP even though
at a cligntly higher price; the gemeral prefereace of Comservative's

customers receiving water service outside the city limits is for
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continuance of Conservative sefvibe with a2 Commission requirement
that suck service be brought up to standard especially as to
quality of water hardness and elimination of tastes, odors and
discoloration. South Gate customers preferred South Gate's
water depargment sexvice to service by DWP if trassfer were
authorized,

b. No study of any differential in costs of providing water
sexvice inside the Los Angeles city limits and outside the cicy
limits has been made by DWP; maintenance of any such diffefential
is not required by the Los Angéles ¢ity charter; recommendation
of ‘water rate levels, inside and outside the Los Angeles city
1xm1ts, is wade by the DWP to the ci ty council which malkes tham
effectxve by city ordinance.

. It would appear that the makxng of. 2 study to Justmfy
the existence and perpetuation of any differential. in water rates
for service imside or outside the Los Angeles city limits would
be in the public iﬁteres; looking toward possible substantial
reduction or complete elimivation of such differential in the
Watts District seryéd by Conservative Water Company.

¢.- The Ci:y of South Gate has offered to purchase

Conservative's present water system within South Gate's city
limits from DWP, - i

d. DWP would provide superior water service to the Watts
District; Its comstruction, maintenance and operating crews are
experienced; it would immediately provide ample quantities of
softered, £iltered, potable water thereby eliminating the reed

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

present water system up to citywide stardards, which are excellent.
Transfer of customers’ deposits is provided for in the sales and
purchase contract.

The Commission conciudes that, despite the exdsting rate
disparities, granting of the application and authorization of the
sale and transfer are mot contrary to the publiic izterest.

The Cbﬁﬁission strongly recommends to the Department of
Water and Power and the City of Los Amgeles that the justification,
existence and 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 eclimization, im the public
interest, of such differential factor.

Because of Conservative's difficulties in maintaining
operations, the public interest requires that the order which

follows be made effective on its date.

IT IS ORDERED that:

l. This applicatien is granted, and Conservative Water
Company ic authorized to sell to the City of Los Angzeles,
Department of Water and Power, its water productiom, transmission
and distribution facilities (except water rights) as described -
in the Agreement of Purchase and Sale, dated May 31, 1967,
attached to the application as Exhibic C.

2. When service by the Department of Water and Power has

been effected to all customers of Comservative Water Company, ard




all property, except water rights, has been tramsferred, |
Conservative shall notify the Commission in writing thereof,
and shall then stand relieved of its obligatiens as a public
utility.

The effective date of this order shall be the datce
hereof.

Dated at a0 kruncico , California, this /27~
day of AUGUST .19

c;; ?\”%z Y
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Commissioners




