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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

AL

Decision No. 73686

In the Matter of the Application )

of CALYFORNIA WATER SERVICE ) N ‘
COMPANY, a corporztion, for an - Application No. 49445 -
oxder authorizing it to increase (Filed June 9, 1967)
rates charged for water service ‘ -
in the Hermosa-Redondo district. g

MeCutchen, Doyle, Brown & Enersen, by
A. Crawfoxrd Greene, Jr., for
applicant.

Mrs. Otto Thiessen, for herself, and
Robert L. Smith, foxr City of
Redondo Beach, protestants.

William C. Briceca, Counsel, 2nd R. D.
Garaner, for the Commission staff.

Applicant California Water Service Company-sgeks,autho:ity o
to increase rates for water sexvice in its Hefmosa-Redbndbjdist;ict; |
Public hearing was held before ExamipefECatey in Hexmosa
Beach on Deceuwber 12, 1967. Coples of the_application,hdd3been
served and notice of hearing had7been‘published and“pos;éd, in;
accordance with this Commission's rules of 'proéedure; The ma;ttelr
was submitted on December 12, 1967, subjeét tbfreceipt'of a
late-filed exbibic. That exhibit has been recefved.
Testimony on behalf of applicént‘was presentgdlj by its
president, its vice president and his'assisténb, and‘i:S'ggneral‘

1/

wanager. The Commission staff presentation= th'médekby'thf§e‘

1/ Testimony relating to overall company operatioms had been
presented by witnesses foxr applicant and the staff in o
Application No. 49443, the Salinas District rate proceeding.
This testimony was incorporated by reference in the record
in Application No. 49445S. _ | :
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accountants and three enginecers. No evidence was presented by
protestants Mrs. Otto Thiessen and the City of Redondo Beack.

Sexvice Area and Water System

Applicant owns and operates watexr systews in:twenty#one 
districts in California. 1Its Hermosa-Redondo-district»inclndes-’
the Cities of Hermosa Beach and Redondo Beach, paxt of the City of
Toxrance, and unincorporated area of Los Angeles County adgacent to
those cities. The sexrvice area slopes from sea level to spproxif

mately 400 feet above sea level. Total population served in the
district {s estimated at 84,900. '

The principal water supply for this district is purchased

from West Basin Municipal Water District (WBMWD), through four
separate comnections to the facilities of Metropolitan Wstcr'Districtv
of Southern California (MWD). Small quantities are—alSo~purcnssed
from Palos Verdes Water Company. A secondary source is the produc-
tion of five wells, with thxree other wells available on & standby
basis. Well production has been curtailed in accordance with a
court order in the West Basin water xight adgudication proceeding.
Two transmigsion mains deliver the water from the: MWD
connections to the service area. The transmission and distribution
system includes about 200 miles of drstribution malns,aranging in-
size up to 24-inch. There are abont 21, 600‘netered services5‘50c'
private fire protection services and 930 public fire hydrants.
Seventeen storage tanks and 25 booster pumps maintain system
pressure and provide storage In nine separate pressure zones. ALl
but one of the booster puwps have electric motors, one-bas a natural—
gas engine and all boosters have provision-for emergency connection :

to one of two portable, gasoline-powered pumpsQ
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The protest of Mrs. Thiessen is based upon her 2 l’egation ”
that (1) the water has had an oily taste, (2) the pressure is-coo\
low to £ill ber automatic weashing macbine, and (3) recorded meteredf,
consumption by ber tenants 1s grester than her own.recorded.metered”
consunption, even though her tenmants' use appears to be less. Tbe
protest of the City of Redondo Beach is based upon its‘&llegacioo ‘
that three or four cowpilaints per: month are received by the city
from custowers who allage that (1) cbe water pressure is not adeouatq
(2) the taste of the water Is disagreeable, and (3) the charge<made |
by applicant for restoxring service afcer difcontinuance for failure -
to pa2y bills 1s unreasonable. A

In regard to the protest of Mrs. Thlessen, applicant
sexvice complaint records show that (1) the oily taste at her
residence was apparently due to new plumbing in the-home and,wss not
present at outside faucets on the premises, (2) no. low pressure
complaint had previously been registered by ber (but applicant wil"
check the pressure to determine whether there is an abnormal loss :
In either the applicanc s oxr the customer's piping), and' (3\ oer |
tenants' meter has already been checked in the field and found to
be accurate (but would be checked again)

In regaxrd to the protest of the City of Redondo Beach
applicanc s recoxds show that (1) it waintains pressures«well above*

the winioum requirements of General Oxder No. 103 (2) ‘the water

served custowers is primarily from the Mecropolitaanater Distrlct ‘

sources and thus does not differ significently ln-@uallty“from¢tbe )

water supplied to much of Soutbern California, and’(3) the |

reconnection charges made are in accordance with applicant S filed
riffs, whick conform with the chaxges prescrzbed by this

Commission.
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A fleld investigation of the company E:3 operations,‘service
and facilities in its Hermosa-Redondo district was made by the
Commission staff. The plant was found to be in good condition and: |
good service was being furnished. A staff engineer testified-that-
water pressures exceed ﬁinimum requirements and that appiicantfsr

continuing program of installing larger wains wbep'replacing existing3

piping should provide even better pressure dur;ng.peak periods than |

is now available.
Rates

Applicant's present tariffs Include schedules forc general
wetered service, private fire protection service; pubiic fire hydrant
service and service to cowpany employees. The-general'metered
service rates became effective in 1965 and the other Hermosa-Redondo
district rates in 1955. |

Applicant proposes to increase its rates for general
metered service. There are no proposed changes tn the ocher
schedules. The following Table I presents a couparison of applicant s
present gemeral metered service rates, those requested by applicant.
and those authorized hexein.

TABLE X
COMPARISON OF MONTHLY RATES

Present Proposed Anthorized Rates
General Metered Service Rates Rates

Quantity Rate, per 100 cu.ft. 0.20  $0.261  $0.24 $0.25 $0. ze{.r_
Service Charge* 1.95  2.55 240 2. so 2.60
Service charge for a 5/8 x 3/4-Inch meter.

A graduated scale of increased charges is
provided for larger meters. ‘

Results of Oweration

Witnesses for applicant and the Cowmission staff have ‘

analyzed and estimated app’icant's operational results. Summarized
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in Table II, from the staff’'s Exhibits Nos. 6,‘83and18?A,and
applicant's Exhibits Nos. 4 and 11 are the estimated results of |
operation for the test yeax 1968, under preseht rates and under: -

those proposed by applicant. For coumpaxison th£s téB1e'a1so '

shows the corresponding results of operation, modified«asﬁd£SCussed

hereinafter, and the xesults of operation under the ra:es;aﬁ;hdrtzedc;"

herein.




TABLE ‘I
ESTIMATED RESULTS OF OPERATION, TEST YEAR 1968

. ko : L
Item Staff =~ Applicant” Modified
At Present Rates o B

Operating Revenues $1,625,600 i$1»52§Q600?f$1,625g600~~V-'”'

Deductions
ocated EDP Conversion

Amortization 2,200 4,400 2 2°°~\;.'_3 7
Allocated Other CBO Expense 11,600 12’6003xf- 11 600{‘

Direct Administxative, General - .
and Miscellaneous Expenses 22,800 24, 3003 L 22 800ﬂv :
Direct Ad Valorem Taxes 163,600 162 3°°,~‘1 155 200?
All other Deductions Excluding = . L S ‘ IR
Franchise and Income Taxes 1 100'600 1,101 200 1, 100 9005*
Subtotal -k o0 L o
Franchise Taxes
Incowme Taxes
- Total

Net Revenue 313,900 307,600 | 313000

Rate Base 7, 206'100' 75 219 000 7 206‘1003 o
Rate of Return | | 4.36% 26% o 4 34L;e'

At Ratee'Proposed By Applicant _ 7 o -
Qperating;Revenues | $2,1183800f $2;118530°1-$2$113i300ﬂj'

Deductions
Excluding Franchise -and

Income Taxes 1,300,800 - 1,304, 800 1, 302 700;55;‘?,{]1 .
Franchise Taxes 1,600;_ 1, eooe,g 1 eoof,ej.u

Income Taxes 264200 266 5001“
_ Total 1,566,600 572,900 31,5675

Net Revemie 552 zoo;f* sus, 9003‘7:‘_ 551, 300“.: R

Rate Base ‘ 7, 206 100 -7, 219 000 7, 206 IOO?Wf;‘:
Rate of Return ‘ : o 7.66% 0 7.56% GSZQ?

At Rates Authorized Herein for 1968

Qperating Revenues : ' o $1»967;0°°f 

Deductions '
EEcIuaIng,Franchise and

Income Taxes , - 1 302 7°°’Ei ﬁﬁy?@
Franchise Taxes ° T 5000 ‘

Income Taxes : - 184,800

Total - — $1 ;489,000

Net Revenue | - - w0
Rate Base o -7, 206 _00*¢A[M]Yeﬁ
Rate of Returm - - 6 6 Ag~‘- |

*
Some of the figures shown do not appear as such in '
the various exhibits but, for purposes of comparison,,
are combinations, breakdowns or reconstructions of
estimates presented in those exhibits. |

-
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From Table II it can be determined that tbe rates. requested'
by applicant would result in an increase of 30 percent in operating
revenues, whereas the initial rates authorized herein will produce a
21 pexcent increase. The rates authorized for 1969 and for 1970'w111.
reach, in two steps, approximately the level nowvrequested by appli--‘
cant. | | |

The principal differencesrbetween the estimated results of
operation for the test year 1968 presented by applicant and tbose ]“
presented by the Commission staff are in the estimates of (1) the
appropriate amortization period,for'cost'ofconversiou{of‘applieant's
billing procedures to electronic data processing; (2) the level of
othexr prorated central billing office expenses, (3)ldireet-adminisei
trative, general and miscellaneous expenses, (4) tﬁe-levei ofllocal-
ad valorem taxes, and (5) the appropriate allowance in rate basge _
for working cash. The staff checked, verified and adopted c..px:»l:‘.car:xt:s'
estimates of revenues, certailn operating expenses, depreciation, and
wost rate base components.

Operating Ekpenses

The treatment of the cost of.converting.appliesntfstbiiliug*
to electronic data processing equipmentland the adoptiou‘of'the"
staff's estimates of other allocated expenses were diseussed in
detail in the recent decisiouszf on the first two districts of the
cuxxent series of applicant’ s.rate'proceedings‘and ueed”not'oe'.

repeated here. The staff estimates of direct administrat£0e; geuerel

and wmiscellaneous expenses were prepared in greaterodetail than those

of applicant and are adopted in Table II.

2/ Decisions Nos. 73454 and 73456, dated Decemberx . 12, 1967 in o
Applications Nos. 49444 and 49443, Vlsalia and Salinas Districts.
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L
Ad valorem tax bills for the fiscal year 1967- 68‘Qave'bnly
recently been received by applicant and thus were not available when '
the application was filed but were available to the staff i; pre-
paring its estimates. The "effective tax rate" related‘to‘utility‘
plant in the Hermosa-Redondo distrxict over the past six years, when

plotted graphically as ia Chart 7-A of Exhibit No. &, forms a

saucer~shaped pattern wherein an inttial slight downward“t;end[has :

gradually flattened out and then headed slightly upward. u?dr'1968469
taxes, the staff assumed no change from the 1967-63 effective.tdk f
rate and applicant assumed only a nominal incréase. |

It is apbarent that recognition of a ieasonably wellfdefingd"
trend in the effective rate for ad valorem taxes is moré»iikelflto
produce xeasonable estimates than to ignore the trend. In fadt;
the recent tax bills received by appliéaﬁt show that appliCaht's
projection falls short of rhe actual taxes. Adding the recent tax
data to Chart 7-A of Exhibit No. 4 permits the development of5é1-
reasonable projection of a trend lime of effective tax rates. This
trend line is at a somewhat higher.level than'that estfmatéd'by
applicant. The ad valoxem taxes ad0pted in Table II reflect a : _
revised apparent projected trend of 1.954 and 1.993 percent of plant
for the effective tax rates applicable to 1967-68 and 1968'69,'
respectively. | | o |

In the estimates of operating expenses other fban-those
hereinbefore discussed, there is a very winoxr difference between
the estimates of applicant and the staff, well within the range of
accuracy possible in such estimates, so a level about midway becween
them is adopted in Table 1I. The income taxes.adopted in Table II

reflect the revenues and expenses adopted in the table, and the
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average investment tax credit including that'relateditojnew'storage
tanks, as recognized by the staff dbut not by-applieaat;‘
Working Cash ' |

Staff Exhibit No. 8 states that one'offtbe‘primary
differences between the staff's and appiieant's eriginailwprkiag‘a
cash estimates is applieant's‘dedection of bond’iateiea; £toa‘the“
total gross working cash requirement. The estimate preSeated‘Sy'
the staff treats bond inmterest as iavestor funda;_'In\Exhibit-Noe 11: 
applicaat revised its working cash estimatewso-that'there &aa'aez
longer a reduction to xeflect the lag becween'accrualeaﬁd“paymenep 3
of bond interest; o | o '~pw’_:' ,‘ V\

In Decisions Nos. 73454 apd 73&56;.we‘stated\thac we do
not necessarily concur with the staff's inclusion in working:eash.
of amounts provided by subdividers, in the form of tempofariiya
unexpended advances for conscruction, but the item appeared to be o
insignificant in those districts. In tbe-current proceeding, the
staff presented, in Exhibit 8.4, a revised estimate of workipg eash=
which properly reflected the lag between cellection‘and expenditare‘\.
of advances for coustruction. The staff witness explained tbat tbe
original estiwate would have been appropriate 1f the advances were |
required to be kept In a special bank zecount and were thusvno: _
available for use until the related extensions were installed;e The
record shows that advances are commingled with other:faads apd'are
available to help maintain minfmum bank balances or for dt_héf
purposes. | ‘ ” o - A

Applicant contends that the unexpended'advanees shouid;aQt5 o
reduce the rate base. We have reviewed its argpment carefuliy{andpe‘
can see no reason that the iag between receipt and‘expendi:ure'df“
advances should be treated in a different mannex :han the lag between |
acereal and payment of expenses.

~9-
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Rate of Return

In the two recent rate—proceedings tnvolving applicant s
Sslinas and Visalia districts, the Comwmission found that an average
rate of return of 6.6 percent over the next three years is reasonable :
for applxcant s operations. In Exhibit No. 7, the staff recommends
as reasomable a range of rates of Teturn, the midpoznt of. which 1s
about 6.6 percent. Applicant asks that consideration be given to the
rate of return likely to be realized ovex a five—year future’ petiod.'-

Applicant's estimates for the test yeaxs 1967 and 1968 L
indicale an annusl decline of 0.57 pertent in rate of return at_
proposed rates. The staff's estimates, which-do~not‘£tc1ﬁ§e,a' |
projection of the ad valorem tax trend, shbﬁ‘an annual‘deélihetof"%
G.55 percent at proposed rates; There 1s nb reason to beliéte*tbat
the trend in rate of return will level off in the next few-years to
less than the 0.57 percent per year estimated by applicant. '

If the indicated downward trend 1s not too great,.asﬁin
the aforementioned Salinzs and Visélia‘troceeditgs, a sitglé‘levéi
of rates can be authorized which can remain In effect for stveral
yeaxs without excessive deviation in any ome year from the averqge
rate of return found reasonable for the period Woen the indicated
downwaxd trend is quite steep, as in applicant's Hermosa—Redondo
operations, it is more appropriate to 1ncrease the rateS-in steps
whick sbould maintain, in each of these future years, tbetrate”offf
return found reasomable. In Exhibit No. 8, the staff retommétdedt:
that the part of the future trend caused by.known\and‘schedtied‘
increases i cost of purchasing MWD water be offset byauthorizitg;
applicant to file progressively higher rates as the Mwb ratét‘tise.f

Tbis would still require compensation in the'in;tial xates for the

trend in rate of return due to other causes. The progressive

-10-
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increases authorized herein consider the trend from ali causes and
should produce a xate of return of about 6.6 percent each year o
through 1970. With the aboormally steep trend in this district,
projecting more than three years into the future at. ‘this :ime would
be unreasonably speculative. |

Findingzs and Conclusions

The Coumission finds that:

1. Applicant is in need of additional rebenues.

2. The adopted estimates, previously discussed*heroin, o£ |
operating revenues, operating expenses and rate base forl:ho‘test
year 1968, and an annuol decline of 0.57 percent in fate'of return,o
rcasonably indicate the results of applicant's operations for: the
near future. | ,

3. A future rate of return of 6.6 percent on appliéént's rate
base through the year 1970 is reasonable.

4. The increases in rates and charges authorized berein are
justified; the rates and chatges‘autborized herein axe\réasonhble;
and the present rates and charges, insofar as they differ fiom"

those prescribed herein, are for the future unjust and“unreosonable.‘

The Commission concludes that the'applicationvshoﬁI&-B¢j~"

granted.

IT IS ORDERED that, after the effectzve date of this
order, applicant California Water Service Company is au*horized
to file for its Hermosa-Redondo district the revised rate scheduleé.
attached to this order as Appendix A. Such leing shall- comply wiu39
General Order No. 96-A. The effective date of the revised schedulcs




A. 49445 Dbenm

sball be four days after the date of £filing.

The xevised schedules

shall apply only to service rendered oo and after the effective date
thexeof.

The effective date of this order shall be twent:y days
after the date hereof.

Dated at 8an ¥renasce » California, t:h‘:t.s
_é_f'__ day of FEBXUARY | 1968.

Commissioner Petor E. M:Lf.chon boi:g ,
necessarily absont. did ot pamicipa'r.o
in the disposiuon of this. proceodins.




JPPENDIX A

Schedule No. HR-1
GENERAL METERED SERVICE

APPLICABILITY
Applicable to 2l metered water service.

TERRITORY

Eermosa Beach, Redondo Beach, Torrance and vicip:!.ty,.‘lbs Angeles

—_— _ | _Per Meter Per Momth = B
' Until " Yeax After. . .
1-1-69. 1969 " 123169 R

i
Y

thity Rate:

For a1l water delivered,

Sexvice Charge:

For 5/8 x 3/L~inch meter
For 3/L~inch meter
For J-inch meter
For 13-inch meter
Far 2-inch meter
Ter 3~inch meter
For L-inch meter
Fer &=inch meter
Tor 8~inch meter
For 10=inch meber

2,10 2.50 ' 2.60..
2.65 2,75 . 2.85 |
3060“ 3.75’ "3090"«1 )
5005‘ 5'25 5')-‘5 o
12.00. : 12.'.50»_3513’?500':.”3 '
16.50 17.00 17.50° |
27.00 28.00 29.00 |
L0.C0 42.00 - LL.0O
50.00 52.00 54,00

L I Y T S I S A
L R N A
LI I B 2 2 T 'Y
. ¢ 9 v " B & % 9 9
. & s & 2 8 L

The Service Charge is a readiness-to—éervey
charge to which is to be added the ‘monthly
charge computed at the Quantity Rate. -




