Decision No. 74308 |

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Metter of the Application of
CALIFORNIA WATER SERVICE COMPANY, a
corporation, for an order authoriz- Appllcation No. 49838

ing it to imcrease rates charged for Filed December , 1967 .
water service in the East Los Angeles :
district. ‘

McCutchen, Doyle, Brown & Enersen, by
A. Crawford Greene Jr., for applicant.
William C. Briccz, Counsel, and Richard D.
Gardner, for The Commission sta

"OPINION"

Applicent Califormia Water Service Compan& seeks authority
to increase rates for water service in its East Los Angeles dmstrxct.

Public hearing was held before Exaniner Catey in
Montebello on April 2, 1968. Copies of the_applxcatlon.had~ﬁeen
sexved and notice of hearing had been published and‘posted, in
accordance with this Commlssion s rules of proeedure. The matter
was submitted on,April 2, 1968.

Testimony on behalf of applicant was presented‘1 by its
president, its vice president and:his-assis;eﬁt, and its generel ‘
nanager. The Commission staff presentati‘on1 was.made through;two‘
accountants and two engineers. No customers atteunded the heering.\

Service‘Area and Water System .

Applicant owns and operates water systems in 21 districts

in California. its East Los Angeles district includes a section of

L Testimony relating to overall company operations had been pze-
sented by witnesses for applicant and the staff in Applications
Nos. 49443 and 49837, the Salirnas and Bear Gulch Distriets rate
proceedings. This teSCLmony was incorporated by reference in
Application No. 49838.

-1-




N

unincorporated area of Los Anéeles County between the cities of

Los Angeles and Montebello, and portions within the city limits_of
Commerce, Montebello and Vernon. The sexvice area siopes frdm 145'
feet to 632 feet cbove sea level. Total populéﬁion served iﬁ the
district is estimated at 84,400.

The water supply for this district is obtained from two
sources. About 60 percent is prcduced by épplicant's 397wells;

The rest is obtained.from.Wést Basin Municipal Water District
(WBMWD) chrough three sepgsrate connections to pipelines of~M€tro-‘
politan Water District of Southern Califormia (Mhb). The trans-
mission cud distribution system includes about 2633mi1es‘of‘di9tri-
buticn mains, ranging in size up to 24-inch. There axe about |
25,500 metexed servicaes, 420 private fire protection services and .
1,640 public f£ire hydrants. Two reservoirs,‘ZO'étorage tanks and
28 booster pumps maintain system pressure and prpvide‘stotage,in
10 sepsgrate pressure zones. Each booster pump has an electfic
motoxr and provisiom for emergeﬁcy connection to portable, gésdline-
powered punps normally stationed in the district.

A field investigation of applicant's operations, serviee
and Zacilities in its East Los Angeles district was made by the
Cozmission staff. The plaat was found to be in'goo&‘opeiatipgrcon-
dition acd satisfactory service was being provided. Only three
informal complaints have been registered with the Commission dﬁxing
the past three years. 4 staff review of customer complaints in
applicant's £iles showed that most of them were relate&‘to-temporary
conditions of dixty water, which has ggneraliy béen coxrreeted by
flushing mains. Applicant has a regular main £lushing programfin'

areas particularly susceptible to this problem.
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Rates

Applicant's present tariffs include schedules fof general
netered service, private fire proteétion sexvice, public fire
hydraat service and sexrvice to company employees. The present gen-
eral metered service rates becahe effective—January 1, 1965.

Applicant proposes to increase its rates for geperal
metered_service. There are no proposed changes in the other sched-
ules. The following Table I presents a comparison of applicant’s
present gemeral metered service rates and those requested by appli~
cant. For the average of 1,800 cubic feet per month‘uééd‘by'com-
mercial customers, through a 5/8 by 3/4-inch meter, theﬂmonthly |
charge will increase 23 pezcent, from.$5.69-unde:‘pfes§nt #&testokh'

$7.01 under proposed rates.

TABLE 1
Comparision of Monthly Rates

Present  Proposed

Generesl Metered Service Rate Rate:" -

Service Charge” $2.45  $3.00

Quantity Rate: | . ”
First 30,000 cu.ft., per 100 cu.ft. 0.18 0.223
Over 3C,000 cu.ft., per 100 cu.ft. 0.17 6.210

* Sexrvice charge for a 5/8 x 3/4-inch meter.
A graduated scale of increased charges is
provided for larger meters.

Results of Operation

Witnesses for applicant arnd the Commission staff have.
analyzed and estimated applicant's operational results. Summaiized.‘
in Table II, from the staff's Exhibit No. 8 Gmo&ified to reflccé'the
testimony of a staff emgimeer as to the effect of a recently_nego-:

tiated wage adjustment) and applicant's Exhibit No. & are the
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estimated results of operation for the test ycar 1968, under present

rates and under those proposed by applicant.
TABLE IT

Estimated Results of Operation.
Z‘I‘est Year l938§

Ttem Applicant  Staff

At Present Rates o _ , ‘
Operating Revenues : $2,371,900  $2,371,900 $2,372,900 .

Deductions - - ‘ o
Purchased Water and Power Expense . 556,100 543,600 . 550,200
Custemer Accounting Expense 158,500 152,300 . 158,500
District Maintenance EXpense ........ 202,500 180,800 191 6C0 .
Allocated Oper.& Maintenance Expense 36,600 32,400 32,400
Wage Adjustment ............ cesseonn . el 10,800 10,800
Ad Valorem TaXeS ..oceeevevenevonenees 172,100 160,800 160,800 -
Depreciation BExpense ....cevereen.... 257,100 255,200 2’55_,"200'
A1l other Expense, Ebcclnda.ng Franchise ‘ AT RO

and Income TaXES cevveevvevececescee 436,500 L36.8C0. -
SUBLOLAL  erreerrenrienonnannannn L,EI3,400 1,773,000 1,796,200

Local Franchise TaXeS ..eeeeeeeeee.. 33,700 33,700 33,700 .
ID-COme TGJCQS --o‘-mo-rv---ovo.--a.-..o ) lol‘-_L'?OO 123)1-&00 117 ?OO
Total eeeenrenn.. ceemraneas 1,957,800 1,930-,100 | 1,9&7,:»00

Net REVERUE «ouveuneenevnsrnnnns ML,000 - LAL,E800 ua,loo
Rate Base ...... ceeneene cecerieeennenan 9,250,700 9,160, 9oo',l 9,160 9oo

Rate 0f ROLUIT wevvnvenovecnnanonns seee '2».48%‘: ' ABZ% | | L.SJ?&'

At Rates Proposed bv Applicant

Operating Revenues ........ cesremeanees $2,911,600  $2,911,600 --séz-,sz.':.,eoo*‘

Deduc‘tions ‘ o ‘
Excluding Franchise and Income Taxes 1,819,400 1,773,000 - l 796 200
Local Franchise TaXes ...eeeeewe... .- 41,300 43,300 41,300
Income Taxes ....eeeeveccenn. rerrsene Q0 8,200 2, 2001

TOLALl  civeecereorrecnnanene . 2,240,200 2 232 500 2,230,300t ‘

Net Reveaue ............ s 67,400 - 699,100 " 681,300
Rate BA%e cevermriiniieiiriniioeeeanns 9,250,700 9,260,900 - 9,160,900 -
Rate of RELUTD vevevevevennn.n 7.263 7.63% - ?wnx

* Applicant presented no revised os‘c.:tmate.‘
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From Table II it can be determined that the rates requestedv,

by applicant will result in an increase of 23 percent in 0perat1ng

revenues.,

The principal differences between the estimated results of

operation for the test year 1968 presented by applicaﬁt'andvthosé
presented by the Commission staff are in the eStimetesfof\(l)‘pur;
chased water and power expense, (2) customer accountxng expense,

(3 dzstrxct maintenance expense, (4) allocated Operating and main-
tenance expense, (5) ad veloremﬂtaxes, (6) depreciatxon expense' and
(7) rate base. The staff checked, verifxed and adopted appllcant s
estimates of revenues, certain Operating expenseo‘and most rate base

components.

Operating Expenses

The difference between applicant's and thc stqff’s esti- |
mates of purchased water and power results from a difference in the
amount of "unaccounted-for' water used for such purposes;as fixe
protection and flushing of mains and lost because of such‘eauses as
leakage and evaporation. Applicant estiﬁated that unaccountedefor
water would be 9.6 percent of total productiom, based\upcn.the
average experienced during the S-year period ended with\1966. The
staff’'s corresponding estimate was 8.5 pexcent, apparently based |
upon the average experienced during the 6-year period obtained by ;
excluding the high-percentage years 1962 and 1963 fxom the 8-year
period ended with 1967. By its very nature, the amount of
unaccounted~-for water can be expected to fluctuate froﬁ yeax to |
year and, in the absence of evidence of no= recuzring' aono*mal ties
in the years 1962 and 1963, the higher pereentageg empe*;cnced in
those years skould not be exciuded in determini ing an- estlmated

average for the future. The averages for the past six;years, seven
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years and eight years are all 9.1 pexcent, which is iéfleéted‘iﬁ .
the expense for purchased water and power adopted in'TablgtiI.

The difference between applicant'S‘andzthe'staff‘s esti-‘
mates of customer accounting expense resultsvprimarily frpﬁ‘fhé
staff's assumptibﬁ that there is a possibility of sa%ings'in‘
expenses due to conversion of billingAfunctioné to electrbnic data
processing. No evidence was presented as to the nature,;magnitude
or timing of the assumed savings, and they appear to be~too5nebu- ‘
lous for consideration at this time. Applicant's estimate-bf'cusi
tomex aécounting_expense is adopted in Tablé II.

The difference between applicant's and the staff's esti-
mates of district maintenance expense results primarily from dif?;V
ferences in estimated level of average expense of méinﬁainiﬁg, |
transmission and distribution mains. The staff contends that appii-
cant's estimates do not give sufficient recognition to the reduced
level of repairs'of mains reasonably expected té have reéultéd fﬁoﬁ :
applicant's long-standing main replacement program. Applicant c§ﬁ-
tends that the staff estimate does not givevéﬁfficient recoguition
to work required as the result of freeway alterations which have
taken place in the past and are scheduied in the neax fttdre. Both
contenticns appear to have merit, but there is not sufficient data
in the record to determine the relative mégnitude of apprbpriate_
modifications to the estimates of applicant and the staff. A figure
about midway between the two estimates of district maintéhance

expense is adopted in Table I1I.

The adoption of the staff's cstimates of allocated opefa-v

tion and maintenance expense was discussed in detail in Che




declsions on the first two districts of the'Current series of
applicant $ rate proceedlngs and need not be repeated here.

Ad valorem tax bills for the fiscal year 1967-1968 had
not yet been received by applicant when the application was fxleo
but were available to the staff in preparing itS*estimates.i The
"effective tax rate" related~to utility plant;iﬁ the-Eest7qu
Angeles district over the pett 14 years, when plotted graphically‘
as in Exhibit No. 4-B, forms: an upwerd’slopingvline'for'moSt of the
period but begins to level off im 1964-1965. The rate advanced
again in 1965-1966 but declined foxr the next two‘flscal years.

With the apparent leveling off of the previous trend, the-eteff‘s
use of the 1967-1968 affective rate.in estirating the,fi:st haif‘of
the 1968-1969 taxes for this particular distriet‘appears mdte‘ ,
reasonable than applicant’s assumed reversal to the przor upwnrd '
trend. The staff's estimate of ad valorem taxes, which.alvo
reflects a lower estimated level of plant, is adopted ;aneble 11,
consistent with the adoption of the staff's estimete'ef‘:atefbase*‘

discussed hereinafter.

The staff's estimate of depreciation expense is lower

then applicant's due to the lower plant amounts included b&Tthe
staff. The staff estimate is adoptediin Table iI,'consiéteﬁt with'
the adoption of the staff's estimate of\rate‘bake.

In the estimates of oPeratiné_expenses othetvthat these
bereinbefore ditcussed, thexre is a Qery miner difference betweenf |
the estimates of applicant and the staff, well within:the taﬁge‘ef

accuracy possible in such estimates, so a level-about wmidway between

Z Declsions Nos. /3424 and 73¢5b dated December 14, LY6/, 1n
Applications Nos. 49444 and 404&3 Visalia and Salinas dmst*mcts;

e
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them is adopted in Table II. The income taxes adopted in'Table:IIJ(

reflect the revenues and expenses adopted in the table.
Rate Base

The difference between applicénﬁ's and the staff's'eéci-
mates of rate base results primarily from‘app;icantfs in¢lusion,
and the staff's exclusion, of certain:mains and pumpﬁng;faéilities
tentatively scheduled for comstruction in 1970 or 1971. These
facilities are expected to further enhance the usefulness of appli-
cant's new 3,000,000-gallon reservoir. It does not appearﬁthatfthe _
additionzl facilities will be in use for a significant’portioh of
the 3-year period that the rates authorized herein will probably
be in effect. The staff's estimate of rate base is adopted in
Table II.

The adoption of the staff's basiéffor‘estimating,the
working cash componeat of rate base has beeﬁ-disqusSed in deteil in

3 on another district of the current seriecs of

a previous decision
applicant's rate proceedings and need not be repeated here. It’is
assumed that there would be no significantfchange‘in the‘wor iﬁg
cash requirement 2s a result of the adoption of somewhat h;gher
operating expenses than estimated by the staff.

Rate of Return

In applicant's two most recent rate proceed:‘;ngs,4 the
Commission found that am average rate of retuxn of 6.7 percent over
the next three years is reasomable for applicant's operatioms. In

Exhibit No. 7, the staff recommends that the retura be set in the

3 Decision No. /3086, dated Fedruary 6"1968 in Application
No. 49445, Hermosa-Redendo distriet.

4 Decisioas Nos. 73984 and 73987, dated April 16, 1968, in Appli-
cations Nos. 49839 and 49837, Broaamoor'and Bear Gulch districts.
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upper part of a 6.55 to 6.75 percent range. Applicant asks that

consideration be given to the rate of return likely to»be~:eaiizéd
over a d-year future pexiod. : |

Applicant's estimatés for the test years 1967 énd_1958'
indicate an amnval decline of 0.44 percent in rate of return at
proposed rates. The staff's estimates, including;the:efféct of a .
1968 wage increase, also show an annual decline'ofgo.aa-percentﬂa:
proposed rates.

The comparative rates of return for two successive test
years, or for a sexies of recoxded years, are'indicative*of'thé'
future trerd in rate of return only if the rates of charnge of major
individual components of revenues, expenses and rate base in the :
test years, or recorded years, are réasonably indicative of the
future trend of those items. Distortions caused by abnoxmal, non-
recurring or sporadically recurring changes in revenues, expenses,
or rate base items must be avoided to providé a valid basis for
projection of the anticipated future trend in rate of retdrn."

As an indication of the reasomablemess of the ﬁfend-in
rate of return derived from the test years 1967 and 1968, applicant
prepared Exhibit No. 5, a comprehensive analysis of the many
changes in recorded items of revenues, expenses and’rate base dur-
ing the years 1961 through 1966. Applicant analyzed and evaiuéﬁed"
distortions dcring those years, such asrﬁhqse'caused'by chaﬁgeS‘in‘t
its own water rates aund in income tax raées and*aliowancés.

Exhibit Ne. 5 shows that,'eliminating.only tﬁe effects
of changes in applicant's own rxates, thevavéfage-ahnual decline\i@ f
rate of returx during the period from 1961 through 1966 wouidfhaVe-‘ 
been 0.42 pe:ceﬁt at applicant’s presentﬂWa;er?fates*andfevénf f

greater at its proposed rates.
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There 1is no reason to believe that the trend in‘rate of
return will level off in the next few years.to\leSS than the 0.44
percent per year indicated by applicant's and the staff's estimates
for the test years 1967 and 1968. 1Ia fact, with the increase.of‘SA :
per acre-foot for purchased water scheduled by MWD for July 1, 1970,
the declinme will be steeper than under the curremt $3 annual
increase,

In most of the recent decisions in rate prdceedings involv~
ing other districts of applicant, the apparent future trend in rate
of return has been offset by the authorization of a level of rates
to remain in effect for several years and designed to produce, on
the average over that period, the rate of return found reasonable.
In one decision, a somewhat different method of offsetting the |
trend was the authoxization of rate increases in severzl annual
steps designed to produce, in each year rather than on the average,

the rate of return found reasomable. Either approach*shbuld-achiéve

the desired result.

In the current proceeding, the staff recommends that,

should the Commission authorize step-type increases, stépslsubsequent
to the initial ome be authorized after further éhowing‘by'applicant,
Applicant contends that the delay inherent in the accumulation,
presenftation aund review of additional data could result in a lower
2ctual rate of return than is found reasomable. The single=-step
increase utilized for most of applicant's other districts is adopted
for this proceeding.

The rate increase authorized herein will not be in effect
for about the first hal{ of the year 1968, With the indigatéd |
future trend In rate of return, the 7.44 percent retuin which wculd ‘

. N , B
have resulted under applicant's proposed rates if in effect for the
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test year 1968, should produce actual rates of returh.oflapproxi-"
mately 6.0 percent for 1968 (with the new rates in effect for omly
half of the year), 7.0 pexcent for 1969 and 6.5 pexcent for 1970.
With the extra dollar per acre-foot increasé in cost of MWD‘watef
effective July 1, 1970, the rate of return for 1971'shouldvbe‘abbﬁt
6.0 percent. Prospectively, thén, applicant’s proposed rates should
produce an average rate of return of 6.7 percent for a period*of‘
about three years after they-becomé effective. |

Findings and Conélusion

The Commission £inds that:
1. Applicant is in need of additiomal revenues.
2. The adopted estimates, previously discussed\herein,‘of

operating revenues, operating expenses and rate base for the test

year 1968, and an annual decline of 0.44 percent‘in'ra:e of returnm,

reasonably indicate the results of applicant's oﬁerations for the
near future.

3. An average future rate of return of 6.7 percent on éppli—
cant's rate base for the next three years is reasomable.

4. The increases in rates and charges authorized‘herein‘are
justified; the rates and charges authorized herein are reaéénablé;
and the present rates and charges, insofar as?they differ from those
prescribed herein, are for the future unjust and unreasonable,

The Commission concludes that the applicétion.should-be
granted.

IT IS ORDERED that, after the effective date of this
order, applicant California Water Service Company is authorized to

file for its East Los Angeles district the revised rate schedule
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attached to this order as Appendix A. Such £filing shall comply
with General Order No. 96~A. The effective date of the revised
schedule shall be four days after the d&terofffiling; The revised

schedule shall apply only to service rendered on\and-after the,
effective date thereof. |

The effective date of this order shalllbe,twentyjdays.

PN

after the date hereof.

Dated at San Francisco , California, this
day of JWE 4 1968,
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Schedule No. EL-1l
GENERAL METERED SERVICE

APPLICABILYITY

Applicadle to all metered water service.

TERRITORY

Zast Los Angeles, Commerce and vieinity, Tos Angelés? Coun‘by.- o

RATES - - . Per Meter
o " Per Momth . -
Service Charge: o

For 5/8 x 3/L~inch meter ......... ceversereemees  $.3.00
For 3/l~inch meter .iicenvrrreoanoonancans 3.30.
For ~ d=inch meter S 4.0
For 1-1/2~3nch MEter ....ceveieevaconiennans 6.30"
For 2einch meter .ceivevicnenntcennccens 8,10
For 3-inch MOLEr cienrieniriiininininees | 1500
For L=inch meter .oevevececcsvnnecnconns 20.00:
For 6-inch MeLEr seevveveenieeecenrasnen. 3400
Tor 8-inch meter ..ccevveeriviciinnnaens 50,00
For 10-inch meter ..eieciirecnnnnnnenaes 62,00

Quantity Rates:

For the first 30,000 cu.ft., per 100 cu.ft. .... $ 0.223. .
For adl over 30,000 cu.ft., per 100 cu.ft. .... 0,210+

The Service Charge is a readiness~to-serve charge -
which is applicable to all metered service and to
which is to be added the monthly charge computed
at the Quantity Rates.




