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neeision No. 75726 
ORIGINAL 

BEFORE 'IHE PUBLIC urn.I'I'IES COMMISSION OF THE StAn: 0'; CALIFORNIA 

In the matter of the applica.tion of ~ 
SAN GABR!E!, V IJ.J.Ei. WAtER COMPJ.NY 
fox authority to increase rates 
charged for water service 1n its 
Whittier Division. ) 

Application No. 50659 
(Filed October 31, 1968) 

.John E. Skelton, for applic.a.nt .. 
K~neth o. Be~~ for Ciey of Pico 

R1vera; N~Biehl; Barbara Healy; 
H8.mg KulUl(j1an; Mrs .. Ha.!C 
guJ:3Lin; Mrs. Begtr1ce~ Swopes, 
p:rotestgnts. 

George A. Lumsden, interested pArty. 
EIinore C. Morun, Counsel, and 

&0 bert W. ros lee, for ::he 
~ommiss1on staff. 

OPINION ..... __ .... -...-,--. 

San Gab%iel Vslley Water C0fID-Ps.r:y (appliesnt), seeks 

authority to 1nere4Se the rates for water service in its Whittier 

Division (division) by an annual.amo~c of app:o~ely $175,979. 

Based on its estimates of operations fo: the year 1968, this would 

reSult in an increase of approxima:elj 19.46 percent. No change is 

proposed in schedules other ehan,for 8ene~al metered service. 

Public hegrings were held before Examiner Rogers in 

Whittier on Ma:rch 1& and 19,,1969, and the application wss scbmitted .. 

Pl:1ol: to the first day of hearing., notice :hereof W83 PQblished and 

mail~d .as :required by this Commiss!.on. The City of Pice ~iv~a SXld 

five individuals appeared as p':'otest.anes. ODe eustome= com:>leincd. 
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that applicant's water was contaminated. he also complained that his 

community is mostly occupied by retired people ~~o c~o: afford a, 

rate increase. On cross-examinazion·it was developed that this 

witness resides in an area served by ~ ~utual w3ter company until 

July, 1967, when the .applicant assumed s~rvice and ins~al.led some new 
, ' 

lines) . and since that time the w(;tter has been better. A second 

consumer stated tb.a.t the proposed rates are unf~ir in that the lerger 

uSers should no~ have :educed rates for higher consumptio~i. Two 

neighbors complaine~ of their high water bills and the poor taste of 

the water. The City of Pico Ri'\"era. presented no evick:nee but 

protested any rate incre~se until service is improved without 

specifying any particular complaint .. 

McNees Park Water Company commenced operating a public 

utility water ~ys~~ adjacent to the City of Whittier in 1930. The 

system was acquired by San Gabriel Valley Water Service in 1940 and 

by applicant in 1945. Through construction of new facilities and 

purchase and transfer of existing water systems the growth of the 

division has been substantial from 1945 to date. The following 

tabulation of active service connections of all types illustrates the 

growth of the division. 

Period Ended 

December 31, 1945 
December 31, 1950 
December 31, 1955 
December 31, 1960, 
December 31, 1965' 
December 31, 1967 
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Ac~ive Serv!c~ Connections· 

1,348 
6,943: 

10,109 
11,847 
12,818: 
13;,181 
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Customer Service func~ions of the division are carried on 

principally from an office in Wb1~tier. O~her operational anG 

maintenance functions are performed by personnel and equipmen~ 

sta.tioned in El Monte. Areas sexved in ~be division are all or 

portions of ~be Cities of Whittier, Pico-Rivera, Montebello and 

Santa Fe Spring&, and of the County of Los Angeles. 

Operations of the division are con~ucted under the 

direction of R.. H. Nicholson, Jr."I vice-president" and under super­

vision of K. I.. Wilkerson, general superintendent .. 

The division contains three integra~ed water systems" 
1/ 

W-l, W-2 and 'M7 

All water delivered and sold in ehe W-l and W-2 systems 

is produced from wells therein. Water delivered and sold in.the M 

system is purchased from the Cen~ral Basin MuniCipal Water District 

and is softened, filtered Colorado River water .. 

In the W-l system, water is pumped from nine active wells 

having a combined capacity of approximately 34 ,195 gpm. Storasc is 

supplied by four tanks having a combined capacity of approximately 

1,606,000 gallons. 

In the W-2 system, water is pumped from four active wells 

having a combined capacity of approximately 13,080 gpm. Storage is 

supplied by two tanks having a combined capacity of approximately 

233,000 gallons. 

In the M system, applicant receives water from a single 

M.W.D. connection haVing a delivery capacity of 1,350 gpm. Storage 

is supplied by two tanks baving a combined capacity of approximately 

1,222,000 gallons. 

Il w-l and W"-Z and most or die M system compnse the area served at 
applicant's presently effective Whittier Tariff Area (Schedule 
No. WHW-l) rates, and the remainder of M syst:.etn comprtses the area. 
served at applicant'S presently effective Merced Hills Tariff area 
(Schedule No·. t-JEM-l) rates. 
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Water is delivered to eustomeTs in the three systems 

through approximately 697,630 feet of mains ranging from two 1:l.cb.es 

to 16 inches in diameter. 

Compa.risons of Pr~sent and PToposed Rates . 

Per Meter Per Month 

Present Proposed 

9:u!ntity Rates 
2/ 3/ 

Whittier Me~e~d Hil~s (Both arcp-s) 

First 800 cubic feet, or less . 
Next 1,200 cu .. ft.,. per 100 cu .. ft. 
Next 3,000 cu .. ft., per 100 cu.ft. 
Next 4,200 cu..ft., per 100 eu.ft. 
Next 2S,.OOO cu.ft., per 100 eu.ft. 
Over 5·,.000 eu.£t.,. per 100 c:u.£t. 
Over 30,000 cu.£t .. ,. per 100 eu .. ft. 

$2.75 
.21 
.17 

.14 

$3.20 
.27 

.21 

.19 

$3 .. 35 

.. 22 

.19 

From the record it appears that average residential monthly 

consumption is about 1,800 eu.ft. At present rates in the Wh1ttie: 

Tar1££ Aren the charge for this amount of water is $4.86; in the 

Merced Rills Tariff Area the char.ge for this amount of water is $5.90. 

At the proposed rates, the customers in all of the ~tt1er DiviSion 

would pay $5.55 for 1,800 cubic feet. 

Exhibit No. 2 is applicantfs report on the division opera­

tions for the adjusted year 19&7 and the estimated year 1968 includ1Dg 

the federa.l income taX surcharge. Exhibit No.4, submitted by the 

staff, is a report of such operations for the estimated years 1968 ~ 

1969, without reflecting the su~eh.e.rge.. !'he $ taff aleo included 

comparisons between its est~te of operating results for the year 

1968 with the applicantTs e3ttmate of such %e~ults excluding from the 

app11cant f s estimates, the effects of surcharge. 

2/ Decision No. 6546"0 aited May 2~, !,9Q3,. in A~pl1c~ti¢n No .. 4501. 
"JI Decision No. 6.t~572 dated November 22,. 1952, in Applicat1or.. 
- No. 4:)905. 
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The folloWitlg tabulations s'Ur1:lrllar1zc the earnings dau 

contained in Exhibits Nos. 2 and 4 for the year 1965~ 1nclud1~g the 

staff's est~tes of 1969 operations at present and proposed rates. 

The rates of return shown do not reflect the effect of the 10% income 

'Cax surcharge. 

EstimAted 1968 Summary of Ettmings 
:----------------~;~~-P~T~e-s~en~e~Ra~~~e~s~~~:~~~~~r~opo---se-a--Ri~t-e-s----: 

: ________ It~em~ ______ : __ ~C~om~pe~n~y ____ : __ ~S~~~~~ff~~:~C~·~~~~~s=n~y __ ~: __ ~S~ta~f~f~_: 

Operating Revenues $ 904,209 $ 919,700 $l,OSO,l88· $1,099,350 

§&eratipg Expenses 
r. & Mai~~p. 

Admin. & Gen. Exp. 
'Depreciation Exp. 
Tnxes Other than 

Income 
Income T&."'tes 

Total Opere Exp. 

l'iet Oper. Revenue 

Rate Base 

Rate of Return 

466,860 
115,852 

95,886 

144,956 

21 889,666 

5 .. 02%* 

481,600 
114,220 
97~090 

144,940 

2,910,700 

4 .. 98% 

(Red :Figure) 

467,451 
ll7 ~337 
95~886 

98,406 
72,052 

SSl,i32 

229~OS6 

2,889,666 

7.93%* 

481~600 
115,740 
97~090 

95~360 
78 2500 

$ 868,290 

23l,060 

2,910~700 

7.94" 

* With the surcharge included in income taxes, the 
applieant's rates of return are 5.00% .s.t pre5ent 
rates and 7.70% at proposed rates. 

Staff Est1ma.ted Stmlm8:ry of ~rnings for 1969 
:----------~~~~~~~~~~~~::~~:~P~r~e~s~en~t~~:~P~r~o~po~s~ea~: 
: __________________ ~I~t~em ___________________ : ___ Ra~t~e_s ___ : __ ~Ra_tMe_s~_: 

Ope~ating Revenues 

§;erat1~ E~es 
peratCng anMa1nt~nce Expenses 

Admin. & General Expense 
Depreciation Expense 
Taxes Other than Income 
Income Taxes 

Total Operating. Expenses 

Net Operat1ng Revenue 

Rate Base 

Rate of Reeurn 
(Red Figure) 
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$ 

$ 

935-~'5S0 $1,118~3S0 

500~500 
120,9l0 
100,800' 
lOO~630· 

$ 
72'%460-

895-,3()O· . 

130,620 223,050 

2,959,000 2,959,000 

4.62% 7.541. 
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It should be noted that the foregoing figures are nll esti­

mates based. on expert opinion. In.:.smuch.ec the e:;t:i%nated results fo= 

1968 are so close" 'We Will a.dopt: in toto the staff's esti:m.a.te:s of 

operations for 1968 and 1969 corrected for a mathematical error in the 

eompueation of taxes at present .and proposed rates. We find the.t e.acl"' ... 

of the staff's e$t~tes" corrected as above stated" is reasonable. 

The st.a.ff f s es tim.ates for 1968 and 1969" corre~tecl" will be used for 

the purposes of ehis decision. 

Rate of Retu-rn 

The applicant has .requested e rate of r~~~rn of 7.70 percent 

(7.93 percent exclustve of the federal surcharge). In November" 1962" 

the Commission found that a rate of re~rn of 6.S perccn~ in the 

Merced Hills Tariff Area (Decision No. 64572" supr.o.) was reasonable 

and in May" 1963, the Commission found that a rate of return in the 

Whittier Tariff Area of 6.S percent was reasonable (Decis1o~ No. 65460" 

supra). In this proceeding, the seaff recommends a rate of reeurn 

between 6.7 percent and 7.0 percent. 

The seaff estimates indicate: that .cpplicant:T~ eapital1Zaeion 

as of June 30, 1969, may be as follows: 

Long Term Debt 
Preferred Stock'*' 
Common Stock and 

Surplus 
Advane~s for Construe. 
Contrtbutions 

Totals 

$ 8,500,000 
1,300,000 

3,385-,935 
1,656,144 
1~127..,780 

$15; 9b9 ,,"S5~ 

* Excluding $37,,500 'Woreh of shares to 
be reti%ed in 1969. 
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Table No. 1 in Exhibit No. 6 shows tha.t between 1957 and 

September 1968, the book value per sh~c 0: app1ic.:.nt's common stock 

showed 4 steady increase. 

Table No.6 shows that for the four years 1963 - 1967, 

applicant's average common equity rAtio was 28.88 percent; its 

return on a.verage total capital was 5.55 percent; and its return on 

avera.ge common equity was 8.09 percent .. 

Table No .. 10 shows that on applicant's June 30~ 1969, capi­

talization, an assu:ned earnings on common equity of 9.89 percent 

(ea:nitl6s for the 12 months ended September 30, lSS8) ~d p~od~e 

a~ over-all cost of capita.l of 6~21 percent. 

Table No. 11 shows t~t as of June SO ~ 1.969, :..?plieant' s 

cost of total capital would be 6.69 percent based on :J.:l ass,:ced allow­

ance on common stock equity of 11.75 peTcent. 

Exhibit No.6 shows that the allowance for co:=on :;1;ock 

equity is, of necessity, a judgment figure ~as~d, among other 

things, on the followiuS considerations: 

(a) Applieant is operating in a growth area. in C.=.J.ifo::c.ia with 

resulting need for construction funds. 

(b) The increase in debt costs Which ~ll result in an 1nc~eased 
imbedded cost of debt from 4 .. 36 percent a.s of Decc::::beT. 31, 1967 ~ 

to 4.88 percent as of June 30, 1969. 

(c) The fact that any additional finanCing ~~ tho near f~ture 

will resul~ in an increased imbedded eost of debt or ~ a higher 

common equity ratio. 

(d) !he relative decrease.in finanCing by means of tLdvances 

for construction .and contributions in aid of construction. 
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(e) The fact that applicant has 8 lower common equity ratio 

than most other comp~able companies on a five-year average· basis. 

We find that a rate of return of 7 percent is reasonable 

for the fueure. Said rate of return will be adeq~ate to service the 

present and antieipated fixed capital and provide a ra~e of return 

on equity within the rang~ of 12.75 percent to 13 pe~ccnt. 

A staff engineer m&Qe a Stu'y of the applicant's trend in 

the rate of return in the Whittier Division be~o'1een 1962 .and 1967 

(Exhibit No.5). Between 1962 and 1963 the rate of :ret~rn declined 

by 0.41 percent. Between 1963 &nd 1964 the rate of rctc:n declined­

by 0.30 pe:cent. Between 1964 and 1965, the rate of re1:um inc:re4Sed 

by 0.61 percent. Between 1965 and 1966 the raee of re~urn declined 

by O~93 perce~t. Between 1966 and 1967 the rate of return declined 

by 0.36 percent. 'I'he aver3ge sr.nual effect between 1962 lJlld 1967 

was a. decline in the rate of return of 0.28 percent. !'.o.e staff ts 

estimated results of operation show that between the year 1968 and 

the year 1969 there will be a decline of 0.36 percent in ~he r3te of 
return. 

The applicant caleu13~cd that between 1962 acd 1969 the:e 

has been a cumulative attrition in i~s :a:e of return of 1.88 pereent 

or approximately 0.27 pereent.p~: yea=. 

We find th3t there is an annual decline in a~~lieant's :ate . -
of return of l1pproxl.ro.o.tely 0.30 percenz. with the int;lieatcd trel!c 

in rate of return) a rate of return of 7.3 percent for the :~st year 

1969 on the eS'cimated rate base of $2,959,000, should p:roGuce .m 

aver2ge rate of rctu:n of 7 percent fo~ the years 1969, 1970 and 

1971. We find ~hat a r&te of =¢t~ of 7.3 percent when epplied to 
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the 1969 est~ted average rate base of $2,959,000 for the Whittier 

Division to be fair and reasonable. 

The foregoing adopted res~ts of operation at present and 

proposed rates do not consider the 10 percent surcharge to fedexal 

income texes. Unless extended the surchar.ge is applicable to the 

first Six months of 1969, Since it is presently scheduled to expire 

on Jux:.e 30. Based on the results of operation adopted herein, the 

surcha:ge for general metered service for the future will be 1.26 

perc~nt. We find the request for the surcharge is reasonable and it 

will be authorized. 

Findings 

On the evidence, the Commission finds thet: 

1. Customers residing in applicent t S W"nittier Tariff Area of 

its Whittier Division receive the same se:vice at rates lower than for 

the other general metered customers in the balance of the Whittier 

Div1sion. Such lower rates result in UX'l:-easonablc discrimination s.od 

prefe'X'ence.' No good cause .appears for such lo ..... ~er rates.. I'b.e r.a.tes 

in the 'Whittier Division should be increased and should be &t the same 

level for all customers in the diviSion.. '!he inc':"ease5 1':l charges 

ordered herein for the Whittier Tariff Area are justified and they are 

reasonable.. The present 'VJhit:tier Tariff Area ra.tes, insofar as they 

differ from those prescribed herein, are for the future unjust and' 

unreasonable. 

2.. Revenues for the year 1969 at: p~esent and proposed rates 

. will 'be 'as follows: 

Present: Rates Proposed R,:lt:es 

$935,550 
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3. Operating and maintenance expense8 fer the year 1969 at 

present and proposed ~ates will be $500~500. 

4. Admfnistr~tive and ~eneral expenses for the year 1969 at 

present and proposed rates will be as follows: 

1969. 

Present Rates 

$119,360 
Proposed Rates 

$120~9l0 

5. Depreciation expense for the year 1969 will be $100,800. 

6. Taxes other than on ineome will be $100,630 for the year 

* 7. Income taxes for the yeax 1969 will be .($2~7360) 6.~ 

present rates and $72,460 at proposed rates. 

8. Applieantls averAge depreCiated rate base will be 

$2,959,000 in the year 1969. 

9. The rates of return using the foregOing figures listed. in 

Findings Nos. 2 through 8 above will be 4.62 percent st present 

rates and 7.54 percent at proposed rates in 1969. 

10. The rAte of return for the year 1969 est~tcd at present 

rates for the Whittier Division is deficient and 8p?lie~t is in 

need of financial relief. However, the estimated rate of retur~ of 

7.54 percent, which would be produced by the rates proposed in the 

a.pplication, is excessive.. The application should be g%a:lted in 

part and deni~d in part. 

11. There is an annual attrition in applicant's rate of retur~ 

of 0.3 percent. With the ind.ieated trend 1:1 :rete of return a :rate 

of retu:rn of 7.3 percent IfNIhen applied eo 'the 1969 eseim.s.ted average 

(Red Figure)* 
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rate base of $2,959,000 sho~d produce an average rate of return of 

7.0 percent for the near future... We find a rate of return of 7.3 

percent for the esttmated year 1969 ~en applied to the rate base of 

$2,959,000 to be fair and reasonable. 

12. Filings of new schedules of rates for general metered 

service should be a~orized. The order Which follows will authorize 

the filing of new schedules of rates Which ~11 produce $1,103,400 in 

gross annual revenues, exclud1Dg revenues requ1red for the 10 percent 

federal income tax surcharge, an increase of $167,850 or approximately 

18 percent of the gross annual revznues ~b1eh would be produced at 

present rates. When the authoriZed revenues are related to the rate 

base of $2,959,000 which is just and reasone.ble, sfter deducting 

operating expenses, depreciation and tsxes, .an average rate of return 

of 7.0 percent will result: into the near future. We find such rate 

of return to be reasonable. The present rates, 1nscfar as they differ 

from the herein authorized rates, are for the future unjust aDd' unrea­

sonable. 

13. In addition to the increased ra.tes found reasonable, appli­

cant should be authorized to recover sufficient funds to compensate 

for the 10 percent federal income tax surcharge. The ra.tes ana 

charges and the rate increase authoriZed by this deciSion should be 

further modified by the aedition to the general metered service 

billings of 1.26 percent thereof to permit applicant to recover the 

future effect of said surcharge. We f1nd the temporary surcharge to 

the billings is reasonable and should be authorized. 
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The Commission concludes that the application should be 

granted 1:0 the extent: set forth in the order which follows, and in 

all other respects it should be denied. 

ORDER .... ,.....-.- .... 

IT IS· ORDERED that: 

1. San Gabriel Valley Wate:r Company is 3uthorized to file with 

this Commission, af~er the effec~ive date of this order and 1n 

confoxmity with General Order No .. 96-A, the schedule of :rates 

applicable to its Whittier DiviSion attached hereto as Appendix A, 

and concurrently to cancel its present Schedules Nos. Wh"W-l and. 

WHM-l. Such filing sha.ll comply with General Order No. 96-A. !be 

effective date of the new tariff shall be four days after the date of 

filing. !he new taxiff shall a.pply only to service rendered on and 

after the effective date thereof. 

The effective elate of this order shall be twenty days .after 

the date hereof. 

Dated at __ San __ Fran __ ClSC_' _0_, California, this 2h a.- day 

JUNE of ______ , 196$. 
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APPENDIX A 

Schedule I~o. W'H-l {T) 

Whittier Division 
(D) 

AFPtICABIUTY 

Applicable to all metered water 3crvicc. 

!ERR!TORY 

Portions or Whittior, Pico-RivonJ." Montebello, Dorld &nta Fe Springs, 
m1d Vicirlity, Los Ange1e:. County .. 

RATES 

Quantity ~tes: 

F1rot SOO cu.ft. or l~s .•••..•• ~ __ •••••• ~_ •••• 
Next 4,200 eu4O!t., per 100 cu.rt ..................... . 
Ovor 5,000 eu.!t.', per 100 eu.!t ................. . 

lI.dJ:lim:um Charge: 

For 5/s x 3/4--ineh meter .......... 4O ................. 4O'4O .... .. 
For 3/4-1nch meter .......................... . 
For l-1nch meter . __ .......... ~ • ~ ... : •.... __ . __ .• 
For l;-inch. meter ............. e. ~ .: ... _ ••••••••• 

For 2~ineh meter ................. ~ .' •.. __ ........ .. 
For 3-illeh meter .. e ............... ., • _., " ......... .. 

For 4-1nch meter ............................... . 
For 6-i..~eh. meter .. ' ..... ,. ......................... .-
For s.-ineh. meter ............ , ............. __ .... ",. .. . 
For lO-inCh meter ..••..•••••••...•••.•••.• 

SPECIAl CONDITION 

The Y.irl.i:n::l Charge ~ entitle the c'\l3to::lor 
to the quantity or water which that m<n1:crur:. 
charse will purchase at the Qt:.lntity Rates. 

Per Meter 
Per Y.onth 

$ 3.25 (I) 
.22 (C) 
..19 (C) 

o :3.25 
4.50 
7.00 

12.00 
17.50 
.32 .. 00 
;2.00 
9;.00 

125.00 
l75 .. oo 

(I) 
{I) 
(C) 
(I) 
(C) 

I , 
I 

(C) 
(N) 
(:~) 

Until the 10 percent s'Urcharge to ted.er~ income tax i~ removed, (I) 
billi co:puted. Ullder the a.bove ta..-:L.+"t will be increMed by 1.26 percent. (:::) 


