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URIGINAt 
Decision No.· 75763 

BEFORE THE PUBt.IC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 

In the Matter of the Application of ) 
VAI.I.ECno WATER COMPANY, ~ 
8. California corporation, . 

for authorization to increase its:, 
rates'charscd for water service. ) 

) 

Application No. 5049$ 
(Filed August 21, 1963) 

(Amended December 6, 1968) 

William Lassleben 1 .1r·" Walke'.!:' Hannon 
Dna Tom G. Richards, tor applicant. 

Graham A. Ritchie, for the City of 
Industry; James T. !{nowles, 
Hrs. Gordon F. Reid, and David J .. Neville, 
protestants-. 

Leon.'!J.rd L. Snaider, Counsel, J. E. Johnson 
and RaYn:ond HeYSens for the Comm1.SSion 
staf'f. 

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

Vallecito Water Company (applicant) seeks authority to 

increase its chaxges for general metered service; to change from 

meter minimum billing ch4rg~ f~~ sudh service to a service charge 
"" .. y 

type of billins; and to increase its irrigation service rates .. 
, .. 

Public hearing was held before Exar:dncr Rosers in La . Puente on 

February 5 and 6, 196~. Copies of the application were served and 

notice of the hearing was published and posted as required by this 

Co~ssion. At the conclusion of the hearing the parties were 

given permission to file concurxent briefs. The briefs were filed 

and the matter was submitted. It is ready for decision. 

Y By toe amenamene to tne application applicant seeks interim 
relief. This amendment was filed on December 6, 1968 .. 
Hearings on the original application were held on February 5 and 5, 1969. 
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Protests 

The City of Industry, with the consent of the applicant, 

presented a group of letters (Exhibit No.2) from industrial users 

protesting the proposed general metered rate increase. on the ground 

that it is excessive. The City's attorney also addressed a letter, 

dated September 12, 1968-, to the Commission stating that the 

applicant failed to maintain sufficient capacity to serve the needs 

of the City; that the applicant has passed on to its consumers 

exorbitant costs related to the expansion of its facilities; and 

that as recently as September 26, 1967, applicant increased its 

rates. No sworn evidence was presented by the City. 

Mrs. Cordon Reid, a resident at Hacienda Heights, 

protested the proposed increase. She testified that her pressure 

is too low to permit use, for example, of a dishwasher and washing 

machine at the same t~; that her home is two doors from the end 

of the transmission main and she gets lots of sand in her water; 

that she complained to the applicant; .and that an employee of 

a~plicant cheeked and told her she would have to learn to live with 

'Che problem. 

lv'.Il". James T. Knowles, also a resid~t of Hacienda Heights, 

hlI.d a similar complaint about the pressure but not. the rates. It 

was his view he should get what be pays for. 

General Information 

Water service in the Vallecito Water Company service area 

had its beginning in 19l2 when the Whittier Extension Company 

acquired several tracts for subdivision as agricultural properties. 
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Agricult:ural development began wit:b the planting of avoca.do, c1txus 

.and walnut trees, together with truck ga:rden c%'ops and melons. 

In 1914 the mutual water company eseablished rates for 

domestic service. ~ that time the facilities included two wells, 

three reservoi%'s and over 100,000 feet of pipelines. A substantial 

expansion of the service area took place in 1938. Subsequently 

there 'Were several annexations to the se%'vice area. 

In 1956 the applicant was incorporated ~or the purpose of 

acquiring the properties of the mutual watex company and to operate 

them as a public utili~y. A cer~ificate of public con~onicnco and 

necessity was gxanted by the Corm:nission and rates were established 

for irrigation se=vice and general metered service as well as 

special types of service such as public fire protection and 

construction water. 

Begirl:c.ing about 1950 the propertic$ ser"ed by the mutus]. 

wa.ter company were being converted from agricultu:al use to 

residential subdivisions. At the time that the applicant began its 

operation approximstely 30 percent of :he service erea was devoted 

to a.gl:iculeu%al use. Presently only 6 percent of the o:riginal 

service area of the applican~ is devoted to agricultural use. 

A major addition was made to the service area in 1957 when, . " 

approx~tcly 750 acres a~ the north end of the system located in 

the Ci~y of Industry were added for potential residential and 

industxia.l developmen1:. Recently several ch8nges have taken place 

in the sou~b end of the service area on the slopes of ~he Puente 

Hills. Although service had been establisbed, to elevations 
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.' approaching 1,200 feet in the center of the south end of the service 

area, the boundaries in the vicinity of the southeast eorner were 

established at the 600 ·and 650 foot contours. .As 8. result of the 

establishment of bouudaries along these contours, there were two 

island areas excluded froo the area for whieh the applicant was 

obligated to proyide service. Several modifications have been made 

tn.this portion of the service area designed to, provide a means of 

serving all of the area in that vicinity not heretofore allocated to 

any specific water utility_ These Changes have resul~ed ~. some 

exchan~e of territory with Suburban Water Systems and have provided 

applicant with a service area with boundaries such that extensions 

can be made to the extremities without undue financial or pbysical 

burden. 

Board of Directors 

The present members of the Board of Directors of applicant, 

leah Burrell, Walker Hatmon, Howard Downs, John E. Skelton and 

Richard R. Entwistle, we:re elected to office at a s~cial mee'ting 

of stockholders held April 18, 1967. 

Officers -
The prinCipal office%'s of the applicant are Walker Harmon; 

vice preSident, Tom Richards, secretary and Kenneth Deitz, assistant 

secretary and assistant treasurer. 

Office 

The main office of the applieant is in the Ci1:Y of· Industry 

in Los Angeles County and is close to 'the center of the applic.ant' s 

service area. This office serves Q.S the headquarters fo% the 
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manager and office employees and for customer inquiries and 

collections. All accounting, engineering, customer, general office 

and corporate records .ar~ .. retained here. 

Shops and Yard 

Field crews are dispatched from the Los Robles boos-ter 

plant where the sbops 81'e located and where the equipment and trans

portation equipment is garased. Shops include a meter xepaix shop 

and an automotive and gas engine xepair sbop. Major g.as eng1ne 

machine work is contracted with Western States Engine Service. 

The Loa Robles booster plant also serves as storase. space for pipe, 

valves and other S~l materials and supplies. 

Ope;ating Practices 

A full staff is employed by the applicant to carry out 

operation and maintenance functions as xequixed. Outside services 

are employed for the more complex engineering work, auditing, and 

legal counsel. Major construction work is performed by contractors. 

employed through competitive bidding. JUl accounting is performed 

by personnel at the ~ office. Bills for general metered service 

are rendered bi-monthly. Public fire protection service is billed 

monthly. Post card billing with ledger and card system is used for 

all billing. 

The Water SUE ply 

The water comes from six wells loca.ted north of the service 

area ~d having a combined production of approximately 7,200 gallons 

per minute. Applicant has seven reservoirs with a combinedcapaeity 

of 5,450,000 gallons. 
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The Service Axes.:~ 

!he service area varies in altitude from approximately 300 

feet· to approximately.1,.200· feet, with the b.isher elevations bci:c.g in 

the southern portion.,. 

Customers ", 

Applieant'{urnisbed,water to approximately 4,900 general 

metered,' i1:rigation and'fire protection customers ,at the end. of the 

year 1968, exclusive· of: fire, hydrants .. 

Summaries of Earnings 

The applicant prep8X'ed a revenue requirement study, filed 

it with the a.pp~ica1:ion and served it on tbe staff. The staff 

prepared its study (Exhibit !~o .. 3) based thereon.. On the first day 

of hearing, the applicant filed a revised revenue requUe.ment study 

(Exhibit No.1). !he. staff's figures have been revised to give 

consideration to the effects of the applicant's revised s~udy .. 
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The following ~e Sl1ITJt!?BTies of earnings for 1968 at 

present and proposed rates as estimated by the applicant (Exhibit 

No.1)' and the staff: 

CompArisons of the Staff and Applicant Summaries of Earnings for 1968 
: : Present Rates : Proposed Rates : 
: It~ : Staff :. ·Applic:arl1:" Staff : Appl:i.c:ant : 

Operating Revenues $ 371,830 $ 360,600 $ 501,360 $ 485,400 

O~~Atfng E~es 
Operat11lg &: t. Exp. 150,920 153,610 151,820 154,610 
Admin. & Gen. Exp. 34,410 42,020 34,410 42,020 I>epreciation 66,080 67,280 66,080 67,280 taxes Other than Income 56,320 68,150 56,880 68,850 Income. Taxes 160 100 54 ... 800 50 ,98O*k 

Total Opel: ating 
Expenses 307,890 331,160 363,990 383-,740 

Net Revenue 63,940 29,440 137,370 101,660 
.. Rate BMe lt243 ,370 1,355,840 1,243,370 1~35S.,840 

Rate·· of Retuxu 5.14'7.* 2.177.* 11.04%* 7.57.** 
• j 

* Without 107. surcharge 

** With 10~ surcharge 

It ~hould be noted here that the applicane d~d not ite:6~e 
: . . 

the ~~uze which it would incur in arriving at the 7.5 perce:l.t ::2oto 

of ~eturn set forth above. Its evidence consisted of an estimate of 

revenues totaling $485,400, an estimate of opcratins e:Qcnsc5 

-:ot,~ing $197,330:. depreciation expense totaling $67 ,2eO, m:.a t8%CS 

totaling $ll9, 830 , giving a c1a.iX1led net ineOIJ:e of $::'Ol, 660. 
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Revenues 

A comparison of the :revenues for 1965 at present an<1 

proposed rAtes as estimated by the applicant and the staff is as 

follows: 

Co arisons of the Staff and A 1iean~ Revenues for 1968 
: esent Rates : Propose Ra~es 

: __ ~It~e=m~ ______ ~:~~S=ta~f~f~~~Ap~p~i~1~'e~8~n~t~~· __ ~$~t~g~t~t __ ~:~A~p~~~l~i:c~an~t~· 
. . 

Commercial 
Ir:rigation 
Public Fire Protee. 
Other 

'Iotal ~ 371,830 

$ 338-,580 
6,900 

12,450 
2%670 

~ J60 ,600 

$ 466,690 
18,550 
12,650 

3:470 
$ 501,360 

$ 460,280 
9,200 

12,450 
3----'L470 

~ 48$~O 

The difference in the estimated irrigation revenues is 

mainly due to the fact that the applicant a~sumed 4 loss 1nirriga~ 

customers for 1968 from 1967 whereas the staff used the same number 

of irrigation customers for 1968 as existed in 1967. We find that 

the staff's esttmates of irrigation revenues at present and 

proposed rates are reasonable and ~ll be adopted. 

!he staff used a larger number of commercial customers 

tban the applicant based on later information than was a.vailable to 

the applicant. The applicant's witness testified that the actual 

number of commercial customers in 1968 was 4,692 instead of the 

4,668 he es.timated in his report. The sUtff used an average 

number of 4,725 commercial customers in 1968. We find that the 

ave%'age number of commercial customers in the year 1963 was 4,700. 

We further find that the average annual revenue pe: co'IllI.uexc1al 

customer was $72.49 at the present rates and would have been 

$98..77 at the p%'oposed rates. 
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We find that applicant's revenues for the adjusted year 

1968 at present and p%oposed rates axe as follows: 

· ~tem Present Ra.tes Pro120sea: Rates ,- : , 

· · 

. 
COtXImercial $ 340,703 $ 464,219 Inigation 14,000 18,550 
Public Fire Protection 12,650 12,650 Other 2:670 3-J 470 Total $ 370,013 $ Z;9~M9 

Operating and Maintenance Expenses 

The applicant's estimates of operating and maintenaXlce 

expenses for 1968, at proposed rates compared to ~e staff's 

estimates of such expenses, .are as. follows: 

item .. AEpiicant .. ~taj!:t .. . 
Water Replen~shment and 

Makeup Assessment $ 24,580 $ 21,530 Other Supply l2,480 12,74() 
Purchased Power 39',630 41,150 Other Pumping 24,350 24.680 Wa'ter Tl:eatment 100 100 
Transmission,~ and Distribution 20,.530 19,000 Customer Accounting 29,lao 29,210 Unco11ectibles * 3 z710 3 z410, 

$154,610 $151,820. 

* At present rates, the applicant 
estimated the uncollectibles will 
total $2,,710,. and the staff estimated 
they will total $2,510. 

. .. 

.. .. 

The major differences in estimates are for water replenish

~ent assessments, purchased power, and distribution expenses. 

The upper San Gabriel Valley M.lnicipal Water Dist:riet 

levies assessments on all water suppliers, including applicant, 

pumping water from wells in the district. The assessment water 

-9-



A-S0498 - I.R Ids * 

replenishment year is the period beginning on July 1 and ending on 

June 30.. The rate varies from yec to year.. 'the amount of water 

pumped by applicant varied from 3,930 aere-feet in 1967 to 4,058 

acre-feet in 1966~ and the cost varied from $2.20 per acre-foot for 

the three fiscal yeaxs ending on June 30, 19&7 to, $3 .. 30 per ae:re~ 

foot for the fiscal year which ende.d on June 30, 1968. The applieant 

estimated the assessment to be $4.40 per acre-fooe for tbe fiscal 

yeax ending June 30, 1969, and the consumption 1:0 be 4,003 ac%e

feet.. The actual X'ate was $3.45. This rate was used by the staff. 

The applicant allowed $6,970 for makeup assessrnenes.. The staff 

allowed $7,350. 

Ye find the staff's estimates of water replenishment and 

makeup assessment cbarges for 1968 are reAS~ble and they will be 

adopted for the purposes of this decision. rae total amount 

allowed will be $21,530. 

The staff's estimate ofpurcbased power exceeds the 

applicant's by $1,470 due to the fact that the staff estimated a 

higher water usage than applicant. The applicant's estimate for 

196& is $1,6l6 in excess of that recorded for 1967 but lower than 

that for 1966. Toe staff's estimate :Ls $3~086 in excess of the 

1967 recorded figure. 

We find that: the staff's estimate of pureb..a.sed power for 

1968 is reasonable and it: will be adopted for the purposes of 

this decision. 

The applicant's estimate of trans~ssion and distri

bution expenses for 1968 exceeds those of the staff by $1~530. 

Both axe estixnAte& and both are reasonable. 
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We ffnd that for 1968 the t:ansmission arid distribution 

expenses will amount to $19>765. 

We find that for the adjusted year 1963 at present rates 

applicant's operating and maintenance expenses will be as follows: 

: ____ I~t~e=m~ __________________________________ ~· ____ ~Am~ou~n=t _____ : 

. . 

Water Replenishment Assessment 
Other Supply 
Puxcbased Powe:r 
Other· Pumping 
Water Treatment 
transmission and Distribution 
Customer Accounting 
Uncolleetibles * 

Total 

* $3,410 at the proposed rates. 

Administtative and General Expenses 

$ 21,530 
12,740 
41,150 
24,680: 

100 
19,765 
29,210 

2 1 510. 
$iSl,.$BS 

The applie~t's estimate of such expenses exceeds the 

staff's by $7,610. The estimates a:re itemized as follows: 

!tem .. StazT. .. AE2!ieane . .. 

A~~istrative and General Salaries $12,200' $13>000 
O:rfice Supplies 5>620 S,~ 
Proper~y Insurance 3,900 3,.900 
Inj ur1es and Damages 4,800 4,800 
Fr~ehise Requirements 50 50 
Regulatory Commission Expense 1,2.50 6,330. 
Ou'tside Services 2,990 4 7 700 
Miscellaneous 1,eOO 1,800 
Rents 1.800 1.800· 

l'otu . $34)1;16 $42"Otb· 

The amount allowed by 4pplicant for administrative and 

general s.aJ.ar1es a.ppears reasonable based on amounts allowed in 

prior years. We find the applicant's eseimate is reasonable. 
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The applicant's estimate of regulatory commission expense 

is reasonable with th.e exception that the total amount" which is 

for the preparation of reports, and legal fees connected wi:h the 

hearing" should be spread over five years instead of tb.ree yeaxs. 

We find that $3,800 is a reasonable S'Um to allow for. rezuletory 
/ commission expense. 

We find that the staff's estimaee of the cost of outside 

services is reasonable. 

We find that fn the a~justed year 196$ applicantfs 

administrative and general expenses will total $37,760. We find 

that this is a reasonable sum to allow for such expenses .. 

Depreciation Expe;se 

The staff estimated the 1968 depreciation expense would 

be $66,080 and the applicant estimated $67,,280. Both used the 

same depreciation rates; however, the applicant conceded an erro= 

in its annual rate for meters, an item recorded at $255,.573 at the 

beginning of the Ye:e> 1968. W'efind that the depreciation expense 

for 1968 will be $66,080. 

Taxes Cther than Income . 

!be applicane's and the staff '8 estimates .. of such taxes 

for 1968 at: present rates are as follows:·· 

: ____ I~t~em~ __________________________ ~:~A~p~p~i~i:e~~2n~t~~-__ ~s~e~a=f:f ____ : 
Ad Valorem taxes $61,250 $49 i 680 
Payroll Taxes 5,020 4,970 .. 
Franchise Taxes" P1:esent Rates 1 .. 880 (4) 1...,670 (b) 

'Iotal Taxes $t)8,I36 . 56;~O 

(a) $2,SSe at proposed rates 

(b) . $2,230 at proposed xates 
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The applieant's larger estimAte of ad valorem taxes was 

made eln'ly in 1968 and assumed. a luge increase from the· prior 

years. The Gt.a.ff's estimaee was based on late%' information. 

We find that t'J.e seaff's estimates of non-income taxes 

for the yea.r 1968· at present and proposed rate's axe reasonable 

and they will be adopted for the pu-rposes of thiS decision. 

Income Taxes 

Based on the foregoing findings) we find that applicant's 

income taxes for the year 1960 will be $100 at p:esent xates and 

$54)401 at proposed rates, exclusive of an allowance for the 10 

pe'J!cent federal surchll1'ge. This finding is based on the use by 

applicant of accelerated depreciation for all qualifying future 

plant) which we find to be reasou.o.ble. The income taxes also 

reflect a smaller amo'!.mt for investment tax credit to conform with 

Gntieipatcd slackening of plant replacements, 85 explained under 

ra.te of return. 

Rate Base 

!he applicantrs estimated average rate base for 1968 and 

the staff's estimated average rate base for 1968 are as follows: 

Item 

Utility PlAnt in Service 
Construction Woxk in Progress 
Materials and Supplies. 
Working' Cash 

- Avg. 

'total . 

MOd1f!CAt1~nA - Averng! 
Advances fo~ Const~uctron 
Coutxibutions in Aiel of Coxlt:truction 

Tot.sl 

Dep'J!eciation Reserve - Average 
'Iotal 

Average Rate :Sase 

-l3-

. . A:22I :Lcant 

$3,014,860 
99,490' 
8,600 

33 z200, 
~3)rs6,I50 

~1,2S1,~o 

519,310 
$1 ,8(J6 ,310 

$1,355,840 

: ~ta~~ 

$3,014,860 
99,490 

8,,000 
__ ..)0 .s.OOO 

. $3,152"J50 

$1,105,000' 
265·,790 

$1,J7~,790 

538:;t190 
$1,90S,9M 

$1,243,370: 

' .. 

. . 



A-50498- LR/ds,* 

Tb0 4110wances for materiAls and supplies and working cash 

are j udgmene figures. The two estimates are each xeasonable. We 

find that the staff '8 estimates sbould be used for the purposes of 

this decision. 

!he applicant es~ima~ed average advances for eons~ruction 

and contributions in aid of construe~ion for 1968 based on the end 

of the year 1967 records. The staff's es~1mates were based on 

recorded data 4S of September .30, 1968. We find that the s'tsff'5 

estima.'tes of average advances "for construction .and contributions in 

aid of construction are reasonable and they will be adopted for !:he 

purposes of this decisi~n. 

The applicant's and the staff's beginning of the year 1968 

depreciation reserve were each $511,378. the app1iCRnt's end of the 

year reserve WoU estimated to be $527. ,232 with an average for the 

year. of $519,305, inclucling $74,814 for acauals and $58-,960 for 

retirements. The staff estimated the end of the year reserve to be 

$564,998 with an 8.Ve%8ge for the yem: of $538,188, including 

$73,620 for accruals. and $20.000 for retirC'Jlents. The staff had ' 

the benefit of later recorded data. v1e find that the staff's 

estimate of average depreciatioD reserve is reasonable and it will 
- , 

be adopted for the purposes of this decision. 

, 
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We find that for the year 1968- the average rate base will 

be $1~243~370. 

Adopted S'nnmaries of Earnings at Presen~ and Proposed P-ates 
Without 10 Percent Income Tax Surcharge 

:----------I~t~em~~~~=-~~:~Pr=e;s~en~t~Ra=t~e~.s~~=:~~~o;po~se-a~Ra~t~e~s---: 

Revenues $ 370,023 $ 498~889 

~ses 
rating and Maintenance 151,685- 152~585 

Administrative and General 37,760 37 760 
Depreciation 66,.080 66:080 
Taxes Other than Income 56,.320 56,880 
Income Taxes 100 54,401 

$ 311~945 $ 367~706 

Net ~evenue $ S8~078 ~ 131,183-

Rate Base $1,243,370 $1~243,370 

Rate of Return 4.07% 10.551-

Rate of Return 

The applicant requests a rate of return of 7.5 percent 

on the basis of its estimated 1968 operating, results with revenues at 
11 proposed rates of $485,400 and rate base of $1,355,840. The high 

rate of return is requested for the reason that the adjusted rate 

of return l~s dee lined from 3.58 percent in 1967 to 2.17 percent in 

l~Gg according to the applicant's figures. 

The staff financial 'Witness reeormnended a rate of return 

of 7.0 percent on the' estimated rate base of $1,243,370; giving net 

operating revenues of approximately $87,000 and' a return of 8.1 

percent on common equity. 

The staff financial witness's estimates were based on 

the 1968 operations. He conceded that slippage could occur in 

varying degrees from several causes. 'Xhe staff engineer 

Y Applicant's 1968 estimated operating results include as an 
expense the 10% income tax surcharge. 
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stated tbae ~he applicant's esttma~e~ r~:e of re~urn 

for 1968 a~ ?resent rates is 5.l4 pe;ccnt and that this will 

reduce to 4.63 percent in 1969, and that at applicant r s original 

proposed rates the ra.te of return would be 13.19 percent in 1968 

and 12.53 percent in 1969. The engineer witness said that the 

decline 1n the rate of return between 1968 and 1969 is due almost 

entirely to the dollar increase tn plant per customer and related 

expenses~ as the result of replacement of old steel ma:ltl$~ together 

with changes in pmnping equipment consistent with recent history of 

plant gr~:th. He estimated the decline in rate of return could 

continue for a period of three to five years if the high level of 

replacement continues, but .as a practical matter) because of the 

applicant's financial positio'C.~ the high level of replacements will 

not occur. Under 1:b.ese condit:tons~ he concluded that the decline 

would be about 0.1 percent per year. 

The staff's accounting witness in this proceeding recom

mended a rate of return of 7 percent as being fair and reasonable and 

indicated that if suCh a rerum were applied to the staff's rate base 

of $1,243,370, a. return on common equity of 8.1 percent would be 

realized. In making such computation, he used the debt and equity 

figures shown on the September 30, 1968 balance sheet J except that 

the $275,000 note payable to Salesman Realty was regarded as equ:i.ty 

capital. Such treatmen~ is a't variance with that used by the staff's 

engineering witness in his tax calcula'tion whe.e it is shewn that the 

interest on said note is regarded as a deductible item for the 

p~ose of computing allowable 'taXeS b~sed en income. For the 
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purpose of this proceeding we will use the recorded September 30 ~ 

1968 ba.lances for equity and debt 1n arriving at a decision as to 

a reasonable ra~e of return. 

-rhe record in this proceeding shows that of the 

$2,614~l60 depreciated tavestment in properties includable 1n the 

rate: base before modifications, $1~370~ 790~ or S2 percent~ has been 

financed by advances for construction and contributions in aid of 

construction. The remaining $1~243.370~ the amount of the rate 

base) utilizing information contained in the record ~ was financed 

by: 

Long-term debt 
Short-term debt 

Total debt 
Common equity 

Subtotal 
Other (presumably current 

liabilities) 

Total rate base 

$- 37~SOO 
508,167 
52;5~667 
545,382 

1,091,00 

152',321 

$11 243d 370 

Applying the 7 percent rate of re~~ reeocmended by 

the staff to the staff's rate base produces $87,036 of net 

operating revenue. Deducting the interest requirement of $38,463, 

sh~m in. Exhibit No.3, leaves $48,.573 available for corm:aon equity 

wi.1.ich equates to a return of approximately 9 percent on the 

September 30, 1968 common equity bal.anee of $545,382'. 

While we reeognize that a return of 9 percent on 

eommon equity cau, under today-'s econom:Le conditions, be regarded 
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as somewhat low, it is necessary in this proceeding to recognize 

that applicant's current outstanding short-term debt is past due 

and subject to an 87. interest rate requested in a suit filed for 

collection and that any refunding program the company might under

take will alter its capital structure and possibly the effective 

interest rate on its debt. Under these eonditiOtlS cmd for the 

purpose of this proceedfng, we find that a rate of return of 

7 percent applied to the adjusted 1968 rate base of $1,243,370 is 

reasonable. We fureher find that there will be a decline, in rate 

of return of approximately 0.1 percent per yeaz over the next: few 

years. With the indica.ted trend in rate of return, a return of 7 .. 2 

percent for the test year 1968, when applied to the estimated 1968, 

average rate base of $1,243,370, should produce an average future 

rate of return of 7 percent :Ln1:0 the 1969, 1970 and 1971 years. 

We find a return of 7.2 percent, wben applied to the estimated 

average rate base of $1,243,370, to be fair and reasonable. 

the foregoing adopted results of operation at present and 

proposed rates do not consider the 10 percent surcharge e~ federal 

income taxes. !he income tax surcharge is applicable to and 

effective for the period January 1, 1968 ehrough June 30, 1969, 

unless extended. Sufficient revenues should be added to ehe herein 

authorized revenues to offset the future effect of the tax 

increase. This increase will offset only the :C-uture effect of· the 

tax increase and is not designed to recoup any part of the increased 

tax on net revenue prO<luced prior to the effective date of the 

increased water rates authorized by this decision. 

-18-



A-50498 - LR/as * 

Rate Spread 

The applicant's presently authorized general metered rates 

. are: 

Quantity Rates 

Fixst 1000' cu.ft. or less ••••••••••••••• 
Next 2000 cu.ft., per 100 cu.ft •••••••• 
Next .. 5000 cu.ft., per 100 cu. ft. • ...... .. 
Next l~OOO cu .. ft., per 100 cu.ft ....... .. 
Over 2~OOO cu.ft., per 100 'cu.ft' •••••••• 

Minimum Charge 

For 5/~X 3/4 inch meter ••• 1ft ......... Wi ... . 

For 3/4 inch meter · . . . . . . . . . . . . . . . 
For ·l inch. meter · . . . . . -. . . . . . . . . 
For 1~ inCh meter · . . . . . . . . . . . . . . . 
For 2 inch tOOter .................. 
For 3 inch meter •.•...•..•. ~ .... 
For 4 inch meter ..... ,. ....... ' ... . 

Per Meter Per Month 

$ 2 .. 80 
.21 
.16 
.11 
..09; 

2 .. 80 
3.3$ 
4.40 
6.90 
9.10 

14.00 
21.00 

Its presently authorized irrigation rates are: 

Zone I 

Quantity Rates 

First 1800 ~u.ft. or less ............... . 
Over 1800 cu .. ft., per 100 cu.ft ••••••• 
M1nimumCha:ge per irrigation .' 
~livery _ ••••• , ••••••••• _ •• , •••• ~ •••••••• 

QuMLtitx Rates 

First 1800 cu.ft. or less ................ . 
Over 1800 cu.ft., per 100 cu.ft ........ . 
Min:hmm charge per irrigation 
delivery ••••••••••••••••••••••••.•••••• 

Per Connection 

$ 3.70 
.086· 

3.70 

$ 4.40 
.114 

,4.40 

'the Zone 1 and Zone II areas are $~1~m. on Fig. 13-1 on 

Exhibit No.1. Applicant is requesting that zone rates also be 

applied to the general metered service customers, using the bound

aries that now apply to the irrigation customers. '!be staff con

curred with this proposal and also indicated that the 4-cent 

differential in ctuanti~ rAtes between zones was .reason;ible. No 
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ehange in zone boundaries is proposed by ~he applicant 

or the staff except that two new subc1ivisions have been 

added in the higher elevation in the southem end of the sel:vice 

axea (Decision No. 75014, dated November 26, 1968 in Applieation 

No • . 50485). 

Applicant proposes to add rates for six and eight ~eh 

meters. It proposes ~ service charge type rate schedule for 

general metered service as follows: 

Service Cb.!lrge 
. '. 

For 5/8 X 3/4 inch meter 
For 3/4 inch meter 
For 1 inch meter 
For 1% inch meter 

· . . . . . . . . . . . . . . . . · . . . . . . . . . . . . . . . . · . . . . . . -. . . . . . . -. · . -. . . . . . . . . . . . . . 
For 2 inch meter 
:For 3 inch meter 
For 4 inch meter 
For 6 inCh meter 
For 8 inch meter 

· . . . . . . . . -. . . . . . . · . . . . . -. . . . . .' . . . . · . . . . . . . . . . . . . . . . 
................... · . . . . . . . . . . . . . . . . 

Q.uantity Re.tes 

First 20,000 cu.£t.) per 100 eu.ft •••••• 
Ove: 20,000 cu.ft., per 100 cu.ft •••••• 

Zone I 

$ 2.80 
3.35 
4.40 
6.90 
9 .. l0 

14.00 
21.60 
30.00 
40 .. 00 

.17 

.135 

Applicantrs proposed irrigation ra~es axe: 

Zone II 

$·2.80 
3.35 
4.40 
6.90 
9.10 

14.00. 
21.60 
30 .. 00 
~.OO 

.21 

.175 

Quantity Rates· Per ServiceConneC1:io'O. 

Zone I 

First l800 cu.£t. or less ................ $ 4.90 
Over' 1800 eu.£t., per 100 eu.£t. ••••••• .114 
Minimum chcuges per irrig.a.~iO'O. delivery.. 4.90 

Zone II 

$ 5.85 
.15l 

5.85· 

The staff recommended that the service Charge type of 

tariff be authorized.. It recOtCmCnded that whatever rates are auth

orized, the fol1~...:l8 rae:tos for the various :;crvice charges be used: 
Meter Size Ratio 

For 5/SX:3/4 inch meter 1 .. 0 
For 3/4 inch meter 1.1 
For 1 inch meter 1.5 
For 1% inch mete'.C 2.0 
For 2 inch meter 2 .. 7 
For 3 inch me.tex S.O. 
For 4 inch metex 6 .. 8 
For 6 inch mettt 11.3: 
For 8 inch metex 16.8 
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'!be staff also recommended t:ha~ the two new subdivisions, 

Trae~s Nos. 29803 and 29942, situated in the ~treme southern 'POrtion 
2/ ~ 

of the service area be included in the Zone II rates.-

We find that the staff's 1:ecom.ended rate ratios are 

reasonable and should be applied in cleterm:f.ning whatevex general 

metered service rates are aathorized b~ this decision. 

We further find that Tracts Nos. 29803 and 29942 sbould be 

included in the Zone II area. 

Staff Recommendations 

The staff witnesses recommended that:: 

1. the service Charge ratios heretofore set forth for general 

metered service rates' be used. 

2. The two subdivisions certificated by Decision No. 75014 be 

included in Zone II. 

3. The a.ppliean~ should be required to file certain new 

rules and eustomer forms. 

4. The surcharge for elevation differential (Zone II) should 

be $0 .. 04 per Cef on the quantity rates. 

5. The %ate of return be 7 pe%'cent and if there is an 

allowance for slippage it should be established at not'to exceed 

.3 percent per year. 

We find that all the above :recommendations are reasonable 

and should be required except No.5. We find that slippage ~unts 

to .1 pe:reent per year 8%lcl that over & period of four yeU8 the 

:return will decline from 7.2 percent to 6.9 percent for .an average 

of approximately 7 percent for the years 1969'~ 1970 and 1971. 

1/ AppIicant WIlS authorized to serve the tracts by Decision No. 
7S0l4~ dated N"vember 26, 1968, in Applies.tion No. 50485. 
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Commission's Requirements Which Have Not Been Complied With 

The records of this Comtaission show that applicant has 

been ordered to reverse its stock transfer records relative to 

18,003 shares of its common stock, and that the transfer of said 

shares was held by this C~ission to be null and void (Decision 

No. 71795, dated December 30, 1966, in Case No. 8086-, 66 Cal. 

PUC 663-664). A petition for rehearin& was denied by this 

Commission. The California Supreme Court and the United States 

Supreme Court have d.enied certiorari. Applicant has not complied 

with Decision No. 71795. t.1e find. that any rate relief gr.nnted by 

this Commission to applicant should be held in abeyance until 

applicant has revised its stock transfer records relative to the 

18,003 shares of its stock tr.ansferred to William.1. Hickey and has 

cancelled the Stock Certificate No. 1024 reflecting such transfer. 

In ad.dition to the foregoing referred to 18,003 shares of 

stock, applicant has failed to comply with ordering Paragraph No. 2 

of Decision No. 73949, dated April 9,. 1968, in Case No. 8086, which 

requires the applicant to reverse its stock transfer records 

relative to an additional 760 shares of its common stock transferred 

to Utility Investment Company and San Gabriel Valley Water Company. 

I>ecision No. 73949 has not been complied with. We find that .any 

rate increase granted by this Commission to applicant should be 

deferred until applicant has reversed its stock transfer records 

:relative to the 760 shares of its common stock transferred to 

Utility Investment Company and San Gabriel Valley Water Company, 

and has cancelled the stock certificate or certificates 

representing such 760 shares of its common stock. 
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Staff counsel has point:ed· out tha.t in Decision No. 72500, 

dated ilay 23, 1967, in Applications Nos. 48753 and 48754, this· 

Commission denied applicat10~s t:o sell bonds or issue prccissory 

notes based on the finding, among others, that "Vallecito t s 

financing applications should be denied because the persons who 

authorized the filing of the applications had no authority to 

so authorize, ---. tr This finaing was 'based mai'Cly on the voting 

by William J. Rickey of his shares of stock, xefexxed to above, 

in the election of the applicant's direct:ors. Rickey still holds 

the stock referred to and the same defects in the election of 

directors remain. Staff counsel suggests either that the 

application be dismissed or that the effective date of the 

decisiOn be postponed until duly elected management validates the 

filing.. We find that the latter alternate is reasonable and the 

effective date of this decision will 'be postponed \mtil duly , 

elected management has validated the filing of the application. 

Findings 

The Commission finds that: 

1. Vallecito Water Company (applicant) is 4 public utility 

water corporation under the jurisdiction of this Commission 

furnishing water service to an overall total of approximately 

4,900 CUS1:omers in Los AngelesCcunty. 

2. Applicant proposes to increase its rates for general 

metered service, and irrigation service.. I.t proposes that its 

general metered service customers b~ se%vcd at ewo rates 

depending on elevation and that their rates be se:vice charge 

rates. Total revenues for the estimated year 1968 will be 

$370 ~023 at the present :rates and $498 ~8S9 at the company proposed 

rates. 
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3. Operating.md tlUl..i:teu.:-..:lee e::pen3~e for the yeu ~968 will 

be $151,685 at t~e p:c~ent :ntes an~ $152,585 &t the ~pplicant's 

p:r:oposcd re.tcs .. 

4. ACQ1nistration acd gene:a1 ~=Pe~C$ for th~ year 1968 will 

be $37,760. 

5. Dcpreci&tion expe~e £0: the year 1968 will be $66,080. 

6. tMCS other than !ncor::e t.a:-..cs, will be $56,320 at the 

present rates and $55,880 a:t the applicant '5 proposed rates. 

7. Income taxes for the yeru: 1958, exclusive of the 10 

percent surchaxge, w:s'l be $100 at p:~sent rates and $54 ,401 at 

company proposed rates. 

8. The net re~enues for the yea: 1958 will be $58,078 at 

present rates and $131,183 at the applicant's p~opo$ed rates. 

9. App1icsnt's aver~oe adjusted rate base for the year 1968 

will be $1,243,370. 

10. Based on the above findings, applicant's r.ate of return 

for the adjusted year 1968 will be 4.67 percent at present rates 

and 10.55 percent at .a.?p11~t's proposed rates. 

11. The rate of return applicant is receiving at the present 

rates is deficient and applicant is in need of ffnancial relief. 

The estimated rate of return of 10.55 percent which would be 

produced by the rates proposed by applicant is excessive. 

12. There is an ann~~ attrition ~ applie~t's rate of 

return of 0.1 percent. Wit:h the indicated trend in rate of return 

a rate of ret:~rn of 7.2 pe%cene, when applied to ~e 1968 estimated 

average rate base. of $1 .. 243 .. 370, should prcvide an average rate 
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of return of 7 percent for the years 1969, 1970 and 1971. We find 

a rate of return of 7.2 percent for the estimated year 1968, when 

applied to the rate base of $1,243,370, to be fair and reasonable. 

1.3. Filing of new schedules of rates for general metered 

service and irrigation service should be authorized. The order 

"t;'1hich follows will authorize the filing of new schedules of rates 

which will produce $411,770 in gross annual revenues, exeluding 

revenues required for the 10 percent federal ineome tax surcharge, 

an increase of $41,747 or 9.9 percent: of the gross 3l'mual revenues 

whiCh would be produced at present rates. This inerease is $87,119 

less than the increase sought in the application as amended. ~7hen 

the authorized revenues (after deducting operating expenses, 

depreciation and taxes) are related to the rate base of $1,243,370, 

~7hich is just and reasonable, an average rate of return of 7 percent 

'Will result over the years 1969, 1970 and 1971. We find such rate 

of return to be reasonable~ The present rates, insofar as they 

differ from the herein authorized rates, are for the future ~just 

and unreasonable. 

14. The rate increase herein authorized should become 

effective when (a) applicant has revised its stock transfer records 

relative to the 18~003 shares of its common stock transferre~ to 

William J. Hickey as ordered by Decision No. 7l795,. and the 760 

shares of its stock transferred to Utility Investment Company as 

ordered by Decision No. 73949, and (b) has filed an amendment to 

this application showing v41idation of the filing thereof by duly 

elected ,management. 
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15. In addition to the increased rates herein found reasonable~ 

applicant should be 8Uthorized to recover prospectively sufficient 

funds to compensate for the 10 percent federal income 'tax surcharge. 

The rates and charges and the rate increases 'authorized by 'this 

~ecision should be further modified by the addition to the general 

metered service rates and the irrigation rates of 0.59 percent 

thereof to permit appliea.nt to recover the fu'cure effect of said 

surcharge and insofar as the authorized rates differ from the total 

authorized rates, they are, for the r-uturc, unjust and unreasonable. 

This temporary tax additive should terminate ~ben the surcharge is 

te%"Illinated. 

16. !he requests for a two·zonc rate for gener~l metered 

service and for a service charge type of rate are rezsonable • . " 

There should be an additional charge of $0.04 per Cef for Zone II 

general metered service on the quantity rates. 

17. Applicant's proposed irr1gation rates are reasonable and 

should be authorized. 

18. Applicant shall check the adequacy of peak demand 

pressures at the services for Mrs.. Gordon ~id and .'James T. Xn'l~:'es, 

protestants, within ninety days and report the results. to the 

Commission. 

19. the applicant should file new and up-to-dat~ ta=if£ 

service area maps., rules ancl customer forms. 

Conclusion 

The Commission concludes ~e the application shoulcl be 

granted to the extent herein set forth, and subject to the condi

tions contained in the order, and in all otbe= respects 'it should 

be denied. 
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ORDER ---_ .... 
IT IS ORDERED that: 

1. W"lletl'Vallecito Wa.ter Company has (1) complied with: . 

Ordering Para.gra.phs Nos. 4, 5 .and 6, of Decision No. 71795, ,<1.a.eed 

December 30, 1966, in Case No. 8086, (2) complied "rAith" Ordering 

Paragraph No~ 2 of Decision No .. 73949, dated April 9, 1968, in: 

Case No. 8086, and (3) has filed .an amendment 'CO this application 

showing validation of the filing thereof by duly elected management, 

it will be authorized by sup'P~ntal order herein eo file 'the 

revised schedules of general metered "service and irrigation service 

rates attached to this order as Appendix A, and concurrently to 

cancel its Schedule No .. 1, General Metered Service; Schedule 

No. I.-3M, Irrigation Service" Lower Zone; and Schedule No. U-~I" 

Irriga.tion Service, Upper Zone. Such filings shall, comply with 

General Order No. 96-A, and shall include filings of .revised tariff 

service area maps to delineate Zones I and II including, Tracts 

Nos. 29942 and' 29803. The effective date of the new and revised 

tariff sheets shall be' four days after the ,date of filing .. '. The. 

new and revised schedules· shall apply only to service rendered· on 

and after the effeetive date thereof. 

2;· Within ninety days after the effective date hereof 

applicant shall r~rt to the Commission in writing concerning the 

complaints of Mrs .. Gordon :R~id and James T. ~le$. Such reports 

shall contain the reasons for such' comp~ints and descriptions of 

applicant's suggested or proposed remedies £Or said complaints ... 
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3.; Within thirty days after the effective date' hereof 

applicant shall file new and up-to-date tariff service area maps~ 

rules and customer forms. 

The effective dat:e of this order shall be twenty days 

after the date hereof. 

S:I,n. ~ ........ Dated a.t ________ --___ ~ california~ this 

(r:yJ/[lt day of ~ JUNE ~ 1969. 

Comm1:s1o~orA. w. G~toV. boine 
noee::ar11y ab:en~. ~1~ no~ part1e1~te 
in ~be ~1zpo~1t1on of th1~ proeec~~ 
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APPLICABILITY 

A?F.:NDIX A 
Page 1 of 2 

Schedule No. 1 

Appl1eablc to general metered water service. 

TERRITORY 

ex) 

Portions o! the CitY' o£ Industry" .'1."ld vicinitY'" Los Angeles CO\1lltY'. eX) 

RATES 

Service Chargo: 

For 5/8 x 3/4-ineh metor •••••••••••••••••••••••• 
For 3/4-inCa"mcter ••••••••••••• __ ~~_ •• #_ .. 
For l~inea meter •••••••••••••••••• _ ••••• 
Far l~-inCh metor ••• _ •••••••• _ •••• , •• ;~._ 
Far 2~inCh meter •••••••••••••• _ ••••••••• 
For 3--illeh. met.cr _ •• _ .. _ ••••• _.· ..... 6 •• __ •• 

For- 4 .. ::i..n..Ch meter- ; •••••• " •••••• 1# ........ 1# ... ~ 
For 6-i:o.eh meter ......... ' •• ., .... ., ., • ., .' ...... .. 
For· 8-inCh motcr •••••••• ~ ••••••••••• , ••• 

Per Meter 
Por Month 

$ 2~20 
2.40, 
3.30 
4.1.tO 
S.·90 

ll.oo 
lS .. OO 
2$ .. 00 
37.00 

Quantity Ra:tes: 
Zonal Zone 2 . -For the !ir:t 20,000 eu.£t." por 100 c:u.£t. 

For all over 20,,000 cu.1't." per 100 eu.!t • 
... 
••• 

$.l49 $ .. 189 
.m .154 

Tho Servico O'w'ge 1:; applie.lble to all m.etered 
:ervico. It is a readine:s-to-~erve Charge to 
which is added the charge" COlllPUted at tho 
QuAntity Rate:" tor water '1.l5ed. du:ring tho month .. 

I 
I 

(I) 

(I) 
( ) 

1. Tho bound.ol.r1es of tho zono: .:lX"O delinea.ted on the t.ari!! semce (C) 
area maps. Zone 1 includes a.r~ goner~ lying belOW' 700 teot. elC"lat1on..l 
Zone 2 includez aro~ ecncrwyabove 700 toot. elevation. . (C) 

2. Until the 10% 3\lI'<:ha.rgo to !edoru income t::\x i& rt'm.oved... biW (II) 
eanpu.ted. \tOder tllis ta.ri£'£ will 'bo increased by 0.$9%. ( ) 



APPI.IC~ILI'lY 

Sehed.ule No .. .3 

ImUGATION SERVICE 

Applicable to all measured i..""%'igatiOll serJice. 

RATES 
Per Service Connection 

Qo..antity Rates: 
Zone 1 Zone 2. 

The Minimum ~go will entitle the customer 
to the c;:uantity or ~1atcr which that m1D:1:mJm 
charee will purchase at tho Quantity .Ra.tos. 

SPECIAL COi'IDITIONS 

1. Tho bO'l.lndar:ics of the zones clrC cl.el1ne.atod on the 't.tlri:.t't ~~ (C) 
area. mAps. Zone 1 incluclez areas generally lying below 700 teet elcv.2.tion. I 
Zone 2 includes .il:ea5 generally above 700 teet elevation. (c' 

2. Until tho 10% ~urehargc to todcral ineome t.;x 1.3 re:n:cvod, bills (I) 
carlP'l~ 'll'ldAr t.M.& t:tx-.i.f£ will be ~.n¢l."C~"loOd. by 0.59%. (I) 


