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Decision No. 75876 

BEFORE THE PUBLIC· UTILITIES COMMISSION OF 'IRE STATE OF CALIFORNIA. 

In the Matter of the Application ) 
of the Southern California Water ) 
Company for an order authorizing ) 
it to increase the rates and ) 
charges for water service in its 
San Gabriel Valley District. 

Application No. 50570 
(Filed September 26·, 1968) 

O'Melveny & Myers, by Donn :8. Miller, for 
applicant. 

David R. Larrouy, counsel, George A .. Amaroli 
ana Edward C. Crawford, tor the com­
mission staff. 

OPINION .... ~----~ 

Applieant Southern California Water Company seeks authority 

to inerease rates for water service in its San Gabriel Valley Dis~ 

trict. 
. 

Public hearing was held before Examiner Catey in El MOnte 

on January 9, 1969 and in Los Angeles on March 18 and 19, 1969. 

Copies of the application had been served, notice of filing o~f the 

application published, and notice of hearing pUblished and posted, 

in accordance with this Commissionrs rules of procedure. The matter 

was submitted on March 19, 1969. 
1/ 

Testimony on behalf of applicant- was presented by .. its .. 
assistant to the president,' its executive vice-president, its Rate 

and Valuation Department assistant manager, ~ consulting accountant 

and a consulting engineer. The Commission staff ~resent~tion was 

~dc through two ~ccountants and two engineers. 

17 Testimony and eXhibits relating to ove~~l1 comp~n7 o~r~~i~cs 
had been presented by witnesses for 8p,l~ea~t in Application 
No. 50460, the Simi Va.lley District rate proeeediD.g.. The 
tes~imony and exhibits were incorporated by reference in 
Application No. 50570. 
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Service Area and Water System 

Applicant owns and operates water systems in seventeen 

districts and an electric syst~ in one district, all in California .. 

Its San Cabriel Valley District includes portions of the Cities of 

Arcadie) El Monte) Monrovia, Monterey Pz:k, Roseme:ld, San Gabriel 

and Temple City and unincorporated areas of los Angeles County 

adjacent to the cities. The service ~re3 slopes upward from the 

floor of the valley, :anging from approxima~ely 300 feet to 600 

feet above sea level. The customers are almozt all in ehe resi­

dential or business category. 

the water supply for this district is obtained from zppli­

cant's 19 wells and a connection to facilities of Upper San Gabr~el 

Valley Municipal Water District (USGVMWD), a member agency of 

Metr.opolitan Water District of Southern Califo~ia O~). 

The distribution system includes about 100 miles of 

distribution mains, ranging in size up to 12-inch. There are .about 

10,800 metered services, 20 private fire protection s~rvices and 

550 public fire hydrants. lb.ree reservoirs and storage tanks, erNe 

hydropneumatic tanks, 17 well pumps connect~d directly to the 

distribution mains, and 6 booster pumps maintain.system pressure 

and provide storage for the system. Three of the well pumps arc 

driven by natural g~s engines. 

In 1962, applicant was authorized to conso11da~e che 

former South San Gabriel and South Arcadia Districts for accoun:iug 

p~oses. The local water supply for both areas is fron! the seme 

underground baSin and purchases of imported water in ei~he= area 

benefit both areas. Both areas'now are operated as a single entity. 

Service 

Field investigations of applicant's oper~t1ons, cervice 

and facilities in its San Gabriel Valley District were made by the 
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Commission staff. The plaut was found to be in good condition"and 

good service was being provided. A staff engineer testified that no 

tnformal complaints regarding pressure or water quality have been 

registered with the Co~ssion during the past three years. 

Rates 

Applicant's present tariffs include two separate schedules 

for general metered service in the South Arc~dia and South SanCabriel 

portions of the San Gabriel Valley District, a schedule for private 

fire protection service, two separate schedules for public fire 

hydrant service, a schedule for construction flat rates, and a 

schedule for service to company employees. !he South Arcadia ra~es 

became effective in 1960 and the South San Gabriel rates became 

effective in 1959. 

Applicant proposes to increase and consolid~te i~s rates 

for general metered service, to change from a minimum. charge to 8. 

service charge form of rates, to increase the private fire protection 

rate and to consolidate the public fire hydrant service rates. The 

following Table I presents a comparison of applicant's present 

general metered service rates, those requested by applicane, and 

those authorized herein. 
TAEI.E I 

~par130n o~ Monthly Rat~s 

Minimum or Service Charge 
First SOO eu.!t.,per 100 cu.!'t. 
Next. l,200 cu..ft.. ,per loo cu.tt. 
Next 3,000 cu.!t.,per 100 cu.tt.. 
Next. ,,000 cu .. !t. ~per 100 cu .. !t .. 
Over 10,000 '<:.u .. tt:..,por loo cu..ft .. 

$l.70*' 
.00*' 
.14 
..12 
.10 
.08 

$l .. 7tp 
.. 00* 
.16-
.. 14 
.l2 
.12 

*' I1irW:nJl:l charge or oorviee charge for 
a. S/S x 3/4-1:leh meter.. A g:"a.d.U3.ted 
seale ot iner.eMed ehol.rge3 is pro­
vided for larger ::1eters. 

# I.f the 10 ~rcent :Jureha.rge 'to 
Federal income :t~ hac! not. expi:'ed., 
billo computed 1Jllder the~ 'ratl.:.s 
were- to h..'w~ been il'lerea.3ed by 
2 .. 08 pereent .. 
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For a typical commercial customer with average monthly 

consumption of 2,022 cubic feet through a 5/8 x 3/4-inch meter, the 

average monthly charge would increase 21 percent from $3.41 in the 

South Arcadia area and 13 percent from $3.65 in the South San Gabriel 

area under present rates to $4.14 under the rates proposed by appli­

cant. The operations of the present two tariff areas are now 

sufficiently integrated that separate rates are no, longer warranted. 

The temporary surcharge would have added $0.09 t~ this average monthly 

charge at proposed rateS. under the rates authorized herein, the 

average monthly charge for the typical commercial customer will 

increase 18 percent in the South Arcadia area and 10 percent in the 

South San Gabriel area to $4.01. 

Applicant's present "company-'W'ide" priv.ate fire protection 

service schedule excludes six specifie districts. In rate proceed­

ings involving those districts, the Commis$ion found that a monthly 

charge of $2 per inch diameter of service was reasonable, rather 

than the $1 per inch set forth in the "eompany-wide" schedule. 

Eventually, when all districts have had rate proceedings, the 

present "company-Wide" schedule can be replaced w:i.th a revised 

schedule. In the meantime, as each district is covered by a rate 

proceeding, a separate increased schedule is authorized for that 

district .. 

Results of Qeeration 

Witnesses for applicant and the Commission staff have 

analyzed and estimated applicant's operational results. S'nmnarized 

in Table II, from applicant's Exhibit No.1 and the staff's Exhib~~ 

No. S) are the estimated results of operation for the test year 1969~ 

under present rates and under those proposed by applicant, withoct 

considering any additional expenses and offsetting revenue require­

ment resulting from a 10 percent surcharge to Federal income tax. 

For comparison, this table also shows the correspondiug results of 

operation modified as discussed hereinafter. 

-4-

I 
\ 



A.SOS-70 1m 

Table II 
Estimated Results or Opera.tior.. 

Te!'lt Yeflr 1969 

It~ - St~fr ApollC.llnt 

At Pre!'lent Rnt~s 

O~rating Revenues $ J$Z,ooo 

Deduet~."n!'l 
Wate~ A3sees~ents .38',300 23,300 24,200 
Power P\1rcJ'l.'\Sod. 42,300 40,700 40,700 
District Opora.tioM Payroll - 69,400 67,900 67,900 
Cust.Aeetg.Exc1.P~yroll&Ccntr~ Bi~J1ng 3,700 2,800 2,800 
All Other Opor.&Maint. Expense 63,;00 63,200 63,200 
Regulatory Commission Ex:pense 5,,100 3,600 3,600 
Othex- Direct Adm..~' 1. Expen::e 16,100 15,600 15,600 
Other Alloea't.ed Adm..&G<m.' 1. ~o 23,600 , 22,100 2),300-
Taxes, ~cl;. Frnnch. &: Income Taxes ;3,100 ;5,100 5507100 
Depree1atio:l r.'" 60" ...i:2z6OO: _23.6O.Q. .../)."--

Subtot.,.,l 3U,700 31v7,9oo 350,000 
~ franchiSe" T.::xes 9,;00 9,;00 9,500 
Income Taxe:s, 12z2OO , 12·7O,Q 18.600 

Total 390,400 377,J.00 378,loo 

Net Revenue 91,600 10/.,900 lO.3,.9OO 
RD.te Base 1,889,600· 1,879,400 1,880,800 
Ra.te or Return 4.85% 5.58% 5 .. .52% 

At Rates Proposed by Applicant 

Operating Rcvanue~ 577,700 577,900 577,900 

Df}ciuetions 
b:cl.. rranch. &:' Income Taxes 368,700 347,900 350,C'OO 
local Franchise Taxes ll,3oo ll1300 11,,300 
Income Taxes. 6Oz7oo 681400 _61... 200 

Total 4J.IJ1700 J..Zl,600 42£,500 

Not Revenue lJ7"OOO 150,300 149,400 
Rate we 1,SS9,600 l, 879-, 400 1, SBO, OOC 
R3.te ot Return 7 .. 25% 8~00f, 7.94% 

At Rates' Authorized He~ir. 

O:perat1ng Revenues 5607 500 
Ded.uetit')n!'l 
~el. Franeh. & Income Taxes 3507000 
!.o¢a.l Franchiso ':.'axe:s 10,900 
Income ~es ~a200 

Total 4J.97 /PJ· 

Net Revenue 141,lOO . 
Rate BMc 1, SSO, SOO 
Rate of Return 7.5C/. 

. 
-5-



A.50570 LM * 

From Table II it can be determined that, exclusive of any 

temporary increase due to an income tax surcharge) the increase in 

operating revenues would be 20 percent un~er applicant's proposed 

rates and will be 16 percent under the rates 'authorized herein. 

Water Assessments 

All of the ground water produced by applic.an~ in 1:his 

district is subject to assessment by USGVMWD. The assessments 

currently include (1) a replenishment assessment on water produ~ers 

in the area to provide funds for purchase of MWD water to recharge 

the Main San Gabriel Basin, and (2) a make-up assessmen: On certain 

producers, including applicant, to provide funds for purchase of 

MWD water to tlAintain a normal flow from the Main San Gabriel Basin 
2/ 

to the Central Rasin, purS't:3tl.t to a court judgment.-

The assessment~ now are determined by multiplying the acre­

feet of water produced during each half-year period by the applicable 

rates per acre~foot set by USGv.MWD. There is considerable lag in 

setting the applicable rates so applicant, in its estimates for this 

proceeding, used projected rates estimated in 1967 by a consulting 

engineer retained by USGv.MWD. In the two-year period since the 

engineer f s previous estimate, changing factors beyond anyone's con­

trol and affecting the eventual assessment rates caused the engineer 

to revise his estimates downward after applicant's exhibits were 

already presented. The staff had available, in prcpari~ its studies 

for the proceeding, the consulting engineer's revised estfmates of 

assessment rates. For the year 1969, the staff used the consultant's 

LOs Angeles COunty Superior COurt Judgmcut 7~2l;Z;:7 and seipul.aefon 
Therefor, dated September 24, 1965, in City of Long Beach et 31 
vs. San Gabriel Vnl1ey Water Company et al. 
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latest revised 1969-70 estimate of $3.10 per acre-foo~ for the re­

plenisb:ment assessment, which is lower th.au the $3.45 latest: known 

rate, applicable t~ the fiscal year 1968-69. The staff used the 

latest knOWD. rate of $0 .. 75 per acre-foot for the make-up assessment, 

applicable to the calendar year 1967) which 1s lower than the con­

sultant's latest revised 1969' estimate of $1.57 per acre-foot. The 

total rate used by the staff for 1969 is thus the sum of au estimated 

replenishment assessment rate for a period partly in the future and 

an actual make-up assessment rate for a period in the past. 

There is a further complica~ion tn attempting to estimate 

the water assessments which ultimately will be determined to be 

chargeable to each year's operations during the pendency of the 

water rates to be authorized hereit:~. Applicant expects other liti­

gation to be settled and a new plan to become effective within two 

years, which plan will result in higher assessment rates that wtll) 

however, apply only to water produced in exeess of the producers' 

established water rights iu the basin. !his will affect applieant's 

total payments for water asses~ts but the direction and magnitude 

of the change catmot be determined now with nr:ry certainty. If 3pyli­

cant's adjusted rights are only 4,800 acre-feet per year, as esti­

mated by applicant's consultant, the resultant assessment will be 

equivalent to about $4.50 per acre-foot under the present combined 

assessment method. 

There is an equitable long-range solution to the problem 

of indeterminate water assessments. We will set water rates in this 

proceedi~g as though the assessment rates will remain constant in 

the future at some assumed level. Applicant will be required to 

keep memorancium reeords showing accruals to a reserve for payment 
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of water assessments, with the accrual being based· up,~n the assess­

ment rate assumed in this proceeding. When the actual rates a:e 

established, the amount payable at those rates will be charged 

against the reserve, thus indicating any over- or under-accrual. 

Over a period of several years, if the over- and under-accruals do 

not appear to be balancing out, applicant may request revision of 

the rate to be used for subsequent accruals and, if appropriate, 

concurrent offsetting adjustment of its own water rate scbedules. 

This is similar in principle to the remaining life depreciatior. 

method used to keep applicant's depreciation reserve from b~eoming 

excessively over- or under-accrued. It is also similar to but a 

little more direct than the plan effected for the El Y~te Division 

of· San Gabriel Valley Water Company by Decision No. 72498, dated 
3/ 

May 23, 1967, in Application No. 49061. (67 CPUC 208)-

With the wide range possible in the ac~ual future e~osite 

assessment rate, great precision in establishment of the initial 

accrual rate for the memorandum reserve account cannot be achieved. 

For the purpose of this proceeding, we will adopt $4 per sere-foot, 

which is che sC3ff's estimated rate rounded ~o the nearest dollar. 

That rate is refleceed in the expenses adopted in Table II. Inasmuch 

as applicant's own increased water rates will be effective for only 

about half of the current year 7 the memorandum. reserve accot.."n~ will 

apply to water produced after June 30, 1969. 

Other Operation and Maintenance ~enses 

The staff estimate of the cost of purchased power is base~ 

upon norcalized water production, applied eo power bills for e~ch 

21 As we indicatea in Dec~sron No. 7249S, change in the accrual rate 
to correct over- or under-accrual will not necessarily warrant a 
change in the future water rates to be paid by applicant's 
customers.. A review of other possible changes in revenues, ex­
penses and rate base must be made in each instance. 
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pumping plant. Ap?liea~t's esetmate is based upon the same normalized 

production but reflects a projection of average eosts for previous 

years. The staff's method appears to be inherently more aeeurate 

than that of applicant. The staff estimate is adopted in Table ,II. 

The staff estimates of distriet operations payroll, cus­

tomer accounting expense, direct administrative expenses, aud taxes 

(other than on revenues and ineome) differ from applieant's primarily 

beeause the staff held more recent data on aetual costs than were 

available when applicant's estimates were being prepared. The staff 

estimates are adopted in Table II. 

For this district, wieh its relatively high eustomer 

saturation and limited prospects for future expansion, the staff's 

five-year spread of rate proceeding eosts appears more reasonable 

than applieant's three-year spread of those costs. The staff's 

estimate of regulatory eommission expense is adopted in Table II. 

Electronic Data Processing 

In 1963, applicant began eonversion to the use of electronic 

data processing (EDP) equipment in lieu of certain former manual and 

machine billing and aecounting procedures. In Decision No. 73827 ~ 

dated March 12, 1968 in Application No. 49420, the Commission founo 

unreasonable applicant's proposal to amor~ize approximately $314,000 

of con.version. costs to future operating E:xpense ~ .and found that rate­

payers should be credited with the profits derived from EDP work done 

by applicant for ou~side parties. In the current proeeeding, appli­

cant does not again request amortization of conversion costs but does 

request reeonsideration of the previous finding regarding profits 

from outside EOPwork. 
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In support of the position that pro!its from outside EDP 

work should be credited to operating expenses by i~cluding such 

profits in Account 611, Miscellaneous Service Rev2nue, a staff 

accountant testified that: 

1. He doubted very much tb.at the costs related to outside 

EDP work, as recorded in applicant's bool<s, are correct. 

2. Idle time of tae ED? eQuipment is completely ignored 

in allocating costs between utility expenses znd outside 

work. 

3. 'rae fact that applicant always seems to make money 

on its outside EDP work would ineicate that it is 

either charging too much or putting too little in:o 

its costs for such work. Since there is competition 

for such 'Work, applicant presumably is not charging 

too much and therefore must not be alloeati~ enough 

expenses to that work. 

4. In the transportation field, income from advertising 

placards and stickers on a bus is considered as 

operating income. 

In further support of the position that profits from out­

side EDP work should be credited to operating expenses, a staff 

engineer testified that: 

1. In applicant's operating expenses, the costs attributable 

to the EDP center were included 100 percent. 

2. In reviewing applicant's work papers, he die not or 

could not determine that: any expenses had been 

allocated to outside expenses at all but it had all 

been charged to various operating expenses. 
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3. The rent and all p3yroll for the data processing 

center were included 100 percent in applicant's 

operating expenses. 

The staff accountant conceded that he had not made a. 

specific investigation of applicant's EDP operations. He testified 

that the total toP costs incurred by applicant are, in fact, partly 

charged to utility accounts and partly charged to outside work. The 

staff engineer conceded that the expense work papers which he r~viewed 

may have included EDP costs after the outside work costs had already 

been deducted. 

In opposition to the position that profits from outside 

EDP work should be credited to operating expenses, applicant: 

1. Presented Exhibit No. 10 and related testimony, 

showing that ap~licant not only charges direct 

expenses involved in outside EDPwork to that work 

but allocates other items, such as building and 

eqUipment rental, supervision expense and overheads, 

between utility work and outside work. 

2.. Contends that the amount of idle time is not only 

reduced by doing outside work, but the cost of idle 

ti1:ne is spread ratably between utility work and 

outside work. 

3. Contends that the outside EDP work thus benefits 

the customers and provides a means of recouping at 

least part of the substantial conversion expenses 

which have been disallowed as operating expense. 

In :he light of the additional testimony in this ~roceeding, 

we n~ find it to be reasonable for applicant to treat any profits 
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or losses from outside EDP work as non-operating profits or losses, 

as long as the expenses reasonably related to such work are not 

charged to utility operations. Although a detailed staff StudY7 bad 

it been made, m!ght have resulted in suggestions for refinements in 

the allocation methods used by applicant, the record d~scloscs no 

serious infirmities in applicantrs present allocation procedures 

for EDP expenses. The staff adjustment of $25,000 for total company 

(0£ which $1,200 is allocated to the San Gabriel Valley District) 

is not included in deriving the administrative and general expenses 

adopted in table II. 

Income :::.axes 

The various differences between applicant's, the st3ff's 

and the adopted estimates of revenues a~d expenses affect the 

corresponding estimates of income taxes. Also, applicant used 

slightly lower depreciation r~tes than used by the steff in 

calculating the depreciation deduction for the income :4X calculation. 

The staff used the depreciation rates which applicant has 

used in the past for its income tax returns. Applicant used r.~tes 

which it ~nticipates will apply to, its 1969' tax returns. ~e are 

aware that de~erm1naeion of probable p1~n: lives is not ~n exact 

SCience, as is evidenced by the periodic reviews which we ~equ1re 

applic~nt to make of its book depreciation rstes, It is rezsonable 

to assume that the depreciation rates u~ed £~r income tax purposes 

also must be reviewed periodically and revised to reflect mortal!ty 

experience. Applicant did not, however, present any such study 

showing that the previous rates arc no longer appropriate. The 

staff's estimate of depreciAtion deduetio.n for tax purposes is. 

adopted in determining the income taxes adop~ed in Table II. 
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Rate Ba.se 

The ra.te ba.se estimates of applicant and staff differ in 

three components: working cash7' advances for construction, and 

common plant allocated depreciation reserve. Applicant stipulated 

to the staff's lower working cash allowances, leaving only ew~ issues 

regarding rate base. 

Decision No. 74889 dated October 29, 1968, in Application 

No. 49861, discussed applicant's former practice of deferring 

collection of additional advances from subdividers when actual 

costs of extension exceed original amounts advanced. The decision 

placed applicant on notice that this was in violation of applicant's 

tariffs, so the practice presumably has been discontinued. There 

still is a carryover, however, of defened advances from extensions 

completed prior to October, 1968. These eventually will be ex­

tinguished as the additional advances related to those extensions, 

which became due under the main extension rule, are offset ag8i~t 

refunds related to those same extensions as those refunds become 

due under that rule. In the meantime, applicant's customers shoulG 

not be penalized ~th a higher rate base due to applicant's failure 

to even att~pt to collect advances due it under its tariffs. The 

staff adjustment reflects the advances which should have been 

eol1ec·ted and is included in the rate base adopted in Table II .. 

In developing estimates of common plant depreciation 

reserve) the staff credited the reserve with the estimated "net 

salvage" to be realized from the sale of applicant's former ~in 

office building. This approach appears reasonable~ but the staff 

actually credited the gross salvage before taxes rather than the 

net salvage after taxes. The overall company effect was to understate 
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rate base by $27,600. Of this total, $1,400 is allocated to incrc3se 

the staff's est~te for the San Gabriel Valley District in the rate 

base adopted in Table II. 

Surchar~e to Federal Income Tax 

A 10 percent surcharge to Fcder~l income taxes was imposed 

by the Revenue 3ud Expe:di~ere Cont=ol Act of 1968. The surc~gc 

was retroactive for the full year 1968 and expired June 30, 1969. 

Applicant's Exhibit No.1 indicates that a 2.08 perccn~ surcharge on 

bills cooputed under the general metered service rates requested in 

the application would kvlve been required to offset the effect of the 

income tax surcharge and produce the same ne~ revenues indicated 

hereinbefore in :able II. If the ~urcharge is reinstated at some 

ttme in the near future, we would be receptive to a supplemental 

filing by applic~nt in this proceeding requesting appropriate 

additional r~te relief. If the surcharge is reinstated at the 

previous 10 percent level, the corresponding surcbarge on appli­

cant's metered service rates will be 2.26 percent. 

Rate of Return 

In the recent rate proceedings involving applicant's South­

west and ~stow Distriets, the Commission found that an average rate 

of ret~ of 6.9 percent over the next two and one-half to th:ee 

years was reasonable for applicant's operations. Applicant contends 

that a re~sonable range of rate of return for its operations is from 

7-1/4 to 8 pereent. The staff recommends, as a reasonable aver~ge 

~llowablc rate of return for applicantrs near future operations, 6 .. 8 

to 7.0·percent. 

The chairman of applicant's board of directors testified 

in Application No. 50460 tb.at Ulaint¢'C.C'lucc of the present Class A 
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rating for applicant's mortgage bonds is an tmportant objective from 

the standpoint of long-range financing. He stated that earnings of 

about three times the interest on those bonds is necessary to keep 

that rating .. 

The times coverage for bond interest at a given rate of 

return on rate base ano a given bond interest rate is affected by 

the utility's capitalization ratio. Conversely, the capitalization 

ratio of the utility affects the level of return on rate base which 

woul~ achieve a given multiple of coverage of bond interest. For 

example, to achieve three-ttmes coverage, a utility with very little 

equity financing would require an astronomical return on equity, 

whereas, a utility with very little debt financing would require 

very little return to achieve the same three-times coverage of bond 

interest cost, with resulting minuscule return on equity. 

Schedule 13 of applicant's Exhibit No.1 in Application 

No .. 50460 indicates that, for the period from 1967 through 1971, in 

order to maintain earnings of three times interest on debt, with 

capitalization percentages for debt ranging from 54 to 58 percent of 

total capital, returns of from 7.25 to 7.94 percent on rate base, 

with resultant: returo.s of from l2 to l4 pe:r:cene on equity, would be 

required.. This is not a valid criterion" however, because not all 

of applicant's debt financing is by mortgage bonds. A reealc~ation 

using the pro forma 1969 year-end capitalization shown in Tables Nos. 

2 and 8 of staff Exhibit No. 7 indicates a capitalization perceut~ge 

of 48 percent mortgage debt with a composite interest rate of 4.3 

percent, requiring only 6.2 percent return on rate base with resulting 

9.1 percent return on equity ~o provide earnings equal to three times 

the interest on mortgage debt. 
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Issuance of additional mortgage debe would, of course, 

change these calculations, but the rate of return allowed herein 

will provide some cushion for future mortgage bond financing. Appli­

cant's plans for the near future do not include such financing. The 

next major long-term financing planned by applicant is for issuance 

of preferred stock in 1971. 

Applicant's Exhibit No. 1 in Application No. 50460 includes 

various financial statistics relating to applicant and to ten gas 

utilities, ten electric utilities and ten water utilities~ all with 

roughly the same gross operating revenues of applicant. the 

statistics include such items as dividend rates, yields, price­

earnings ratios, capitalization ratios, percent earnings on average 

total capital, and total earnings as a multiple of debt interest 

and of debt interest plus preferred stock dividends.. 'the staff's 

Exhibit No. 1 in Application No. 50570 includes various financial 

statistics relating to applicant, and to ten other water utilities 

throughout the n~tion, and to ten other Class A California water 

utilities. The statistics include such items as common equity 

ratios, earnings on equity and earnings on total capital. 

One of the yardsticks used in judging what is 4 reasonable 

rate of return to be allowed on rate base is a eost-of-money 

determination, wherein the various component parts of applicant's 

capital structure are assigned a percentage cost-of-money and a 

composite cost of capital is calculated. 

The cost of equity determination is a judgment: decision 

and is influenced by a multitude of factors 7 as is often expressed 

in Commission decisions, among which in this case are mentioned the 

continued need for construetion £u:nds ~ increasing debt costs, sud the 

capital structure of applicant. 
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It must be borne in mind that, although this is a mathemati­

cal computation, the basis, as with all such eomputations, must be 

judgment. First, the embedded cost of long-term debt is determined as 

of the end of the last reco:ded period, and than a projection is 

made as to the effective cost of prob~ble new issues to arrive at 

a near future effective interest rate. This projection into the 

futu:.-e is, of course, a matter of judgment" based upon reasonably 

firm commitments or definite capital expenditure budge:::s .. 

!here is a distinction between the earned rate of return 

that will be indicated by company records and the allowed or recom­

mended rate of return. The rate of return recommendation is for the 

company's utility activities. It will be applied to a determined 

rate base for a single district, and s~h rate base will generally 

not include nonutility plant, acquisition adjustments relating to 

systems purchased rather than const=ucted, non-oper3tive pl~nt, and 

plant held for future use~ To the extent that s~eh it~ are a 

part of the plant value~ and capital structure of a cO:::lpany, the 

recorded and unadjusted earnings r~tes, pareicularly for co==on 

stock equity, will differ from the allowed or recommended rate, 

even if all of the rate ease estimates, such as those for revenues, 

expenses, rate base and cost of c~bt, exactly equal the la~ter actU2: 

results. 

A rate of return recommendation in the form of a range of 

return, rather thau a single figure, is frequently made, ~s in the 

current proceeding. For example, in Decision No. 75873 issued j~\y 

1,1969 in Application No. 49835 of General Telephone Co~sny of 

Cali::ornia at page 42, t:hc staecme-c.t is nu:de: "We have chosen 3. range 

of return rather than a specific percentage in order to provide th.c 

maximum incentives to the regulated company to achieve efficiency 
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and economy in operation; to recognize that we cannot predict the 

future with clarity and confidence; to acknowledge ~hat the techniques 

employed in arriving at a fair rate of return are imprecise; and to 

lessen the prospect of another major ra'Cc c.ase in t:he next: few years." 

In the cost-of-money determination, the capital structure 

and cost rates for debt and preferred stock are those for the total 

company. This is the only logical manner of consideration. Financ­

ing of any portion of the total operations is not usually accomplished 

separately. Cust:omers in the distric~s are entitled to- the benefits 

in capital costs, as well as all other allocable expenses, that may 

result from the system's being a part of a large, well-managed 

company. To attempt a cost-of-money determination in any other 

fashion would be impractical. The rate of return recommendation, 

however, is for the district concerned and t:he period concerned. 

It will have no bearing on the earnings of the other sixeeen 

districts of the company, whose earnings rates may differ con­

siderably. It is well established, however, that no single 

district should carry the load for, nor be subsidized by, any of 

the other districts. 

The fact that the actual return on total company capital­

ization may not equal the return on rate base allowed for a single 

district does not invalidate the cost-of-money calculation, but 

merely serves to illustrate that th~ conc~usions drawn therefrom 

must be tempered with judgment. As.."stated by the Supreme Court 

in the Hope Case, JtUnder the statutory standard of 'just and reason­

able' it is the result reached not the method employed ~hieh is con­

trOlling". 

The following Tzble III shows the cost of capi~al resulting 

from the ranges of rate of return recommended by applicant and the 
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st:aff , and from the rate of return found reasonable herein. Capital 

ratios and related cost factors are the pro forma 1969 year-end 

amounts developed by the staff in Exhibit No.7. 

TABLE III 

Cost of Capiea1 at Various Returns on §guity 

Capital Cost 
Item Ratio Factor -

Debt: 
MOrtgage Debt Only 47 .. 891. 4.30% 
Other Long-Term Debt 7.06 5~84 
Bank Loans 2.50 6·.50' 

.~otal Debt 57.45 4.~ 
':~,": ',·Preferred Stock 6.91 4.S4 

Subtotal Exel. Common Equit:y 64.~ 7+.57 

Common Equity: 
35 .. 64 10.83 To Produce 6.801. *Total Return 

7 .OO%-l"*l:otal Return 35.64- 11.39 
7.25% 1F!otal Return 35.64 r2J5~ 
8.00% ~i!ota1 Return 35.64 14.~ 

* Range recotclJlended by staff .. 
# Range recommended by applicant. 
? Return found reasonable herein .. 

I 

Weightfed 
Cost \ . 

I 
i 

2 .. 06~t 
0 .. 41\,) 
0.-16 1

, 

2.63: 
·0.31 ' 
2~.94 

3.80 
4.;06 
4.3l 
5 .. 06 

The 6.9 percent ret~ on rate base found reasonable in the 

last series of proceedings involving applicant was based" in part, on 

applicant's "cost of money" prior to the recent additional debt 

financing. This recent issue of convertible debentures is at an 

effeetive in~erest rate of 5.84 pereent~ as compared with its previous 

4.30 percent imbedded cost of long-term debt. There is no signifi­

cant change in my of the other faceors 7 such as quality of service 

and efficiency of management, previously considered in determ1uing 

a reasonable return. A 7.0 percent return on rate base now appears 

reasonable. Table III indicates an 11.39 percent return on common 

stock equity under the hypothetical cOQditious hereinbefore discussed. 
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Trend in Rate of Return 

Applicant's esttmates for ~he test years 1968 and 1969 

indicate an annual decline of 0.64 percent in rate of return at 

proposed rates. The staff's estimates show an annual decline of 

0.56 percent at proposed rat~s. Witnesses for both applicant and 

the staff testified, however, that they do not ,consider the trend 

from 1968 to 1969 to be indicative of the future trend in rate of 

return for the San Gabriel District. Ibis is a little unusua1 7 

inasmuch a.s many of the adjustments made by the staff in its 1968 

estimates were purportedly to eliminate distortions between the 

two years. 

The comparative rates of return for two successive tesC 

yeers, or for a series of recorded years, are indicative of the 

future trend in rate of return only if the rates of c~nge of major 

individual components of revenues, expenses and rate base in the 

test years, or recorded years, are reasonably indicative of the 

future trend of those items. Distortions caused by abnormal, non­

recurring or sporadically recurring changes in revenues, expenses, 

or rate base items must be avoided to provide a valid basis for 

projection of the anticipated future trend in rate of return. 

As an indication of the unreasonableness of the trend in 

rate of return derived from the test years 1968 and 1969, applicant 

prepared Exhibit No.1-A, an analysis of the changes in estimated 

items of revenues, expenses and rate base between two successive 

future years. Applicant's investigation indicated to it that future 

annual increases in plant additions, with the related increases in 

ad valorem taxes and depreCiation expenses, would not be as great as 

the increases between 1968 and 1969. !his is due, to a large extent, 
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to the rather high saturation of the district's service area, limiting 

potential growth. Using a lower average ann'131 increase for the 

plant and related items, based upon the 1964 through 1967 experience, 

which applicant considers more reasonable tl~n the 1968-1969 ex­

perience, Exhibit No.1-A indicates a future annual decline of 0 .. 33 

percent return OU rate base. This is about half of the decline 

indicated by applicant's 1962-1969 estimates. 

In Table ll-A of EY..hibit No. 8 the staff made a similar 

study of the annual decline in rate of return which would result from 

anticipated future plant gr~h in lieu of the abnormal 1968-1969 

growth, but assuming further that water assessments, and MWD rates 

for purchased water are frozen at 1969 levels. On that basi5, 2"0. 

annual cecline of 0.19 percent is indicated. 

The prinCipal item of d:Lfferc'O.ce between the trend esti­

mates of applicant and staff is the est~~cd trend in water assess­

ments projected in applicant's estimates. With the ~JOrandum 

reserve procedure outlined herein, it is not appropriate to com­

pensate for the trend of this item in the rates to be established 

herein. 

Cost of purchased water is not subject eo 3S many uac:er­

tainties as are water assessments. MWD announces its future rates 

several years in advance, but the MWD rate increases are not 

necessarily uniform every year. For example, the rate will go up 

$3 per acre-foot on July 1, 1969 but $4 per aere-foot on July 1, 1970. 

We pointed out, in Decision No. 74524, dated August 13, 

1968, in Application No. 49938:, applicant's Pomona Valley District 

rate proceeding, that the staff's estimate of probable future trend 

in rate of returtt. w~~ ineo'l:'l:ect ~eau~ "~l:lmirua.1:iou of trend of wage 
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rates and cost of purchased water understates ~he .1t~rition in rate 

of return". In Table 11-A of Exhibit No.8, the sl'.a.ff has not 

eliminated the effect of wage trends but it has again eliminated 

the effect of continually increasing MWD rates. Th( staff does 

not contend. thae MWD rates will not continue to rise, nor that 

applicant should absorb the resulting increased cos·ts. !he staff 

suggests that relatively simple Uoffset" rate proceedings as MWD 

prices change would be preferable to reflecting some trend in ~ 

rates in the rates authorized for applicant in this proceeding. 

After careful consideration, we. concur with th~ staff's suggestion. 

The rates authorized herein for applicant are those considered 

reasonable at MWD's July 1, 1969 to July ~, 1970 rates. 

In analyzing the effect of annual changes in revenues, 

expenses and rate base,teither applicant nor the staff considered 

the effect on income taxes of the use of liberalized depreciation 

on the previous and incremental plane additions. Both analyses 

reflect the trend that would result if applicant used book 

depreciation as an income eax deduction.. Comparing the·· change in 

depreciation expense for tax purposes from 1968 eo 1969 on page 7-4 

of staff Exhibit No. S with the corresponding change in book 

depreciation on page 9-1 of that exhibi~ shows that depreciation 

for income eax purposes is not increasing at as high a raee as is 

book depreciation. This anomaly was not explained but apparently, 

in this district) the higher income tax depreciation on incremental 

plant is more than offset by the declining income tax depreciation 
. 4/ 

on existing plant, under the double-rate declining balance method.-

£7 The level of-aepreciation under the aouEIe-rate declining 
balance method remains higher than under straight-line even 
though the upward trend per year is less than under straight-
line. . 
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Had this effect been considered by the staff in its analysis of 

trend of rate of return, a total annual decline of 1/4 percent 

would have resulted, excluding the effect of any trends in water 

assessment rates and MWD water rates. 

In most of the recent decisions in rate proceedings in­

volving other districtsof 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. 

That same approach is adopted for this proceeding, except that future 

changes in water assessment rates and MWD rates will be considered 

in future fToffset" rate proceedings rather than in the current 

proceeding.. With the annual "offset" proceedings resulting from 

this approach, and considering the relatively high sa:ur3tion and 

low prospects for future expanSion of the district, it is appropriate 

to project about four years into the future for the basic rates 

established herein. 

the rate increase authorized herein will not be in effect 

for about the first half of the year 1969.. ~1ith the indicated future 

trend in rate of return, the 7.5 percent return under the rates 

authorized herein for the test year 1969 should produce an average 

rate of return of 7 percent for a four-year period after the rates 

become effective, approximately 6-1/2 percent for the year 1969 

(with ~bout half of the year at the new rates), 7-1/4 percent for 

the year 1970, 7 percent for 1971, 6-3/4 percent for 1972, and 6-1/2 

percent for 1973. 
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Accounting Changps 

In Exhibit No. 8, ~e staff recommends that applicant maI<e 

certain changes in its acc~ting procedures. These are in addition 

to the accounting for outsiee ED? 't-1crk hereinbefore discussed. !he 

additional staff s~zgestions are for 3?plicant to: 

1. Seck authorizc:tion for disposition of various accruis:i.tion 

adjustments which have been e~n:ied fOr...1.r.rd fo:: sever.:i. 

years. 

2. Retire the recorded CO$~S of EDP tapes ~~d programs that 

a:e no lo~ger used. 

3. Retire from plant the cost of obtainins a certificate to 

con$truc~ a woter syste~ :0 ccrve ~n ~r~ ne~r Y~orpa:k, 

Ventura COlmty. 

I~ rcg~rd to the ac~uisition 3djus~ents, applicsn: pre­

sented '00 justific~tion for fcrther del~y in dis?osing oz the.n. We 

will expect applicant in the near future to submit 3 pl:n for such 

disposition. 

In regard to the EDP ta,cs ::nd pro~3ms, a "'Ilitnes$ for 

applicant ~estified tb~t none of them have yet become obsole:e. 

TNhen any of them do, thoy should 'be retired. 

I'll regard to the MOorpark certificate, granted 'by Decision 

No. 70861, d~tcd June 14~ 1966, in Application No. 47745, ap~lic~nt 

filed on May 14, 1967, revisec tariff service area ~,s i:eluding 

th..a~ area, as authorized by the decision.. Subseqtle'Qt rcfilingof 

applicant's maps have continued to ShorN the Moorpark are.:t as par:: 

of the territory which applicant is obligated to serve under its filed 

~ariffs. The staff recommendation was 'based, at least in part, on 

the understanding that service to the area was being, or definitely 

would' be, provided by a County Wa.ter District. This apparently is 
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not yet a certainty. If and when the area is served by a district, 

applieant should retire the intangible plant resulting from the 

cost of obtaining the certificate, and should request authority 

to file revised tariff service area =aps which exclude the Moo~­

park area. In the meant~e7 of course, the intangible plant will 

be treated as non-operating property for rate-fixing purposes~ 

Findings and Conclusions 

The CommiSSion finds that: 

la. Applicant is in need of additional revenues. 

b. The adopted estimates, previously discussed herci~, of 

operating revenues, operating expenses and rate base for the test 

year 1969, and an annual decline of 0.25 percent in rate of return, 

reasonably indicate the probable range of results of applicant's 

operations for the near future. 

c. An average rate of return of 7.0 percent on applicantfs 

rate base for the next four years is reasonable. 

d. The increases in rates and eharges authorized herein are 

justified; the rates and charges authorized herein are reasonable; 

and the present rates and charges~ insofar as they differ from 

~hose prescribed herein, are for the future unjust and unrcas0n3blc~ 

2a. Future rates for water assessmen~s by USGVMWD are subject 

to considerable fluetuatiou. 

b. 'Ib.e memorand1J%!l reserve account procedure discussed in 

the foregoing opinion and required by the order which follows 

provides a reasonable means of compens~ting for future changes 

in costs of water assessments. 

!he Commission concludes that the application should be 

granted in part and that applicant should be required to establish 

a memor.andum reserve account for water assessments. 
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ORDER 
~----

IT IS ORDERED that: 

1. After the effective date of this order, applicant. Southern 

california Water Company is authorized to file for its San Gabriel 

Valley District the revised rate schedules attached to this order 

as Appendix A. Sueh filing shall eomply with General Order No. 96-A. 

The effective date of the revised sehedules shall be four days after 

the date of filing. The revised schedules shall apply only to ser­

viee rendered on and ~fter the effective date thereof. 

2a. Effective for water assessments by Upper San Gabriel 

Valley Munieipal Water District applicable to water produced by 

applieant after June 30, 1969, applic~nt shall establish a 

memorandum reserve aecount as discussed in the foregoing opinion. 

b. Ontil otherwise authorized by this CommisSion, the accrual 

rate for credits to this reserve shall be $4 per acre-foot. 

c. On or before August 1 of each year from 1970 through 1973, 

applicant shall file in this proceeding a summary showing all credits 

and debits to this reserve, and the derivation of the amounts of 

such entries. 

The effeetive date of this order shall be twenty days after 

the date hereof. 
San ~,.,~~~o Dated at __________ , California, this 

.day of--. _____ " -.:'J:...::U..::,L Y..:...-_, 1969. 
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APPI.ICABnI'l"f 

A.??ZNDIX A 
Page 1 ot 4 

Schedule No. 5C-l 

s.'l.n Gabriel Valley Tllrif'f' AreA 

!€l'ERED SERVICE 

Applica.ble to all metered. water ~ervice. 

TERRITOFN: 

(T) 

(t) 

Portio~ of 'the citie~ or Area.d.ia." El ¥.onte, Mon:-ovia., Monterey' ('1') 
Park, Ro~e::lead, S.?n Gabriel, Temple City and vicinity, I..o~ Ange1e~ I 
Co~~ty. (1) 

RATES 

Quan.'t.ity Rates: 

Fj.r~t 5,000 cubic feet, per 100 cubic teet •.•• 
N~ 5,000 cubic teet, per 100 cubic teet •••• 
Ov-er 10,000 cubic teet., per 100 cubic teet •••• 

Serviee Charge: 

For ;/s x 314-L~ch meter ••••••••••••••••.••••• 
For 314-1nch meter •••••••••••••.•••••••• 
For l~~~eh meter ••••.••••.•..•....••.. 
For l~~incn ~eter ..••••••••••.•••••••.. 
For 2-1nch meter .•....•........•••.•.• 
For 3-iIl.ch meter .... __ .. .......... - ....... .. 
For 4-~Ch ~cter •••••••••••••••••••••• 
For 6~in.eh meter ........................... . 
For 8-iIlch meter ....................... ' .. 

The Service Charge is a readines~-to-se~e 
charge appllca.ble to all metered 3ervice and 
to 'Which 1:5 t.o be add.ed t~e monthly ch3:gc 
computed a.t the Quantity Rate. 

Per Meter 
~~ Month 

$ O.lZ9 
0.119 
0.~03 

$ 1.40 
1.55 
2.2; 
3.1; 
1 •• 35 
$.70 

13.00 
24..2;-
34.00 

(~r) 

1 

I 

(N) 
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APPlICABIUT"l 

APPENDIX A 
Page 2 or 4 

Sehedw.e No. SC-4 

$a.", Ct\.briel Valley Tariff Area 

PRIVATE ~ PROTECTION' SERVICE 

Applicable to all 'Water :.ervice .!'u.."'".Cished to. privately' owned fire 
protection sys~. 

TERRITORY 

Portions ~t the cities of Arcadia., El I.fon~, l-1'onrovia, Monterey 
Park" Ro:Jemea.d, San Ga.briel, Temple City .and vicinity, leo An,gele3 
County. 

For ea.eh inch ot diameter of service eozmection 

SPECIAL CONDITIONS 

Per Month 

$2 .. 00 

(T) 

(1) 
I 
I 

(1') 

(I) 

1. The tire protection semce cOMeetion shall 'be i..~t.al.led 'by (N) 
the utility and the cost paid 'by the applicant.. Such payment shall not ! 
be subject. to re1\1n~. 

2. The minim'I:lm diameter tor tire protection 3erviee zhall be 
!o'Ur illehe:}, and. the ~ d.ia:neter shall be not more than the 
diameter or the main to which the service is conne~...ed. 

:3. It a. d13tx-ibution m.s.i.."1 or adequate size to serve a. priv.?.to 
fire protection s~t¢m in ad.d.ition to all .,ther normal sorvice doc: not 
exist in the street or aJ.ley adjacent to 'the premises to, be servect, 
then .:l. service main from. the nearest existing :nain of adequate capacity 
shall be 1nStalled by the utility and. the cost paid 'by the applic.:mt. 
Such ~yment shall not be subject to re£\ll'ld.. 

4. Service here\mder i$ tor priva.te fire protection systems to 
which no cozmections tor other than tire protection purposes are allowed 
and. which are regularly inspeet&i by the underwriters hav.1.ng jurisdic­
tion, are installed. a.ccording to specifications ot the utility" and are I 
ma.inta.in~ to the satisi"act.ion of the utility. The utility may install (N) 

(Continued ) 
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APPENDIX A 
Page 3 o! J... 

Schedule No. SG-J... 

San Gabriel Val1~ Tariff Area 

PRIVATE ?IRE PROTECTION SERVICE 
(COntinued.) 

SPECIAl CONDITIONS (Continued) 

(1) 

the standard. detector type meter approved. by the Board or Fire trnc1er- (N) 
writers tor proteet10n against the1't, leakage or waste or water and 
tho cost paid by the applicant. Such p.lj'ment. ~hall not be 5ubj~et 
to re1\md. 

5. The utility \l%ldertake3 to supply only such water a.t such I 
pressure 3.$ mAy be available at arty time through. the normal operation 
or it3 ~em. eN) 
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APPENDD: A 
Page 4 of 4 

Schedule No. SC-$ 

San Gabriel V:llley Ta.riff Area. 

'?U13tIC ~ HYDRANT SERVICE 

( 1') 

APPLICABI!.IT'f 

Applicable to All public fire hydro.nt $ervice. 

TERRITORY 

Portions of the citie$ of Arcadia, El Uonte, Y.onroVia." Monterey ('1') 
P.o.rk, Ro~emead, San Ca.briel, Temple City and vic:inity, los .Angoles I 
County. (T) 

For each hydrant .....•........•........•••..•• 

SPECIAl CONDITIONS 

Per Month 

$2.00 (I) 

1. W~ter d.elivered. tor p\1rpOses other than fire protection shall (N) 
be c:harged. for at tho quantity ra.tes ill Schedule No. SC-l, Metered. 
Service. 

:2. '!be co~t. of' installation and mainton.Ql'lce of' hydrant.s :5Mll 1>: 
borne by the utility. 

3. Tho cost or reloc:ation of arr:; hydrant shall be paid by the 
party requesting reloeation. 

4. Hydrants shall be connected to tho utility'S ~em upon 
receipt. of' ~tten rec;.uest tree. a public aut.ho:r1:ty. the writt.en request. 
shall designate the specific lo<:a.t:ion 01" each hydrant and" 'Where appro­
priate, the ownenhip" type and size. 

$. The utility undertakes to· supply o~ :such 'W3.ter a.t such. 
pre3sure as 1'Il.ily be av.ail.a.bloat any time through the normal: operation I 
of itB s~tem.. (N) 


