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Decision No. 76573 
~---------------

BEFORE THE PUB1.IC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 

In the Matter of the Applicaeion ) 

S of 
) 

PALOS VERDES ~'rATER COMPANY;, 
a California corporation ~ 

Application No. 50886 
(Filed February 14, 1969) 

for general rate increases. 
) 
) 
) 

, 

Dnvid P. Evans and William P. Arnold, 
zor applicant. 

Charlton A. Mewborn, for Green Hills 
Memorial Pa.rk, Marinela.nd of The 
Pacific, Inc., and Sud Oakley, 
Palos Verdes Golf Course, Lessee; 
Leo A. Connolly, for Sunnyside 
Rrage ~aa COmmunity Association; 
Patricia H. Gribbin, for Palos 
'lerdes 'Homes ASsoc!ation; Robere 
DeJernett, for Villa Grande Home­
owners Associa.tion; Andrew H. Rendall, 
for Rolling Hills Riveria Homeowners 
Association; Benjamin T. Kennev~ for 
Green Hills Memorial Park; kOWtand E. 
"Bud" oak1di' for Palos Verdes GOl'f 
COurse; lIde ael E. Hulme, for Marine­
land of the Pacific, Inc.; Vernon M. 
jay, for City Council of Rolling Hirls; 
aryl 'tor. Cramton, for Mira Costa 

Terrace Homeowners Association; and 
Joseph w. Strauss; Jean M. Dobbins; 
Joseph t. Barnett; and Leonard N. 
LaFornara, in propria personae, 
protestants. 

F. M. Sutton, for Southwest Division, 
Naval Facilities Engineering Command; 
Joseph P. !..each, City YJ.anager, for 
City of ROlling Hills Estates; F. W. 
Hesse, for City of Rolling Hills; and 
Mrs. Verna Sit~erly, in propria persona, 
interested parties. 

Elinore C. Morgan, Counsel, and Rarond E. 
Heytens, for tEe Commission sea~ 
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OPINION ... ,...-----

Palos Verdes ~rater Company, which furnishes water service 

to nearly 17,000 residential and commercial and. extraordinarily 

large users, and offers and provides public and private fire pro­

tection service on the Palos Verdes Peninsula in the Cities of 

Palos Verdes Estates, Rolling Hills, Rolling Hills Estates, and 

Lomita, and adjacent unincorporated territory in Los Angeles 

County, by this application seeks autaority to increase its rates, 

according to its estimates based on operations for the test year 

1969, in the total amount of $627,378, or 26.1 percent (the 

Commission stnff estimated the gross annual increase requested 

would be $655,700, or 26.2 percent over the staff estimates of 

the revenues which would be produced by the present rates). 

Public hearings were held before Examiner Warner on 

August 5 and 6, 1969, at Palos Verdes Estates, and adjourned 

hearings were held there on November 4 'and 5, 1969. At the latter 

series of hearings, the applicant was provided an opportunity to 

improve its showing, particularly with 'respect to financial and 

rate of return requiremen1:s. Many customers protesGed the appli­

cation in WTiting oecause of ~he high level of present rates and 

the megnitude of 1:he proposed increase, and several complained of 

service conditions, particularly three major outages, the last of 

which occurred on August 5, 1969, and, beca.use of rupture of .a. 

transmission line, some 8,000 customers were without water from 

early evening until late the nex1: morning. The comp4ny explained 

th.a.t the outages were caused by an engineering design ciefieiency 
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in the pipeline leading to. and being the major source of supply£or a 

large area where Reservoir No. 25, a new 9,5oo,000-ga110'O. reservoir, 

costing some $800,.000,. has been under eonstruction .and was expected to 

have been cocpleted in August or September, but probably will not 

be ready for service until the end of the year 1969, or early 

1970. The various cities and property owners' associations all 

protested the application in various degrees) but most conceded 

that the utility should be permitted an opportunity to maintain 

a heal~hy financial condition in order to maintain and improve 

its present water service. Some parties questioned the relation­

ship and possible advantages to Great Lakes Carbon Corporation, 

which acquired 79 percent of applicant's eommon stock in 1954,. 

thereby becoming its principal ~nd responsible manager,. ~nd 

which acquired the remaining 21 percent from Transamcrica 

Development Company in December,. 1968,. thus attaining complete 

control of applicant. The record shows that, originally, Great 

Lakes owned and developed about 7,000 acres of the total 16,000 

acres in applicant's service area, of which 1,.668 acres of Great 

Lakes I ownership still remains to be developed and sold by 

property development subsidiaries of Great takes. 

Applieant's witnesses were its vice president for opera­

tions, a rate consultant, its treasurer, a senior inves~ent 

counsellor, a water system architect and designer, one of its 

directors and a vice president,. who is also a vice president of 

Great Lakes Carbon Corporation, a financial consultant, and its 

administrative vice president. Various city man3gers, a mayor, 

two councilmen and officers of home owners' associations and 
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officers of Green Hills Memorial Park, Palos Verdes Golf Course, 

And ¥~rineland testified regarding the position of their con­

stituents or themselves. Commission staff witnesses were a 

hydraulic engineer and a financial expert. The record comprises 

16 exhibits and 497 pages of transcripts. At the direction of 

the presiding officer, Exhibit 2, a report on the results of 

applicant's investigation of t.."Very complaint of service, has 

been submitted. The matter is now ready for decision. 

Rates 

Applicant's present rates were authorized by Decision 

No. 60447, dated August 2, 1960, in Application No. 41569, 

except that a tariff schedule for private fire hydraot service 

on private property became effective by advice letter on 

July 18, 1965. The following tabulations compare applicant's 

present, proposed and autherized rates for general metered service: 

Comparison of Present, Proposed, 
ar.d Authorized Rates 

General Metered Service 
s7S x 3J4-inch Meter 

:2er Meter Per Month 
Present Pi'oposed. AuthoriZ'e<1 

Quantity Rates: 
Rates Rates Ratesll 

First 400 cu. ft. , or less ••••••• $2.50 $3.00 $2 .. 70 
Next 1,600 cu.ft., per 100 C'U.ft •• .50 .63 .. 535 
Next 3,000 cu .. ft., per 100 eu.ft ... .41 .53 .. 44 
Next 5,000 cu.ft .. , per 100 cu.f: ... .35 .45 .. 37 Next 40,000 -':1.:.ft., per 100 cu. ft •• .29 .39 .. 31 Over 50,000 cu.ft .. , per 100 cu.ft ... .25 .35 .27 

-~ ... ----
1/ Exclusive of Fed~ral Income Tax Sur~herge. 
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Comparison of Present~ Proposed, 
and Authorized Rates 

General Metered Service 
~7S x ~74-inc~-Meter 

MOnthly .. .. .. .. , .. .. .. .. Consumption .. Present .. Proposed .. Authorized .. .. .. .. .. 
Rates?:./ 

.. .. Cubic Feet .. Rates . Rates .. .. .. .. . - .. 

400 $ 2.50 $ 3.00 $ 2.70 
500 3.00 3.63 3,.2:3 
600 3.50 4.26 3.77 

1,000 5.50 6.78 5.9l 
2~00O 10.50 13.08 11.26 
3,000 14.60 18.38· 15.66 
5,000 22.80 28.98 24.46 

10,000 40.30 5l.48 42.96 
50,000 156.30 207.48' 166.96-

lOO,OOO 281.30 382.48 301 .. 96 

Average Monthly Usc and Billing 

:-----------------------:----------:-Pi--e-s-e~n~t~:~Pr~o~p~c--s~ea~;~x~u~t~h~o=~~Lz~e~a: 

:. __ C;;.:l~a:::s:;.::s:....:.o.::.f...;C::;:u=s:::.:t::.:o:.::::m:,:;;e=_r_...::~C~u~b:::i!:.c_F~e;!;e;.!:t:.:.: __ Ra~t:.!:e::.::;s~.:.: ~Ra=.::t:.;;e;;,:;;s _ _:..: _.:.R.a;:::.::t.;:;.e::=.s ~?:./: 

Residential & Commercial 
Extraordinary Users 
Public Authority 
In:igation 

2,3~O 
413,000 

13,$00 
29.000 

$ 11.73 $ 14.67 
1,063.80 1,547.98 

5l.32 66 .. 30 
95.40 125.58: 

$ 12.58 
1,147.06 

54.74 
10l.86 

No increase in ra:es is requested for private fire 

hydrant ser.rl.ce on private property, private fire protection 

service, or public fire hydrant service. 

The record shows that applicant's present rates for 

general metered service are the third highest in CalifOrnia
3f 

and 

substantially higher than the rates of adjacent public utility 

wate~ purveyors. It should be noted, however~ that the topography 

of applicant's service area varies from sea level to about 1,500 

feet and at elevations requiring the distribution of water at 

.. 
Fer Cless A~ B, and C, public utility ~atercorporat1ons. 
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various heights and the inseall~tion of regulators to k~ep water 

pressures below m~um allowable standards pursuant to General 

Order No. 103; the density of applicant's service area is rela­

tively sparse, although it is becoming increasingly less so due 

to development and attendant customer growth which had increased 

the number of customers from 8,495 a.s of December 31, 1959" to 

16,749 as of September 30, 1969; an increase of 8,254 customers, 

or 97.2 percent in the lO-3/4-year period; applicant's source of 

water supply is obt41nec from the West Basin Municipal Water Dis­

trict, a member agency of ~he Metropolitan Water District of 

Southern California, which has announced incremental annual charges 

of $3.00 or $4.00 per acre-foot at least through the year 1971; 

and other operating characteristics contribute to high water costs 

and rates for water service. 

Revised Exhibit "c" is a report on applicant's opera­

tions for th¢ adjusted yesr 1958 and the estimated year 1969 at 

present and proposed rates, submitted by its rate consultant, 

and its t=easurer. Exhibi: 4 is a report on tee results of 

applicant's operations for the year 1968 adjus~ed and the .year 

1969 esttmated at present and proposed rates, submitted by the 
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Commission staff. The earnings data contained in said exhibits 

is s\.'IJl'lmarized as follows: 

S'f..'Il:mt\.aty of E<1rnings 

:'lear 1968 · Year !~b~ Estimated: .. 
:Adjusted · iSrcscnt Rates · I>ro~osea: Rates · · : Present · Per CO. · · Fer co. : · .. · : Rates .. Ex. C, .. Per PUC .. Ex. C, : Per PUC .. .. .. 

Item :PUC Ex. 4 : Rev. · Ex. 4 · Rev .. . Ex. 4 · · . 
Oper.. Revenue $2,340,600 $2,400,355 $2,498,400 $3,027,733 $3,154,100 

Opere Expense 1,285,700 1,450,790 1,400,500 1,458,744. 1,407,900 
Depreciation 291,300 312,730 303)900 312,730 303,900 
'I'axes* 322~400 258%600 326%100 606 zl22 660 z900 

Subtotal 1,399,400 2,022,120 2,030,500 2,377,596 2,372,700 

Net Revenues 441,200 378,235 467,900 650,137 781,400 

· · · · .. · · .. .. .. 

Rat:e Base 7~891,700 8,297,284 7,945,400 8,297,284 7,945,400 

Rate of Return 5.6% 4.561- 5.9% 7.847. 9.31. 

*107. FIT Surcharge included in Exhibit C, Revised; not included in 
Exhibit 4. 

Ther~ are numerous differences between the estimates of 

rate of return components submitted by the applicant and the staff 

which combine to produce the differences in rates of reeurn set 

forth in the preceding tabulation. 

Applicant's estimate of revenues for the tes~ year 1969 

at present and proposed r~tes was based on the simple average of 

customer water usage over the past six years, whereas the staff 

utilized the MOdified Bean statistical meehod of no~lizing 

such usages to reflect the effec:s of temperature varia~ions ~d 

amounts of precipitation. ~s method has been proven to be 

accurate, but applicant's witness stated that he was not familiar 
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with it. Applicant's method of normalizing ",,.ater use for resi­

dential and commercial customers resulted in 8 lowering of average 

consumption, whereas the staff studie$ show that there is an 

upward trend in average consumption. The customer growth for 

the year 1969 over the year 1968 was estimated by the staff to 

be 174 customers higher th.:tn that estimated by the ~pplie.o.nt 

a~d ~his resulted in r~gher est~ted revenues at both present 

ana proposed rates, according t~ the staff studies. 

A detailed explanation of the major differences in the 

estim~tes of oper~ting expenses, tZKes, utility plant, deprecia­

tion expense and reserve, and rate base be:ween those submitted 

oy the applicant ane the staff for the year 1969 is set forth in 

Exhibit 4, and such explanation was e~aborated by the staff 

engin~ering 'Witness in his testimony. 

Cost of Money 
;and Rate of Ret't!rn 

EXhibits 3 and 13 are cost of money studies submitted 

by applicant's investment eo~nse11or, and a financial consultant. 

Exhibit S is a report on cost of money and rate of return sub­

mitted by the Commission st~f. Both applieant's exhibits 

purport and attempt to suppor: applican~ts request for a 7.84 

percent rate of return on its estimated rate base of $8,297,234 

for the test year 1969 (including $400,000 for the new reservoir 

No. 2S on an average beginning and end-of-year basis) to servic~ 

dcb~ charges at an actual annual eost of $291,704, preferred 

dividends of $18,702, and net credit to common equity allow~nc~ 

of $340,101, anci prod'\:.Cing 8 12 .. 1 pe=ccnt return on-average 

co=mon e~uity of $2,805,497. 
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Thc staff's Exhibit 5 recommended a rate of return of 

7 percent on ~he st3ff's estfmated rate base of $7,945,400, 

which would yield approximately 9.5 percent on common stock equity. 

!h~ considerations which the staff decmccl important in its rate of 

return rccomm~r.eation were: (4) little o~ no future fina~cing 

needs from external sources beyon~ 1969; (b) maintenance of 

credit standing; (c) lack of cons~er s~~u:ation; (d) high cost 

of money in the future; and (e) applicant's continued abovc­

average customer growth. Table 3 of the staff eYJdbit shows 

the effective cost of applicant's senior capital, on a pro forma 

basis at December 31, 1969, to have been 5.94 percent at the 

time of the staff report, July 18, 1959. 

As -:0 the relationship between applicant and its 

parent, Great Lakes Carbon, and the latter's ability or inability 

and efforts to finance applicant on bet~er ~erms d~ring 1969, 

thc record shows th~t Great Lakes is l~ted by Equitable Life 

AS$ura~ce Society of ~erica to investing not more than $1,500,000 

in it:: subsidiary P~los Verdes Water Comp.o.ny, and tl"'.at as of 

March, 1969, that investment was $1)455,000; the $1,000,000 of 

Series "Dff first mortgage bonds c.ue August 1, 1988 we~e sold 

to Pacific Mutual Life Insurance Comp~ny bearing an interest 

=ete of 7 percent; an.additio~l $1,000,000 comprising . 

8.5 percent non-secured debentures, due July 1, 1989, was also 

contr~cted for by Pacific Mutual, but could not be issued as a 

~ortgage because applicant's debt exceeded GO percen~ of its 

boncl.able plant. 
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Findings 

Based upon a careful review of the record, the Commission 

finds as follows: 

1. Palos Verdes Water Company is a public utility water 

corporation under the jurisdiction of this Commission, furnishing 

water service to some 17,000 residential ~nd ~omme:cial and te~ 

cxt~aordinarily large users, and offering public and private fire 

hydrant servi~e and public fire protection service within its 

service area comprising some 16,000 acres in the Cities of Palos 

Verdes Estates, Rolling Hills, Rolling Hills Estates and Lomita 

and adjacent unincorporated territory of the Palos Verdes ?cnin­

sula in Los Angeles County. 

2. Applicant's present rates have been in effect since 

August, 1960, except its rate for private fire hydrant service 

on private property, which has been in effect since July, 1965. 

3.a. Applicant seeks to increase its rates in the gross 

annual amount of $627,378, or 26.1 percent, according to its 

estimates based on operations for the tcs: year 1969. 

b. Co~ission staff estimated the gross annual increase 

requested would be $655,700, or 26.2 percent over the staff 

esttmates of the ~evcnues which would be produced by the 

present rate~. 
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4. The rates of return of 4.56 percent on the rate base 

estimated by the applicant for the test y~ 1969 of $8,297,284, 

and of 5.9 percent on the r~te b~se est~tP-d by the staff of 

$7,945,400, which would be produced by the present rates, is 

deficient and applicant is in need of financial relief. 

5.a. The rea~o~bleness of the rate of reeurn of 7.84 per­

cent on applicant's estimate of its r~te base for the test year 

1969 and other rate cocponcnts, including its cst~tes 

of operating revenues at the proposed rates, operating expenses, 

depreCiation, and local state and federal taxes, together with 

the resultant 12.1 percent yield on equity, sought by the 

applicant, is not supported by the record. Applicant's estimates 

of operating revenues were based on erroneous and conf1icting 

customer gro~h estimates and did not utilize the most accurate 

statistical ~ethods with which the Commission is familiar and 

which the Commission has universally adopted over the past 

several years in decisions on public utility water company rate 

proceedings. 

b. Tae Commission staff estimates of rate coo­

ponents at both present and proposed rates for the test year 

1969 are reasonable. 

6.a. The upward trend in rate of return of .3 percent 

annually shor"m on the record may reasonably be expected because 

of applicant's above-average growth prognosis and the fact that 

such growth will not require significant capital additions, at 

least to rate. base, since the backbone system to serve additional 
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customers already exists and extensions to subdivisions will be 

financed by subdividers ur.der ¥~n Extension Rule No. 15 and 

such extensions are not ~ediately includable in rat~ base. 

b. A rate of return of 6.95 percent for the test year 

1969 on the Commission staff r~te base ect~te of $7,945,400, 

which should produce an average rate of re~~ of 7.25 percent for 

the three years 1969, 1970, and 1971, is reaso~ble. In this 

finding we have considered, among other things, applicant's present 

and foresec3ble fu~ure cost of money, applicant's o~~rship -

developmental relationship, applicant's special topogr~phical 

oper3ting characteristies, the customer density of applicant's 

service ~rea and its immediate growth potential, the foreseeable 

costs of water and water service, the history of applicant's 

rates and operations, and the impact of any adjustment in 

applicant's rates for water service on its customers. 

7. Applicant's request to deviate in the percentage 

increase impact on users of increaSingly large quantities of 

water is not supported by the record and !.S unreasonable. 

8. We find that the increases in rates and ·charges 

authorized herein are justified, that the rates and charges 

authorized herein are reasonable, and that the present rates 

and charges, insofar as ehey differ from those herein prescribed, 

are for the future unjust ~d unreasonable. 
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CO'!'lelu~io'!'l 

!he Commiss!on concludes that ~his applicatio~ shoul~ be 

gran::ed in part and denied in part, and Palos Verdes Water Company 

should be authorized to file new schedules of rates which ~!l pro­

duce gross ~nn~l revenues, exclusive of the federal income tax 

surcharge, of $2,674,600 .s.n increase of $176,200 or 7.1 percent over,. 

the revenues Which ~ould 02 produced by the present rate~, but about 

$479,500 less than sought in the appliC&Z!on. $aid gross'annual 

revenues which w11l be p:-oduced by the authorized r&tes, after taking 

into account operating expenses of $1,402,700, daprec1atio~ of 

$303,900, and t~ces of $416,000, will result in net revenues, 

of $552,000, which, when related ~o the est~ted rete base . 

for the test year 1969 of $7,945,400 hereinbefore found to be 

reasonable" ",qil1 result in the rate of return of 6.95 percent 

for the test yesr 1969 and an average of 7.25 percent over the 

ncx~ three years, also hereinbefore found to be reasonable. 

With res~ct to the complaint of the Mayor of the 

City of Rolling Hills regarding fire protection service, appli­

cant should proceed to carry out its planned water facility 

improvements contained in Ey~ibit ll. 

In all other respects, this application should be 

denied. 

ORDER -----
IT IS ORDERED t~t: 

1. Application No. 50886 of Palos Verdes 'Hater Comp~ny 

is granted in part and denied i~ ?3rt, anc applicant is auth­

orized to file, after the effective date of this order, the 
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revised schedule of rates as set forth in Appendtx A attached hereto. 

Said rates shall be effective four days after the date of filing 

and shall apply cnly to service rendered on and after said effective 

date. Such fi11ng shall comply 'With General Order No. 96-A. 

2. Appl1ca:1t shall proceed to cany out its planned water' 

facility improvements relating to fire protee:ion se=vice in the 

City of Rolling Hills contained in Exhibit 11. 

3. In all o:her respects, the application is denied. 

The effective date of this order shall be twenty days 

after the date hereof. 

Dated at ____ , _____ , California, this 
1 -

clay of J1£CfMat':'- • 1969. 
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APPENDIX A 

Schedule No. 1 ('1') 

APPLICABILITY 

AppliCAblo to all metered ~tor 5orvieo. 

TERRITORY 

Pa.los. 1erdes Estates 1 Rolling Hilli 1 Rolling Hills Estate:J 1 lomit.a., (T) 
and vicinitj, lAs Angelos County. (T) 

RATFS 

Q\.ul.ntity Rates: 

First 
Next 
N¢X!:. 
Next 
Next 
Over 

400 cu.ft. or leo~ ..•..•••.....•• 
1,600 cu.£t. , per 100 eu.tt. • •••••• 
3,000 eu.it., por 100 eu.ft. • •••••• 
5,OCO eu.tt., per 100 eu.ft. • •••••• 

40,000 eu.tt. , pcr 100 eu.£t. • •••••• 
50,000 eu.£t. , por 100 eu.1't. • ...... .. 

For 5/8 x 3/4-1neh meter ..... ~ ...... ., ....... 
For ~/4-inch meter ....•..•.•........ 
Fe::- l-ineh lneter ..... "" ......... WI .... 

Fo:- l~ineh :netor .................. 
For 2-ine.."'l metor ............•..... 
For 3-inch meter ........ ~ ..•••.•.. 
"?or 4-i.."leh meter .......... •• ...... 41. 
For 6-i."'leh met~ •.••....•.•..•.•.. 
70r $-ineh meter ................... " .. 

Per Me""..or 
Per Month 

$ 2.70 
.535 
.44. 
.37 
.. 31 
.Z7 

-
$ 2.70 

:3.25 
4.40 
6.50 

ll.OO 
16.00 
Z7.00 
60 .. 00 
$0.00 

Tho YAr~ Ch:lrgo W<..ll entitlo tho eu::;tomer 
to tho Ci,UD.ntity ot water which th.3.t :m.."'liz:um 
cha.rgo will pur~e .'lot the QuAntity Rates. 

(I) 
I 
I 

! 
I 
I 

(I) 

(:::) 
I 
I 

( T' -) 

SPECIAL CONDITION Or) 

While tho lO pereent. sureha:ge to fodcroll income tax ie in o!!'oct, 
b:'l!s cOltp\:t.od undor tho :3.'bovo tG..""i1:: \dll be inercllSod 'Oy 1.4 percent. 
At .:uch t:i.::lo c.:l the tax surcrArge i~ ~£foetivoly tt'l%':lino.tod or ro<.b.ecd, 
the above percentage shnll ce eliminaZod or reduced to tho extent ¢t 

, , 
I 

the net rl!Jduet.ion in tho tD.X zurchorgo. (N) 


