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OPINION --------
Applicant Southern California Water Company seeks-authority 

to i~crease rates for wa.ter service in its Central Ba.sin District. 

Public hearing Wll.5 held before Exemine::- Catey in 1.os Angeles 

on November 19~ 20 and 2l~ 1969. Copies of the application bad been. 

served, notie~ of filing of the- applica-:ion published, and·not1ce-· 

of he.:;s.ri'C& published and posted, in accordance with th1sComm1ss1on,"s 

:ules of p=oeedure. The matter "A'as subm1tted on Novembe::- 21, 1969'. 

Testimony on behalf of Applicant was presented by the 

chairman of its board of directors, its president~ ·its vice president' 

in cha'!"ge of revenue requirements and operations, its· seeretary­

t=easurer, and i~s assistant secret~ryand Rate and Valuation 

Department assistant manager. The Commission staff presentation was 

through two accountants and two engineers..· 

Service Area ane W~ter System 

Applicant 0':4'0.$ c.nd operoil.~es w.s.ter ~ystems in 16 'dis't-::icts 

end an eleetric system in one district) all in· California. Its 

Central Basin District includes are~s in Los Angeles and Orange 

Counties consisting of portions of the cities. of Artesia, Bell, 
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Bell Gardens, Cerritos, Cudahy, Downey, Hawaiian Gardens, Huntington 

Park, Lakewood, Long Beach, Los Alamitos, Norwalk, Paramount, Pico' 

Rivera, Santa Fe Springs, South Gate and Vernon, as well an unincor­

pora~ed a~eas adjacent to some of those cities. The area is primarily 

residential, with a few industrial and commercial zones. 

The Central Basin District includes seven systems which are 

not physically interconnected, but are treated as a single entity for 

water supply and operating purposes. The separate systems are . 
designated as the Artesia, Bell-Bell Gardens, Florence-Graham, 

Hollydale, Norwalk, Nowlin and Orangewood Systems. 

The water sypply for this district is obtained from some 

50 of applicant's wells, a leased well, purchases of Metropolitan 

Water District of Southern California (MWD) water through facilities 

of Central Basin MUnicipal Water District (CBMWD) and the City of 

Cerritos, and minor amounts of purchases from Park Water Company. 

The distribution systems inelude about 320 miles of 
, 

distribution mains, ranging in size up to l6-ineh. There are about 

35,300 metered services, 110 private f1Te pTotection services and 

2~OOO public fire hydrants. Thirteen reservOirs and storage tanks end 

ten booster pumping stations maintain system pressure and provide 

storage for the system. 

Service 

Field investigations of applicant's operations, service 

and facilities in its Central Basin District were made by the 

Commission staff. A staff engineer testified that only one informal 

complaint has been registered with the Commission by customers in 

the Central Basin District since 1967. The engineer's revie~ of 

applicant's records indicated that the various complaints, registered 

directly with the utility have been resolved' satisfactorily_ 

Staff interviews with customers in the Artesia-Hawaiian 

Gardens area disclosed some dissatisfaction with taste and odor 
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of the water.. Applicant's scheduled replacement of an unreliable 

chlorinator and increased frequency of flushing should alleviate that 

problem. 

Staff interviews with customers in the Norwalk~Orangewood: 

area disclosed various complaints regarding taste~ odor, air in the 

~a~er~ and low pressure. Applicant investigated and satisfactorily 

resolved those complaints. 

Staff interviews with customers in the Bell Gardens area 

disclosed a few complaints regarding dirt or sand in the water and 
I 

inconvenience caused by frequent street excavations for repair of 

leaks. Applicant has scheduled the replacement of the lea~ main. 

Rates 

Applicant's present leariffs applicable to the Central Basin 

District include three scbedules for general metered service in 

various portions of-the district, a schedule for limited metered ser­

vice, a schedule for private fire protection service, three schedules 

for public fire hydrant service in various portions of thedistriet, a 
schedule for construction flat rate service, and schedule for service 

to company employees. 

The multiplicity of rate schedules results from the fact 

that various portions of the Central Basin District were operated as 

entirely separate districts by applicant or its predecessors when the 

historical rate patterns were established. With the present integrated 

management and operation of the various separate systems within the 

district, there is now little justification for separate rate zones. 

As a tr&nsi~ional step toward the eventual elimination of zone rates;p 

applicant p=oposes t~ consolidate the present three schedules of 

general metered se1:'V1ce into two schedules and to consolidate the 

three public fire hydrant scheduled into one schedule. A s'taff witness 

testified that he considered this transitional step. and applicant's 
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proposed change from a minimum-charge to a service-charge' type of' 

metered rate schedule) to be reasonable. 

Applicant's proposed rate changes would) in general, increase 

metered service rates, eliminate the unused Nowlin'Tariff Area public 

fire hydrant rate) increase the present Hawaiian Gardens Tariff Area 

public fire hydrant rates to the same rates now in effect for most of 

the Central Basin District, ~nd increase the present private fire 

protection rates. The following Table I presents a comparison of 

applieant's present general metered service rates and those requested 

by applicant. 

TABLE I 

Com2,!rison of Month1:! General Metered Service RlI.tes 

Presenta 
?ropoSCdb 

!ten (A&N)c (B&F)d (O)e (A&N)c (B.F &O)~ -
M:iJ:limum. or Service Chargeg 

$2.10 $1.80 
Quantity Rate: 

$1.80 $1.90 $l~60 .. 

.OOh .COh .00h bt 700 ct.) per 100 cr. .. 209. .195 
Next 800 ~.7 per 100 c£. .. 24 .21 .20 .209 .. 195 
Next 17000 cr .. , per lOO cr. .24 .21 .le- .209 .195 
Next ;00. e£., per 100 e:t ... .20 .. 20 .15 ..209 .. 19$ 
Next. 7,000 c~., per 100 cr. .20 .20 .15, .195 .195, 
Next. 90)000 cr., per 100 et. .17 .17 .15- .195 .195, 
Next 50,000 cr., per 100 cr. .15 .. 16 .15 .. 19'5· .. 195 
Over 150,000 ct., pcr 100 cr. .13 .14 .15 .195 .l95 

8.. Berore 2.9.£$ 3'Urc:harge to' oftset increMed. co~tor purchMcc\.wa.tcr. 
b. Before ~urcha.rges ~l3.ting to tax surcharges and investment. tax: credit .. 
c.. Artc"ia-Norwalk Tarit1" Area. 
d. Boll-Florence Taritf Area .. 
e.. Orallgewood. Tarift Area. 
t. Bell-Florenee-orangewood Tarit.f Area .. 
g. Minimum. or $crvice charge tor a 5/8 x :;/4-ineh meter. A graduated 

scale or inereasoa ¢hArge~ is provid.ed tor larger meters. 
h. Included for ~ charge under present rates 0-

The following Table II shows the charges under present and 

proposed rates for a typical cormnercial customer using 1.,800 cubic 

feet of 1.Jater in one month. Also shown a't'e the emounts and pe't'centage 

increases of cl'-.arges for 1,800 cubic feet of water under proposed 

rates, compared with charges under present rates. These comparisons 

exclude the effect of small surchsrges under present and proposed 

rates. 
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1'ABLE II 

Comparison of Charges for 1,800 Cubic :Feet of Water 

Item 

Monthly Charge: 
Present Rates. 
Proposed Rates 

Amount of Increase 

Percentage Increase 

Tariff Area 
Artes1.a-NOTWalk,sel1-Florence Orangewood 

$4.74 $4.11, $3.94 
5-.. 66 S.11 S .. 11 

0 .. 92 1.00 1.17 

191- 24% '301., 

Applicant's present ~ccmpany-wide~ private fire protection 

service schedule excludes seven specific districts. 'In rate proceed­

ings invo1~ng those districts, the Commission found that a monthly 

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

the $1 per inch set forth in the "company ... wide" schedule.. Eventually, 

when all d1stTicts have had rate proceedings., the- present Ttcompany­

wide" scbedule can be replaced with a ,revised schedule. In the' 

meantime, as each district is covered by a rate proceeding, a separate 

increased scbedule is being authorized:for that district. 

Results of Operation 

Witnesses for applicant and the Co~ss1on staff have 

analyzed and estimated applicant's operational results. Summarized 

in Table III, from applicant's Exhibit No. 8: and the s'taf£"s Exhibit 

No. l2, are the estimated results of operation for the test year 1970, 

under present rates and under those proposed by applicant, before-' 

considering the additional expenses and offsett1~ revenue require­

ment resulting from the surcharge to federal income tax. For compar­

ison, this table also shows the corresponding results of operation 

modified as discussed hereinafter. 
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TABLE III 

Estimated Results of ~eration 
t'Iest Year 1 0) 

(Dollars in thousands) 

~ Applicant Staff ,Modified 

At Present Rates 

Operatiug Revenues 

Deductions 

Duect Payroll 
Purchased Power 
Other 'rrans.& Distrib,.Exp. 
Gell t 1.Office Billing Allocation 
All Other Oper.&:' Maint .Exp.. 
Employee Pensions & Benef1ts 
Regulatory Commission Exp. 
M1seell.DireetAdm.& Geu.Exp. 
Other D~ect Admin.& Gen.Exp. 
Other Allocated Admin.& Gen .. Exp. 
Taxes, Excl.Franehise & Income Taxes 
Depreciation 

Subtotal 

Local Franehise Taxes 
Income Taxes 

Iotal 

Net Revenue 
Rate Base 
Rate of Return 

At: Rates Proposed by App1ican~ 

Operating Revenues 

Deductions 
tici. Franehise & Income Taxes 
Local Franchise Taxes 
Income Taxes 

Total 

Net Revenue 
Rate Base 
Rate of Retu:rn 

-6-

$2,240.4 $2 .. 304.4'$2'~304.4.' 

236.9' 224.6" 239'.1, 
lOZ.S' 101.0· , 'lOZ~S: 

62 .. 9" 6Z~'Z ,62~2' 
73.1 64.5' 6->.8 

637.5- 637.5, 63-7.$: 
22 .. 1 21.8 22.2 
5.0 3.2' '>.0 
2~6, 1.S- 1,.5 

18-.9 lS.9: 18:.9" 
88'.5, 77.4 80.3: 

247.3.' 244.9 260.4 
231.7 228.1 231.7 

1,729.0 1,6SS.6 1,727.1 

27'.4 28,.2 28.2 
75 .. 3 lOl'.S 94.2' 

1,8l1.7 1,815.$,,' , 1, SZi>9.:S , 
" 

' , 

,408.7' 489'1\ 4S4'~,9'" , 
8,842'.7' 

• I' 
8:,S27~O>: 8,79&~2 

4.62% 5~56% " 5,.15% 

$-2~773.1' $-2~744".4 $-2~773"l, 

1,729.0 1,68"5..6- 1 727.1: 
34.0 ' 3:3.6· ~ 34.0 

347.1' 326.0· 333 .. 3· 
2,110.1 ' 2,045.2 . 2,.094.4 , 

663.0 6.99'.2" 678;~7' " 
S,842.7 ' 8:,796.·2 8: 827.0· " 

~ 

7.50% ,7 .. 9S7. '7..69% 
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From Table III it can be determined that, exclusive of any 

temporaTY inCTease due to an income tax surcharge, the increase in 

operating revenues will be 20 percent under appli~ant's proposed 
., 

rates. 

Operating Revenues 

ApplicantTs estimate of revenues unaer present rates was 

prepared prior to the CommissionTs authorization of a 2.94 .percent 

surcharge to offset increased cost of purchased water. The staff's 

corresponding estimate, reflecting this surcharge, is adopted: in 

Table III. 

The staff's estimate of revenues under proposed rates 

includes the effect of applicant's proposed "negative surcharge" to 

offset the reduction in income taxes while the investment tax credit 

was in effect. The investment tax credit is no longer in effect. 

ApplieantTs corresponding estimate, reflecting discontinuance of the 

investment tax credit, is adopted in Table III. 

Operating Expenses 

Applicant's 1970 estimate of direct payroll for this 

district includes the 5.5 percent increase over the 1969 level of wages 

that appeared likely to applicant when its estimates were be:t:ng 

prepared. The staff estimate assumed no wage increase in 1970. The 

1970 wage increase authorized in October, 1969 by applicant's board 

of directors was 6.47 percent. The staffTs estimate of direct 

payroll, increased by 6.47 percent, is adopted in Table III. 

The difference between the estimate~ of applicant and: the 

steff for purchased power is due almost entirely to the staff's 

exclusion of power bills for th~ pumps on four wells wrich the staff 

recommends be abandoned and retired. As discussed hereinafter under 

"Abandomnent of Wells", we do not at this time concur in the· staff's 

recommendation. Applicant's estimate of power cost is adopted·1n. 

Table III. 
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The minor difference between applicant's and the staff's 

estimates of other transmission and distributing expenses. :i.s due to 

the availability of more recent data when the staffts estimate was 

being prepared. The staff's estimate of these expenses is adopted' 

in Table III. 

Many aspects of applicant's electronic data processing, (EDP) 

operat1.ons are being reviewed currently by applicant' smanagement. 

In view of this> applicant stipulated that it would accept as reason­

able for purposes of this proceeding the staff estimates of ED? costs 

to be used as utility ext)enses in fixing rates. The staff's estimate 

of general office billing allocation is lower than applicant's 
, 

primarily because of the staff's lower estimate of EDP costs. The 

staff's estimate of those expenses, modified to reflect the 6.47 

percent increase on the payroll portion of the expenses, is adopted 

in Table III. 

The cost of employee pensions and benefits 1s affected by 

wage levels. Consistent with the payroll expenses adopted in 

Table III> the expenses adopted therein for employee pensions and 

benefits are the staff estimates, modified to reflect the &.47 percent 

wage increase in 1970. 

Applicant's and the staff's estimates of regulatory 

COmmission expenses differ primarily because applicant averaged the , 
costs of the current proceeding over a three-yearpeTiod, ~heretls 

the s.taff used a five-year period. Applicant's estitnate is ba.sed 

upon its estimate of the frequency of future Tate' proceedings in this 

district> as indicated by the apparent trend in rate of return. The 

staff's estimate is based upon the long-term average frequency of 

prior rate proceedings in this district. A staff engineertes,tif1ed, 

however, that 1f a different period of time 1s determined' for the .. 
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reasonableuess of the water rates to be aut hor:l. zed' herein~ the staff 

would have no serious objections to the employment of that period 

of time for determining average regulatory eommission expense. As 

discussed hereinafter under ~Trend in Rate of Retura~~ the rates 

authorized herein are expected to produce a reasonable· return for 

the next three years. Applicant f s estimate of average annUal 

re.gulatory eOmmission expense is adopted in Table III. 

In the estimates of miscellaneous· direct.admin:l.strative and 

general expenses~ applicant included certain dues, donations and 

memberships which the staff excluded. Applicant presented no· 

justification for inclusion of those items. The staff estimate is 

adopted in Tabl<2 III. 

Most of the difference between applicant's and the staff's 

estimates of other allocated administrative and general expenses 

results from differences in estimates of general office wage levels 

and cost of ED? operations. A small portion of the difference is due 

to the staff's exclusion of a portion of the salary of one of 

applicant's directors. As discussed earlier herein,. (1) applicant's 

actual wage levels for 1970 are 6.47 percenth1gher thari estimated 

'by the staff~ and (2) applicant stipulated to the staff"s EDP esti­

mates for this proceeding. Although it appears that the' president 

of applicant's board of directors has more duties ~han ~he other 

directors, there is insufficient evidence to reverse the finding 

1n Decision No. 73827~ dated March 12, 1968, in Applicat10n No. 49420~ 

\1pon Which the staff adjustment of direetors t fees and salaries was 

patterned. The staff's estimate of this group of expenses~ adjusted 

for the 1970 wage increase, are adopted in Table III. 

Both applieant's and the staffts 1970' estimates of ad 

valorem taxes were based upon projection of the' apparent gverage 
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: I: 

trend in past composite tax rates th:'ough the fiscal year 1968-69, 

but the staff's estitnates exclude- tsxes on property which the s·taff 

considered to be nonoperative. Recent tax bills show that the actual 

1969-70 composite tax rate is considerably higher tr~nest1mated by 

dpplicant and the staff, resulting in about ~13,300 greater expenses 

for 1970. This later evidence, together with payroll tax effects 

of the 1970 wage inc=~ase, is reflected in the ta.'lCes adopted in 

Table III. Consistent With the treatment accorded other factors 

relating to applicant's wells, the ad valorem taxes on the four 

disputed well sites and improvements are included in the taxes 

adopted herein. 

The staff's depreciation estimate excludes the depreciation 

related to the wells 'Which the sta.ff considered to be nonoperative~, 

Applicant's depreciation estimate is adopted in Ta.ble III. 

Local franchise taxes are based upon gross revenue. The 

fr~chise eaxcs adopted in Table III are consistent with the rev~uues 

adopted 1~ that table. 

The various differences beeween applicant's, the staff's 

and the adopted estimates of revenues and expenses affect the 

corresponding estimates of income taxes. The 1970 income texes 
\ 

adopted in Table.II =eflect the revenues and expenses adopted in that: 

tabl~,. and the recent revoea~10n of the Investment Tax Cred1t~ 

Abandor..:nEmt of Wells 

The Cor=iss1on staff recommends that four of ap,l:teant~s 

wells in this district be abandoned. This affects the various 

estimat:2s of expense~ and rate base. Ap?lica~t conter.ds that those 

four wells are useful in emergencies. 

The prOvision for emergency sourees of supply is a form of 

insurance. As wich other forms of insurance,. a decision to contir.ue 
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or discontinue the coverage should take 1nto account the cang1ble and 

in~ng1ble benefits upon oceu--rence of the events against which the 

insured is protected, the statistical probability of such events 

happening,. and the premium required. Thus, even if an event is 

likely to occur, and a dollar value can be placed upon the resulting 

datne.ge,. an e.'"<tremely high prem1'Ulll could make insurance economically 

unfeasible. Co~ersely, insurance against even infrequent such 

oc~-renees ~ght be reasonable if the premium were low enough. 

In the p:'esent instance, applicant normally 'W!ll have' an 

adequate supply of water without the four wells excluded by the staff. 

There could be situations, however,. such as shutdown of MWD sources 

or extinguish1ng of major conflagrations,. during peak demand periods) 

where the four wells would prevent ineonvenience or preclude actual 

monetary loss to customers. The record shows that the revenue 

requirement in retaining the four wells adds only about ewo'cents 

to- an average customer's. monthly charges. This would be' a low 

prem1:um to pay for even a slim possibility that the four wells will 

be needed. Under these circumstances we do not concur with the 

sta££T s recommendation that the four wells be abandoned at th1s time. 

The rate base and expenses related to the four wells are included 

in Table III. 

M1.nimum Bank Balances 

One of the working cash items included by bothapplic4nt 

and the staff is the minimum account balances which banks require 

applicant to maintain. In recent previous proceedings both applicant 

and the staff have included in these minimum balances the-portion 

thereof required by a bank which has extended e line of credit to 

applicant.. In the current proceeding,. . the staff excluded that 

p~rtiQn .of 'the ~1n.:Lmum ban.'k balances on the grC'IUnds that 1.t is related 
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to loans for construction purposes~ is thus an element of cost of 

capital, and is not includable in. rate base.. The staff cited 

Decision No .. 43368-, 49 Cal. PUC 107, 117 (1949) as authority for 

this concept .. 

For this proceeding, there is no point in dwelling at 

l~ngth on the relative merlts of different methods of compensating 

a u~i1ity for the funds devoted to maintainingmiutmum bank balances. 

!t !os 'the resul~ reached, not the method used., which is controlling .. 

!t would no~ be proper to either duplicate or omit entirely consider­

ation of the ~nimum ~ balances related to loan commitments. 

Allowance in rate base will not duplicate any other allowance in this 

proceeding, and will reach a reasonable result. The appropriate 

amount of $33,100 to be included in rate base can readily be deter­

mi::.cd from the record. We have included the dis.puted minimum bank 

bal~ces in the rate base adopted in Table III. 

Other Rate Base Items 

Other relatively small differences between applicant's and. 

the st~ffs rate base estimates relate to allocated common utility 

plane and depreciation reserve, plant held for fu~ure use,. and level 

of advances for construction. 

Applicant does not dispute those staff adjustments for the 

purposes of this proceeding... The staff adjustments are :cec:ognized 

:!.n the rate base adopted in Table III. 

Surcharge to Federal Income Tax 

A 10 percent ~urcharge to fed~ral income taxes was imposed 

by the Revenue and Expendit~e Control Act of 196&. The surcharge 

'ioTas retroactive for the full ye.-a.r 1968' and expired December 31, 1969. 

The p:-evious surcharge wes r~duced 'by tha 1969: Tax Reform end' Reduc­

tion Act. A S percen~ surcharge became effective January I, 1970 and 

is scheduled to expire June 30, 1970 .. 
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Applicant's Exhibit No. S indicates that a 2;.> percent 

surcha~ge on bills computed under the metered service rates requested 

in the application would have been required to offset" the effect, of 

the 10 percent income tax surcharge and produce the same net revenues 

indicated hereinbefore in Table III. Revised calculations show that 

:he su':'charge, at the rates authorized herein, should be 1.2 percent, 

to offset the effect of the present 5 percent tax surcharge. This 

sureha~ge on applicantts bills will offset only the future effect of 

the tax su:charge and is not designed' to recoup any of the 1nere~sed 

taxes on net revenue produced prior to the effective date of the 

increesed wster rates -authorized in this proceeding. 

R.ate of Return 

Ie a recent rate proceeding, AP91icat.ion No., 50880, involv­

ing applicant's Bay District, the Commission found that an average 

raee of reeuro of 7.1 percent over the next 2-1/2 years was reason­

able for applicant's operations in that district., In the C-.lrrent 

proceeding, applicant contends that a reasonable range of rate of 

return for i~s operations is from 7-1/2 to 8 percent. The staff 

recommends,. as a :reasonable ave:rage allowable rate' of, return for 

applicant's ncer fu~e operatio'C'~, 7.1 to 7.4 percent. 

The ch&irman of applicant's board of directors testified 

that 't:le.intenanee of the ?resent Class A rating for applicant's 

mortgase bonds is an important objective, from the standpoint of 

longer range £inancing. He st3.ted that, in his opinion, the minitmJIn 

coverage required to keep ellat rating is earnings of about three 

times the inte:rest on those bonds, and that a 3~" to 4-times coverage 

would insure a continuation of the Class A rating. He cited the 

3.5S-ttmes coverage computed for all of the Class A rated electric 

util1.ty bonds in the United States. 
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C.:.lculations based upon Table No. 2 of staff' Exhibit No.. 13 

show tr~t 86 percent of the interest on applicant's long-term d0bt 

will be in the form of interest on first mortgage bonds after 

issunnee of $3,000,000 additional such bonds in 1970. Applying that 

pereentage to the 2.80 percent weighted cost of all of app11cant r s 

long-term debt SbO\t1U :tn Table No .. 6 of EXl."'1ib:Lt No. 13-, results in e. 

weighted cost of 2 .. 41 pe:!:'cent for first mortgsge bonds. On that 

basis, to provide'3-ttmes, 3~-time$ and 4-times coverage of interest 

on first mortgnge bonds would require, r~spectively, returns of 7 .. 23, 

8.44 and 9.64 perce~t on total capitalization and returns of 11.4, 

14.8 and 18.1 ~eent on common equity. The returns on total 

eapitalizatioc and on common equity required for 3~-times 'and 4-times 

coverage of ~ppl1ec~tTs f!rst ~ortgage bond interest are excessive 

by other'criterie, but the 7.3 percent re~-non rotc base found 

re~sonable h~rein is slightly higher tba~ the ret~~ on toeal 

capitalization required for 3-times coverage of mortgage bond int~rest. 

Applicant's Exhibits Nos. 1 end 2 1ncludevarious financial 

~~tistics relating to ~pplicant and to ten gas utilities, ten 

electric utilities and ten water utilities) all with roughly the 

ssme ~oss operating revenues of applicant. The statistic:s-1nelude 

s·",ch items as dividend rate$~ yields, price-earnings ratiOS, capite::'­

izetion ratios, percent earnings on average totel capital" and total 

ea=n1ngs as a mult~ple of debt interest and of debt interest plus 

preferred stock dividends. The staff's Exhibit No. l~ includes 

various financial statistics relating to epplicant, to nine other 

water utilities throughout the n4tion, and to nine other Class A 

Ce~i=orn1a water utilities.. The statistics include such items as 

common equity ratios, e~rnings on equity and earnings on total 

capital. 
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One of the yardsticks used in judging what is a reasonable 

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

mination, wherein the various component part5 of applicantfs capital 
, 

s~ructure are assigned a percentage cost of money and a composite 

cost of capital is calculated. 

The return on equity utilized in the cost-of-money 

dete:m1nation is a judgment decision and is. influenced by many 

factors. Among those factors considered by the staff witness 

responsible for Exhibit No. 13 are continued growth in epplicantts 

n'lJIllber of customers and plant investment 7 increasing debt cos.ts, and, 

appliea.nt's capital structure~ 

The follOwing Table IV shows the cost of cspitsl resulting 

from the ranges of ~ete of ret~~ recommended by applicant and the 

staff and from the r~te of retu.-n found ressonable herein. Capital 

ratios end related cost factors are the pro forma 1970 year-end 

amounts shown in, or de=ived from, staff Exhibit No. 13. 

TABLE IV 

Cost of ~p1tal at Va=1ous Rctu~s on Equity 

Capital: Cost 
It9.m Ratio Fcctor 

Debt: 
M~rtgase EondsOcly SO.i2% 4.751; 
Other Lons-Term Deb~ 6.S7 5.94 -

T~t(o".l Debt S7.29 4.89:, 
Pre.f~=red Stock 6.53 4.$3 -" 

Sub~otal Excl. Cocmon Equity 63.82 4.86 

Common Equity: 
To Prodo:ce 7 .. 1% 

7.3% 
7.4% 
7.5% 
8.C% 

'f·"!otal Return 36 .. 18: 11.0& 
+Total Retu.-r. 36.l8 11.6l 
*Total Retu:rn 3$.18 11.89 
notal Re~urn 3S.18 2.2 .. 16 
4foTotal Return 3S.1S 13-.. 54 

*Ra~ge recommended by st~ff. 
4J:Range recommended by applicant. 
~Return found reasonable herein. 
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Weight,eo. 
Cost 

Z.41i. 
.. 39 

2.80: 
.30· -

3.10 

4.00 
4.20', 
4.30 
4.40' 
4.90 
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The 7.1 percent return on rate base found reasonable 1n 

the last series of proceedings involving. applicant was based,. 1:1 part" 

on applicant's "cost of money" prior to the scheduled additional 

debt financing. This 1970 issue of additional first mo::,tgage bonds 

is anticipated by the staff to bear an effective interest rate of 

8.4 percent,. as compared with its previous 4.49 percent imbedded 

cost of long-term deb:. There is no significant change in any of 

the other factors,. such as quality of service and efficiency of 

management, previously considered in determining a reasonable returnw 

A 7.3 pe:cent return on rate base now appears reasonable.. Table. IV 

indicates an 11.61 percent return on common stock equity under the 

assumed conditiOns hereinbefore discussed. 

Trend in Rate of Reeurn 
, , I 

Applicant's estimates for the test years, 196-9 and 1970 

indicate an annual decline of 0.36 percent in rate of return at 

proposed rates. The staff"s estimates show an snnual decline of 

0.32 percent at proposed rates. 

The comparative rates of return for two successive test' 

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

future trend in rate of return only if the rates of change of major 
, 

ind1~d~l 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, 

nonrecurring or sporadically recurring changes in revenues. expenses, 

or re.te 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 reasonableness of the trend in 

rate of return derived from the test years 1969 and 1970,. applicant 

prepared Exhibit No.9,. a comprehensive analysis of the many changes 

-16-
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in recordec items of revenues, expenses and rate base during the 

years 1963 through 1968.. Applicant analyzed and evaluated di's,tor­

tions during these years caused by such factors' as changes in its 

water rates, changes in MWD rates:. and changes in income tax rates 

and allowances. 

Exhibi ts Nos. 8 and 9 show tbs t, eliminating the effects­

of changes in water rates, MWD rates, and changes in income tax 

rates and allowances, the average annual decline in rate of retu.-n 

during the period from 1963 through 1968" would have been 0.24 per .. 

cent at applicant's present water rates and somewhat steeper at its 

proposed rates. This adjusted decline for the five-year period 

differs from the 0.26 percent per year at prescnt water rates pro­

jectee by applicant and the 0.17 percent projected by the staff, 

largely because (1) the staff assumed the same wage levels for both 

years, (2) the average annual increase in water use per customer 

during the five-year study period was greater than is anticipated 

by applicant and the st~ff under the assumption of normal future 

climatic conditions, and (3) applicant did not adjust 1969 ad 

vOllorem taxes to reflect the full-year effect of the purchase of a 

small water system early in 1969. There is no reason to believe 

that the trend in rate 0: return :at applicant's proposed water rates 

in the next few years would be less than the 0 .. 32 to O.36pereent 

per year indicated by the staff f s and applicant's 1969 and 1970' 
• I 

estimates. We will adopt an indicated downward trend of 0.35 per-

eent per year. 

In most of the recent decisions in rate proceedings 

involving other districts of ap?lieant, the apparent future trend 

in rate of return has been offset by the authorization of, 3 level 

of rates to remain in effect for several years and designed to. 

-17 
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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 from the 

J~ly 1, 1969 level and MWD rates from the July 1, 1970 level will 

be considered in future "offset" rate proceedings rather than in 

the current proceeding. With the annual "offset" proceedings 

resulting from this approach, but recognizing that the indicated 

downward trend is fairly steep, it is appropriate to, project about 

three years into the future for the basic rates established herein. 

The rate increase authorized herein will not be in effect 

for about the first quarter of the year 1970. With the indicated 

future trend in rate of return, the 7.7 percene return under the 

rates authorized herein for the test year 1970 should'produce an 

3verage rate of return of 7.3 percent for a three-year period' after 

the rates become effective. 

Aecountin~ Changes 

In Exhibits Nos. 11 and 12, the staff recommends that 

applicant make certain changes in its accounting procedures. The 

staff suggestions a're for applicant to: 

1. Evaluate its expense allocations between utility 
and nonutility EDP work, basing those al1oca­
tions~ to the extent possible, upon actual machine 
hours, employee time cards or othe~ appropriate 
factors. 

2. Undertake a study of the time of the manager of 
the Metropolitan Division to insure the proper 
future allocation of that manager's salary to­
expenses and capital accounts. 

In regard to allocation of ED? expenses between utility 

and nonutility operations, the staff showed in Exhibit No. 11 that 

applicant has not consistently allocated such expenses in 3 proper 

manner. In an earlier proceeding, 3 staff accountant had stated that 

he doubted the validity of those allocations but that he had not 
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made a specific investigation in support of his position.. We were 

persuaded in that proceeding by the testimony of one of app,licant' $ 

officers indicating that the staff's doubts were not justified. We 

should have had greater confidence in the experienced judgment of 

tbe staff witness, even .. ..ri.thout a specific study. It is now' appar­

ent that many of the things done in the past by applicant's EDP 

depa:tment were not in accordance with the wishes and instructions 

of applicant's lIIatlagement. Applicant is now making an intensive 

review of its entire EDP operations., which should correct the 

accounting defiCiencies pOinted out by the staff • 

. In regard to the alloeation of the time of division ~na­

gers, the.re appear to be some inconsistencies among applicant's 

divisiOns. Applicant sho'lld review this matter and be prepared to 

Show, in any future proceedings, that a reasonable basis of alloca­

tion is being used .. 

FindinRs and Conclusion 

The Commission finds tha t: 

1. Applicant is in need of additio~al revenues .. 

z. The adopted estimates, previously discussed herein,. of 

operat:ing revenues, operating e:...-penses and rate base for the' test 

year 1970, and an annual declin~ of 0 .. 35 percent in. rate of return, 

reasonably indicate the probable range of results of applicant's 

operations for the near future. 

3. An average rate of return of 7.3 percent on applicant 's 

rate base for the next three ye~rs is reasonable. 

4. The increases in rates and charges authorized herein are 

justified; the rates and Charges auth~rized herein are reasonab~e; 

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

those prescribed herein, are for the future unjust and unreasonable .. 

-19-
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The Commission concludes that the applic8'tion should be' 

granted as set forth in the ensuing order. 

ORDER 
-~-~ .... 

IT'IS ORDERED that) after the effective date of this order, 

applicant Southern California Water Company is authorized' to file for 

its Central Basin District the revised rate schedules attached to 

this order as Appendix A. Such filing shall comply with General 

Order No. 96-A. The effective date of the revised schedules shall 

be four days after the date of filing. the revised schedules shall 

apply only to service rendered on and after the- effective date 

thereof. 

The effective date of this order shall be twenty days' 

after the date hereof. 

Dated at &.u F.ra.nclsco , California), this' /0 Cr day 

of __ M"""'A ...... R...,..CH..-____ , 1970. 

,"- ·,t ",. .' "....,..--'-' 

\~ '" :~//:. , .. ~_,,":," .. ~ .• oJ:::: " -.......... .,"" -, :. 
~' ... .r/'" , .~.~~ 

" ~"o=ssiOn s: 
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A:P?LICABItITY 

APPENDIX A 
?n.3e 1 of 9 

Sched.ule No. CBA-l 

~ntra1 BAsin District 

Artesia-Norwalk Ta.rlrr Area 

METERED SERVICE 

ApPlicable to all metered water service. 

~~O]! 

Portion" or the C;tties of Arte.sia~ Cerr1 tos ~ Downey" Hz."raiian G3%'­
d.ens ~ Lakewood.,t tong Beaeh~. Norwa.lk~ Santa Fe Springs and. vicin:1.t:r in 
Los l~zelo$ CO'l:.nty and. portioM of the CitY' of'Los Al1.lJllitos ~d.v.ieinitY' 
in OX'nnge CO'lmty. 

Por Sit x 3/4-1nch meter .......•..••..••...•• 
For 3/4-incb meter .•..••..•...... ~ ..... 
Por l-ineb metor .~ .•••.•.•....•..••.. 
For l~inch meter ..••...•••..••.••.... 
For 2-i:lcb meter ..................... 
For 3-ineh meter ......•...•.•. ~ ...... 
For 4-ineh meter ......•••......•.•... 
For 6-ineh metor .....••....•..•..•... 
For S-inch meter ...••.•........••.... 

Quantity Rate$: 

F'i...""St. :3 ~OCO cu.tt.. ~ per 100 cu.rt. 
Over 3~OOO eu.!t., per 100 cu.£t·. 

• •• a.a ..... e·. . ............. . 
The Service Charge is apPlicable to all 
metered. service. It is a. rMdiness-to-serve 
charge to "'hich is add.Gd the charge,. com­
puted. at tho Quantity .Rates I :tor water used. 
d.uring th& month. 

(Continued.) 

POl· Mcto:-. 
Pt!ll':'MO::'l.·;:'~ 

$ l.90 
2~lO 
2...70 
4.50 
7.00 
l4~OO 
21.00 
35.00 
6\).00 

(T) 

(T) 

(T) 

(x) 
t 
f 
! 

d~) 

(C) 
!, 
! 
f 
I 

" , , , , 
! 
I , , 
I 

(c) 
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SPECIAL CONDITION 

APPENDIX A 
P~ge 2 or 9 

Schedule NQ. C13A-l 

C~nt~al Bn~in District 

Artesia-Norwalk Tariff Area 

METERED SERVICE 
(Cent.inuea) 

.e 

While the .5 percent S'Ilreh.arge to Federal Income Tax i13 in et!ect,. 
bilJ.s com~t«!. under the above tari!! will be increased by l.2 percent. 
At :such time as the tax s'Ilrch.arge is e1'toct1vely Urmina.ted or reduced, 
1;he above p¢l"~nt..'\ge 3ha.ll be ellminatM or reduced to the e~nt o£ 
t.he reduction in the tax 3ureharge. ' 

('1') 

(T) 

(T) 

(I) 
T 
r 
I , 
r 

<I) 
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APPUCA.B!L!'l'Y 

APPENDIX A 
Page 3 of 9 

Schedule No. CEE-l 

Cent.rAl &':lin Dist.rict. 

Bell-Florence Tariff Area 

METERED SERVICE 

Applie4ble to- all metered. 'Water :lervice. 

TERRITORY 

Portions of the Cities of Boll" Bell Gardens" CUdah:r" Downey" 
Huntington Park" Pax-amo'l;m:t." Pico Rivera.,. South Gate". Vernon and vicinity" 
Lo~ ADgelos County.. . 

Service Charge: 

For S/S x 3/4-inch motor ..•...••..•....••.... 
For 3/4-inch meter .••..•.•...•.••....•. 
For l-inch meter 
For l~ineh motor 

...•..•..•.••........ 
••..•....••. -....... . 

For 2-inch meter ...•....•.....••...•• 
For 3-inch meter ..•.....•.•..••.•.... 
For 4-inch meter ..•.....•....•.....•. 
For 6-~',nch meter ••....•.......••.•••. 
For S-inch motor ..................... , 

Qu.antity Rate: 

Por 100 cu.1't. . ...•..•....••.••.....•....•... 
the Service cnargo is &p~licable to all 
m~ Mrvice. It is a. roadines~-t,o-serve 
charge to- which is added tho cholrge" computed 
at the ~tity Rate" for water used d~ 
tho month. 

(Continued) 

Per- Meter 
Per Month. 

$. 1.60 
1.80 
2.40 
4.50 
7 •. 00 

14.00 
21 .. 00 
35 .. 00 
60 .. 00 

$. 0~19; 

(1') 

(1') 

(1') 

(1') 

(1') 
r 
t 

(1')' 

(C) , , 
I 
r 
r , , 
r 
~ , , , , 

(c) 

(c) 

eX) 
t 
t , 
t 
t 

d:·) 

.. 
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SPECIAL CONDITION 

JJ>POOIX A 
Page 4 ot ,9 

Sehod'Jl.e He>. C:SB-1 

Central Basin Di~trict 

Bell-Florence Tariff Area 

MBTERED SERVICE 
(Continued.) 

, ~oJhile the 5 percent Sureha.rge to Federal Income Tax is in ei'i'aet.". 
b~ cot:lputcd under the above t.lrif.f 'Will b(, increased by 1.2' percent~ 
At such time a.3 the tax ~1.1reMrge is e:ctoetivoly terminated or reduced." 
tho above ~rcentage shall be elimit.k~ted or reduced. to, tho ¢Xtent o.f 
the reduction in. the tax sureh.tl.rgo. 

(T) 

(T') 

(T) 

(I) 
T 
t , 
T 
I 
I 

(I) 
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APFLICABIUTY 

APPENDIX A 
Page S of 9 

Schedule No.. CBA.-l .. L 

C~ntr31 BAsin Di~triet 

LIMITED MZTERED SERV'ICE 

A~pliea'ble to all metered ~tor service furnished to' the Motropoli tan 
State Hozpit.::U~ 1n the Cit:r or- Nor'\<talk. 

TERRI'I'ORY 

Within the est3.blishod Centr~ Basin Di:ltrict. 

~ 

Servico Ch.:I.rgo: 

For 10-inch meter ............................. 

Qu.antit:r Rate: 

Per 100 cu.rt. . .•.•....••....•..•.••••.•.••.. 

Per. Me.ter-. 
Per Month 

. $90.00 

$ O.JJ 

The Service Charge is applicable to all metered 
service. It i~ ~ rctlodine"-to-serve charge to 
which is added the charge, computed at tho 
Quantity Rate~ for wa.ter u:;ed. d\Woi.ng the month. 

SPECIAL CONDITION'S 

(1') 

(1') 

(c) .. 

(c) 

(T) , 
I , 

('t) 

l. Service under this schedule will 'be 1\lrnished only between the 
hours or 9:00 p.m. and 6.:00 a...lll. The utility w.i.ll provide adequate con- (X) 
trols to prevent use of water :my othor time. 

2. While the 5 percent Surchc.rge to Fed.er31 Income Tax is in effect .. eI) 
bills eo:putcd under tho .:'l.bove ~ff will be increased 'by 1.2 percent. At 
:such t:t:lc ~ the t.:lx surch.?rgo is effoctively terminatod. or reduced.. the I 

above pereenttl.ge shall bo e':1r:d.:oa.tcd or roduc<ld. to. the e~ent of the reduc- ~ 
t:i.on in tho t"x surch.3rge. (:r:) 
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APPENDIX A 
Page 6 of 9 

SChedule No. CB-4 

Central Basin District. 

(1) 

(1') 

PRIVATE FIRE PROTECTION SERVICE -
APPUCABnITY 

Ap~lieable to all water service furnished to privately owned: tire' 
protection ~~tems. 

TERRITORY 

Within tho est.o.blished ContralBasin District. (T) 

Per Month 

For each inch or diameter or service connoetion ... $2.00 

SPECIAl. CONDITIONS 

1. The fire protection service eOMection shill be installed by the 
utility and tho cost paid by the applicant.. Such p~cnt. sh.all not. be sub;' 
joet to refund .. 

2. The minimum diamoter tor fire protection sorvice sMlJ. be tour 
inches, and. the maximum dimnoter shalJ. be not moro than the diameter of tho 
main to which the service is connected. 

(I) 

3. If' a d.istr1bution mo.in or adequate size to servo a private fire 
protection syst~ in addition to all other normal service does not oxist in 
th~ stroot or alley adjacent to the premises to be served, than 8. sorvice 
:nain trom the nearest; ~sting m.nn or adoquate cap.a.citY' shall be. in.stalled 
by tho utility lind the cost p:lid bY'tho applienn.t. Such payment· shall not be 
sUbjoct to retund. 

(Continued) 
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APPENDIX A 
Page 7 o£ 9 

Sehedule No.. CB-J... 

Central Basin District 

PRIVATE ~ PROTECTION SER'VICE 

SPECIAL CONDITIONS--Contd. 

4. Service heretlnder i:\ tor pri va.to fire proteetion. system:J to­
which no connections :tor other than fire protection 'Purposes are allowed· 
and which are Ngularly' inspected by the 'Ullderwriter:s ha.ving ju.r1:\diction) 
.u-e in:Jtalled a.ccording to- ~poc1.f1cation~ of the utility" Md are main­
tained to the ~ati:\tac:t1on or the utility.. Tho utility may in'tall the 
standard doteetor typo meter approved by the Eonrd or Fire Underwriters 
ror protection aga.in3t theft) leakage f'lr waote ot water and the cost paid 
by the a.pplieant. Such paymont. shall not be subject to ro.t'urld .. 

5. The utility will supp~ o~ such W3.ter at- such press\1ro as. me;r 
bo availablo !:rom time to time as, a. res.ult. of 1. ts normal operation of the 
Sy-5tem.. 

(1') 

(1') 
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APPUCABIUTY 

APPENDIX A 
Page S ot 9 

Schedule No·.. CB-5 

Central Basin District 

PUBUC ~ HYDRANT SERVICE 

r '. 

(T). 

Applicable to all !'ire hydrant service 1'UX'Xlished to m\ll'licipalities" (T} 
organized. fire di~ttiets and other political subdivisions or the State. ('1') 

Within the estabJ.::Lshed Central Bazin Di~trict. 

~ 

City- of Bell 
4-1nch. Riser Type Hydrant .. with one outlet: 

At'cached. to 4-ineh main .. or ~maller ......... .. 
Attaehed to 6-inch main, or larger ............... .. 

4-ineh Standard. Type Hydrant .. with one outlet: 
Attached to 4 ... inch main, or ~er u ......... . 

Attached. to. 6-inc:h main, or larger ............... _ 

Hydrants 'With two or more outlets: 
For each outlet in excess or one •••••••••••• 

County or Los Angeles and Other Public Agencies: 
For- oach hydx-arlt. •• ., ••• •.••• _ ........................... . 

SPECIAL CONDmONS 

Per Hydrant. 
. Per Month" 

$1.00 
1 .. 25 

$1.25 
1.50 

$0.25 

$2.00 

(T) .. 

(D) 
(T') 
(T) 

1. Water delivered. for purpose~ other than fire protection shall be (~) 
charged. i'or at the qunntity rates in tho a.ppropriate metered service ~ 
schedule. ~ 

2. Tho cost or relocation or tJ.ny hy(lr::mt shall be paid by the 
party requesting relocation. 

(Continued ) 
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APPENDIX A 
Page 9 or 9 

Sc:hed.ule No. CB-; 

Central. 'BMin Dist.rict 

PUBLIC ~ HYDRANT SERVICE 

SPECIAL CONDITIONS-Contd. 

s. HydrGn~ shall be comected to the utilitY':J 3~tem. upon receipt 
of writ.t.en :t'equest. !rom I.l. publ.1c authority. The written request shall 
designate tho specific location of Mc:h hydrant and)' wnero appropriat~" 
the owne~p)' type and size. 

4. 'l'he ut.ility und.ertakes to supply' only such water at. such pres­
sure as may be 'available at. aIJY' time through tho normal opera.tion of 
its. s~tem. 

, 
r 
T 
r , 

ciS) 

('1') , , 
('1') 


