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5 QREHAL

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE SIATE OF CALIFORNIAo

Application of INDEPENDENCE WATER )
COMPANY, to increase rates for Application No, 51969
water service. (Filed June 15, 1970)

John A. Cemmell and Everett L. Clark, for.
applicaat,
Che*“er 0. Newman, for the Commission staff.

OPINION

By thislapﬁlication Independence Water Compauy, a California
corporation, seeks authority'to-inerease its rates and charges for
water service by SO pexrcent. | | - B

Public hearing in the matter was held before Exaﬁiner&y
Ezerson on September 15 gad 16, 1970 at Independence. Ugon receipt
of lste-filed exhibits, the matter was submitted on September 24, :1970.

Applicant was incorporated in 1887 and has sinee such time
supplied water to the- unincorporated towa of ;ndependence county seat
of Inyo County. The origiual authorized stock was 8, 000 shares of
oune dollaxr pexr share par value common stock. There are pr esenoly
outstanding 7,620 shaxes of such stock, now held by eleven shareholde:s,
such number of shares haviag been the same since June 5 1888 No -

dividends have ever: been;paid to the holders of these shares,
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The present stockholders are as follows:

Stockholder : Number of Shares
Jobn A. Gemmell and wife S 3,800
Joha A. Geumell | 20
H. R. Gemmell - - “ | 5
K. J. Gemmell - 25

The City of Los Angeles .

Mcza Osborne | L v.25   -

Duane Georgeson - o 25

Paul H. Lane ‘ 25

0. I. Maixs | - 300

John E. Baxter o ‘i Lo 3607

Phillip E. Baxter - _300

Total 7,620

Jokn A, Gemmell is president of applicant. e and his
fawily together hold 50.525 percent and the City of Los Angeleé
holds 36.680 percent of the stock. Three of applicant's five
directors are the Gemmells, Johu, Helen and Katherine; the‘oﬁhér'two, |
Duane Georgesoun and Monma Osborume, are reported to be employees of
the City of Los Angeles. Nome receive any fee for sexrving as a
director. | o

The Nbithern District of the Aqueéuét Division.of'the
Department of Water and Power of the City of Los Angeles has its
opexating headquarters in Indeperndence and it is believed that
gbout 50 percent of the town's inhabitants work for the city
departument..: '

Applicant s sexrvice area 1is the unincorporated townsite of i
Independence, an area of about 200 acres in which only about 50 per-

cent of the land is ia private ownership, the balance.being cwned_by
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the City of Los Angeles, Inyo County and the School District. A1l
of the lands surrounding the townsite are held, in gemeral, either
by the City of Los Angeles or by the Federal government and are
withdravn from public use. Except for service to existing inactive
sexvice coumnectious, there is little or no possibility for water- |
customer growth or system expansioﬁ. Ounly éleven customers have been
added since 1958. Today the systém serves 297 active service
counectious, 6 connections for £lushing the town's sewers, which are
owned by the City of Los Angeles, and 31 fire hydrants owned by the
local fire district. | | | | o .
The City of Los Angeles', since about 1913, has diverted
Owens River waters, waters from many tri.butary streams and waters
pumped from underground aquifers fato the Owens River Aqueduct for
transport to and ultimate use wit:hin the corporate limits of
Los Angeles. Oune of the tributary streams is Independence Creék',._‘ |
the source of supply for applicant's system and from which appli.céﬁt
has aﬁ established right to 55 miner"s: inches of continuous fl_ow.v
Applicant's point of diversion from Indeéénd'ence Creék
lies about one mile west of the townsite where its diversion works,
settling basins, 405,000-gallon opea reservoir and chlorinators are
located on 2 tem-acre paxcel of laud which applicant leases from ‘the‘
City of Los Angeles, | o /
The City of Los Angeles. diver t.s the flew of Independénce |
Creek at locations both upstream and downst:reaﬁ from applicaqt:'s
diversion works. Upstream diversions by the City have on occasion

left applicant's system completely without water, since applicant’s

xeservoir holds ouly about a two~hour's supply during peak water
usage within the townsite. o | |
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The City of Los Angeles has ins;élled, Opetaées and
maintains a meter in applicaunt’s 10-inch supply main, at 2 point
about 650 feet below applicant's reservoir, in order to measure the
gross water consumption in Independence.

The watet system has been operated for at least thevlasf
20 years with part-time help. For some 16 of these‘yea:s,

Mr. Gemmell served as applicant's general managef‘while being
employed full-time by aunother employer in the community aud was,
for all practical purposes, continually available‘to-meet'edergency'
situstions as well as the routiune operations of the utility. qu_
his utility work he was paid $250 per month. In August 1968,

Mr. Gemmell accepted full-time embloyment ia Silverpesk, Névada,
some 150 miles distant from Independenée-and since such time has
been unable to closely oversee the operations of the water system.
Round-trip travel time in good weather is some 5 hours; iu;winter;
as long as 14 hours, COutiuueé management by Mr. Geﬁmell is thus‘
rather obviously iuwpractical. To meet this problem appiicaht'sq
directors have sought a replacemenﬁ'for Mr. Gemmeil and have
authorized & salary of $750 per'month for a full-time ménagef;

They have as yet been umable to attract pr_find a person'competent'
to manage and operate the system. Reportedly, there are émployees
of the City of'Los‘Angelgs in the coumunity who aré capable‘of
undertaking such work on & part-time basis and whofmigﬁt like.;o'do
$0 but the testimony indicates that the City will not perm;t‘its
employees to accept non-city employment.

The system has been'plégugd with problewms Qf low-preséure
and low-quantity availability on nuRerous oécésions_qvér a’périoaa

of many years. When large run-offs of storm water occur, the s?stem'

suffers from.dirty'wdtér, both during the storms and for periodé of

wlpon
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varying leungths of time'therafter. In reeent years there has been
only one instance when the system was out of water and ou such
occasion an emergency supply was obtained by running somm 2,000 feet f
of wmain on top of. the ground to a well owned by the City of
Los Angeles. Customexrs of the system have been, by and earge, long-
suffering aund have wade the best of trying conditions. Facedﬂwith a
proposed 50 percent increase in rates in this proceediﬁg, howevef;
they object and recite their complaints. Ia addition to numerous
letters volcing complaints just prior to the hearing im thts'matter,
12 customers testified relative thereto. The majority must obcain
water for drivking and cooking purposes from an artesian.well owaned
by the City of Los Angeles, some 2 1/2 miles from town, in order tof‘
avoid the dirty and possibly coantaminated water (there are_pubiic'
czup grounds along Independence Creek) seryed by applicant. A
succinct summary of their testimony-would“be that the presentﬁvalue
of the poor service that they receive does not warrantyanyeincrease
in rates but that a fully adequate service of ciesn, uncontamineted
water would justify some increase. |
Because of the poor quality of water sexved (sand rocks

aod sediment), the Ceqmission {a 1960 directed applicant to ianstall
a "rapid sand filterb'at the diversion works (see Decision No. 59476,
Application No. 41104, Lssued January S, 1960). Said £flter was
not installed as ordered but in lieu thereof a "debris removal |
structure’ was placed at the site—(see—Decision No. 55775, July 30
1963). Even though applicant's engiueer thereafter reported that

"the debris structure loses much of its effectiveness when required to
handle muddy water in such large quantities” and recommended
by-passiog stream flow during periods of heavy run-off, the‘Commissiog,
since 1963, has been led to believe that the problem-had‘been‘ |

adequately solved. That such is uot the case; however, is plainly

appareunt from the testimouny in the instant proceeding.
-5 ‘
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Applicant'was also. ordered in 1960, to undertake & |
routine main-flushing program and to properly chlorinate the water.
The evidence discloses that applicant did not flush mains om a
scheduled or programmed basis during either 1969 or 1570, The
evideunce also fndicates that the Department of Health has often
couplained about appiicant's source of supply andnpurification N
facilities during the past five years. .

A review of applicant's prior complisnce reports releting-
to the operatioun of its f£iltering system shows that a reductiqﬁ of
¢irt and debris in tﬁe distribution wains can be accdmplishedﬂty-
regular supervision end by following a routine operating'echedple
for cleaning ard backwashing the filter beds. Custémer EOmplaints
also show that there is an accumulation of sediment‘in the distribu-
tion system which has buiflt up over many years with no indication‘
that applicant has provided written insttuctions te‘its'eﬁpldyees to
carry out &8 systematic plan for cleaning the distribution mains.

Applicant is aware of customer dissatisfaction and‘readily
admits poor pressures and other system deficienciee.addatheir_long.
standing. It has no present intention or plams forffuture‘improbe-e
ment of the system. When questioned along these iines, its witness
cited cost estimates of $15, 000 to $400,000 as being indicative of
wkat might be needed to substantially improve its water service. |
It seems to be overwhelwed by the magnitude involved and is,certein

that the financing thereof cannot be accowplished.

Applicant has been attempting to sell the system. Ia this

respect, its President testiffed "I bave been working_consistently'
with the (Los Angeles) Departmeﬁt of Water and Power for so&e'three

aud & half years unow trying to get them interested in taking,over

the system, inaswuch as I feel thet they are inlthe water business
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and that this is theix towm'. According to his testimony, the Ci:y 
of Los Angeles has kept reiterating its internst in acqu¢rin3 the
system but negotiations have never reached a formal stage. In-alln
the circumstances, we are of the opiﬁion that this c¢ourse of action
should be vigorously pursued in the best Intexests of the water
users. It would seem that whereas applicant’S'operatioﬁs.are its
sole interest and plagued with the problems ofIbOth‘management and
labor, the entire enterprise might be little more than an‘incre&ené
tally iusignificsnt addition to the operations of the C*ty of

Los Angeles; particularly in view of the headquartcrs and the 1arge‘?
aumber of personnel which the city has in Independence.

Applicant should make a concerted effort to—obtéin-local"
operating assistance from the City of Los Angeles. With~approximacely ‘
150 water department employees stationed in Independence, surely the
City, a substantial stockholdexr in applican: could temporarxly |
Telax its rule respecting outside employment and permit at least one |

- of 1ts competent employees to be employed by applicant on a part-
time basis for supervision and maintenance of \applicant*é system,

With respect to applicant’s earmings, the record herein,
iancluding applicant's annual reports to this Commissiéﬁ, shcws that
the system operated at a loss for the years 1968~aﬁd,1969; A@plicant
also estimates losses of more than $6,000 for each of the years 1970
and 1971, such prospective losses being primarily.attriﬁutable-to"‘
an increase In management salaries. A brief SummATY, afﬁei inclusion

of full allowances for deprecilation expeunse and all taxes, is as -
follcws*

Year Net Revenue—Loss

1968 $ 206
1969 ; . 857
1970 Est 6 066
1971 Est 6 289
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Applicant's utility plant account,ét_thffstart of 1970
totaled $97,346, including iutangibles of $9,805.” With a
depreciation reserve of $48,566 applicant’'s net plant was thus-
$48,780 as of January 1, 1970.

In viewingz the record in this proceeding; certain facets’
stand out most clearly: (1) watexr users are provided an inadequate
service overall, with low pressures, ifnsufficlent quantities, muddy
and, at times, contsminated water; (2) the utility has no prcsenc o
intention of waking future improvements for supplying its patrous
with clear and uncontaminated water; (3) the utility wants to sell
its system. We conclude that the value of the-present sefviée is
not such as to warrant an increase in water rates'attthiéitime. |

If applicant can bring its system, its degree of mainten-
ance and its managemeunt or supervisorial efforts tp to a proper
staﬁdard of performance and thereby accomplish improvemeuta.which
would warrant a finding that the value of the service to £ts patrons
is e&ual to its proposed increased_q%&;ges; applicant’s‘rate‘increase

- proposal should be fully granted.

It {s basic in law, of course,.that a public utility may-

not be forced to operate at a loss and may, under such adverse )
circumstances abandon its operations aund go out of business. Such‘ﬂ
a step is indeed 2 drastic one; however, if applicant cannot weet
its utility obligations to the public end remain solvent, it may
cousider seeking authority for such a step. Seemingly, ﬁhe.onlj‘
present reasonable altermative is acquiéition of thg_system:by thé‘

City of Los Angeles, a substantial stockholder of the enterprise.

i/ Recorded amount of $1Z,0/0 less 32,265 Incorrectly 1n¢1uded’/
therein for settlement ’of prior free-water claims. : '
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In view of the record herein, the more imporﬁant elements “
of which are hereinabove discussed, the Commission makes the follow-

ing fiodings of fact,

1. After due notice, public hearings have been held;_evidenée T

bas been adduced; the Coumission has been fully informed énd'the
matter stands submitted. B

2. TUnder existing rates and charges for its utility sexvices,
applicant has operated at a loss during the years 1968 and 1969
aund, prospectively, will so operate during 1970 aad 1971,

3. Applicant seeks to fmcrease each of its water rates by
£fifty percent. |

4. Applicant now provides an inadeqnate service to the public
and has failed to make system improvements or employ practices
designed to alleviate existing inadequacies.

S. Applicant'’s system is now largely unattended by management,

6. It Is essential that system improvements be made in the

following respects:

a. Applicant should be required to install a coarse mesh
grating or perforated metal plate at the stream
intake to its filtering structure. This screening
installation should be capable of removing amnd
diverting leaves, sticks and other debris more than
1/2 inch in diameter. Provisions should be wmade for
cleaning of the screen daily by the system operator.

Applicant should be required to immediately
{nstitute a main ¢leaning and flushing program
beginning at the southwesterly coruer of the
service area and proceeding down stream to the
north and east ends of the distribution system.
A serubbing umit-of sultable material should be
passed through each main of more than 2-inch
diameter. : : '

Applicant should employ persbnnelvwho-cau carry out
operating procedures on a routine basis.

Apglicant should be required to submit detailed .
writted Imstructious to be used for routime |
operation and maintenance of the filter system, -
water treatment facilities, and storage reservoirs.

-9~
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7. The value of the present service to the public is no

greater than the present charges therefor.

8. Upon completion of the system improvements set forth
in paragraph 6, above, applicant'

s rates should be iIncreased by
approximately 50 percent.

The Coumission comcludes that authorization to imcrease

rates, as proposed by applicsut, should be deferred until such time

as applicant can demonstrate that its system'and-its opeiations héve

been brought to a proper standard,

lng oxder s obtained and investigetion by the Commission's staff
confirms the same, the Commission, by supplemental oxdexr 1in this

proceeding, will authorize the £filing of increased water rates In
the full amount sought herein.

IT 1S ORDERED that:

1. Withic ninety: days of the effective date of this order,

applicant shall install a screening appurtenance capable of removxng

all debris wore than 1/2 inch in diameter. Said-installation‘shall

comply with any requirewents of the Department of Public Health‘of

the State of California. When such imstallation is complete,

applicant shall so notify the Commission in writing.

2. Within one hundred twenty'days)of‘the'effectiverdatg of

this oxder, applicaunt shall commence a main cleaning program'using'
4 scrubblog device for all mains larger than 2 Inches 1n diame:er.‘
Appliesnt shall report its progress in the cleaning program on the

first and.fifteenth days of each month until\cleaning,is completeq.

When cowpliance with the follow-
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3. Within thirty days of the effective date of this order,

applicant shall file with this Coumission a copy of written operating .
instructions for the operation and maint:enan'c_e of its filtei‘ 'sy'stém,:'
water treatment facilities and storage reservoirs. | ,

4, Authorization to increase rates is hereby denied uatil such
time as 2 Comuission staff favestigation may disclose that al‘i of the
foregoing has been accomplished and thet the syStém is in proper | |
operating condition. W B o | _

The effective date of this order shall be. twenty da)‘rS‘ﬁaftér‘,
the date hereof. | ' -

Dated at San Francisod lifornia, i:his»-".?b)(,
day of MARCH 19 | |

: Ir., boing
Commpissioner Willlam Symons, ’
nocess;ﬂ v nbdrent, aid not.. participate .
in the disposition or‘this procssding.




