
Decision No. 78770 

BEFORE THE PTJBLIC UTILITIES COMMISSION OF '!HE STATE OF CALIFORNIA 

In the Matter of the Application of ), 
PARK WATER. CO~ANY, .a california ) 
co:poration, for authorization to ~ , 
increase its rates charged for water 
service .. 

Application No.. 52118 
(Filed August 10, 1970) 

Chris S. Rellas, Attorney at Law, for applicant. 
Alexar..der Googooian, Attorney at Law, for City of 
-'cllflower, and Charles W .. Thompson, Attorney 

at lAw, for City of Downey, protestants .. 
Elinore C. Morgan, Attorney at Law, fo:: the 

commission staff. 

OPINION ..... - .... _-----
By this application, Park Water Company (Company) requests 

authority to establish rates in its 17 service areas which are 
designed to increase annual revenues in the year 1971 estimated by 

$897,600, or 38.68 percent, over the general metered and private 
fire protection service rates now in effect .. 

Public hearing was held before Examiner Gi1landers in Los 
Angeles January 12 and 13, 1971, end the matter submitted upon 

receipt of late-filed Exhibits Nos. 4A and 5 and Company's written 
clOSing argument on February 8, 1971. Copies of the application 

had 'been served and notice of hearing had been published, posted, 

and mailed in accordance with this Co~ssion's rules of procedure. 

Te~t~ony on behalf of Company was presented by two' of 1es 

vice presidents, its consulting engineer and its con$ulting account-

ant. '!'ac Commission staff presentation was made by one accoun~nt 

and one engineer. Twenty customers attended the hearing of whom 
17 testified as to various ser~ce complaints. 
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Service Areas and Water Systems 

Company operations are grouped into· 17 service areas 
identified by geographic location. These locations are in rather 

widely separated parts of southeastern Los Angeles County and one 
area;, identified as the Chino Service Area, is located in San Ber-

nardino County. Each service area is served by one or more separate 
water systems as shown in the following table: 

Service Area Number of 
Separate Systems 

Baldwin Park 1 
Bell Gardens 1 
Chino 1 
nowney-Bellflower 1 
East Bell Gardens 1 
East Compton 2 
Gardens 1 
Hawaiian Gardens 1 
~~a~ 1 
Montebell~ 1 
North Downey-Pico Rivera 1 
Norwalk 1 
Paramount :3 
South Compton 1 
South Gate 1 
West Compton 4 
tvest Downey 2 

Water supply for the 17 service areas is provided primar-
ily from 83 wells and five MiD connections. The wells range from 

10 to 24-inch diameter and are equi?ped with deep well turbine pumps 
driven by electric motors, ranging in size from 10 to· 150 hp, and 
one gas engine unit. 

Distribution mains range in size from 2 to 20-inch diame-
ter and total 387 miles in length. 

The Company bas four 500,OOO-gallon ground level storage 
tanks and a 2,OOO,OOO-gallon concrete reservoir in service. 

In several service areas it is necessery to add poly. 

phosphates and chlorine to well water containing excessive amounts 
of iron and manganese. Treatment is applied by hypochlorinators. 
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The service areas are generally flat and consequently have 
little difference in static pressw::~. Pump controls, actuated by 

pre-ssurE> sw:i.~hes~ operate to maintain a minimum of 50 psi at the 
plant. 

The main office of the Company located 'at 4206 East 

Rosecrans Avenue, Compton, serves as the headquarters for the admin-
istrative, engineerin8~ accounting, billing, and collections, per-
sonnel. 

The garage, storehouse, meter shop, storage and parking 

yard, and other general plant facilities were located at 6833 East 

Rosecrans Avenue in Paramount. This location was headquarters for 

the superintendent, radio operator and foreman. Construction and 

service crews were dispatched from this location. 
In 1970 the Company constructed a new administrative, 

commercial, and operating headquarters ,located at 9750 Washburn 

Road, in the City of Downey. Applicant's construction and operating 
facilities were moved to this address in January 1971 sndall of its 
commercial and administrative functions will be moved to the new 

general headquarters early in the year 1971. 

O'tmership and Affiliated Interests 

The Company was incorporated December 15, 1937. All of 

its common stock has been issued and is currently held by five 
stocl<holders who are H. H. Wheeler, V. E. Wheeler, H. H. Wheeler, 

Foo A. Richardson, a-cd Title Insurance and Trust Company, trustee 
under .the will of Helen May Wheeler. The principal of~icers are as 
follows: 

H. H. Wheeler, PreSident and Director 
Hoo H. Wheeler, Jr., Vice President and Director 
V. E. Wheeler, Treasurer and Director 
J. F. McLaughlin, Assista.nt Secretary 
William S .. Cook, Vice President and General M2nager .. 
Mr. H. H,. Wheeler, Jr., ows all of the stock of San 

Bernardino 'Vlater Utilities Corporation and is a prinCipal stock-
holder in Vandenberg Utilities Company, both of which are public 
utility water corporations under the jurisdiction of this Commission. 

-3-



. " 

A.5211a NB 

Rates 

Present rates are comprised of rates for General Metered 
Service, General Flat Rate Service', Temporary Flat Rate Service, 

Public Fire Protection and Private Fire Protection. It is proposed 

by Company that the deficiency in income be met by increasing rates 
of General Metered Service, General Flat Rate Service and Private 

J Fire Protection. The su=-charge applicable to customers in the City 
, 

of Norwalk to recover the business license charge will be continued~ 

A comparison of bills computed ,under present and p:oposed 
General Metered Rates for SIS-inch meters follo'Ws: 

:Osage: Bilis tor USB~e~ Doiiars: Increase : 
: Cef: Prescne : :?roposed :Doilars:percent:. 

o 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
lS' 
19 
20 
25 
30 
35, 
40 
45 
50 
60 
70 
80 
90 

100 
200 
300 
400 
500 
600 
700 
800 
900 

1,000 
27 500 
5,000 
7,500 

10,000 

1.80 
1.80 
1.80 
1.80 
1.80 
1.98, 
2.16 
2.34 
2.52 
2.70 
2.88: 
3.06· 
3.24 
3.42 
3.60 
3.78 
3.96 
4.86 
5.76, 
6.66 
7.5G 
8.46, 
9.36, 

10.66 
11.96' 
13:.26, 
14.56 
15.86 
2&.86 
41.86 
54,.86 
67.86 
80 .. 86 
93-.86, 

106.86 
119.86 
132 .. 86 
297.86 
572.86 
847 .. 86 

1,122.86 

2.25-
2.25-
2.25 
2.25 
2 .. 50 
2' .. 75 
3 .. 00, 
3.25 
3.50 
3.75 
4.00 
4.25 
4.50 
4.75 
5'.00 
5.25 
5.50 
6.75 
8.00 
9.25 

10.50 
11.75 
13.00 

114.87 
16.6,7 
18.47 
20.27 
22.07 
40.07 
58,.07 
76.07 
94 .. 07 

112.07 
130.07 
148.07 
166.07 
184.07 
424.09 
824.09 

1,224.09 
1,,624.09 
-4-

0 .. 45 
0.45 
0.45 
0 .. 45 
0.70 
0.77' ' 
0.84 
0.91 
0.98 
1.05 
1.12 
1.19 
1.26, 
1.33 
1.40 
1.47 
1 .. 54 
1.89 
2.24 
2.59 
2.94 
3.29 
3.64 
4.21 

. 4.71 
5.21 
5.71 
6.21 

11.21 
16.21 
21.21 
26'.21 
31.21 
36,.21 
41.21 
46.21 
51.21 

126,.23 
251.23 
376.23 
'501.23 

25.00% 
25.00 
25·.00 
25'.00 
38 ... 89'-
38: .. 89 
38:.89 .' 
38.89'-
3a.89 
38,.8,9 
38.89' 
38'.89, 
38.89 
38.89 
38.89' . 
38·.89, 
38-.89 
38.89 
38,.89 
38-.89 
38.89 
38~S9 
38.89 
39.49 
39.,38· 
39.29 
39.22 
39.16 
"8' S4 .;J '. 38'.72 
38.66 
38.62 
38-.60 
38:.58 
38.56 
38' .. 55 
38.54 
42.38· 
43'.86 
44.37 
44.64 
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Position of Protestants 

Protestant City of Downey requested that the Commission 
thoroughly review and investigate Park Water Company systems. If 

any increase is granted Downey wants the increase used to make the 

systems reliable and to have adequate stor~ee of 10,000,000 gallons. 

Protestant City of Bellflower believes the requested rate 
of return is unreasonable and that the requested rates are exorbi-
tant. The City of Bellflower also believes that the ratepayers 
should not finance Companyts new headquarters building as it is 
an imprudent investment.. The City also requests improved service 
throughout the entire system. 
Results·of Operation 

Witnesses for Company snd the COmmission staff analyzed 
and estimated Company's operational results. Summarized in the 

table below, from Company's Exhibit No.1 and staff's Exhibit No.3, 

are the estimated results of operation for the test years 1970 and 
1971, under present rates and und;er those proposecl by Company. 
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S;.tmmAry or EArrrl:ne:? 

stitt : Applicant : :ApPllca:n£ :ESt:i.m.a.te : : : Est1JMted : &timated Elccf)ed.:s statr .. . : ITEM : 1970 1971 1971 : Amount :Peree:nt:: 

Present Rntes 

Operating Revenue~ $2,333~OOO sz,.:ns" 700 $2~320,,525 $ (58,.175)" (2.4)% 
Deduction~ 

Operat:1.ng & Y.a.1nt. Exp. 1,524,.000 1,624,:300 1,676,740 52,440 3.2 Deprociation Expenoe l79,600' 190,500 190,550 SO -Taxes other than Income 244,.500 252,300 250,550 (1,750) (0.7) Taxez Eased. on Income ~.6.O.Q lQQ l£Q -Total Deductions l,95:,7oo 2"o67~200 2"l!7;9~0 56,,740 2.5 
Net Revenue 377,,300 3ll,.;00 202,585 (lOS,91;') (35.0) Avg.DePNd.a.ted Rate Base 6,9Z7,.loo 7,0:33,700 7,l62,:300 l2S,6oo . 1.8 Rate or Ret1Jl"n 5.45% 4.45% 2.83% (1.62)% 

(Re<1 Fig\lX'e) 

Pr02ased Rates 

Operating Revenues 3,219,400 3,298,800 3,218,12;. (80,,675) .(2.4) 
Deductions 
Opera.t1ng & Maint. Exp. 3.7 Depreciation Expense 
l'a.xe~ other than Income 
Taxes Ba,.,ed. on Income 

Total Deductions 

Ne~ Revenue 805,,400: 792,.000 7Z7,98; (64"ol;) (8.1) Avg.Deprec1a.ted. Rate Base 6,9Z7,loo 7 ,OY).,. 700 . 7,,162,300 l28,.600 1.S Rate of Ret\:r%l. 11.63% 11.26% 10.16% (1.10)% 
(Red Figure) 
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Ra te of Reeurn 
According to Company, ,the summary of earnings it developed 

in Chapter 11 of Exhibit 1 demonstrates clearly that there is a 

deficiency in earnings under the Company's present rates .and that 

earnings- will continue to deteriorate unless- rates are promptly 

increased. Among the factors causing attrition of earnings are the 

rapidly rising costs of labor, materials, and fixed charges on cap-

ital additions and replacements' made at unit costs which are con-
tinually increasing. 

The revenue requirements for the future' have been deter-
mined by Company after giving consideration to the many factors Which 
are determinative of a reasonable rate of return. Primary among 

these factors is the cost of money. The Company must be able to 
demonstrate the presence of adequate earnings in order to obtain 

the necessary finanCing for improvements in its system. The Company 
contends that it must be recognized thtlt the cost of obtaining funds 
necessary for capital investment has risen dramatically within the 

last few years. Rates of return on rate' base must now be apprecia-
bly higher than those which were adequate in the past if the utility 

is to adequately cover the cost of borrowed money plus a reasonable 

return to the equity investor. The rates proposed by Company bave~ 
for these reasons, been designed to produce (1) a return on rate 
base of 10.2 percent~ (2) return on common stock equity of 11 per-
cent~ and (3) earnings after income taxes of 2.10 times fixed 
charges. 

At December 31, 1969, the Company had long-term debt of 
$l,150,000 at an interes.t rate of 3.38 perICent and $350,000 at an 

interest rate of 9.25 percent. 

To obtain additional long-term financing to complete its 
committed capital improvement program, Company claims it will have 

to' refund its entire· present long- and short-term debt and replace 

and supplement it with new long-term debt. The long-term debt at 
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December 31,' 1970 is es~imated at $4,210,000 and the estimated 
effective interest rate on this debt will be 9.41 percent.' These 

daea were used in this proceeding by Company to establish the cost 

of money and the claimed rate of return required by the Company. 

According to the seaff's accounting witness, the determi-
nation of a reasonable rate o~ return for Company in this proceeding 
necessarily involves a certain amount of judgment due to the inclu-
sion of an allowance for common equity. This range of allowance is 
based, in part, on' the following considerations: 

a. Company's current need for construction 
funds at re18tively high rates. 

b. Refunding of low cost debt as .a prereq-
uisite for additional funds. 

c. Substantial cushion of equity capital. 

d. Maintenance of credit standing to effect 
short-term seasonal borrowings. 

e. Extreme high cost of money. 

B.a.sed on his studies and judgment, the staff financial 
witness recommended Company be granted a rate of return in the range 

of 8.80 to 9.10 percent on the staff rate base of $.7,033,700 for the 
test year 1971. Such returns on rate base would produce a return on 

c~on stock equity of more than 8.0 percent but lesstr~n 9.47 per-
cent. 

The staff financial witness testified that even his highest 

recommended rate of return (9.1 percent) would result in a negative 
leverage for the common equity. 

The effect of negative leverage according to Company is 
that common equity then subsidizes the ratepayer to tbe extent that 
revenues are insufficient to produce a dollar return on equity at 
least equal to the interest cost on de~t. 

Company claims that the staff's proposal for lower return 

on equity than cost of debt is contrary to every basic prinCipal of 



fin3ncial analysis. Since debt is a lower risk investment than 

equity capital, it universally commands a lower cost than equity. 

Unless a proper retarn for common equity is permitted, Company will 

experience difficulty in future borrowing or marketing of equity 

securities without diluting present shares. 

Adopted Results of Operation 
A. Operating Revenues 

The follOwing ~bulation shows the di~ferences between 

Company and staff estimates for 1971 test year operating revenues 

at proposed rates: 

. . stan- : Appnca.nt :Applicant Ei'i£iliiiite : 

Item 
:,_~~E_~ .... tim=tl:;.;;;t. .... cd~~_: E,t1ma.ted: Exceed~ Star! : 

1970 : 1971 : 1971 : Amount :Porcent: 

Metered Revenu,es 
Commercial 
Industrial 
Publ1c Authority 
Sales tor Resale 
Other Sa1.e~ Total Metered Revenue~ 

Total Flat Rate Revenue~ 

$2,SlS,900 $2,882,000 
l58,8OO 158,800 
128,900 l4l~900 
19,900 20,300 
1 00 1 100 

3,127, 00 3,20~,100 

91,$00 94,700 

$2,8.£105,7001 
l67,8OO 
108,800 -1 100 

94,72; 

Total Opera.ting Revenues 3,219,400 3 .. 298,,800 3,2lS,125 

(Rod :Figure) 
1 Ine1ude~ resale ~tomer revenue 

~epa.ra.te~ anaJ.yozed by the ~W!. 

2; 
(80,675) (2.4) 

The basis of the staff's estimates of operating revenues 

where the staff differs from applic~ntw3s explained as follows: 

1. AnnUQlized 1970 Rn~e Increase. In calculating 
present rate revenues the staff ~pplied on a 
full year basis the increase in rates which 
became effective on July 1, 1970, whereas appli-
e~ne used rates in effect prior to July 1, 1970 
to compute first-half year revenues and used the 
increased r~tes which became effective July 1, 
1970 to compu:c' last-half year revenues. 

-9-
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2. Public Authorit~ Revenues. The staff has in-
cluded the ~rtin Luther King Hospital for both 
estimated years. Applicant added this customer 
as of July 1, 1970. A single customer with 
estimated annual revenue of $8,000 is not normal 
customer growth and if not included in full, in 
both test periods, would distort revenue change 
between the two estimated years. 

l. Sales for Resale. The staff has identified the 
two puSb.c utility water companies who purchase 
water for resale and has separated these cus-
t~ers from the metered commercial custocer ac-
count. These customers are increasing their 
purchases from applicant at a rate greater than 
any ot~er customer category now served. 

The staff' s method of estimating test year revenues gives 
a more precise estimate of future revenues than does Company's esti-
mate and therefore will be adopted. 

B. Operating Expenses. 

Operating eXpenses for the test year 1971 were develope& 
..... 1 1-\"'. 

·by·t~e staff after a review of 1969 recorded operating expenses as 

~djusted for accounting purposes and as adjusted for customer gr~, 
average water sales, wage schedules adopted by applicant for 1970, 
water purchases, and water replenishment assessments. Cost of 

purchased water and the replenishment district assessments for both 

estimated years are ba.sed on rates in effect July 1, 1970. 

Company based its cost of purchased water at the 
price it estimated would be in effect for the second half' of each 

calendar year. The adopted cost of purchased water ~dl1 be the cost 
effeetive from July 1, 1971 through June 30, 1972. 
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As shown in the tabulation below, the staff differs from 
Company's estimate on individual items of operating expenses but it 

does not appreCiably differ from Company's overall estimates for 

1971. The staff bas reduced water treatment expenses by $5,000 on 

the baSis that the requirement for reporting detailed ehomiesl 
analysis of water supplies should be discontinued. 

Opo~~ting ~nscs 

Item 

Source or Sup~ •••••••••••••••••••• 
Ptcnp1llg' ~s ..... • :' ............... . 
'tola.ter 'trea.tment Expenses ................... .. 
Tran:J. and Di:str1but1on Elcpen:ses •• 
~tomer Acct. ~Me= .............. .. 
Admin. and. GeneroJ. Expense~ ........... . 

Total •••••••••••••••••••••••• 

: Sta.!t : ComparlY': Comp~ Estimato : 
:Est1mated. : ~tima.ted.: ~cet'!ds Staff : 
: 1971 : 1971 : Amount :Percent:. 

$ $97,;00 
~O,900 
45~OOO 

248,,800 
280,200 
221~OO 

1,624,300 1,67 ,740 

2.9 
0.5 

13.3 
5 .. 0 
0.1 
6.6· 

(Red. Figure) 

The staff's estimates are reasonable and will be ~eopt~d. 
c. ~te Base 

As shown in the tabulation below, th~re is lit:le di£f~r­
ence between Company's and staff's estimate of the 1971 te~t year 
rate base .. 

: 
: 

Item 

Average Utility Plant ................ . 
CVJIP ............. " .' ..... " .............. ' •• 
Mate~ and Supplie, ............... . 
Worl<:tn.g Cash. " ••••• ,. ., ................ ," •• 

Subtotal e .••••••••• ' .............. . 

tel5s'Deduetions 

: . . 
: 

: Company Estimate: 
1971 Estimated : Exceeds S'G.~:f' : 

Stat! : Company : knO'lmt, :Percent: 

Avg,. Re:serve tor D¢:preeiatiol'J. •••••••• 3,4;0,300 3,J..k0,034 (10,266-)' (0.3) 
Avg. Advance tor Construction •••••••• 615,,00 615,536, 36· 0.0, 
Avg.· Contrib. in Aid o! COrultruetion ..;.2~.~6~16.~,~9~OO=--·--;2:-r.!~61;;:4~·'4-~~1~3:-· ~(-=-2'z.;!2..,:;87-!:")'-··..lo:(O~.~1) 

Avg .. Deprecated Rate l3a,e • • • • .. .. 7,0:33,700 7 ,~62,33S l2S,.538 1'.8 
(Red Figure) 
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r~e staff included $300,000 and the Company included 
$329,500 in rate base as an allowance for working cash on the basis 
that Company's investors should be compensated for monies which they 

have supplied, over and above the investment in tangible and intan-
gible property, in.order eo enable the utility to operateeconomi-

cally and efficiently. 
D. Rate of Return 

By Decision No .. 77828, dated October 14, 1970, in Applica-

tion No .. 52111, applicant was authorized to issue not exceeding 

$3,000,000 aggregate principal amount of its notes. 

'rae decision stated: 
"The utility proposes to borrow not exceeding 
$3,000,000 from Pacific Mutual Life Insurance 
Company aud the Lincoln National Life Insurance 
Company. The indebtedness is to be represented 
by notes bearing a ~y 1 lS90 due date, the 
interest rate to be 9-1/2 percent per annum with 
respect to $1,100,000 and 9-3/4 percent per 
annum for tl'le remainder. The notes will be sub-
ject to a restricted prepayment provision until 
May 1, 1980, and will be issued substantially 
in accor<1ance with the terms of a Loan Agreement. 
Among other things, t:he Loan Agreement: will pro-
vide for a Mortgage and Security Agreement to 
secure the loan, Supplemental Mortgages pertain-
ing to after-acquired property, and additional 
Supplemental Mortgages. 

"Out of the loan proceeds the utility 'tdll use 
$1,100,000 to refinance the $1,100,000 balance 
outs:anding on 3-3/8 percent notes due March 1, 
1976 in favor of said insurance companies and 
authorized by Decision No .. 45673, dated May 8, 
1951, in Application No. 32254. In order to meet 
its financial needs and to solve its cash flow 
problems, applicant proposes to use the $11900)000 
balance of the loan proceeds to repay $l,l~O,OOO 
banI< borrowings for tempora.ry financing of a sub-
stantial portion of said improvement program and 
other capital expenditures, of which the amount 
of $650,000 was authorized by Decision No. 75120, 
dated December 20, 1958, in Application No. 
507l7, and to pay for permanent additions and 
betterments to its plant facilities amounting to 
$720,000." 
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The rate of return on capital originally computed by ,the 

Company is developed in the table shown below: 

Park W~ter Com2anx 
Pro Forma capitDliZ8t1on 

Deccinber 31, J.970 

. . capi~al .. capita!: Cost :R:ate 03: Return: . .. .. .. Item .. Amount .. Ratios .. Factor .. ComEonents .. . . . . 
Long-tc:t':ll d..-:bt $4,210,000 51,.3% 9.49% 4.87% 
Common equity 3 994 GOO 48.7 11.00 5 .. 36, 

Total 8'!'i5~500 100 .. 0 10".23. 
USE 10.2 

Exhibit 7 develops the receipt and disbursement of loan 
proceeds for the S-year period 1968-1972. The end result of these 

transactions according to Company is the addition of $150,000 to 

working cash. 

The sale of yard and shop facilities will add about 

$153,700 to the worI<;ing cash ($225,000 gross proceeds less income 

taxes, etc .. ). The sum 0= these two cash inflow items is $303,700. 
The working cash requirement of the Company (page 54, EXhibit· 1) 

is about $330,000. 

According to Company's closing argument the net proceeds 
from the sale of property becomes equity capital of the Company 

and may be paid out as a dividend or added to ~he working cash. 

.. -

Pro forma capitalization at December 31, 1971, adjusted', for the use 

made of the proceeds from the sale of land, is illustrated by Com-
pany'in the following table. 

: : Capital : capital:' Cost :Rate of .Return: 
: ______ ·_I_t_em __________ .~: __ ~Am~o~un~t ___ :~Ra~t~i~os __ ~:.~F~a~c~t~o~r~:_'~,C~Om~p~o~ne~n~t~s~,_: 
Long-term debt ' .•• .;.... $4,150,000 49 ~ 1%. 9.43% 
Common equity ... ~ •• ~ 4,300,000 
Plus gain on sale . 
of land ••• ~ .......... " 153,700 

Less total. cash pro-
ceeds from sale of 
land: declared a div-
idend................. 153,700 

Adjusted common equity 4:300·z000 50.9 11.00 
Total ............. 8,450,000 10'0.0 

-13-
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However, Company's vice president testified that the monies received 

f~om sale of properties must ~e used either to purchase permanent 
additions or used to n~~e ~ p=ep~ymen~ on :~e lo~n. EY~ib1t 8 shows 

that this witness' testimony is correct. 
Our analysis of Ey~1ibits 1, 3, 4, 6, 7 and S and the tes-

timony of the various witnesses shows that Company has committed 
itself to borrowing more dollars than it needs ~thin the foresee~ 
able future. Exhibit 1 shOWS, for test year 1971, plant additions 

of $380,500, depreciation accruals of $271,2'51,1 advances for con-

struction of $30,000, and contributions in aid of construction of 
$49,000. Thus for 1971 Company needs only supply $30,249 from 
other sources in order to meet its construction budget. 

" Company's vice president testified that as a result of 

the sale of the old office building and land $225,000 was in escrow 
and that he expected Company to realize $75,000 more from the sale 

of the building, or a total of $300,000 before taxes. 
Exhibit 7 shows that under the terms and co~ditions of 

the loan agreement .(Exhibit 8) Company ~ust·:drawdown. $1,500,000 by 
December 31, 1971. '. .' ' 

Exhibit 7 also shows that appr~_tely ',50. peX'ce~'t of the 
requiX'ed, drawdown will be disbursed to,a~other lending'~gency in 

1972. 
. ' 

" . 
.' .' 
',.' . 

", 

.'.": . , 

. " .... '. 

. . 
• '. I.' 

f • " " I' 

" " 

' .. ' 

1 Exhibit 8 shows that depreciation accruals must be used to pur-
chase permanent additions·. 
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The record thus shows that. Company has committed itself 

to borrow $1,000,000, at high interest rates, more than it~eason-
" '. . ~ 

ably needs. 

Calculation of Pro Forma Debt Structure and 
Ef~e:tive Interes~ &ate - December 31, l§1l 

.. Jtr:"; 

:--------: ---------:"""S:-'e-c-ur ...... ;J.-· t':""'y-:""'I"i.-:"t'""'l-e-lu---. -: -----:. .. ~ . 
P-M and. lincoln :Pacific 1: suranee :. ;:-. . . • . 

: ____ ~I~te_m ______ ~:~~9-~1~7~l~%~~:~9~-~~~74~1.~o~:~N~at~'l~B=k.~:&~T~r~u~st~~~7.~:~T~o~~~l~ ... ~~.' . \"'" ,. 
Outstanding 
Annual Charge 

Effective Rate 
$1,100,000 $900,000 $940,000 $210,000 

104,500 87,810 65,800 16,800 

lOne and one-fourth percent over, 
prime bank rate, assumes 5.75 prime. 

$3,150;,:006' . 
2741 910 . 

~.73% 

The table below sho;~s the adopted pro forma eapitaliza-

tion as of December 31, 1971. 

Common Stock 
Capital Surplus 
Earned Surplus 

l.ong Term Debt 

December 31 1971 
Amount . ~ercent 

$ 679,325 
1,320,670' 
2;:300,000. 
4,300,0'00" 
3.:150,000 
7,450,000 

-% 

57.7 
42.3 

100.0" 

Based upon the above tables, we f:tnd that a rate of return 
of 8.75 percent on the adopted rate base will produce a return on 
equity of 8.77 percent. Such returns for the future are 'reasonable • 

. '. 
Company, therefore, is entitled to an increase in gross revenues of 

$590,000 instead of its requested incre~sc of $8~7,600. 

We do not concern. ourselves with the indicated tre'Q,r,l.' '.tn. 

X'ate of return (s~ff .37 percent; Company 1.27 per~ent) as both 
staff and Company did not consider that 1970 additions contained 

$451,000 of nonrevenue producing capital expenditures for the new 
office building, as well as system improvements previously ordered. 
The::efore, 'We believe 1971 test year results reasonably reflect 
future operating: conditions before any consider'ltion of inere3ses 
in the price of purchase of water. We have considered, among other 

things, in arriving at a reasonable rate of return the service being 

-15-
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supplied by Company as discussed hereafter and the Company's build-
ing program. 

Service 

Field investigations of applicant's operations were made 

in September and October 1970 by the staff engineer. Plant and 

facilities were inspected, pressures cheeked, customers interviewed, 

and records examined. In addition to these field operations, the 

staff engineer reviewed the pressure recording charts which were 

submitted by Company in compliance with Decision N~~ 74643, in 
App:ication No. 49080. 

According to the staff engineer, Company bas instituted 
~nd is continuing a program for reduction of taste, odor, and dis-
colored water. A main cleaning and flushing program is also being 

carried out and is substantially reducing the n\lmber of informal 
complaints relating to, taste, odor, and dirty water. 

No informal complaints relating to taste, odor, and dirty 

water have been received since January 1, 1968. 

Pressure complaints were investigated,by the staff engineer 

snd found to be related to dissolved air in the water supplies and 
:he subsequent separation of air in the customers' service outlets. 
Company has placed in effect several items in its source of supply 

?lants which should, with careful operating supervision, reduce this 

:ype of complaint. 
Company had 14 interconnections with other water purveyors. 

These interconnections provide emergency sources in the event of a 
failure of source of supply which csnnot be anticipated. 

. 
Of the 17 public witnesses ~ho gave testtmony, 10 testified 

that there was sand in the water, the pressure WS$ low and that the 

watc~ tasted and smelled bad; two complained that their meter size 

-16-
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was wrong; two complained t~t the water was hard; and three testi-
fied that the existing rates already are too high. 

In addition, four petitions containing a total of 44S 
names protesting the increase were presented by the public witnesses. 

The examiner ordered the Company to investigate each com-
plaint testified to by the public witnesses 7 and to furnish a copy 
of the report of investigation to each of the public witnesses. The 

staff was requested to review the results of Company's investigation' 

and report thereon. Company filed its report (late-filed Exhibit 5) 

on January 22, 1971. !he staff filed the follOwing-report on 
February 3, 1971: 

The Commission's staff engineer has reviewed 
applicant's late-filed Exhibit No.5, relating 
to its investigation of service complaints. 
!he staff verifie~tion of tests made on indi-
vidual services is contained in the tabulation 
attached to this memorandum. This tabulation 
in general, verifies the Company's conclusions 
in its detailed ~eport. 

App1ieant has in progress a progrrun for:, replac-
ing existing one inch galvanized pipe services 
which cross streets to serve two 5/8 by 3/4-inch 
meters. The replacement pipe generally is either 
l-l/4 inches or 1-1/2 inches. Replacements were 
being made in the Pico Rivera Area during 
January 1971 and after com?letion in Pico Rivera, 
replacements will be started in the West Compton 
Area. The main cleaning program in the Pico 
Rivera Area shows that a substantial accumulation 
of sand and rust is.in the mains in this area. 
The cleaning program should produce a substantial 
improvement in service in Pico Rivera when com-
pleted. 

After coml>letion of 1:he cleaning program in Pico· 
Rivera, applicant should begin a similar program 
in the I..a Mirada Area. 

Subsequent to the receipt of the Cocpany's repo~t, two 
letters from the Pico Rivera Area were received by the Commission 

regarding the report. . One letter pointed out that the pressure 

check was made at 11:00 a.m., a time of low water'usage. The other 
letter questioned the method in which Company operates its pumps. 

-l7-
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Findings and Conclusion 

The Commission finds that: 

1. Applicant is in need of additional revenues but proposed 
rates set foreh in the application are excessive. 

2. The adopted estimates, previously discussed herein, of 

operating revenues, operating expense 'and rate base for the test 

year 1971, reasonably indicate the results of applicant's operations 
for the future. 

3. A rate of return of 8.7S percent on the adopted rate base 
for the year 1971 is reasonable. 

4. Filing of the reports set forth in Ordering Paragraph 
No. 11 of Decision No. 74643, in Application No. 49080, filed 
January 12, 1967, is no longer necessary_ 

S. Company's general flat rate service schedule should be 
adopted as a limited schedule applicable only to the ,present service 

locations until such time as applicant provides metered service~ 

6. The increases in rates and charges authorized herein are 
justified, the rates and charges authorized herein are reasonable, 

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

those prescribed herein, are for the future unjust and unreasonable. 
The Commission concludes that the application should be 

granted to the extent set forth in the order which follOWS: 

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

l. After the effective date of this order Park Water Company 
is authorized to file the revised rate schedules attached to this 
o:der as Appendix A~ and concurrently to withdraw and cancel 
presently effective schedules for General Metered, General Flat Rate 

and Fire SpriUkler Protection services. Such filing shall compkY 
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with General Order No. 96-A. The effective date of the revised 

schedules shall be four ~) .. :,: after t::',;: date of filing.. the revised 

schedules s~"l.$.ll <:P?ly to s~';-Y'ice rellci.~.:ced on and afte: the effective 

~. Park Water Comps~~' is :elieved from filing, the reports 

set forth in Ordering Paragraph No. 11 of Decision No. 74693~ in 

Application No. 49080 .. 

3. The general flat rate service is applicable only to the 

premises receiving such service on April l, 1971. 

Tae effective date of this order shall be twenty days 

after the date hereof~ 

Dated at. S:m FraneisOO ) California ~ this ,/d/v day of 

ijlNE , 1971. 

-19-



e 
A.52118 KS/NB * 

APPlICABILITY 

APPENDIX A 
Page 1 or 4. 

Sehod.ule No. 1 

METERED SERVICE 

Applicable to all metered water ~crvice. 

Portions or Artcsis., Baldwin Park, Bolltlower, Commerco, Compton, 
Downey" lynwood, Montebollo, NorwaJ.k, Pa.:ramo\mt, Pieo-R1vera." Sante Fe 
Springs, South Gate and vicinities, !.oil Angole:l Cc'-1nty, and the 'V1einity 
or Chino,. San Bernardino Co1.mty. 

RATES 

l'cr Mct:er 
Per Month 

Quantity Ratos: 

F1r~t 700 eu.:f't .. or le:ls ........................ . 
Next 4,300 eu.:t't., per 100 eu .. !t ........... .. 
Next. 95,000 eu.tt.., per 100 eu .. !t ............ . 
Over 100,000 eu.!t., per 100 eu.!too ............ .. 

M1nimum., Charge: 

For sis x 3/4-1neh meter .............................. . 
For 3/4-1neh meter •••••• , .................. . 
For. l-ineh., mater •••••• __ .. e". • •••••••••• 

F l~ . . or ;,l, inch meter ....... III ... • ••• ., • ., •••• 

For 2 ... inch meter .......... , III. • •••• e" ••• ' *' • 
'E'or 3-ineh meter •· •• oo •••••• · ........... . 
For 4-1neh meter ........... • •• It •• • " .' .' •• 

For 6-ineh'meter ••.••••• ' •• : ••• e" •••• " •• 

For 8-i%lch meter ......... e' __ •• ..,. ••• ' ••••• 

For lO-inch meter ............. • .... oo ........ . 

The lI.inimum ChArge w.tll entitle the customer to 
the qua.nt.ity of wa.ter which that. milUlnum. charge 
will purchase at t.he Quantitj" Rs.tc~. 

SPECIAL COND!!IQN 

$2.20 
.230 
.165 
.1.40 

2.20 
3.00 
5.00 

10.00 
15.00 
25.00' 
40.00 
80 .. 00· 

1.40 •. 00 
200.00 

All 'billing under this schedulG 'to cust¢men in the C1ty of Norwalk 
is subject to, a. surch4rge ot 2.04%. 

(I) 

(I) 
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P,PP'LICABILIT! 

APPENDIX A 
Pa.ge 2 of J... 

Schedule No. 2L 

LIMITED !l!! E6.:m SERVICE 

" 

(T) 

('1') 

Applicable to all flat rate residential and commercial water sorvice.(T) 

TERRITORY' 

Portions or Arte~1&, Baldwin Park, Bellflower, Commorce" Compton" 
Downey, Lynwood" Montebello, Norwalk". Paramount, Pice-Rivera, Santa. Fe 
Springs" South Gate and vieinitie5 .. Los Angele~ County, and the 'Vicinity 
of Chino, San l3erna.rd.ino Co'lnty. 

RATES 

For a single-t~ residential \mit, or 
commercial unit., includ1ng premises not 
exceeding 7 .. 500 sq. ft. in area ••••••••• 

a.. :For each additional 5ingle-!amily 
residential unit on the :same premises 
and ~erved from the same service 
connection ••••••••••••••••••••• ~ •••• 

b. For ea.ch 100 5q,. !to or promises in 
excess of 7 .. .500 .5q,., tt. . ........... . 

SPEgIAL CONDITIONS 

Per Service Connoetion 
Per Month 

l.55 

1. The above flat ra.tes appl1 to service connections not larger 
than one inch in d.ismeter. 

2. All :service not covered b7 tho a.bove cla3s1r1cat10n3 shall be 
furni~hed only on a. metored basis. 

( ) 

( ) 

3. It eithor tho utility or the customer so elect, .. a. motor shall ('I") 
be installed and 5ervico provided.. \mder Schedule No.1" Metered Serv1~. 

4.. All billing under this schedule to oustomers in the City of 
NorwaJk 15 subjoct to' a. ~eh.a.rge or 2.04%. 

5. Service will be provided. und.er this 3eh0d.'~ o~ to tho~ {T) 
prem1~'" 'l"6<:0iving !ht rate sGr'V'i.c.,. .as. o-! ApX'il l, 1971. (T) 
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APPtICABIUTY 

APPENDIX A 
Page :3 ot 4 

Schedule No. 4F 

NON-METERED ~ SPRINKLER SERVICE 

Applicable o:ol:7 for wator service to pri vate~ o-wned non-metered 
fire sprinkler system.5 whore water is to· 'be used only' in ease of tiN .. 

TERRITORY 

Portion" ot Arte:sia. .. Bald'W1n Park" Bellf'lower" Com,eree" Ccmpton". (or) 
Downey" Lynwood, l1onte'bello" Norwalk, Paramount., Pico-Rivora." Santa 'Fe I 
Springs" South Ca:t.e and. vicinities" los Angeles County, and the v:tdn1ty 
of Chino, San Bernarclino County. (T) 

RATES 

Size of Serviee 
2 inch 
3 inch 
4 inch, 
6 inch 
S inch 

10 inch 
12 inch 

SPECIAL CONDITIONS 

Monthly Charge 
$ 3.75 

5.00 
7.50 

ll .. OO 
15.00 
19.oo 
23:.00 

(I) 

(I) 

1. Tho tiro proteetion service connection shall '00 installed by {1') 
the utility and the co~t paid by the a.pplicant. Such pa;?ment shall not 
be subject to re:!'1Jlldr 

2. The m:1nimu:m diameter for tire protection service shall '00 two 
inches" and. the ~ diameter shall 'be not more than the diameter ot 
the main to which the service is connected. 

3. If a. distr:Lbution main of adeq:uate size to eerve a. pri va.to fire 
protection system in addition t.o all other normal servico does not cx1,t 
in the streot or alley adja.cent to· the promises to 'be served, then a. 
service main from the nearost existing main of acieq,uate eapa.city shall 
be wtalled. by the utility and. the co~t pe.id. by the a.pplietJ.nt. Such 
payment sh3ll not be subject to. rei\md.. (1') 

(Continued) 
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APPENDIX A 
Pa.go 4. of 4. 

Schodule No.. liF' 

NON-METERED FIRE SPRnJ1\LER SERVICE -
SPECIAL CONDITIONS-Conte. .. 

4. Service hereundor i3 tor priva.te fire protection 3yste.m3 to (T) 
which no connections for other than tire protection purposes are 
allowed and which are regW.a.rly inspocted by the undorwriter5 hav1ng 
jurisdiction,. are wtallod according to specifiea.tion3 ot the utility,. 
and are maintained to tho sa.ti~ra.etion or tho utility.. The utility 
mAY install the standard. <1etector typo motor approvod by the Boa.rd of 
Fire Unde:rwr1tors tor protoction a.g.:dnst thert, lea.k3.ge or wa,ste- of 
water and the cost paid by tho a.pplic3l'lt. Such payment :lhall not 'be 
subject to refund .. 

5. The utility undertakes to supply only ~uch watorat such 
pressure as may 00 ava:Ua.ble at any timo through. tho normal opera.tion 
of its s;y'Stem. (T) 

6. Arty unauthorized use of wator, othor than tor firo extinguish-
ing purposes, sh.a.ll 'bocharged. for a.t tho regular ostablished. rtl:te as 
s~ forth under Schedw.e No. l,. and/or mAY' be the grou.nd!s for t.he 
immediate di~eonneetion of the sprinkler service without liability 
to the eompa.ny .. 


