Dectsion No. <731 -‘ :
BEFORS THE PUBLIC UTILTTIES CQIMISSION OF THE smm oF CALIFORNIA |

In the Matter of the Application ,

of SOUTHERN CALIFORNIA WATER :

CQMPANY for an order authoriz:!.ng Applicat:!.on No. 53764,
it to increase water rates in its (Fﬂed December 21, 1972)
Central Basin District. ’

O'Nelveny & Meyers, by Donn B. M:.ller,
Attorney at Law, for applicant.

Cyril M. Saroyan, Attormey at Law, and
Andrew Tokmakxoff, for the Comnission
Otafl. .

Soutkern California Water Company (SCWC) seeks authority

to establish rates in its Central Basin district’ designed to increase‘
anonal revenues by $632,000, an increase of'21.3 percent. It is
proposed to increase the general and limited metered serv*ce rates.
No Zrcrease is proposed in the public fire protection schedule, .nor
iz the corpany-wide schedules. . ‘ '
After duly published notice, public hearing WaS. held before

Exaxiner Bernard A. Peeters in Los Angeles on October 17, 18; and L
19, 1973. The matter was submitted on October 19 subject to~the filing

L late-filed Exhibit 3, relating to customer: complaints,l/ and" -
Exkibit 13, a joint staff and SCWC endeavor consolidating the various ‘,\

adjustments and later i.ni‘omation set i‘orch 4in var:i.ous exhibits and
xf:'-t'.i.mo:cx:,r.2 Lo

1/ Filed on November JJ+, 1973..
2/ F:Lled on November 12, 1973.




SCWC presented test:!.mony and ev:!.dence through four -
witnesses and nine exhibits. The staff presented test:lmony f'-om o
three witnesses and Introduced two exhibits. Five customers appeared
and testified at the hearing concerning the quality' of the:!.r service.
Also, the city of Downey, through its director of Publ:!.c Works, .
rrotested the sought increase and introduced Exhibit 2, & comparison

of rates. A division officer of the Downey F:!.re Department testi.fied .

with respect to the volume of water available i‘or ﬁre-f:l.ghting
PUTEOSeS.

SCWC is a California corporation with’ its pr:!.‘ncipa‘.l 'place ‘
of business located in Los Angeles. It is a privately owned public
utility which provides water service in various areas in the counties
of Contra Costa, Imperial, Los Angeles, Orange, Sacramento, San
Bernardino, and Ventura. Administration is accomplished through

16 water districts. It also provides electric service in the vicinity

of Blg Bear Lake in San Bernardino County which is administered as
a separate district. As of November 30, 1972 SCWC had 295 employees
engaged in these operatioms.

The Central Basin d:t.strict 1s located :z'.n the south—central
portion of Los Angeles County and lies over the Central Basin \
kydrologlcal area. Service in this district is provided to 17 munic-—
ipalities axd in an unincorporated territory of Los: Angeles and
Orange Counties (approximately 39 customers in Orange County).
of December 31, 1971, 35,265 cust.omers were served in thisg distz“l
and, in addition, water service for publ:.c fire: protection was
provided by 1,991 fire hydrants. ' : L

There are now two tariff areas in the Central Basin distr:!.ct Lo
which resulted fream the consolication of various schedules :Ln the -
past and which were the result of gradual internal development of
the district and through acquisitions. Water service :Ls prov:i.ded _
through seven separate water systems which are not physically
connected, but axe administered and operated, t.b.rough four d:!.str:!.c’cs
ac a ‘single entity for water supply purposes. The' Cent.ra.l Bas:.n A
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districts are designated as: (l) Artesia office, (2) Bell office,
(3) Bell Gardens office, and (4) Norwalk office.‘ These" of.fices
bandle matters relesting to customer service such as service appl:!.ca-
tions, collections, complaints, and other local matters. . The b:I.J.J.:Lpg
and customer accounting is performed in the company*s centralized ;
billing operations. ' |

The water supply for Central Basin district :I.s obtained
from 50 wells located in the district, and from purchases from the
Metropolitan Water District of Southern California and minor amounts ,
from Paxrk Water Co. Approximately 57 percent of the water supply
is obtained from the wells. The quantity of water that can'be
produced from the wells is limited pursuant to a "Stipulation a.nd"
Agreement for Judgment" approved by t.he Comm...,sicn in Decis:f.on No.
68316. . AT

The distribution qystem consists of about 314.8 m:.les oi‘
distribution mains ranging in size up to 16 inches in diameter. -
Storage capacity as of December 31, 1971 was 4,549, 000 gallons -
provided by 15 steel and conerete tanks and reservoirs and the system
has 10 booster pumping statioms. ‘ | -

The basic level of the present ra.tes was established by
Decision No. 76920 dated March 10, 1970 in Application No. 5]3.65-‘ |
Three offset '-—ate increases have since ‘been authorized. |

3/ 1.39 percent to offset increased. price of purchased. water from
MWD, Decision No. 78788 dated June 15, 1971, Application No. 52530.
3.19 percent to offset. increased electric power pump rates and
ad valorem taxes, Decision No. 79806 dated March lb, 72, _- o
Application No. 53088. . Lo
1.89 percent to offset increased price of purchased water from
Iggésbecision' No. 80342 dated August l, 1972, Application No.
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Results of Operation :
Exhibit 5 eo::tains SCWC's analysis of its operations ‘
modified by Exhibit & for later irnformation. Exhibit 11 is the
staff's analyses of SCWC's operations for the estimated years 1972‘
and 1973 at present and proposed rates for both yea.rs. E:xh:.bit 13.

brings the staff*s and applicant's results of ope-'ations together N
as adjusted for later ini‘ormation.

Operating Revenues .

The staff made an independent estimate of ‘water consumption
and revenues for the years 1972 and 3.973 using the latest: available -
data. The following table sets forth the staff's and SCWG' '
estimates, as presented in Appendix A to Exhibit ll- o

TABLE 1
Year 1973 Estimated

Applicant Estimated : Staff Estamated  : Applicant

Present :Co.lroposed:rresent ,s00.Proposed:  Exceeds

Rates:/: Rates s Ratess/: Rates : Staf
(Dollaxrs in Thousands) :

Oporatdng Revemues  $3,084.1  $3,596.8 $3;,IO7.S_‘ $3:,626‘.0 $(23.)4)
(Redi Flegure) .'

1/ At rates requested-in-Application No. 53975 snd granted
by Decision No. 81707, signed en July 31, 1973, to be '
effective no sooner than August 13, 1973.

Under the staff's estimate of proposed rates, as set forth
in BExhibit 13, SCWC will earn & rate of revurn of 8.39 percent for o
1973. ,

Tt

The difference in revenues is accounted for by' the .fact ‘

that the staff estimate of public authority usage of water was based e

upon a separate estimate of sales to SCWC's largest customer, S
Metropolitan State Hospital. The staff used. 19?2 recorded sales fori_\ R
both test year estimates. For the rema.im.ng public authority sales L
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the staff used the least squares trend through the years 1967 to 1972.
Tke results were then adjusted to temperature and rainfall. SCWC_:" R
on the other hand, used total yearly public authority sales, adjusted
for temperature, for the recorded years 1962 through 1971, then it
used the least squares method té project the trend for establishing.
estimated water used for the years 1972 and 1973.  SCWC and the staff

timately agreed upon the estimated revenue for 1973 as shown :L'n '
Ebchibit 13.
Operat'tng Expenses : ‘

The following table shows the staffl ad,,ustments and Qif~ .

ferences between its and SCWC's estimates as set i‘orth in E‘.xhibit 11-” <

TABLE IT o
Operation, Maintenance, Admindstrative, and Gene*al Ebcpcnses

(1]

1973 Estmated :
:. -2 Applicant |
' £ Exceeds .
Applicant = Staff & Staff .
(Dolla.rs‘in_Thcusands) - N

-
-
-
-
-
-
-
-

Iten

[T T T )

* ' vy

Ooe.. & Maint. Exp.

$ 287.9 $ 30L.l $ 303.7 $ 30h.h $ (0.7) -
69504 68307 696.1 685. ’ 1003* h
155-6 3-?.;8-3? 155- ' :U-l.8o3 p 713 E
2.6 bl 148.3" Wk - 39
3.5 3.5 3.5 3.5 -
76.6: 78.5 83.7 . 78.8 L.9. ,
Tncollectibles 10.7 10.7 10.7 . . 10,8 (0.1)
Othex 0 & M Exp. 193k 150,3 156.9. Ly S - T
Subtotal 0 & M 1,525.7  1,523.8° 1,557.5 1,52_8.3‘ L2982
Adnin, & General Exp. _ o L ' o
Salaries 2341 2Ll A3 224.1.» B (o P & S
Other Exp. 8.9 _59.7 62.3 52. X -
(Red Fizure)
1/ staff adjus'ted
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We will comment on some of these differe'nces in"Te.ble‘II
for explanatory purposes, since ultimately most of these differences
were resolved between the parties.

Electronic Data Processing (EDP) Allocation ‘
The difference between SCWC and the staff in customer
accounts~-EDP is due to the change in the method of allocat:.ng billing
" eXpense by SCWC. In prior proceedings—/ both SCWC and the stai‘t‘ ,
assigned the general office electronic data processing expense to
SCWC's districts by (1) charging billing expenses d:.rectly to- the
district based on the average cost per bill, and (2) allocating other
data processing costs on a four-factor basis. In this proceeding
SCWC changed its formula for determining the billing . expense from
charging the average cost per bill directly to one of using a, ratio
of Central Basin customers to total system custcimers for allocata.ng
the bi.'l_'u.ng expense to the Central Basin district. The other fac-cor
causing the difference between staff and SCWC is that the staff o
excluded the salary of one of three programmers.. This was done" on
the basis that the RCA programs have been fully convertved to- the o
Honeywel... eystem and thus two programmers will be adequate to maintain
xisting and scheduled programs. The staff*'s method is’ consa.stent
nd.th the treatment of these matters in other recem; rate :anrease

proceedings of SCWC notved above. We will adopt the stai‘i"s method
and estimate. . UL

Other O & M Expenses

Here the staff used the latest recorded costs for the ‘entire
year 1972 while SCWC's 1972 data consisted of recorded costs for _
the last three months of 1971 and the first nine months of: 1972. The
use of lower 1972 cost data by the staff had a significant effect on
the cost trend and resulted in a lowering of costs for the est:!.mated

years. SCUC ultmately ag:-eed with the staff's estimate wh:[ch we E
shall adopt.

4/ Applications Nos. 53512, 53594, and 53663 of SCWC' )




A 53764 cmm /ek /com

Administrative and General Ebcpenses

, 2. Saleries. The staff did not trend. pay-roll SO as not to

project future wage increases which have not been firmed up. Late-
filed Exhibit 13, however, contains a resolution of the Board of
Directors dated October 30, 1973, which authorizes management to put
into effect a new wage and salary scale,together with increased
benefits effective December 29, 1973. The increase is des:!'.gned so as )
ROt To exceed an imcrease of $154,500 (includmg overt:n.me) or. 6 percent.
Although SCWC brought its final est:.mate into line with the staff
exhidbit, we will provide for a 6 percem: increase in salaries by in-
¢reasing them $19,800. This is consistent with our wage—offset poliey..

b. Other A & G. SCWC trended injuries and damages expenses for

tke test year. The staff used the latest recorced costs for :.n:jur:.es ‘
and dameges for adjusted year 1972 and es'cimated year 1973. “We wn.ll
adopt the staff estimate.

As a result of incorporating later aval lable infonnation,
the staff and SCWC were able to resolve many of their differences, -
including those discussed above. For example, the staff ad justed:
depreciation expense upward by $23,300 due to the fact that new
depreciation rates had been adopted and approved a.fter the staff |
bad completed its exhibit. Table IIT is a summary of ea.mings as |
finally presented to the Commission jointly by the staff and SCWC '
(2hibit 13). : : :

As can be seen from Table III, the remain_ng dii‘ferences
between the staff and SCWC involve expenses for purchased water
purchased power, pump tax, and income tax. The_se will 'b_e d:‘l.scusse_d'" o
below- : | e s




TABLE III

CENTRAL BASIN DI STRICT

Summary of Earnings and Rate of Return
Year 1973 Estimated at Company Proposed Rates
~ (Dollars in 'lhousands)

WD Y9LES Y

Agreed Adjustments to

Initial Reflect Later Infomation Final Adjustments to
cPuc Power - : CPUC Reflect Company  Final
Staff for  Deprecia- Involuntary  Staff Position Company
Summary Pumping tion Conversions Summary Basin Pumping Surmary
Opsrating Revenues - $3,626,0 ‘ _ $3,626.0 : $3,626,0
Operating Expenses ' -
Purchased Water é85,8 : : - 685,8 34,3 720,1
[} Pump Tax 11{303 ' . . 11!8-3 5507; lll206
& - Power for Pumping ) 14,5 32.8 7 7 177.2 . - (6.7 . 170,5
i Chemicals 3.5 S 3.5 . , 3,5
: Labor - 0 & ¥ ' 304.4 : - 304,4 304, 4
Labor - A & G _— 24,4 . , - 244 - 24k
CGust, Acct, ~ EDP 78,8 - ' 78.8 - 78,8 . :
Uncollectibles - - 10,8 : ' 10,8 10,8 - '
Deprec. & Amort. R 23596 ‘ - 233 .. ) 258,9 258y9 R
P“Operty Taxes - - 290,5 _ : o L - - 290.,5 o 29005 o
Payroll Taxes - 18,9 . 18,9 18,9 AR
-Street, Franch, Tax 2.9 R o k2,9 k2,9
" Allocated Gen. Office .~ ~108,7 o B S 108,77 .- 108,7 . ,
 Qther Expenges = Q&M 152,3 = ST 152,33 S 2323 e
. Other Expg_ans’e’s -A& G 59.7 . o > IV 4 . . ) 5%2.7 -
) Subtotal ‘ 2 3&? 0 32 8 23 3 ' . 2’365-1 T 21 9 _ : 2,387.0 .
Ianme Tax JRTE -' 11?3 9 «._(11 3) o - 9;2 SRR ' Q21:2 (11 5) : _Q!é_ 46.0 . - SR
- Total Operat.ing &Cpenses 2,}82 Q 15 5 23 3 0, 9 : 2 822, 61 10, 104 - L2 7_8“3‘.0 "
l‘.et Operating Revenue 8243 1 .'(15 5) 4(2_3 3) (0 9) : 803. RN (1014) s 793-0
Itate Base R 9,606 1 P _36 1) R ]9;570 O S 9)570'0

Rats of Retura s w5 ‘(R " Figm_e) o 8392 s
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Purchased Whter ‘ '

During the water year-l97l—72, ab the request of the _
Metropolitan Water Dis*rict, because of an emergency;é/ SCWC‘over—
pumped Its adjudicated amount of water from the hydrologlcal basin
by 1,542.6 acre~feet. Although SCWC testified that this over-pumping,
which must be paid back, will be paid back during.l??b, dv amortized
this cost over a three-year period. The staff‘adausted‘this added
cost and the corresponding effect on pump tax and purchased power.

The staff*s ratiomale for this adjustment is that such emergency is

3 nonrecuwrring expense and future ratepayers should no% be burdened
with past loss of earnings. We will. adopt the staff adJusxmenb.” o
Purchased Power . ‘

SCWC used estimated power rates for this item-wh}ch{they .
expected would be in effect for 1972 and 1973. Subsequent to the
preparation of its exhibits, two offset electrical rate increases for
ircreased fuel costs and a general rate increase were: authorized '
for Southern California Edison Company (SCE)—/ from whom SCWC obtains
its electrical power. The staff used the latest anxhorized power rates
in effect as of May 1, 1973 which are reflected in Table III. ‘How-" -~
ever, since submission of this matter, SCE was authorized another -
offset increase in electrzc power rates.Z/' We take official notice
of this fact and therefore will i _ncrease~thisAexpense dtem by
$35,500 to place such expense on a current basis.

5/ Exh:!.bit 6.

6/ Resolution No. E-1966 dated July 31, 1973 effective August
i3, 1973. Decision No. 81919 dated September 25, 1973,
Application No. 53488 effective October 10, 1973.

Resolution No. E-1377 dated October 26, 1973 effecﬁive
November 1, 1973.

7/ Resolution No. E-138L dazed Jenuary 29, l97h effective
February 1, 197.4.
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Income Taxes . ‘ ' A
Since 1964 SCWC has sold properties, under threat. of con— ;'f
demnation, to various public agencies. The gains obtained. from |
these involuntary conversions were reinvested in other utility.
plant to defer payment of capital-gains tax. Section 1033Vof‘the’
Internal Revenue Code provides alternative methods for handliag
capital gains on involuntary conversions. SCWC has elected the -
alterrative which permits it to escape immediate tax recognition of
the gain. In electing this method, however, the tax bas:ts oi‘ '
replacement property is its cost less,the amount of the. gain not -
recognized. Under this adJjusted basis, annual depreciation charges
for the future are less than prior to the involuntary conversion,
thus resulting in an increase in future income for tax’ purposes w:tth
resultant higher taxes to be Tecouped through rates. The ultimate ‘
effect of this treatment of the capital gain is that. instead of
paying a capital gains tax of 25 percent at the time of sale, SCWC'
future customers, for an indeterminate period in the future, would
be called upon, through the rates authorized, to provide for SCWC'
corporate income tax on the difference in.depreciation chargee.ge, The
staff{ added back the depreciation, in accordance with the pol:t.cy |
established in the California Water Service Co. case, supra o It
estimated that the reduced depreciable tax base,. wh:uch still remained B
in 1973, to be $1,026,000, of which 316h,200 was allocated to‘Central
Basin District for income tax purposes. This resulted in a downward
adjustment to inceme tax of $900 for rate—fucing purpo.:.es. SCWC has
taken no issue with this adaustment. We will adopt- the sta.f.‘f' '
pos:.t:.on. ‘

With respect to the state corporat:.on i‘ranchise tax, the :
staff used the actual rate of 9 percent, effect:.ve July l, 1973 ’ which‘
figure was not available to SCWC at the time of its preperat:x.on. o
In sumaxy, we have generally adopted the staff's posa.t:.on,
w:z.th mod:.i‘lcataons, as set forth in Table IV. ‘

g/ Cal. Water Service Co. (1962) 59eCPUC-525, 527.

“10-
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TARLE IV
Summary of Earnings
Estimated Year 1
O001s omitted)
Staff Estimate SCWC Est.

Company
Present , Proposed  Proposed
Ratesl/ Rateé?

Adjusted Adopted

Ratesi/ Results—/ Resultsy

Operating Revenues $3,107.5 $3,626.0 $3 ,626,0 33 10'7 5 : $3 58.1 O :
ratin ses | P o A
Purchased Water 695.8  4e5.8 om0 658 essie
Pump Tax 48.3 - 1483 2.6 W83 . W83
Power for Pumping 1.2 .2 170.5 Q2.7 ,212'.7-,;-, o
Chemicals 3.5 3.5 35 L 3s 0 33
Labor - O & X 30h.4  30L.L L 30k.A 3L 3@y
Labor - A & G 2l AL 2%k 250900 2890
Cust. Acct. - EDP 78.8. 78.8 8.8 788 B8
Uncollectibles 20.8: 10.8 10.8 108 . 1008
Deprec. & Amort. 258.9 258.9 258.9 < 258,97 2889
Property Taxes ' 290.5 290.5 290.5 290.5- = 290.5
Payroll. Taxes 18.9 18.9 18.9 20,07 20,0
Street Franchise Tax 36.8 L2.9 TLR.9 36,8 k2n
Allocated Gen. Office 108.7 108.7 108.7  108.7  108.7
Other Expenses - 0 & M 1523  152.3 152.3 0 - 152.3 L5230
Other Expenses - A & G 59.7 9.7 597" 297 - 59.7"

Subtotal 2,359.0  2,365.1 = 2,387.0 2,la5.L 2,420.0'

Income Tax | 187.6 L57.5 k6.0 _ 157.9° _ LOL.L
Total Operating Expenses 2,506:6  2,822.6 - 2,833.0 2, 573-3 ,8251»
Net Operating Revenue 560.9 8034 793.0 Sz sk
Rate Base - 9,570.0  9,570.0  9,570.0  9,570.0° 9,570 o.
Fate of Return CoseE eag 8.29%‘ SR T

1/ At present rates effective August |
13, 1973.

2/ From Exh. 13, Col. (e).

3/ From Bxh. 13, Col. (h).

L/ At a.uthorized rates.
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Rate of Return : : :

SCWC and the staff presented witnesses and exhibits on rate o
of return. SCWC seeks a rate of return that will average & percent
over the next three.years and produce an increase in amnual gross
revenues of $632,000, an increase of 21.3 percent. The staff
recommended 2 range for rate of return from 7.6 percem', thrngh
7.9 percent as reasonable. : ‘ «

It is the contention of SCWC that :i.t. needs a:n average rate
of return of & percent to be able to recover rapidly increas:mg costs,
provide a coverage of three times interest din order to maintain dts
"A" bond rating, and increase its return on common equity in. order t.o

attract capital and maintain its opera'o:i.ons on a sound financial basis.‘ -

Inherent in its request for an everage rate ol retum, and by specific ‘

request, SCWC seeks a provision that will prov‘ de for- attntion in the”

rate of return. It justifies this request on the ground of ant:i‘.c— o

ipated increased costs during the time the. aubnorized rates are in:

effect. SCWC estimated a 0.42 percent decline in rate of return' at

the proposed rates. The staff estimated a decline of 0,19 percent

and recommends an allowance of about 0.2 percen‘b per yea:r be adopbed

for attrition. L
SCWC sets forth various factors and charts in Exhibn.ts k. and ‘

8 desigred to demonstrate why its recorded rate of retunz does not

approach its authorized rate of return. Among the i‘acbors alleged

o cause this deficiency are the escalating cost of money a.nd multi-

district rate regulation. : o
The founcation precept of utility regulation provides that

a utility is consbitutionally entitled to an opportunity to earn .a-

reasonable return on its investment which is lawfully. devoted to the

public use. The return is generally expressed as a percentage of the

capital utilized in providing service. Within this context, . '

a fair and reasonable rate of return applied to an appropriately |

derived rate base quantifies the earnings opport.unity ava...lable to the N

enterprise, after recovery of reasonable operating expenses, deprecia— -
tion allowances, and taxes. :

12—
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| Ultimately, the rate of return detemination in this
proceeding must represent the exerc:.se of informed and impm:.al |
Jedgment by the Cammission, which nust necessar:.ly give equal weight
to consumer and investor interests inm dec:.dmg what consti‘tutes a
fair and reasonable rate of return. Such balancn.ng of interests :
is directed toward providing SCWC's water consumers with the' a.cwest
rates practicable, c¢onsistent with the protect:.on of SCWC's capacity_
to function and progress in furnishing the public’ with satn.sfactory,_
efficient service and to maintain its financial integrity, attract
¢capital on reasonable terms, and com ensate :Lts stockholders app*-o—
priately for the use of their money. ‘

SCWC's reasons for its inability to earn the rate of retum‘ :

authorized are not. convincing. It makes a ccxnpar:.son of the autho— |
rized rate of return with its recorded rate of return. Analysis of
this comparison (Chart 1 and ﬁhe supporting data in Table‘ 7 \of , .
Exhibit 4) reveals that camparable data are not used. The aﬁthorized' o
rate of return is based upon a capital structure of the total ccmpany‘
as it existed at a given time. The recorded: rate of return used: by
SCWC for comparative purposes is based upon aversages. . Furl:hermore, B
the wnderlying data in Table 7 consist of the rates of return autho—
rized in 20 separate district proceedings for the per:.od June 1966
through September 1972. Four districts are represented“ twn.ce in th:.s
array. The individual authorized rates of returm, detemmed o
SCWCT*s toral capital structure, were arrived at in cons:xderation of
a single district's operaticns, and after ratemalcing adjustments.
Thus, the camperison of authorized rates of return by d:.strzcts, ,
with a recorded rate of return for total company, wh:.ch does not” talce ‘

into consideration ratemaking adgustments, results in: the ccmparn.son .
of dissimilar figures. v '

9/ Decision No. 82310 dated January 8, 1971», Application No. 53250
of Francis Land & Water Co.

Decision No. 82361 dated Jamuwary 22, 197&-, Appl:.cation No. | 53288
of Jackson Water Works, Inc..

~13-
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No ut:.lity can be guaranteed that it will earn the autho—
zed rate of return.  As po:.nted out above, all that is guaranteed,
if anythicg, is an opportunity to earn the auvtho :.zec! rate of return
through the higher rates authorized.

Escalating cost of money in the future, which- SCWC ass:.gns
as cne of the reasons for its inabillty to earn the author:.zed rate }
of return has been considered by the stai‘f. ‘In. Appl:.catxon No. 524.370
SCWC sought authority to issue 30,000 sha*es of $100 prefer-red stock.
This proposed issue was included in the stai’f's ‘study. .- Author:x.ty to |
‘issue these securities was granted on October 1o, 1973 in Deco.s:.on
No. 82063. The other area of escalating cost of money involved short-
terz bank loans. The staff did not consider short-term debt in its
determination of a reasonable rate of return range. because of the
above application. The proceeds of this issue would be. used to re—
finance the short-term debt, thus reducing it to less than one percent
of total capltm.y SCWC estimates that its short-term bank loans
will amount to 3.42 percent of total capital at the end of 1974 for
which it expects to pay an 8.5 percent .interest rate on $165, 800
cutstanding as of December 31, 197L. It is noted that the pme .
interest rate has varied from a high of 10 percent and has fluc'tuated |
at lower levels in recent months. Presumably, the prime rat,e _m.ll
continue to fluctuate for the near futuire, and apparently’ SCWC sub~
scribes to this presumption since it assigned an &.5 percent :.nterest
rate for 1974. Therefore, its argument of escalating cost of money
falls short of the mark. In any event, SCWC is compensated, at’ Jeast
in part, for the cost of short-term bank loans. by the fact that ehey B
are included in rate base as part of working cash, which is, in. pa:rb,‘
detem:.ned by the inclusion of the amount of nomnterest bearing |

miniwmum bank balances SCWC is required to maintain for :i‘.ts line of ‘
credit. 11/ . ‘

10/ See Table 6, Exhibit 4, 1973 estimated.

11/ =xhibit 10, Table 6-C, Decision No. 76920 dated: March 1o, 1970, .
Applicaticn No. 51165 of SCWC. ‘

e
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According to SCWC, the most important i‘actor prevent:.n\g e
from earning its authorized rate of return is the fact 'chat it is )
a multidistrict company. As such it has been required to present ‘
its request for authority to increase rates and rate of return on a
district-by~district basis. SCWC points out that if an 8.2 percent’
rate of return were authorized for one d’istrict today and the result—-:'

ing rates were to remain in effect for three or four years, such rate "

of return would not be earned on a companywide basis. Exhl b:.t b
presents an example demonstrating this situation. It is alleged '
that SCWC's rate of return can only be considered by'the Camn;ssmon
in 2 "general rate increase proceed;ng « However, since SCWC files
for such increases on a district-by-district basis, it ultimately.
winds up with baving had several different rates of return authorized .
over a period of ome to two years simply because of The time elemenx |
involved in processing 16 or less applzcations. 2 |

Althougn SCWC claims it was required to process 1ts L
applications on a district-by-district basis, there is 0o evmdence
in the record to support the reason for this requirement, nor-why
a single application for the total company cculd not be enxerta;ned
by the Cemmission. : ‘ ' :

However valid the multidistrict argumenx may be, we do not
believe it justifies authorizing a rate of return in this proceeding :
that would have a tendency to offset the. alleged deficlency in rate
of returr on total company Operations.

12/ . - Date ‘
X Applica~ Date Hearing Date of New*Rates :
District tion No. Filed Snbmltted Declslon‘Effectlve .
Most Recent Decisien ' L
San Bernardino 53663 0-20-72 859-73 . 2—18L73?,‘l+llf74fr

Hearings Cemplete ' _ N
Central Bﬁgin , 53764  12-21-72 11-14-73

SouthTest 54035 5-15-73 1774 = 3~5-Th
Culver City 54095 6—6—73 - 2=1~Tl -

Hearings Set - o
Simi Valley 540L5 5~2I~73 2-20-74
Poona Valley 54061, 5=25=73 3=13-=7L -

Recent Filings « - 1

barstow 54502  12-10-73
Sen Gabriel Valley 54620 1=29~74
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The last reason advanced for the alleged “inability-"'of 'SCWC' '
t0 earn its authorized rate of return is that "escalating operat:.ng
costs are not reflected in Ccmn:.ssion decisions desp:.te est.abl:x.shed
trend.” It cites the "Fuel Cost Adjustment Factor® avthorized
Southern Cal:.foma Edison Cazpany (Edison), its power suppher, L
which is alleged to trend at about 20 percent annual increase in power /
rates. It points out that 12 of SCWC's districts are. af:t‘ected_. by '
Edison's quarterly increases; therefore, SCWC would. have to file 48
offset rate applications to track these increases in one year.. It "
is also claimed that the established trend in labor costs is not
reflected in the Commission's decisions.. ‘

It is established Ccmm:.sslon policy not to speculate as. to
future wage rate increases mor as to future tax increases. (g_g_c_r}_{‘_l_g
Lightine Gas Supply Co. (1957) 56. CPUC 69, 73) or upon increases ::.n
wages regarded by management as "inevitable" but not yet granted
(Grayline Tours Co. (1969) 69 CPUC 445, 456). For the same reasons
tvhat the Commission will not speculate as to future wage rate or rax
inerease, it will not speculate as to increased costs result:z.ng i‘rom
the fuel cost adjustment factor. Tt is not certan.n or established _
what the future increase in fuel costs mll be. It :.s because o;f.‘ th:Ls'
tncertainty that the Commission authorized a. quarterly- adgustment to |
be nade to prevent undue hardship. The same relief, in the: form of
advice letter filings, is avan.lable £o SCWC to ofi'set :.ncreased costs
of this nature. ‘ ‘ : L

As n.nd:.cated above, both SCWC a.nd the stai‘f pon.nt cut that |
between estimated test years 1972 and 1973, a certain amount of
attrition in rate of return is shown, which results from higher cost
estimates in the test year. An examination. of E:dubit 13" shows a-

0.17 percent decline in rate of return between 1972 and 1973 on. the
staff's basis. We have recognized a 6 percent n.ncrease in wages and
the latest increase in power cost, whick were not reflected in the
exhibits present, and we have considered these added cost increases
along with the attrition in determining & reasonable rate’ o:f.‘ return
for this proceeding. A 0.17 percent decline in the rate of return
we are adopting will average out at the lower end of the sta.ff v
reccmmended range for a reascnable rate of return.
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Ex.‘u.bit 4 shows that since 1963 there has been a cont:x.nua...
izcrease in dividends per share of common stock to shareholders and-
that there has beenr a steady growth in customers served and that the
book value per share of common stock has n.ncreased.. Table 8—A in
Exhibit 10 shows that the estimated rate of return for total cempany
operations for test year 1973 is 7.1l percent on an unadjusted bas:ts.‘ '

As noted above, the prime interest rate has fluctuated a.nd
future short-term borrowing costs are provided for by the Snclusion
of minimum bank balances in the rate base. '

After consideration of the record we will adoPt the upper
end of the staff’s recommended range for rate of return, viz., 7.9
pexrcent. This should produce a 12. 56 percent retzrm on common equn.ty
and provide a 2.96 times interest coverage, a.fter taxes, wh.:Lch should '
be sufficient to mainta:[n SCWC*s "A" bond rat:.ng. o
Service : s ~ _
Five customers testified at the hearing conceming the qu.al— '
ity of thelr water service, ome of whom presented a petition signed '
by 18 neighbors complaining about low water pressure amd dirty water.
The other complaints concermed inaccurate meter. readings, leaks,
billing error, and local office personnel. In addition, the d:.rector
of Public Works of the city of Downey presented a: statement oz ‘behalf
of the Downey City Council and Exhibit 2. The statement expressed, ‘
the council's concern for its citizens as to the magnitude of the' | _
increased rates being sought. The director pointed out- ‘that Downey
is served by three water purveyors: Park Water Ccmpa.ny, SCWC, and ~
the city's own municipal water system. Exhibit 2 compares the rates
of the municipal system with SCWC's proposed rates. The exhib:‘.t
shows that the proposed rates are considerably higher than. the city"s.‘
It was pointed out, however, on cross-exam:.nation that the city's
rates are four years old, that the municipal SYSvem S costs have
increased, and that the system does not incur ma.ny of the expenses oi‘ a
privately owned water utility. '

A representative of Downey's Fire Department alc-o testi.f:x.ed
and pointed out that in specific arcas of the. city' served. by SCWC,
tte volume of water available for fire fighting is not: suff:.c:.ent 4
for their needs. This could, and did, cause tke city o lose Q:mt... |
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in its fire rating by the Insurance Organization of America. He .
asserted that "there are a lot of dead four-inch: mains lying in the
areas that are a deterrent to good water service and fire hydrants
for public use in case of a holocaust."” He referred paroicularly
to the northwest arsa which consists of hospitals, convalescent ‘_ |
homes, and multilevel buildings. SCWC d.id not- respond to this
complaint in Exhibit 3. '

~ The staff's investigation oi‘ applicant's service indicated
that there were eight informal complaints filed with- the Comxn:.ssion
since the beginning of 1972. These complaints related. primaril'y'
to high bills. The investigation also determined that the service
provided by applicant was satisfactory.

At the direction of the examiner, SCWC investigated the
couplaints presented at the hearing and filed its ~'-epoz:'ti thereon as
late~filed Exhidbit 3, which consists of letter responses by SCWC
to the individuals involved. With respect to. low water pressure and
. volume, Exhibit 3 shows that water pressure Iin the ‘mains: ra.nges i’rcm
52 to 80 pounds per square inch, which is good pressure, and that S
the low volume is due to small sized, and highly tuberculated. piping
in the residences. A report from the. county of Los Angeles Depertment
of Health Services indicated that the water quality was found to meet.
the physical standards of the U. S Public Hea:lth Dr:.nlcing Water ‘
Standards, and that the sediment iIn the water o.f.‘ the particular :
compleint was pipe scale and not sand. X

With respect to the meter reading complaints ’ it is. shown
that in one instance SCWC was umable to read meters In an area for
a period of time due to construction by the county road deparbment.
It therefore estimated the consumption, which es% vimates were. adjusted
after actual meter readings were able to e resumed. In another )
instance, it was found that high meter read:.ngs were due | o leaking
fixtures in the residences. In each instance of complaint on meter
reacings, SCWC provided tke customer w-ith a meter reada.ng history
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covering a period of three or more years. This history contained the
date of reading, meter reading, consumption, amount bi:l.led, and '
remarks. It also indicated which meter readings were estimated. The .
customer was given the opportun:[ty to respond to these letters.. 'l‘he
record does not show if any customer witness diaputed SCWC's reply '
to their complaints. ' ST :

Tke billing error complamt was resolved by the company

admitting a mistake had been made and a $95. 12 re*‘tmd was: xnade to
the customer. : :
SCWC's vice pres:xdent of operations testif;ed that :Lnsofar-; 1
as the complaints about the attitude of certain district office
personnel, he had taken immediate steps to correct the situation

and Insure that all persommel maintain a helpi‘ul and interested
attitude toward customer relations. ‘
Findings ‘
l. SCWC is in need of add:x.t:.onal revenues, but the proposed
rates set forth in the appl:.cation are excessive.

2. The adopted. estimates, previously discussed here:Ln, and
tke rate base for the ‘test year 1973 indicate that results. of
SCWC's operations, '.Ln\ tb.e near future, will produce a reasonable
rate of return. ' ‘ ‘

3. The total amount of the increase in annual revenue . author— -
ized by this decision is $473,500, the rate of return on the acIo;pted
rate base is 7.90 percent, the retuxrn on common cqu:.ty is- :
12.56 percent. ' ‘ . -

L. The increases in rates and charges a"thor:ized by th:x.s
decision are justified and are reasonable, and the present rates _
and ckarges, insofar as they differ from those prescr:i.bed by this -
decision, are for the future unjust and unreasonable.

5. Service meets the minimum requirements of Géneral Order
No. 103-Series. _ ' ‘
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Conclusion

The application should be granted t.o the extem: set i‘orth. -
in the order which follows. - g

IT IS ORDERED that after the effective date of thzs order,
applicant Southern Califomia Water Company is authorized to file 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 five days after the date- of‘fillng :
The revised schedules shall apply only to service rendered on.and after“
the effective date of the revised schedules.

The effective date of this order shall be twenty days after
the date hereof.

Dated at  San Frandsco ’ California, this gdbf%b
day of APRIL s 197h. , o

““Presf

. 4-‘..44)__4 1. R

MZME

Comuii :Lonor- Vornon L. %urgoon. peing ' ‘
nocossarily‘hbaont Qxd met. partmcipate
da- T.he d.isposd.tion or th.ts procood.i.ng.
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Schédule No. CBA-J.' '
CENTRAL BASTIN DISTRTCT

Artesia-Norwalk Tardiff Area

GENERAL METERSD SERVICE

APPLICASTLITY

Applicable_ to all metered water service,

TERRITORY

Portions of the Cities -'o.f.",'A:é'tesia,, Cerritos, Downey, Hawaifan "Gazjdens;_ g
Lakewood, ‘Long Beach, Norwalk, Santa Fe Springs and vieinity, Los Angeles '
County, and portions of the City of Los. Alsxitos and 'viciz_;ity,,.~ ,Ozja.nge:_ Qom;tyg R

RATES

Quantity Rates o ‘ ' . . ,‘iquI“'Mon'th".’-‘f-‘_‘..i S

Per 100 eublic feet .i......... meeeveceeeen. $025070 0 (1)
Service Charge: v o L

For 5/8 x 3/k-inch meter c..covevnvecnnnen. $ -2 ¢ A
For 3/L-inch meter coviviivonennvnnn 3.00. . L
For l~inch meter ..ivevviicevenna. 3.60 -

For  1-1/2-inch meter ..... eemaeenes 5,00

For 2-inch meter - ..venecrevnrnnnnns 8.00
For F~inch meter ...iiieeiiiiennnas 16,00 L
For b-Inch meter ....ciceeeviiiene. 25,00

For 6~inch meter ....eeveveeisene. | A0I00T
For S-Inch meter ...ioveceiiieninas 70,000
For. 10-inch meter ... ..ciiiveiansns 100000




A. 53764 cm

APPENDIX A .
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Schedule No. CBA-1. .

CENTRAL. BASIN DISTRICT

Artesia=Norwalle Tariff Area

GENERAL METERED SERVICE

RATES ~ Contd.

The Service Charge is a readiness-to-serve.
charge applicable to- all metered sexrvice
and to which is to be added the quantity
charge computed at the Quantity Rate. .
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Schedule No. CBB-1
CENTRAL BASIN DISTRICT
Bell-Florence Tariff Area
GENERAL METERED SERVICE

APPLYCABILITY

Applicable to all metered water ser'vice‘;f

TERRITORY

Portions of the Cities‘oi"Bell,ABcll‘_Gardens‘,'_ Cudahy, Dovmey, Hunt iné-ff ,
ton Park, Paramount, Pico Rivera, South Gate, Vernon and vicinity, Los i
Angeles County. L : ) i Rinicacioldbes s

Quantity Rate: I 0 BerMemtn

Per lw cubic reet .-‘."'f 'V.' N -“.-1-'.9 9.';“-_ $O.‘2B£ ; ¥ (I) j"'- oo
Service Charge: ' - ' : T o

For 5/8 X 3/4=Ainch mMeter vueeeeeonnnnnnennn $ 2,45

For 3/h-inch meter weveeerseerevenenn .75
For l-Inch meter .ocuviencnnccnnnas 3.60- -
For 1=)/2-inch Meter cevenernconnonenen 5.00

For 2=Inch MELET srveveerraverornen | 8.00

For - 3-inch meter ..ccevvreveciconns 16.00"

For Leinch meter ...civeevvrrnconns 25.00--

For 6-inch meter ........ eerevena s 40.00

For 8-Iinch Meter ..veevevevccesnene 70.00 -

For 10-inch meter ....veecievreneses 100.00

The Service Charge is a readiness-to-serve
charge applicable to all metered service
and to which 1s:to be added: the quantity
charge computed’at the Quantity Rate. .
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 Schedule Yo. CBA-LL.

CENTRAI. BASIN DTS‘I’RICT :
IMTED METERED SERVICE .

APPLICASITITY

State Hospital City of Nomlk

Applicable to all metered water serv:tcc i‘urnished to the Me‘bropo]itan

TERRTTORY

Within the established Cemtral Basin District.

RATES

: L :PorMeter
Quantity Rate: ' IR _ ~Per Month

Per 100 cubic feet .‘......;....‘.Ai;.;-.......‘..".-L‘ ‘.   $ 0.3.76
Servi’ée CWge: - ‘ o .
FOr 10-40ch RELET vevnvreneessinreeresarss  $100.00
The Service Cha.rge is a readmess—to—scrve
charge applicable to all metered service.

and to which is to be added the quantity
charge computed at the Quantity Rate, -

SPECTAL CONDITION

Service under ‘chi:s schedulo W1l be furnished only between the hours

of 9:00 p.m. and 6:00 a.m. The utildity will prov'.ide s.dequate controls w
prevent use of water any other time.
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Schedule No. CB~5
CENTRAL BASIN DISTRICT

PUBLIC FTRE HYDRANT SERVICE

" APPLICABILITY | o o
Applicable o all fire hydrant service furnished to muniéipahties ,
orgarized Lire districts, and other political subdivisions of the State.
TERRITORY

Within the established Central Basin D_istri?:t.

RATES -

“Per Hydrant: =~ = .

For each hydrant ........';;..;..---,; “ $2-°° (C) o
‘ L -(b'.)."?-"@:j"-. A

SPECTAL CONDITIONS

1. Water delivered for purposes other than fire protection shall be '
charged for at the quantity rates in the appropriate metered service schedule.

2. The cost of relocation of any hydrant shall be paid by the party . .
requesting relocation. : B

3. Hydrants shall be connected to the ubtility's system upon receipt
of written request from a pudlic authority. The written request shall. .
designate the specific location of each hydrant and, where appropriate, the
ownership, type and size. L S
L. The utility undertakes to supply only such water at such pressure’ .
as may be avallable at any time through the normal operation. of its system.. '




