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. Decision No. 828’ 6

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF

In the matter of the Application )
of the SOUTHERN CALIFORNTA WATER
COMPANY for an order authorizing Application No. 54045
it o increase the rates for water (Filed May 21, 1973)
service Iin its Simi Valley District.

O'Melveney & Myers, by Donn B.
Miller and Harold M. Messmer,
Jr., Attorneys at Law, for
Southern California Water
Coupany, applicant.

Cyril M. Saroyan, Attorney at
Law, and John D. Reader,
for the Commission stazf.

Southern California Water Company (SCWC) seeks autho-
rity to increase its Simi Valley District private fire protection
and general service metered water rates!'- approximately $109,400
(10 6 percent) annually over the rates authorized by Decision
No. 81707 dated July 31, 1973. :

' SCWC renders public utility water sexrvice in 17 districts
located in portions of Contra Costa, Imperisl, Los Angeles, Orange,
Sacramento, San Bernardino, and Ventura Cowunties. It a?.sq ren_dérs
electric service in the vieinity of Big Bear Lake im San Bernardino
County. | |

The Simi Valley District service area includes the incor-~
porated area of the city of Simi Valley and portions of the sur-
rounding unincorporated territory in Ventura Cownty. On December 31,
1972 Simi Valley District served 8,084 general service metered

1/ No increase is proposed for its public fire protection’
- sexvice.
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customers, /7 flat rate private fire conpection customers, and
691 public fire hydrants.

SCUC purchases its Simi Valley District water supply
from Calleguas Municipal Water District, an agency of the
Metropeolitan Water District of Southern California. SCWC main-
tains two standby wells in the district.

After notice, public hearing was held before Examiner
Johnson on February 20, 1974 at Siml Valley and the matter was
submitted onr April 4, 1974 upon receipt of the transcript.

Testimonyg on behalf of SCWC was presented by its
chairman of the finance committee, two of its vice presidents,
the manager of its rates and valuation department, and its secre~
tary and treasurer. The Commission staff presentationéj was made
through a financial examiner and two engineers. Two customers
of SCWC presented testimony in opposition to gracting the o
requested increases, alleging that such Iincreases were unwarranted

and SCWC should effect economies in operation rather tharn increase
rates. '

2/ Testimony and exhibits rclating to cost of money and rate
of return had been presented by a witness for SCWC in
Application No. 53764 for the Ceatral Basin District
rate proceeding. This testimony and exhibits together
with related cross-examination were included in this
proceeding. In addition, testimony and exhibits relating
to SCWC's overall operations and rebuttal testimony and
crosg-examination on directors' fees presented by witnesses
for SCWC 1in Application No. 54035 for the Southwest District

rate proceeding were incoxrporated by reference into this
proceeding. ,

Staff testimony, exhibits, and related cross~examination
on SCWC's overall operations presented in Application

No. 54035 for the Southwest District rate proceeding were
Incorporated by reference into this proceeding.
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Ratesg

The basic level of rates for the Simi Valley District
was established by Decision No. 75879 dated July 8, 1969 in
Application No, 50460 for a general rate increase for this
districe. Subsequent offset increases were granted ag follows:

Pexrcent ‘Xncreased
Decisfon No. Dated Application No. Increase Expenge Offset

Supplement . :
76905 1~15~70 cgppso«,aso 3.9 Investment Tax
| Credit & FIT
: | ~ Surcharge
78788 6-15-71 52530 Purchased Water
80342 8-1-72. 53285 : Purchased Water
| and Power =
81707 7-31-73 . 53975 « 7.0 Purchagsed Water
‘ and- Power

The following tabulation sets forth the present and pro-
Posed general service metered water rates:

‘ , Per Meter Per Month
Quantity Rates: Present Proposed.

First 10,000 cubic £t. per 100 cubic ft. $ 0.3
Over 10,000 cubic ft. per 100 cubic ft. 0.285

Per IOO‘cubic‘ft. .................... e $‘0-34
Service-Charge:

For 5/8 % 3/4~inch weter . $2 $ 2.95
For 3/4-inch meteyr : 3.25
l-inch weter ‘ 5.00

1-1/2~inch meter woeononon. ..o ot 7.00

z-inCh meter o-; ----------- - s 11‘00

3~-inch weter . : ‘ 14.00

4=inch meter . : 29.00

53.00

75.00

90.00

metered service and
the quantity charge computed at the Quantity Rates.

~3=
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In addition SCWC proposes to increase its private fire
protection service rates for its Simi Villey District from $2.00
to $3.00 for each inch of diameter of service comnection. This
requested increase parallels similar requests by SCWC in Appli-
cation No. 54035 for a general rate increase for its Southwest
District, and Application No. 54095 for a gemeral rate increase
in its Culver City District. We will authorize a 12.5 percent
increase for this service to provide the same prxvate fire pro-
tection rate authorized for SCWC's Southwest Distriet by'Decision
No. 82539 dated March 5, 1974.

Results of Operation

SCWC's original estimated summary of earnings for its
Simi Valley District was dated May 21, 1973 and a similar
independent estimate prepared by the Commission staff was dated
February 11, 1974. SCWC reviewed and updated its estimates and
for the test year 1974 was able to agree with the staff on
operating revenues, district aduinistrative and general expenses,
taxes other than income taxes, and depreciation expenses. The
amounts and bases for the differences between the staff's and
SCWC's £inal 1974 test year estimates for operating and main-
tenance expense and allocated common expense are summarized in
Exhibit 6. The followlng tabulation compares the updated esti-
mated sumaxy of earnings for the test year 1974, uader present
and proposed rates, prepared by SCVC and by the Commission staff,

and the adopted summary of earnings at present rates for. the
test year 1974:




SUMMARY OF EARNINGS

(Eotimated Year 1974)
(€30)

:  SCWC Lstimated

Stafy Estimated

Compaxy
Presexnt Proposed
Rates Rates

:Presenty
Ttem : Rates

18 L s A
LI LN LN
[ TN L]

Operating Revenues $1,0%32.3  $1,143.3  $1,0%2.3  $1,143.3

Operating Expenses

Oper. & Maint. 585.2 585.2 579.0 579.0
Adm., ‘Gon. & Misec. 20.2 20.2 20.2 0.2
Taxes Other Than '

Income , 2.5 114.2 2.5 4.2
Devrecintion . 82.3 82.3 82.3 82.3
Allocated Common 29.% 29.1 28.3 28.3

Subtotal 829.3 831.0 822.3 82¢.0
Tncome Taxas 30,2 87.8 %3.5 9N.2

Total Expenses 859.5 918.8 855.8  015.2 |
Net Operating Revenue 172.8 224.5 . 176.5 228.1
Dep. Rate Base 2,674.6  2,674.6  2,665.9  2,665.0

Rate of Return 6.46% 8.35% 6.62% 8.56%
Avg. Comm. Customers 8,744 8,74k 8,744 8, 74k

1/ SCWC final figures at proposed rates shown iz Exkibit 6
recopputed to reflect presont rates.

2/ At present rates. Basis for adopted res'ul"s are dzscuaaed
iz the following paragraphs.

Operating Revenues _
SCWC and the Commission staff agree on test year 1974

estimated revenues at present rates of $1,032,300. These agreed

upon revenues reflect the adoption by SCWC of the staff's estimates
based on latex data..




Operating and Maintenance Expense

SCWC"s estimate of 1974 test year operating and main-
tenance expense is $6,200 higher than the staff's estimate and
reflects higher estimated electric power for pumping expense of
$5,000 and higher postage expense of $1,200.

SCWC purchases 1its electric power for pumping from the
Southern California Edison Company (Edisom). SCWC's updated
1974 test year purchased electric power experse reflects the
inclusion of a fuel cost adjustment increment of 0.642 cents
per kilowatt hour effective February 1, 1974 as contrasted to
the staff vtilization of a fuel cost adjustment increment of
0.169 cents per kilowatt hour effective November 1, 1973 applied
to the same estimated number of kilowatt hours. SCWC's estimated
test year 1974 electric power for pumping expeanse of $30,800,
reflecting this later date, will be adopted as reasonable.

The difference in postage expense of $1,200 results
from the use by the staff of the then presently effective postal
rate of eight cents per ounce for first class mail as compared
to the use by SCUC of an anticipated effective rate of tem cents
per ounce. This latter postage rate became effective March 2,
1974 and SCWC's estimate will be adopted.

Depreciation Expense
‘Both the Commission staff and SCWC estimated the depreci—

ation expense for the test year 1974 to be $82 300. This figure
will be adopted.

Allocated Common Expenses _

Included In this category are administrative and general
expenses incurred by SCWC as a whole, ad valorem taxes on common
utility plant, and payroll taxes on the general office payroll.
In addition, SCWC receives revenues from the rental of space in
the general office building which are netted against the above
expenses. These net common expenses are allocated to the various

-
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districts on the basis of the arithmetical average of four factors:
district plant, active numbex sexvices, district operating pay-
zolls, and district operating expenses. Both the Commission staff
and SCWC used a four-factor percentage of 4.59 percent for the
Siml Valley District.

The initlal Commission staff's estimate of net genmeral
expense for the test year 1974 was $608,400 as compared to SCWC's
estimate of $653,400. The $45,000 differential consists of the
staff estimates of $6,200 more general office rents, $25,400 less
general salaries and payroll taxes, $1,900 less injuries and
damages, and $11,500 less miscellaneous expense. The staff esti-
mate of general office rents Is based on the assumption that the
present vacancy rate, used as a basis for SCWC's estimate, will
reduce by one-half for the test year 1974. The staff estimate
of general salaries and payxoll taxes reflects the continuation
of the latest payroll level and an adjustment to the recorded
salary for SCWC's chairman of the finance committee to 20 percent
of sCwC's average vice president's salary commensurate with the
time spent by the finance committee chairman on SCWC's affairs.
The staff adjusted SCUC's estimated miscellaneous expenses down~
waxd $11,500 to reflect the elimination of Chamber of Commerce
dues and one-half the dues to the California Water Associlation,
the substitution of local for out-of~state board of directors'
meetings, and a reduction of directors' fees from a recorded
figure of $11,550 ($2,850 per director per year amnual retainer
for three directors) to $2,400 (four meetings at $200 per
director per meeting). After reviewing the updated data and
estimates, the staff revised its general salaries and related
payroll taxes wupward by $9,200 to refleet wage increases granted
general office employees excluding executives. SCWC accepted the
staff's estimates of rents, injuries and damages expenses, dues
and donations, and expenses, other than directors’ fees, associated

-7-
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with local rather than out-of-gtate board of directors' meetings.

SCWC did not, however, accept either the staff's adjust-
ments to the board of directors' salaries or the exclusion by
the staff of the application of SCWC's gemeral salary increase
to its executives. The application of the Simi Valley District
four-factor percentage of 4.59 percent to the non-capitalized
portlon of the disputed executive salary increase and board of
directors' salary adjustment yields an unresolved difference of
$500 for executives' wage increase and $300 for directars'
salaries for the test year 1974 as shown in Exhibit 6.

SCWC's estimate assumed a 6 percent salary increase
would be made to executives to parallel the general wage increases
granted SCWC's non-executive employees. The staff estimate did
not include such an increase on the basis that it had not been
granted nor was it assured. The staff estimate 1s comsistent
with past practices and will be adopted.

The recorded directors® salaries for the year 1972 were
$11,550, representing three directors® salaries of $320;83‘a wonth.
The staff witness testified that he allowed $2,400 for directors’
salaries representing three directors attending four weetings and
being paid a fee of $200 a meeting. He further testified that his
estimate was based on a review of the annual reports of seven
utilitfes which indicated a range of directors' fees from $100
per meeting up to $300 per meeting, with $200 per meeting being
the most representative figure. SCWC's vice president testified
that in response to his telephone inquiries, seven other major
utilities informed him that their directors were paid an aanual
retalner fee In addition to or instead of a pexr board weeting
fee. He further testified that such a procedure reoresents a
change from past practices to compensate the directors for addi-
tional work presently being performed. Whea conside:ation is
glven to the complexity of the problems facing a multi-district

-8=




water utility in the cwrrent finanecial climate, SCWC's pozition
appears well-founded and will be adopted.
Income Tax

The differences in SCWC's estimate and the staff's esti-
mate of 1974 test year income taxes reflect differences in
estimated allocated general expenses and Operating and main-
tenance expenses.
Rate Base

For the test year 1974, the staff's estimate for rate
base is $8,700 less than SCVUC's estimate. Most of this $8,700
difference results from the staff's use of weightxng factors
obtalned by averaging recorded data as contrasted to SCWC's
utilization of a weighting factor of 50 percent. The staff

me*hod is consistent with past practice and the staff estimate
will be adopted.

Rate of Returm

SCWC and the Commission staff had included in this
record the testimony and related cross~-examination on regulatory
effects, cost of woney, and rate of return by SCWC's witness at
the hearings om Application No. 53764 for a general rate increase
In SCWC's Central Basin District. SCWC's position in this matter
was that It should be authorized rates that would yield an average
zate of retwn of 8.0 percent over the next three years. This
testimony also indicated that a companywide rate of return of
8 percent was necessary to be able to attract common equity money.
SCWC estimated that 8 percent rate of return will provide a 12.67
percent return on equity and 2 times interest coverage of 2.87. .

In this proceeding, the Commission staff fimancial examiner
Tecommends as reasonable a rate of return ranglag from 7.7 to 8.0
percent. He testified that a 7.7 rate of retwrn would earn 11.81
percent on common stock equity and an 8.0 percent rate of retuxrn
would earn 12.65 percent on common stock equity. Some of the

oo
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factors considered by the staff financial examiner in arriving
at hils recommended earnings allowance for common stock equity
are: the financial requirements for future construction, funds
available from advances, contributions, and other sources, SCWC's
capital structure and the lmpact of high interest rates on the
imbedded costs of senior securities, and the earnings and
recently authorized rates of returns of other water utilities.

SCWC's estimates indicate an attrition in rate of return
of 0.15 percent per year at proposed rates compared to the staff's
estimated attrition rate of 0.02 percent per year at proposed
rates. The difference in the computed attrition rate results
from the use of trended wages and electric power for pumping.
expenses by SCWC as compared to the staff utilization of the
same wage and electric rates for both periods. The utiliza-~
tion of either of these attrition rates applied to the below
adopted rate of return of 7.9 percent will produce an average
rate of retwrn for the period 1974 through 1976 within the
Commission staff recommended range.

The midpoint of the staff's recommended rate of return
(7.7 to 8.0 percent) rounded to the nearest vne-teeth ¢f one por-
cent Is 7.9 percent which will be adopted as reasonable for
this proceeding. Applied to the adopted rate base of $2,665,900
it is estimated that this retwn will provide earnings of 12.37

percent on common stock equity.
Service

The staff investigation disclosed that 106 complaints
were recorded in the Simi Valley District office in the year
1972. These are summarized as follows: high bills 47, low or
high pressure 45, dirty water 3, and miscellameous 1l. SCWC's
records indicate that these complaints were quickly resolved.
There were no informal complaints from this district to the
Commission during 1972 and 1973.

~10-




Findings
| 1. Southern Californis Water Company is in need of additional
revenues for its Simi Valley District, but the proposed rates set
forth in the application are excessive.

2. The adopted estimates previously discussed herein of
operating revenues, operating expenses, and rate base for the test
year 1974 reasonably indicate the results of SCWC's operatioms in
its Siwi Valley District in the near future.

3. A rate of return of 7.9 percent on the adopted rate base
of $2,665,900 is reasonable. Such rate of return will provide a
return on equity of approximately 12.37 percent.

4. The increases in 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 unreasomnable. .

5. SCWC's earnings 8t "Present Rates" from its operationms
during the 1974 test year would produce a rate of return of 6.49
percent on a rate base of $2,665,900 based on adopted results of
operation. | ~

6. The authorized inecrease in rates is expected to provide
increased revenues of $80,600 in SCWC's Simi Valley District for
the full year 1974. _ .

7. The authorized rates are estimated to produce an average
rate of return between 7.7 and 8.0 pexcent for the period 1974
through 1976.

8. SCWC's service in the Simi Valley District is adequate.

The Commission concludes that the application should
be granted to the extent set forth in the order which f£follows:

IT IS ORDERED that after the effective date of this order,
Southern Czlifornia Water Company (SCWC) is authorized to file the
revised rate schedules attached to this order as Appendix A and

~1l1l-
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concwrrently to cancel and withdraw presently effective schedules
for the general metered services. Such f1ling shall comply with
General Order No. 96~A. The effective date of the revised schedules
shall be four days after the date of filing. The revised schedules
shall apply only to service rendered on and after the effective
date thereof.

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

Dated at . , Californta, this _ go’.""’ﬁ
day of MayY ¢, 1974,

Comnissionser Vernon L. Sturgeon, deing
necossarily abzent, 4id not partioipaxo_
in the &isposition of this proceeding.
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APPENDIX A
Page L of 3

Schedule No. SI-1
Simi Valley District

GCENERAL METERED SERVICE

APPLICABILITY

Applicable to all metered water service,

TERRITORY

Portions of the City of Simi Valley and vicinity, Ventura County.

RATES ' Per Meter
, Per Month
Quantity Rates: .
PCI‘ loo C'u‘.ﬁ- c‘o.o-nan-..-..--r-.----.--a-
Service Charge:

For 5/8 % 3/k=5NCh MOLOT  woveeeevvsnccsonannonne
For 3/LmEDCh MELOT evvrrnceecscncnncccanns
For J=Inch meter .eeveeviecvecenvonocmonn
For 1A~S0Ch MOLOT veevrrerenenocnsocnnns
For : 2=Inch MEter .cuerrerirenenvcvocnnes
For 3=inch MOLOr ..ucvcvecnenrrcrvncnnes
For d=fnch meter ...e.veiveinvecnnncnans
For 6=Anch MeLer ..eeveerrcvncnconsscens.
For 8~Inch MOter ..cvevecovoccescooonvens
For L0=Inch MELer .covvvevrcccnonveconnons

LI T RO R I ey H

BIVBEL aww®
83388338348

The Service Charge is a readiness-to-serve
charge applicable to all metered service and
to which i3 to be added the quantity charge
computed at the Quantity Rates.
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APPENDIX A
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Schodule No, AA=L
PRIVATE FIRE PROTECTION SERVICE

APPLICABTLITY

-

Applicable to all water service furnished to privately owned fire
prcrtectiqn systens,

TERRITORY

Rate A: Applicable within the Culver City, Southwest, and Simi
Valley Districts. ’

Rate B: Applicable within coast tarfiff ares of Central Basin
District. '

Rate C: Applicable within all other districts served by the
Company

)

RATE Per Nonth
A B c

For each inch of diameter of service comnection $2;25 $1.50 $2.00 (I)

SPECIAL CONDITIONS

1. The fire protection service connection shall be installed by the

utility and the cost paid by the applicant. Such paynent shall not be sub-
Ject 1o refund.

2. The minimm diameter for fire protection service shall be four ,
inches, and the maximum diameter shall be not more than the dismeter of the
main to which the service is connected.

3. If a distridbution main of adequate size to serve a private fire
protection system in addition to all other normal service does not exist in
the street or alley adjacent to the premises to be served, then a service
main from the nearest existing main of adequate capacity shall be installed
by the wtility and the cost pafd by the applicant. Such payment shall not -
be subject to refund. o

(Continued)
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APPENDIX A
Page 3 of 3 -

Schodule No. AA=L
PRYVATE FYRE PROTECTION SERVICE

SPECTAL CONDITIONS--Contd.

4. Service herewnder is for private fire protection systems to which
no connections for other than fire protection purposes are allowed and
which are regularly inspected by the underwriters having jurisdiction, are
installed according to specifications of the utility, and are maintained
to the satisfaction of the utility. The utility may 4install the standard
detector-type meter approved by the Board of Fire Underwriters for protec-
tion against theft, leakage, or waste of water and the cost paid by the
applicant. Such payment shall not be subject to refund.

5. The utility undertakes to supply only such water at such pressure
as may be avallable at any tinme ‘ch.rough the normal operation of its systen.




