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Deeizion No. 86994 ffi! ~ ~ ~ ~1fill1A\ n 
BEFORE THE PUBLIC UTILITIES COMr1ISSION OF THE~~~~~ ~1i~~A 

In the rr~tter of the Ap~lieation ) 
of the SOUTHERN CALIFOru~IA WATER ) 
CO:-1P A..'JY for an order authorizing ) 
an increaze in water rates 1n its ) 
Southwest District. ) 

) 

Application No. 56440 
(Filed April 27, 1976) 

Harold !1. Messmer, Jr., Attorney at Law, 
for app 1icant. 

William J. Jennings, Attorney at Law ~ a."'ld 
Ernst G. Knolle_ for the Commission staff. 

o P I ~ ION 
-----~~-

By this application Southern California Hater Company 
(Company) see%s authori~y to e~tab11sh rates in its Southwest 

tt Distriet which are designee to increase annual revenueS by $566,400, 
or 10.9 percent over t~e revenues produced by the rate levels 1n 

effect at the time of filing. In addition, Com~ar.y requests step 
increases in rates of approximately Z91,000, or 1.5 percent in each 
of the test years 1977, 1978, anQ 1979. 

After duly Publi~hed and posted legal notice, public hearing 
was held before Ex~ner 0il1anders in Gardena on Nove~er 22 and 23~ 

1976. 
Company presented testimony ~~d evidence through four 

w1tnesses anc twelve exr~b!ts. The staff presented testimony trom 
three ~litnesses and introduced tour exhibits. One customer testified 
at the hearing in oppocit1on to the rete 1ncreace. All exhibits were 
received as of December 8, 1916 and the matter is ready for decision. 
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General Information 

Company is a California corporation with its principal 
place of bUSiness located in Los Angeles. It is a privately 
owned public utility which provides water service in ~ifteendistr1ct$ 
in the counties ot Contra Costa" Imperial, Los Angeles" Orange, 
Sacramento, San Bernard1no~ and Ventura. It also prov1de$ electr!c 
service in the vicinity of Big Bear Lake in San Bernardino County. 
Southwest District 

The Southwest District service area include~ all of the 
cities of Gardena ~~d Lawndale, a po=t10n of the cities of carson, 
Compton" El Segundo" Hawthorne, and. IngleWOOd, and unincorporated 
territory in the co~~ty of Los Angeles. Company ser~ee 42,050 
customers in its Southwest District on Decem~er 31" 1975 and, in 
addition, public fire protection was provided by 2,965 fire hydrants. 
It supplies water to those custocers through a distri~ut10n system 
of mains ranging in size up to 18 inches in diameter. In 1975 it 
purchased 70 percent of the water now supplied to th1s District 
through seven connections to the facilities of the West Basin 
1·:unicipa1 Water District, a member agency or the Metropolitan Water 
District of Southern California. It also produces water from 19 
Company-o,m.ed wells and purchases a SmAll quantity from the city of 
Inglewood. Co~pany has water treatment, storage, booster pumps, 
and other auxil1ary equipment at various locations 1n the District. 

Sixteen of the illells are located 1n the hydrologic area 
known as the West Bas1n and the quantity of water that can ~e 
produced trom these wells is l1mited pursuant to an Interim Agreement 
approved by this CO~~1ssion in Decision No. 51024. ~e rema1n1ng 
three wells are lecated in the hYdrologic area known as the Central 
Basin and the quantity of water that can be prodUced from these 
three wells is limited pursuant to the terms of a Stipulat!on and 
Agreement for Judgment approved by this Cornm1ss!on in Decision 
No. 68316. 
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As of Dece~ber 31~ 1975 the book cost of utility plant in 
service in the Southwest District amounted to $20~8l3>120 and the 
depreciation reserve was $5~049~302 r~r a net depreciated plant of 
$15>764,418 .. 
Rate H1sto:-y 

The basic present rates for this D1strict were set by 
Decis10n No. 82539 ~ated !1arch 5, 1974 in Application No. 54035. 
Since that decision the Commission has authorized the following 
offset rate increases: 

Date 
AdVice Resolution Rates 

Increased 
Expense 
Orfset Letter Number Dated Effective 

462-W 

481-W 

W-1742 6-17-15 1-1-15 Purchased water, pump tax, 
power for pumping, labor, and 
property taxes offset by the 
full effect or a reduetion 
L~ Pederal 1ncome taxes 
caused by an increase' in the 
Investment Tax Cre~t 
$250,000. 

W-1920 6-8-16 7-1-76 Purchased wa~er, power for 
pumping, labor ~ and property 
taxes $l15~OOO. 

Rate Pro"osals 

Co~pany p:-oposes to 1ncrease i~s general :etered and private 
fire protection schedules.. ~esent and proposed ra~es are $ho'~ in 
Exhibit D attached to the application. 

The dollar and percentage increase to the customers by class 
of service at proposed rates is shown on the page rollow1ng~ 
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SOUTHER..loJ CALIFORNIA WATER COMPA1JY 
SOU~h~~T DISTRICT 

Prooosed Revenue !ncreases 

(Dollars in Thousands) 
Est1mated Year 

Present Proposed 
Classifieation Rates Rates 

Metered R~venues 
Co::nme!'c1al $4,,418.5 $4,,88~.9 
Industrial 339·1 371.7 
Public Authority 204.1 232.1 
Resale 0.9 1.3 
Other 6.3 6·2 

Total 4,,969 .. 5 5,,503.5 
Flat Rate Revenues 

Private Fire Protection 97 .. 1 129.5 
PubliC Fire Protection 75 .. 2 75·2 

Total Flat P.ate 172 .. 3 204.1 

Other ReVel"l:.1eS 
Miscellaneous 10.0 10.0 
Rent 2.2 2.2 
Other 24.6 24.6 

Total Other 36.8 36.8 
Total Operating Revenues 5,,178'.6 5,,745.0 

Incre~se$ in Metered Revenup. 
at ?rooosed Sten Rates 

1971 
1918 
1979 

Amount 

$ 81.6 
l41.3 
50.7 

-4-

Percent 

1.61% 
2.73 
0.95 

1,2'76 
Increase 

Pc:--
Amount Cent -
$466.4 10.5% 

38.6 11.4 
28.0 13'.7 

0.4 44 .. 4 
0.6 ~ 

534.0 10.7 

32.4 33.4 --
32.4 18.8 

--
566.4 10 .. 9 
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Results of ODeration 

Witnesses tor Company and the Co~~ss1on stafr have analyzed 
and estimated Company's operational results. Summarized on the page 
following, from Company's Exh1bit 4 and stafr's Exhibit l5, are the 
est1mate~ resu!ts' ot· operations.t.or the test years 1976 and 1977 
under present rates and under those.propose~ for 1977 by Company. 

Co~pany and the staff wer~ L~ agreement as to water sales 
or 250 Cef per commercial c~stomer per year under normal rainfall 
and temperature conditions. The ~or difference in revenues at 
present rates was caused by the starf's use of the offset rates 
authorized effective July l, 1976. For operat1ng expenses the starr 
made use of later information including the then latest known rates 
for power for pumping and payroll tax. For income taxes the starf 
used a full flow through of the Investment Tax Credit and the current 
10 percent rate rather than the 4 percent rate existing at the time 
of the filing of this application. 

With respect to plant additions Co~pany's vice president or 
operations teztiried that the Metropolit~~ Water District or Southern 
California was unable to complete its portion of a new connection in 
1976 out that it will be completee in 1977. This~ ~~ turn, shifted 
1nstallation of its part of the co~~ect10n into the year 1978. He 
also testified that a reservoir originally planned tor 1976 would 
not be constructed until 1977 and that the design had been changed 
from an underground reservoir to a steel tank. Theze cha~ges were 
provided the stafr, accounting for the major amount of the starr 
differences or $241~200 1n rate base. 
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· · · · : Item 

Southern Calitor:lia. ~later Coc:p:3.CY 

Southwest District 

SOMMA.."ttY OF EA.-o..'mtiS 

Ye~ 1976 and 1977 Est.imated 

: AEElic3n~ Eot1mated : Sta!f Est1mated 
: P:resent,ll:?roposed. : Pre:sent.: Propo~ 
: Rates : Rates : Rates: Rates 

(A) (s) (C) (.0) 
(Dollars in Thousands) 

: Appl1eant: 
: Exeee~ : 
: Sta.fi"# . . 

(E) 

Ye:n- 1976 
Operat1:og Revemles $ 5,178.6 S N/c3i$ $,3l3.1 $ 5,~061 $(1~;) 
Operat~ Expen~s 

Oper. & Maintenance 2,768.5 N/G 2,730.5 2,733·7 ~.o 
Admin. & General llO·9 110 .. 9 ll2.7 112.7 1.8) 
Taxe~ Other Than Income 524.0 N/G 524.1 ;:32-2 (.l) 
Depred.ation 3:39.2 339.2 335.1 3:35·1 4.1' 
Prorated General Office l~.O l~.O 1~2 .. 0 ~2.0 4 .. 0 

Subtotal 44,.2 3,898.6 :3,854.4- ;" 5.7 
Taxes on ID.come 222·2 NLe'; 4.04.·2 677·i ~ Total Operating Exps. 4,254 .. 5 4,259.J 4,543 .. 2 4,..8) 

Net Operatillg Revenue 924.1 l,05:3.8 1,29S .. e (l29.7) 
Dep~ciated Rate Base 12,994-6 l2,994.6 12,8$8.l 12,S;8.l 136.; 
Rate of Return 7.11% 8.20% lO.lO% (1.09)~ 
Avex-age No. or Customers 

Excludil:lg Fire Protection 4l,S96 41,;96 u,64S 4l,64$ (52) 
Year 1277 

$ ;,S78.~ $(l46.2) Operating Revenue3 $ ;,200.0 $ 5,e51.0 S;,3f,..6.2 
O~rati.n,Q: ~s 

Oper. & Ma1ntenance 2,779.2 2,?e2.,5 2,749.$ 2,7.52.8 
Admin. & General 113·6 113.6 ll5.7 1l.;.7 
Taxe$ Other 'than Income $3l .. 3 541·3 529.9 .5~.1 
DepreciatiOn. 350.5 350·$ 344.:3 344.3 
Prorated General Office 122.7 126.7 122.2 1~2·2 

Subtotal 3,931·3 3,9/.0.4. .. 6 3,892.6 J,904,.l 
Taxe3 on Ineome 297.4- 6~2·4 :289·2 664 .. 1 

Tot;A Operat1Ilg Expz. 4,22$.7 4,57e.O 4,,232.1 4,%&.2 
Net Operating Revenue 971.:3 l.273.0 1,O6l.. .. 1 1,310.7 
Depreeiated. Rate Baze l3,284.; l3,2$4.; 13,0~3.3 13,043 .. 3 
Rateo!Ret.urn 7.31~ 9.58% 8.16% 10.0.5% 
Average No. or CU3tomer~ 

Exeludixlg Fire Protection U,6;3 41,6;3 41,768 ,U,76S· 
(Red Figure) 

# At present rate~. 
y At proposed rates tor 1977 applying to both 1976 and. 1977 test. years .. 
y Not given a.t 1977 prop¢3cd rates. 
1I .Be!ore 1976 ot1"3et. increase. 

-6-

29.7 
(2.1) 
1.4 
6.2 
2·,2 

;.8.7 

~ 53 .. 4) 
(92-8) 
24l..2 
(0.8;)% 

(llS) 

/ 
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CornE-any Stipulation on Results of Operatio!'l 

At the hearing~ COQpany stipulated to the starr's revenuez~ 
expenses~ and rate base included in its summary of earnings for 
years 1976 and 1911 updated for certain known changes 1n expenses 
since the preparation of the staft's report. These changes included 
in Exhibit S are to reflect: a 6.8 percent wage increase to all 
employees (other than executives and Bear Valley Electric District 
employees covered under a union contract) that was authorized by 

the bo~d of directors to become effective Dccemb~r 25, 1916~ 

increases in liability insurance effective October l~ l$16~ !ncre~ses 
in the cost of pensions and benefits effective Dee~mber 25, 1976~ 
and increases in payroll taxes effective January l~ 1977 .. Consistent 
with its stipulation and included in Exhibit 5 was a s~hedulc of rates 
that was, according to the witness, designed to effect the lifeline 
recommendation or the starr and to produce a 9.15 ,ercent rate of 
return on rate base. ~fuile the staff was familia: with some of these 
changes it did request and was gran~ed time to study and investigate 
Exhibit 5 and supporting work papers ~~ deta!l. The star~, after 
rev~ew> offered no objection to the update~ matcri~l on costs 
presented by Company but did rind ar1t~etic errors in ~ompany's 
revized proposal on rates. 

v1e will adopt the starf' s surr.mary of earning-:; o.s updated 
I." for later information included ~~ Exh1~1t 5 a~ cho~m G~ ~he page 

to1!owing. The rate design author1zed will :::-erle~t the stai"t's 
corrections. ,', 

-7-
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Rate or Retu:"n 
Any rate of return determination necessarily requires 

the weigh1ng of a number or economic intangibles which are difficult 
to measure by statistical compar1sons. It devolves upon the 
judgment of the Commission I after weighing the evidence presented 
by all of the experts l to determine and set a fair and reasonable 
rate of return. (Pac. Tel. & Tel. Co. (1968) 69 CPUC 53.) It 
was the testimony or Company's exPert in investment bank!ng and. 
utility t1n~~ce that a 9.73 percent rate of return on rate base 
or approXimately 15 percent rate of return on common stock equity 
is needed to enable Company to sell its shares at a price which 
would not be punitively d1lutive to the present stockholders and 
destructive to the market for Company's common stock. 

The starr's financ1al w1tness recommended a rate of return 
of 9.15 percent on rate base, or approx1~telY 13.33 percent return 
on common stock equity. We have considered the arguments advanced. 
by Company and staft and adopt as reasonable a rate of return or 
8.8$ percent on rate base, or approximately 12.5 percent return on 
commOn stock equity. Such rate ot return requires an 1ncrease in 
gross operat1ng revenues of $266,500. 
Step Rates 

Company's proposal tor step rates was based on two r~ctors: 
(1) an estimated increase in the cost or money each year through 1979, 
and (2) an estimated increase 1n rate base each year through 1979. 

The starf vigorously opposed step rates based on 
estimates or financing costs that rar into the rut't,.tre. We concur. 
With respect to trend in rate of return caused by operat10ns~ 
including rate base, the decline in rate or return between 1976 and 
1977 of the adopted summary of earn1ngs of Company's rates originally 
proposed tor 1977 is .05 percent per year. Company at the hearing 
withdrew its proposal with respect to step rates in the Southwest 
District. 
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Service 

Our starr stated that service in the Southwest District 
appears to be satisfactory. 
Findings 

1. Company is ~ need of additional revenues 7 but the propos~d 
rates set forth in the app11cat~on are excessive. 

2. The estimates~ previously eiscussed herei~~ of operating 
expense and rate case tor the test year 1977 reasonably indicate 
the results ot Company's operations tor the future and are ado,ted_ 

3. A rate of return of 8.85 percent on the adopt~d r~te 
base tor the year 1977 will produce a return o~ co~~on equ!ty of 
approximately 12.5 percent. Such rate of return requ!res an inerease 
in gross revenues of $266,500, whic~ amount is reasonable. 

4.. The establishment of a lifeline form of rate 1~ reo.sonable .. 
5. The ~tatf's rate eprecd 13 reasonable a~d should be 

adopted. 

6. The increases in rates and charges authorized herein 
are justified; the rates and charges author1zee he:-ein ar~ reas'onable; 
and the present rates and charges> insofar as they differ rro~ those 
prescribed herein, are tor the future u~just and unreascnable. 

The Comm1S~1o~ concludes that ~he a~p!ication should be 
granted to the extent set forth in the o~cer which tollo~s. 

o R D E R ........ _ ........ 
IT IS ORDERED that ar~er the effective cate or ~h13 nr~or, 

Southern Calitornia Water Company is authorized to r~le the revised 
rate schedules attached to this order as Appe:ld!x A, ar.d concurrently 
to withdraw and cancel its presently effective sched1lles. Sl,;.ch 
filing shall comply with General Order No. 96-A. The effective date 
of the revised schedules shall be four days atter the date or !111nZ. 

-10-
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The revised schedules shall apply only to service rendered on and 
after the effective date thereof. 

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

Dated at ___ &.n __ --.F.;.;ra.;,;.n_c_j~_o _____ > California" this .Q3~ 
day of __ ....... J: .... E.Bk' ... ! .i.;;:.! ~,Q"Rv"'-__ > 1977. 

, -......., .... -' ... ... .. '.J, 
~:.+ J~" ........ ' "..' ... /., 

.J ..... ......,. ..,. ,.-. . .. .,.., l/ 
... , '.. ~ ': _J'; f, 

C,..-1 .... " ,. ...... ,. .-:'i'I' (~ ~··~oru:, .. :1r •• 'being 
tl~~~!':~~"'~'·~ ,..l":'!~~t. ~14 not ~'!"tic1J)ato 
~n tbo 41~posit1on ot th1~ procee41ng. 

CO~!~~1ocer Vornon L. stureeon. ~1a8 
nece:car11j ab~oct. ~1d D~t part1c1pat~ 
in tho di~po~it10n or ~z oroe.e4iDg. 
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APPI.I C'.\BD .. I'rY ---

APPENDIX A 
Page 1 o! :3 

Schedule No. SW-l 

Southwest Distriet 

Ap?lieable to all metered. wa.ter :Jervice. 

TER.'rUTO~ 

All or portions o! the C1ties of C:u-son, Compton, El ~g'lmc!o, Ga.reena., 
Ha.wthorne, Inglewood, and I.a.wndale, 'the co::mn.mities of AtheM, Lennox, and 
Monota, Me! vicinity, !..os Angelc~ County. 

RATES 

Quantity Rates: 

First 500 eu"t't .. , per 100 cu.!'t. 
Over 500 eu.tt., per 100 cu.ft. 

So:.:-vice Charge: 

Pe:o!v!cte:o 
Per 1-1"!'1th 

................. _ .. $ 0.292 
0.295 ....... -... _ ....... . 

For 5/Sx 3/4-1neh meter ............ "" ................ " $ 2.40 
3.90 
6.00 
9 .. 90 

For 3/4-inch meter .•••••••••••••••.••••••••••• 
For l-inCh meter ••••••••••••••••.••••••••••• 
For l-1/2-inCh meter ••••• ~ •••..•••••.••••••••••• 
For 2-inCh meter~ .•••• _ •••••••••••••••••••••• 
For 3-ineh met~r ••••••••••••••.••••••••••••• 
For ~ineh meter ••••••••••••• _ •• ~ ••••••••••• 
For 6-inch meter •••• 9 ••••••••••• ~ ••••••••••• 

~or ~inCh meter ••• # •••••••••••••••••••••••• 

For l~inCh meter •••••••••••••••••••••••••••• 

The Service Charge is a readineso-to-~erve 
charge applicable to all metered serviee 
and to which is to be added the quantity 
charge at the Quantity Rate~ .. 

15.00 
J.o).oo 
'37.00 
6~ .. OO 
10~.OO 
l4S.00 

(C) 
(I) 

(I) 

! 
I , 

I 
I 

(I) 
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APPENDIX A 
Page 2 or 3 

S~hedule No. AA-4 

All Distrlets 

PRIVATE FIRE PROTECTIon SERfJICE - . 
APPLICABILITY 

Applicable to all water :5enice 1."urn:Ushed. to priv4te~ owned. tire 
protection systems. 

TERRITOf({ 

RATE -

FAte A' - Applicable within the Orange Co'l.JZ'l.ty, Central &.sin, Pomon.'\ 
Valley, and. Southwest Districts. (C) 

Rs:te B - Applicable within the Ba.rstow, Culver City, San GAbriel 
Vall~, and Simi VtJJ.ley- Districts. (C) 

Rate C - Applicable within the Arde.n-COrdova, Bay, Big Bear I 
C8lipatria-NiJ,Q,nd., Desert, Ojai, and San Berna.rein" Valley 
Districts. 

__ P~r ~.e . .=.:~;.;.;t;.,::.;h ........ _ 
A ::3 C 

For ea.ch inch or diameter of service connection $3.00 $2.25 $2.00 

SPECIAL CONDITIONS . 
1. Tho tire protection service eormeetion shall be i.n!Jt&lle: by tho 

utility and the cost paid "rq the appliea.nt. Such pay,ment shall n~-: be 
subject to refund. 

2. The m1 n!MUIn. diameter for tire protection servic¢ shall be tour 
inChes, and. the ~ diameter =hall 'be not more th:m the d1m:leter or 
the main to which the service i3 connected.. 

3.. It 8. d.i:stribution main of a.dequa:t.e size to $crve a priV8.tc firo 
protection syatem in a.d.dit1on to all other norm.s.1 service does not exist in 
the street or alley lldjt.l.ccnt to the premises to be served, then a service 
mI.dn from the nel.l.re~t existing main ot adequate ca.pacity shall 'be 1nstalle<! 
by the utility and the cost paid by the applicant.. Such payment shllJ.l not 
be ~ubjeet to re!\md. 

( Continued) 
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APPENDIX A 
Page 3 of 3 

Schedule No. AA-4. 

All Di,triet:l 

PRIvATE ~ PROTEC'!'ION SERVICE 

SPECIAl CONDITIONS - Contd. 

4._ Serviee hereunder is for privAte tire protection systema to which 
no connections for other than fire prot~ct1on purpo~e~ are allowed and Whieh 
are regul#J.rly 1113peeted by the 'I.lnd.erwriter~ h&vil''lg ju..""i3dietion, are installed. 
lleeoreing to :lpeeit1cat1oru; of the utility, and are maint:l.i.."'l.ed 'to the 
satisfAction of the utilitY'. The utility may install the stSlldard d.eteetor 
type meter approved by the Board of Fire Underwriter3 tor protection Against 
thett., leaka.ge, or waste 01" water .and the eo~t paid by the a.pplicant. Such 
payment shall not be subjoct to refund .. 

, .'.' ..... 
, ' 


