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87742 :4.Ur.? ~ 1977 J)ecis.1on No .. ____ _ 

BD"ORE 'l'HE PUBLIC UTILIT:LES COMMISSION OF nm STATE OF CALIFORNIA 

In the Yl8.tter of the App11~t1on 
of Suburban Water SystetDS, a 
california corporation, for 
authority to increase its rates 
charged to= water service in 
the SilO Jose-Whittier 'District .. 

Applic:&tion No. 56514 
(Filed May 27, 1976) 

McCutchen, Doyle, Brown, and 
Enersen, by Crawford Green, 
Attorney at Law, for Southwest 
Subu=ban Water, app11c&nt. 

Daniel M. Conway, for Park Water 
Company; and Alexander CWOOian, 
City Attorney, for cIty 0 La 
Mirada; ~terested parties. 

i,,~van Z. Pinto, Attorney at Law, 
ames M. Barnes, and I. B. Nagao, 

. for die Commrssion staff. 

OPINION - ..... _-------
Southwest Suburban Water (Southwest), formerly Suburban 

Water Systems, seeks authority to effect fltep rates for its San 
Jose-'tJh1tt1er District designed to produce revenues sufficient to 
yield a rate of return for that district of 10 .. 0 percent throcgh 

the year 1978. It is estimated that these proposed rates, if 
effective for the full years 1976 through 1918, would increase 
water rates to approximately 47,000 customers in Soutbwest's 
San Jose-Whittier District, approximately $1,116,400 (18.9 percent) 
for the year 1976, an additional $360,000 (4.6 percent) for the 

year 1977, and an additional $237,000 (3.8 percent) for the year 
1978 over the rates in effect at the time the application was 
filed. Southwest, by R.esolution No. W-l964 dated August 10, 1976, 
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was granted an adviee letter offse~ ine=ease which bas the effect 
of reducing the increase in rates ::,{"~uested in this proceeding 

~ &bout 14 percent. 
Southwest, a Califom1a corporation, provides public 

u:111ty water service in three districts; San ;ose-wllittier 
Dist=ict, La. Mirada District, and Etiwanda Distr1ct. 'l'hese 

present operating facilities =esult from the transfer of the 

parent, Southwest W&.ter Company, to S~bu:'ban v1ater Systems 

?~suant to the author1~ g=anted by Decision No. 86063: dated 
July 7, 1976, on Jl..pp11eatio:l. Ho. 56529. Southwes:: provided 
service in wh.at is now the La. Mirada and Etiwanda Dist:'icts and 

Subu=ban provided service in what is now the San Jose-Whittier 
District. By Advice Letter No. 111, dated October 15, 1976 the 
Commiss ien was advised of the cha.nge of name from Suburban Water 
S)~tems to the present Southwest Suburban Water effected by a 
Cer~1ficate of Amendment c= ~=tieles of Incorporation filed with 

the Secret.a:-y of State of the! State of california on Oc:ober 19, 

1976. 
The San Josc-w"'hittic:- :is~r1ct consists of the San Jose 

Rills area located in 0: cc;~~c~t :0 the cities of West Covina, 
La ~uente, Indust:y, ~nd GlcCQo=~ and the Whittier area located 
nea:' the eity of Wh!.t~ie'r end beluding adj2.cent unincorporated 
area. Southwest: prod".lces approximately 75 percent of the Sao 

Jose-Whittier District's water requirements from 45 company
O'JTQed dec?-well txrbine 'Pumps and the rema.:!.nder of s:xpply is 
pu:ehased through intarconnections with water purvcjors con

tiguous to Southwest's service areas. 
After notice, publ1e heartDg was held before Examiner 

Johnson on March 15, 1977 at West cov~~ o~ Mareb 16, 1977 at 
Whittier, and on March 17, 1977 at Los Angeles, and the matter 

~1as :3ubmitted on M&::ch 25, 1977 upon receipt of late-filed 

Exhibit 13. 
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Testimony on behalf of Southwest was presented by 

its president, by two of its vice presidents, by its manager of 
budgeting and regulation, and by a consulting engineer, and on 
behalf of the Commission steff by two of its f1nanc1al examiners 
and by two of its engineers. A statement in opposition to allow
ing a 10 percent rate of return es requested b, Southwest and 
recommended by the Commission staff was made by the city atto~ney 
for the city of La Mirada on the basis that, in his opinion, 
such a rate of return was excessive and he did not want to see 
such a rate of :etux'n set a precedent for a decisio:l in South
west's Application No. 50725 for a rate increase for its La Mireda 
District. In addition, several customers made statements re
lating to alleged billing 1r~ccurac1es and iDequities. 
Ra.tes 

The rates present1r ~ effect in Southwest's San Jose
Whittier D1st%1ct were authorized bv Decision No. 83920 dated • 
December 30, 1974 on Appliez.tion u~. 54386 as EZtOd1f1ed by 
Commission Resolution No,. W-1771 d:lted .July 20, 1975 and ResoludonNo. 
W-1964 dated August 10, 1976. 'n\e following tabulation sets 
forth the present and proposed step rates for ge~eral metered 
service. !be proposed rates shown in the 1:a.bulat1on reflect 
modification of the originally proposed rates to Ulclude the 
presently effective lifeline rates. 
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Per Meter Per Month 
~esen~ ~0F-sea ~EX. 5l 

- -7' 
~trmtiiii 

After 1~~ After After 
12-31-76 12-31-77 12-31-77 

Service Charges: 

For 5/S x 3/4 ... :tnch meter · ... $ 3.58 $ 3.S8 $ 3.58 $ 3.58 
For 3/4-1nch meter · .. 3.88 5.82 6.07 3.57 
For I-inch meter .... 5.03 7.83 S.28 11.69 
For 1~-1nch meter .... 7.13 10.44 11.04 15.58 
For 2-inch tneter · .... 9.78 14.03 14.90 21.04 
For 3-ineh meter · .... 17.53 25 .. 83 27.60 38.96 
For 4-inch meter .... 24.53 35.06 37.54 52.98 
For 6-inch meter · .. 40 .. 53 58.15 62.38 88.05 
For 8-inch meter · .. 60.03 86.36 92.74 130.90 

Quantity Rates: 

For all water delivered, 
per 100 cu. ft. 

Tariff Area No. 1 
First 500 cu. ft. per m:>r. th . .231 0.231 0.231 .136 
Over 500 cu. ft. per con t~l. .273 .234 .233 ..1S6 

Tariff Area No. 2 
First 500 cu.~t. per t!C:l~!l. ..... 1 .261 .261 .186 • .. ,J 

Over 500 eu.ft. per c'-;r..t!"!.. ..A3 .. 284 .288 .186 .. .:,,' 
Tariff Area. No. 3 

First 500 cu. ft. per month. .291 .291 .291 .236 
Over 500 cu.ft. per month. ..333 .334 .338 .236 

The service charge is applicable to all metered 
service. It is a readiness-to-serve charge to 
which is added the charge, computed at the 
Quantity btes, for water used during the month. 
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A rate, referred to as the o;ttmum rate by Southwest, 
was developed and presented into evidecce by a consulting engineer 
a$ a vehicle to minimize the effect of successful water conservation 
efforts on Southwest's net profit by establishing the quantity rate 
so that decreases in revenue resulting from successful conservation 
e:forts would be matched by s~ilar decreases in expenses. With 
such a rate the variation in revenuee, up and down, caused by the 
changes in per unit cons~ption would be offset by corresponding 
changes in expenses and the net revenue would, therefore, be unchanged. 
According to this witness's testimony, such a rate would protect 
Southwest from loss of net revenue if the conservation efforts are 
successful and the ratepayer would be protected from providing 
Southwest with excessive p=ofits should the drought end and consumer 
eonsumpeion reeurn to normal. In his opinion, the effect of price 
elasticity on conservation e~=or~s by the customers would be minox 
in compa=ison to the effect th~t will result from the publicity of 
the need for conservation ~~d c:fo=ts of the utility to achieve 
suCh conse:vation. 
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Because the presently effective rates authorized by 

Resolution No. W-1964 contain some of ~e modifications to tariffs 
requested in the proposed rates filed wita the application (Exhibit 
5), Southwest's manage:" of 'b1;Jgeting and regulation cie=ailed South
west's request as it now stanos as :ollows: (a) Tae p=oposed 
optim\lIn rate for general metered service or, if cot accepted, general 
service ~tered rates with the Guantity rates no higher than set 
forth in Exhibit 5; (b) SChedule 9-CF, Construction and 'Z3nk Truck 

Se~T.tce as presently effeetive; (e) Schedule 9-CF-2, Service to 
Tract Houses During Constructio~ of $30 for each residence for 
the entire construc:1on period ~s set forth 10 Exhibit 5; Cd) 
Schedule 4-A, Fire Hydrant Service on Private Property with the 
rates as shawn in Exhibit 5 acd the presently effective special 
con-dit:1ons; (c) Schedule 4, Private Fire Protection Service with 

presently effective special conditions and rates as proposed in 
Exhibit 5; and (f) the pxesently effective rates for other utili

ties and gove=nm~n:al 2genc!ee. 
Presently effect~ve Sch~cule 9-CF rates are 'tied teto the 

2-tnch metered rat~ane will be e~~t1nued in effect. Proposed SchedU;e 
9-CF-2 appears reasonabl~ ane w:ll be adopted. The presently 
effective special conoitioas fo~ S~~edule 4 and 4-A for Private 
Fire Protection and Fire Hyd=ant Service on Private Proper~ will 
be cont!nued in effect and the adoptee rates will be based on the 
rates proposed in EXhibit 5 modified to reflect our adopted resclts 
of operation. The presently effective r&tcs for sales to other 
u~ilit1es and governmental agencies will be continued in effect. 

The .ecord is quite clear ~;at the quantity or commodity 
blocks for Southwest's currently effect~ve rates, as well as the 
rates proposed with the a??lieati~exceed the variable costs as
soc1&ted with providing the w&te::. CortSequently the effect of 
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s~ccessful conservation efforts on the part of a utility is a 
decrease in its net revenues and related rate of return. In re
cognition of this fact Decision No. 86959 dated February 10) 1977 
on Case No. 10114, our investigation into water conservatioo 1 pro
vided that respondent utilities will be authorized to propose rates 
designed to recover any reasonable expenses incurred in complying 
with Decision No. 86959 by means of an appropriate advice letter 
showing made pursuant to General Order No. 96-A. In such situations 
there is inevitably a certain amount of consumer resentment toward 
having conscientious public spirited conservation efforts repaid 
by prompt rate increases. By ~plementing the so-called opttmum 
type rate structure, the applicant believes it will preclude such 
consumer resentment. 

While the merits of the so-called opttmum rate structure 
are recognized, such a structure nevertheless does not support the 
principles of the lifeline rate structure currently being tmplemen
ted by the Commission nor does it promote the conservation of water. 
The proposed service charge (including the 5/8 x 3/4 meter) have 
been approximately doubled while the existing commodity charge has 
been substantially decreased. This results in large percentage 
increased costs to small users but ultimately decreases the costs 
to large users. The commodity charge for all quantities over 500 
cubic feet would be decreased on the average by approximately 40 
percent which is an invitation to increase rather than decrease 
consumption. 

The adopted general metered service rate structure, as 
proposed by the staff, fmplements the principles of lifeline rates, 
provides for a uniform increased cost of approximately 15.4 percent 
for all quantities beyond the 500 cubic foot lifeline quantity and 
promotes conservation by avoiding low cost tail blocks. 
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Southwest has also proposed step rates alleging that 
such rates as necessary to overcome an annual attrition in rate oi 
return of 0.56 percent and permit it to earn a 10.0 percent .e~urn 
on rate base for the years 1976, 1977, and 1978. The Commission 
staff h~s computed the attrition in tbe rate of re~urn as 0.13 
percent and the staff engineer testified that he did not believe 
that such a small decline in rate of return justified the adoption 
of step rates. The discrepancy in the computed attrition rates 
by Southwest and the Commission staff relates to the estimated 
unit consumption for metered customers reflected in the respective 
revenue estimates. Consistent with our subsequently discussed 
adopted summaries of es--nings 3Qd the negligible attrition on rate 
of return discussed prior, we will not authorize step rates. 
Results of Operation 

Both Southwest and the Commission staff prepared sum
caries of earnings for esttmated years 1976 and 1977. Tabulations 
comparing these estimates were introduced into evidence as 
Exhibits 15 and 16 by staff engineers. Such tabulations, in 
exhibit form, were mailed to Southwest prior to the hearing. 
According to the record, upon receipt of the staff exhibit, 
Southwest reviewed the estimates and accepted the staff figures 
with three exceptions as shown in the following tabulation. Also 
included in the tabulation is Southwest's summary of earnings for 
the year 1977 at proposed rates assuming conservation efforts 
have reduced consumption by 10 percent. 
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Su.mmary o~ Eiu'niugs 
(E8timDted Year 1977) 

. Staff Estimated . : Southw~st AcceEt~d : 
: Pre~nt : Proposed : Before Co~-: After Con-: 

Item : Rntes : Rates : servation : 6~rvation 
(Dollars in 'l'hou6a%ld.c5 

Operating Revenues S 6.389.9 $ 7.263.3 S 7~263-:; $ 7.l65.2 

Operating ~nees 
Operation & Maintenance 2.827.5 2,831.5 2,831.5,;; 
Administrative & G&nera1 1,149.3 1,162 .. 3 1,168.2 
~ax03 Otber Than on Income 587.9 587.9 507.9 
DepreCiation 500.5 580.5 
Tsxes on Income 80 .. 8 221.2 sSo.~ 

~2. 

'l'otal Ex:penees 5,226.0 5,694.1 5,710.8 

Net Operating Ineo~ 1.163.9 1.569.2 1.552.5 

Rate BaM 

RAte of Return 

14,917.6 14.917.6 14,941.~ 

7.80% 10.52% 10.39% 

11 Regulatory commie6ion expense. 

Sf Aeee1eratP.d depreciation minus effect of regulatory 
commission expense. 

21 Staff exclusion of a S24,ooo item !or land not 
used and useful for utility purposes reflecting 
simi1a:- deletions for l'atemaking pur:pose5 in 
Decision No. 79912 dated April ~ .. , 1972 in Appli
cation No. 52505 and Decision No. 83920 dated 
Deeember 30. 1974 i~ Application No. 54~86_ 
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2.783.9 
1,168.2 

587.9 
580.5 
216•2 

5,6:;6.7 

1.528.3 

14,941.6 

10.23% 

: Ado'Oted: 

$ 6.389-9 

2,827.5 
1,149.7 

587.9 
580.5 
9!.:; 

5.240 .. 1 

1.149 .. 8 

14,941.6 
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Regula:ory Commission Expense 
The record shows tha t the Commiss ion staff engineer 

calculated the regulatory comm5~s!on ~x?enSe by amortizing over 
a four-year period the unamortized pcrt10n of the regulatory 
commission expense adopted in Decision No. 79912 dated April 4, 
1972 on Application No. 52505 ($4)500), the unamortized portion 
of regulating expense adopted in Decision No. 83920 ($15,000), 

and the estimated reg-.llatory expense for this ins::a:1t proceeding 
($36,900), a total of $46,400, 0= $14,100 a year. This witness 
justified the use of a four-yea:: amortization on the bas:ts that 

the inflationary spiral in this country is slaeken1ng which, 
combined with the greate:; use of advice letter offset filings, 
sh~~ld extend the period be~een rate 1ncresse applications to 
at le3.st four years. We ~ill lldopt this four-year amor~1z.aticn 
pe:-1od for the p'T.%poses of tc1$ proceeding recogn1zing the usual 
p=act1ce of permi~ting the inclusio~ of unamortized portions of 
regulatory eX?ense in ccmput~g t~c allowance for subsequent rate 
cases .. 

Southwest's witness co~~t~d the test year regulat~ry 
commission expense by a~o=~!7.~~2 cv~= a three-year period t~e 
unamor:: ized allowance .:.dop:e:! in Dec is ion No.. 83920 ($15,000) 
and the estimated expense for this proceeding ($45~OOO). & total 
of $60,000, or $20,000 a year. The record shows Chat the ut:11i~y 
regulatory expense for this proceeding totaled $40)>48 to which is 
to be &dded an estimated $740 for each day of hearing. The cost 
of the three days of hearing wo~ld thus be $2,220 which added to 
the $40,948 totals $43,108 regulatory eomm.1ssion expense for this 
proceeding. This figure will be included in our computations 
of the proper utility regulatory expense. 
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Decision No. 79912 foune an allowance of $9,000 a year 
fo~ the test years 1970 and 1971 as reasonable (m~ page 27). 

No definite atllO::'tization period was s'~ted. T"a:l.3 $9,000 per year 

was superseded by the a11owa~c~ of $15,000 a year £o~ three yea=s 
adopted by Decision No .. 83920 and need not be included in the 
computations in this proceeding. Decision No. 83920 becaa:e ef
fective in January 1975 so the use of $15,000 for the amount of 
the unamortized reg-~latory commission expense is proper. We will, 

thereiore" adopt as reasonable for this proceedtng a regulatory 
cotntnission expense of $14,500 which is &pl'roxima.tely equal to the 
cost of this proceeding of $43,108 pl\!S the mlamort1zed expense 
from Decision No. 83920 of $15,000 a total of $58,108 amortized 
over a fou=-year period. 
Ac~elerated Depreciation 

Acco::-ding to t!le reco:d, the staff's engineer computed 
the straight-line remain~n8 life depreciation expense to be $580,500 
using depreciation rates t:c~~sC!:'t~~d to the Commission staff by 
Southwest for review by 1e~~= ~~~cd January 28, 1977 ap?lied to 
the staff engineer's est~m;:tcd ?:..~~~ balances. Southwest accepted 
this estimate of dC?4ecit.tion ex~:.:=~. However, Southwet::t's 
comp'$tcd income t~ ~s r~l~tod to ~ceclerated cepreciation is 
$13,900 higher than the staff's computed amount. ':i.'he difference 
derives from the use by Southwest of the yea~ 1976 composite 
accele~ated depreciation t&x rate as contrasted to the staff's 

utilization of the year 1975 composite accelerated depreciation 
tax rate. Southwest's calculation, based on later d.s.ta o:>t 
available to the staff when its estimate was prepared~ will be 
c;.dopted. 
R~te Base 

The Commission staff's engineer disallowed from rate 
ba:te for ratemaking p~poses an item of $24.000 representing 
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approximately two acres of land on Southwest's property located at 

Yaaplegrove &n~ Valinda Avenues 0:1 the basis that such land is u:l

used and was previously excluded from rate base ~ Decisions 
Nos. 79912 and 83920. This wi~ness testified that before ~n~pectL~g 
Southwest's premises he read those two decloions and mentally 
noted that this was one item that should be reviewed on his field 
trips in the area. On two diff~rent i'cspections he observe<! that 
a large portion of the lot was unused. lie determined, by pacing, 
that the unused area was approximately 110 feet wide and 800 feet 
long, almost two acres, and concluded thet the $24,000 rate base 
adjt:StU12nt should be continued. 

Southwest's vice president testified that from time :0 

time the area in question is \:Sed for demonstrations of any earth 
mov1.."g, exeavating, hydraulic or boring equipment Southwest 1s 
cO:1sidering buying, as a traini:tg ground for heavy equipmen: 
operators, for temporal:Y dum?!.ng when local disposal areas are 
closed, and fo,: tetnpOrary s~o:;::'s&e for transite pipe. Because of 
these uses of the land it is h!s o~1nion that the area should be 
inel~ed in rate base.. So~~w~s~ ::.lso argues that irrespective 
of ~e land use in 1972 o~ 1975, it 13 presently being used. 
Fu=thermore, it is contended t~t t~is specific item has never 
been litigated. A review of Decisions Nos. 79912 and 83920 
l:'eve.als there is some merit to the latter contention. Decision 
No. 79912 tabulates the component parts of the rate base as 
est~ted by the staff and Suburban (mimco .. page 32) for the years 

1970 and 1971. The staff estimate shows an adjustment fer non

operating property of $24,000 be: this item is not discussed in 
the text nor was a. separate finding made on the propriety of its 
exclusion. It is noted that this $24,000 adj~tment is SOmel/hat 

overshc;~qwf.~ by a downwarti a.d i liS talent ot $1, 64G, noo stipulated 
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to by Suburban for th&t proeeE:.~ing without p:ejudice to its :iOht 

to contest st:Ch an adjustment in a fut'u::oe proee.ecling. Decision 
1'To. 83920 stated in part: "In Decision No. 79912 dated April 4, 
1972 the Commission had excl~ed $24,000 from rate base for an 
unused portion of the lot containing Suburban' s shops and storage 
yard. This figure is incorporated in the staff disallowance and 
't>7ns no~ challenged by Subu::-ban." !he reco:'d 10 this mat1:er in

dicates that the fact that s~ch a d1s.a.llowance was not contested 
by Southwest was an overs:tght on its part rather then an admission 
that such a disallowance was proper. 

AccordL~ to the testimony of Southwest's witness, the 
entire pa=cel of land includi:lg the disputed portion of the lot is 

fence enclosed, is utilized as utili~y property in accordance with 
a conditional use permit) and would be unsatisfactory for residen
ti:ll purposes beeauze of the prox1m:Lty of Suburban's pipe ya=d. 
We will accept Suburban's cont~ntion that the portion of the lot 
tc question is cns3cisfactory for residential purposes and is used, 

from time to time, fer utility =c~a:ed purposes and will, therefore 

include it in rate ~sc fc:: t.~::s ~,=c.!aed1ng. 

Other Items 
Southwest has accepted th~ s~ff's estimates of revenues 

and other operati:lg expeMCS at proposed rates. We will assume 

that the staff's estimates of these items at ?resent rates are 
equally acceptable and uncontested and will adopt them for this 
proceeding. The effec~ of conservation efforts on net revenues 
~'1as assumed to be negligible because of cur adoption of r:::.tes 
designed to effect increases or decreases in expenses which match 
increases or decreases in ':'evenues result1ng, from chaog~ con

sumption patter:s. 
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Southwest included as Exhibit 9 calculations of additiooal 
annual costs incurred subseq~nt to the preparation of the res,;lts 
of operation exhibits of $97 , 234 for an increase in t:hc main San 

Gabriel Basin Watermaster make-up assessment and $55,600 reflecttng 
a five percent across .. the-board pay increase, effective January 3, 
1977. These figtJres were not furnished the staff's engineer prior 
to the hearing in adeq~te time for analysis and appropr1ete ercss
examination and 't'1111, therefore, not be 1ncluded in our adopted 
summary of earnings ~ 
Conservation 

In Decision No. 86959 we found as follows: 
than requi=ing detailed compliance reports during the 

"9. Rather 
f.mtx:nd iDg 

water crisis period, the Commission should consider compliance 
with ~1s decision in connection with requests for rate or other 
relief from this Commission." (m:tmeo.. page 16.) As a result, one 
of Southwest's vice p=~sident5 presented testimony detailing its 

present and pr~pos~d water c~~se~-~ation programs. The present 
p~ogram, accorcling to the t~6~~QOn1, provides for the inclusion of 
statements on bills and the wide e~stribution of water conservation 
pamphlets in connecti::>n wi:h 't'7ri:t:c:l s.nd verbal public co::tacts, 
the providing of water conoe:vation in~ormaeion on a program basis 
to the news media, the installation of bumper stickers on company 
vehicles and providing such stickers to the general public, the 
notification of customers of noted wasteful use of water, public 
p:esentations of water conservation f1Ln, the distribution of 
placards to resta.1.%3nts, and the revision of reps.1r procedures so as 
to effect immediate repairs. Southwest: is presently in the process 
of lireparing bill inserts and water conservation kits, instituting 
l!n nccele'!:'at~leak detection progra.m, formulating a. program to 
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provide effective conse=vation information to large users, preparing 
a list of :l8.t1ve landscape plants having low water require.me:lts, 
and :'ev1ewing the use of W3.:~ taken from hydrants by construction, 

contracting, and government agencies in o~der to encourage re
duction of such use. 

This witness further tp-etified that Southwest was review
ing the feasibility of reducing opernt1r!8 pressure to a ms.x1mam 
of 80 psi at customers' meters as pr~v1ded by Decision No. 86959. 
According to the teszimony, Southwest's system was designed for 
meeting the residantial demand .::.nd :oeq1!ired fire flow giving 
recognition to the diffe=e~ees in ele~ation ~ choosing the lo~a

t!.on of reservoirs. The witness desc:x1.bed the flow of wate= up 
through the various elevatio~ zo~es and stated that it was ~ossible 
that limiting the pressure to 80 psi ,~ould cleprive some customers 
of water and p=event the flC"~ of wate:- throughout the ent1re system .. 

He stated t."la t Southwest: is t"ot cpposed to the 80 v:;1 reqt:irement 
but that acc.ievl.:ls ::)'~cb. n tn:.);:::C':'\4 f.)ressure at custGmers f meters 
will be difiicu:.t a1.'ld cC\.'tld p~-:":\v~ to be prohibitively expecs1ve. 
i.."l any event, Soutb.~1es~ is ?:'a~~~:"""l$ Co proceed with a detailed 

study of the matter to asce't't~tc 1ii!:t:3::ter the anticipated dif
ficulties in ac:hievi:g ~e eo fJ~i c.:.xim::.xm pressure can be ova-rcome. 
1'be record shows that Southwest anticipaees being able to meet its 
projected ~equ!rements fo: the foreseeable future. From the 
testimony it would appear that Southwest is endeavoring to 2ffect 
=ull compliance with Decision No. 86959. 
Rate of Retu:zon 

Southwest requests an increase in revenues sufficient to 
provide a rate of return of 10 percent on rate base. It alleges 

tr-..at s\:ch a rate of ret'UX'U is necessary to assure continued 

-15-



1,..56514 N lap 

edequate service and provide for necessa~ improvements to the 
system, is the minimum return need ad to attZ'ac:t necessary capi~l 
and provide a fair a"c reason~ble return on equity, a~d is neces
sary to ~c:h1eve nn appropriate times-coverage ratio as applied to 
interest costs. 

At the hearing, Southwest's witness presented a tabulation 
of the pro £ora:a cost of capital to Souehwcst as of J-c'!y 3l, 19i6. 
This tabulation indicated a capital struct".Jre comprised of 41.27 
percent of long-term debt with an embedded cost of 9.66 percent, 
18.53 percent preferred stock at a cost of 4.24 percent, and common 
equity of 40.20 percent. ~~ith this financial str1.:cture and em

bedded costs a ret~ on common equity of 14 percent would require 
a r~te of return of 10.41 pe=cect, a retu::'n on equity of 16 pereent 
wo~lo reGu1re a rate of re~urn of 11.23 percent, and a return on 
equity of 18 percent would require a ~ate of return of 12.05 percent. 

The staff's financia:!. examiner presented an exhibit 
containing nine tabulations ,:o~l~cr::.1ng common stock book value, 
dividends and e3.rlli:lgSjt capital c·::.:;-acture, interest and discount 
rates, earning.~3t~3 on cis~~ w~t~= utilities and eight Class A 
California water utilic~es, ~cco~t c~uc authorized rates of 
::eturn, Southwest's caplt.s.l st=-.lct~e, and a recommended rate of 
retw:n. This witness testified that in developing the rate of 
r~turn for the 1977 test year, he utilized a eapital struct:rre 
relatL~g to Southwest's california operations excluding $2,200,000 
representing the common stock equity of Paradise Communiey Serviees~ 

Inc., located in New Mexico. He state<: that s1n~e the earnings 
a.llowance for common s~ock eqt:ity is necessarily a judgment f1gt:re 

i~ was ne~essary to consider many factors in arriving at his 
conel\lSion. These factors include the increase in the embedded 

-16-
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eost of long-term debe, capital structure of the utility, So~thwe8t's 
states as a wholly owned subsidiary, and the balancing of co:u;umer 

interests with the benefits accruicg to che investors. He rec~ 
mends a r.a te of retm'n of 10 percent on the bas is such a return is 

reasonable from the standpoint of allowUlg fcrr the scrvie1llg Qf 

f1xed charges and providing an allow4ncoa for common stock equity 
that permits the ~yment of a su1te.ble div1dea.d as well as t')rovide 
fo:, moderate additions toret&!.ned. e&rnings. Such a re::uru will 
p:ovide a return on common stock equity of 11.19 pereent on the 
ca?1tal structure es'timated by :he staff's f!.n~nc:lal ex.aminer 

to be effective as of Deeembe: 31, 1977 a.s shown by the following 
tao bula t1on. .. · .. ~e;gs~a .. · .. · · · .. Capi~l · Cost · Cost · · · · · Item · Ratios · Factors · Totals .. , , . 

Long-term c!ebt 5S.3tt 9.76% 5.691-
?refe=red s toc:k 6.5 . 5 .. 74 .37 
Common stock equity -15.2 11.19 3.94 

Total l(;C.01. lO.O~ 

The staff's rece~cclc~ r~~c 0':: "ct .. -- - ~ .... , the same as Sout:hwes t 's 
requested rate of .et~~n, ~p,e~=c ~~~~onable and will be adopted. 
Aceoanting Recommendation~ 

One of the sto.ff' s f:"''"lo:lnc1al examiners recommended that 
Southwest be directed to ~djust its books of account to reflect 
12 acco~ting exceptions set forth in the staff's exhibit. South
west's mar~ger of budgeting and ~egulation testified that Southwest 
was in ful: a~eemen~ wi~h the ~ccommendations of the zccocnting 
staff in ~ese matters, that it 1nt~nds to tmple~nt the recom
zt.:enda. t ions • 

-l7-
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Se'Z'Vice 
The record 1cd1eates th&t the quality of service provided 

by Southwest is good. Bill ir~eres notifying Subcrban's San Jose
Whittier District customers of the time. date, and place of hearing 
resulted in the appearance of a total of seven customers for the 
two days of hearing. None of these seven made uy complaint as 
to the quali~ of service rende:ed. 'l'h:'ee of them made statements 
of apparent discrepancies in the billing of their' 8.ecounts. The 
record shows that such billings ~ere correct and the apparent 
d1scrc?&ncies resulted frem ~ ~~-t1me chacge in the billing ey:les 
to effect a more efficient operation. Late-filed Exhibit 13 
detailed the aCCO'UIlt data for t:hose who mace statements at the 

hearing and the matters ap~.r to be resolved. 
Findings 

1.. Soutm."es: is in need of additional revenue, but the 
proposed rates set fortC in the application are excessive. 

2. The adopted es~imste~ ?reviously discussed herein of 
operating revenues, opera-cins c:q:-~;,.s.as, and rate base for the 
test year 1977 :e:..sonably inr.iicste :he results of Southwest's 
opera.tions in its San .!ose-~'r:.·lit;-:':'::'cl:' D!.str1ct for the near future .. 

3. A rate of ~~~~n of l~ .. O pezcent on the adopted ra:e 
base is reasonable. St.:ch ra'te of ret-.tal will provide a return OD. 

equity of approximately 11.19 percen~. 
4. An operational slippage of approxima~ly 0.13 percent 

at proposed rates will be experie~ced and is insufficient to 

justify the authorization of a stepped p~gre$s1on of =&tes. 
5. The increases !:l 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 tmjust and 
~~easonable. Since Southwest is in agreement, the accounting 
recommendations will be included in the order. 

-18-
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6. Southwest's earnings under ''?resent Rates II from its 
cpcrati~ns du=ing the 1977 test year produce a rate of return of 
7.70 percent on a rate base of $14~941,600 based on adopted 
results of operation. 

7. The ~uthorizcd increase to rates at the 10.0 perce~t 
rate of return for the test year 1977 is expected to provide 
increased revenues of approximately $741,300 (11.6 percent) for 
Southwest's general metered service, consau:tion, and private 
fire protec:t~on schedules as compared to a requested increase of 

$1,713,400 (26.8 ?Creent). 
8. The standard of service rendered by Southwest !:1 its 

San Jose .. Tt1h1ttier District is adequate. 
9. Scuthwest"s present and proposed plans for effecting 

~7a ter conservation 8enera1~y COtt?ly with the requirements of 
Decision No. 86959. 

10. Southwest s!:lould st:'Jdy the feasibility of modifying :f.'ts 
system operat~ons so as to cffce: , maximum operating pressure of 
80 psi at customers r mete:-s ::'::'0 submit the results of this study 
to the Commission. 

11. Southwest s~ou:c. irn~:~=~~~ the staff's accounting 
recommendations cont~i~e~ in E~_~i~i: 14. 

The Commission concludes that the application snould be 
g~antcd to the extent set forth in the order which follows~ 

ORDER 
----~--

IT IS ORDERED t~t: 
1. After the e:fective date of this order, Southwest 

S'lburban Water (Southwest) is authorized to file the revised rate 
schedule attached to this order as Appendix A. Such filing shall 
comply with General Order No. 96-A. The effective date of the 
revised rate schedule shall be four days after the date of filicg. 
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The revised schedule shall apply only to service rendered on and 
afte= the effective date thereof. 

2. Southwest shall prepare a seudy of the feasibility of 
modifying its system operations so as to effect a maximum 

operating pressure of 80 psi at customers' meters aud w1~hin 
ninety days of the effective date of this order, submit the 
results of the study to the Commission staff for review. 

:3. Southwest shall implement the accounting recOtDmendations 

listed in Exhibit 14. 
The effective date of tbis order shall be twenty days 

after the date hereof. , 
Dated at 

day of ___ I'I_U_G_U_ST_, ____ , 1977. 
San ~ , california, this ;)..3 r:-d 

• J 
~ 
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APPENDIX A 
Page 1 of 8 

Schedule No .. S ... '1o:-1 

San Jose ~nd Whittl~r Tariff Are38 

CENERAl METERED SERVICE 

APP1.ICABILIT'l 

Applicable to all meter~ water service. 

TERRITORY' 

Portiones of Cov1n4, West Cov!na, La Puente, Clendor"~ Whit.tier, 4nC 
vicinity, Loe Angeles end OrAnge Counties. 

For 5/8 x 3/4-inch ~ter ........... . 
For 3/4-1n~h meter ............ . 
For I-inch meter ••••••••••• 
For 1-I/2-inch meter ........... . 
For 2-inch ~~ter ........... .. 
For 3-inch meter ............ . 
For 4-inch meter ••••••••••• 
For 6-inch meter ••••••••••• 
For 8-inch meter ••••••••••• 

(Continued) 

Per Meter 
~er Yonth 

$ 3.58 
4.47 
5.80 
8.23 

11.29 
20.23 
28.30 
46.77 
69.27 

(I) 

1 
(I) 
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Q\1an t1 ty R4 tea : 

APPE:oft)IX It. 

Page 2 of 8 

Sehe<1ule No. SJ'W-l 

ctsERJJ. METERED SERVICE 
(Contim.ted ) 

lor all wAter deliver~d, per 100 cu.!t. 

Tarif! Area No. 1 
First SOO cubic feet per conth ••••••••• 
Over SOO cubic feet ,per month •••••••••• 

Tari£! Area No. 2 
Firat SOO cubic fee~ per month ••••••••• 
Over 500 cubic !~et ~r month •••••••••• 

T~~if! A~ea No. 3 
l'irat SOO cubic feet ~r month ••••••••• 
Over 500 cubic feet per month •••••••••• 

$ .231 
".315 

.261 

.350 

.. 2~1 

.384 

The ~ervice ch~rge io ~pplicable to all ~tered service. 
It i8 a readinese-to-eerve charge to which is added the 
charge, co~ted 4t the Quantity Rates. for water uaed 
during the =onth. 

SPECIAl CON~ITIONS 

(I) 

(I) 

(I) 

1. The bound.r1ee of the %ones in which the above rate. apply are 
delineated on the tariff 8ervice ~re4 maps filed a. part of the .. tariff 
achedules. 

2. The tariff areas include all customers in elevation zones 
designated as follows: 

Tariff 
Area 

1 
2 
3 

San JOIIC Syeteo 
Elevation. Feet 

Above Including 

547 
1,140 

~1ttier System 
Elevation, Feet 

Above Including 

300 
820 

300 
820 

'. 
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APPLICABn.rrr 

APPENDIX A 
Page :3 of 8 

Schedule No.4 

PRIVATE FIRE PROTECTION SERVICE - -

Applicable to all water service furnished to privately owned fire 
protection systems. 

TERRITORY 

All tariff area.s. 

Service Area 
San Jose 
Whittier La Mirada Etiwanda. 

For each inch of diameter of 
. service connection, pt::':' month •• $4.07 (I) $3.00 

SPECIAL CONDITIONS 

1. The fire protectio~ 3e~.~ce ~~d connection shall be installed oy 
the utility or under the utility's direction. Cost for the entire fire 
protection installation excluding the con.~ection at the main shall be paid 
for by the applicant. Such payment shall not be SUbject to refund. 

2. The eXpense of maintaining the private fire protection facilities 
on the applicant's premises (including the vault, meter, and. bacldlow device) 
shall be paid for by the applicant. 

:3. All facilities p<lid for by the applicant shall be the sole property 
of the applic~t. The utility ~~d its duly authorized agents shall have the 
right to ingress to, and egress from the premises for all purposes rela.ting 
to said taeili ties. 

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

(Continued) 
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APPENDIX A 
Page 4 of S 

Schedule No. 4 

PRIVATE ~ PROTECTION SERVICE 

SPECIAL CONDITIONS - Contd. 

5. If a distribution main of adequate size to serve a private fire 
protection g,ystem in addition to all other normal service does not exist 
in the street or alley adj acent to the premises to be served, then a main 
extension from the nearest existing main of adequate capacity shall be 
installed by the utility. The cost of such main extension attributable to 
the fire protection re~re:nen't sh3ll be paid to the utility as a contri
bution in aid ot construction. 

6. Service hereu.~der is for private fire protection g,ystems to which 
no connections tor other than fire protection purposes are allowed and which 
are regularly inspected by the underwriters having jurisdiction. All 
tacilities are to be installed according to the utility's specifications and 
maintained to the utility's sa~i3!action. The utility m~ require the 
installation of a backnow prevel'ltion device and a standard detector type 
meter approved by the :n~r~~cc Service Otfice for protection against theft, 
leakage, or waste o! water. 

7. No structure shall be bui: t oyer the fire protection service and 
the customer shall maL~t~ ~~d s~e~~3--d the area occupied by the service 
from tra!!ic and other haz~o~s co~~io~s. The customer will be responsible 
tor ~ damage to the fire protection service facilities. 

S. Subject to the approval or the utility, ~ ~e in the location 
or construction of the fire protection servico as may be requested by public 
authOrity or the customer will be made by the utility followirlg payment to 
the utility of the entire cost of such change. 

9. Any unauthorized use of water through the fire protection service 
will be charged for at the applicable tariff rates and may be grounds for 
the utility's discontinuing tire protection service without liability. 
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APPLICABILITY 

APPENDIX A 
Page 5 of 8 

Schedule No. 4A 

~ HYDRANT SERVICE flli ~P'R=IV ..... A: ...... TE.;;. PROPERTY 

Applicable to all fire hydrant service rendered from !ire hydrants 
connected to company owned mains on private property. 

'I"ERlUTORY 

Throughout all tariff areas. 

~ Per Month 

4 tt riser type fire hydrant With single ~ outlet .... 
6" riser type fire hydr~~t With steamer head......... 4.25 
6" standard type fire ~·~~~t •••••••••••••••••••••••• 6.07 

SPECIAL CONDrrIO~~ 

l. The fire ~'dra~t. .... 'ill be i..'lSt&:'led by the utility or 'Ul'lcier the 
utility's direction at the cost o! the applicant. The cost will 
not be subject to refund. 

(I) 
i 
I • 

(I) 

2. The tire hydrant shall be used for tire !'ighti."lg purposes and. 
fire drills only. W~ter use tor tire drills will be limited to 15 minutes 
per week. 

3. The replacement, enlargement, or relocation of an1 hydrant made 
at the request of the customer shall be paid tor by tb.e customer. 

4. All facilities paid for by the applicant shall be the sole 
property of the applicant. The utility and. its duly authorized. agents 
shall have the right to ingress to, end egress from the premises for all 
purposes relating to said facilities. 

(Continued) 
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APPENDIX A 
page 6 ot e 

Schedule No. 4A 

~ HYDAAN'I' SERVICE Q! PRIVATE PROPERTY 

SPECIAL CONDITIONS -Contd. 

5. The repair and maintenance ot the hydrants will be the respon:li
bility ot the applicant. 

6. Arty unauthorized u~e ot water w:Ul be charged thereror under the 
General Metered Service schedule for the particular tariff area, am./ or 
m~ be grounds for the utility to discontinue the service without liability 
to the utility. 

7. There shall be no cros5-Connection between the fire hydrant service 
a1'1d. any other source of supply without the ,specific al'l'roval or the utility. 
This 3pccific approval will require at the customer' 5 expen:5e, a special 
double check valve installation or other device acceptable to the utility. 
Any such ~uthorized cros3-con.~ection may be grounds for immediate dis
connection of the fire hydr3nt service without liability to the utility. 
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APPENDIX A 
P~e 7 ot 6 

Schedule No. 9-CY-2 

SERVICE 1Q. ~ HOUSES DUR!ID CONSTRUCTION 

APPLICABTI.ITY' 

Applicable to tract houses being constructed as part of a total real 
estate development. 

TERRI'I'ORY 

Throughout all tariff areas. 

RATES -
For each residence for the e~tire 

construction period _.~ •••••••••••••••• 

SPECIAL CONDIT!Ol£ 

Service Areas 
San Jose La Mirada 
Whittier Etiwanda 

$30.00 (I) $2.50 

l. This rate is .:lovd" .::.ble o:ll~' to real estate developers who under-
take the construction of all or a substa.."'l.t.ial portior:. or the houses in a 
tract as part of the tract development. It does not apPlY to builders of 
houses in tracts subdivided for lot sales. 

2. The water service, under this tariff schedule, applies only to 
use of water for construction of re~idences. It does not include water 
use for garden irrigation or for model homes or for general tract 
improvement work. 
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APPENDIX A 
Page 8 of e 

EF'r.c.C'I'IVE RATES TO 
SPECIAL CONTAAC'l' CUSTOMERS 

ADVICE ~'O. 110 - EFFECTIVE AUGUST 10, 1976 

Customer 

Southwest W~ter ~ 
Per 100 eu.i't.. 

La Habra Heights t-btual Wa.ter Compa:lY 
Per miner's L~ch hour 

MJ.rphy Ranch M.ltu~ Water Comp3ny 
Per miner's inch hour 

City o! Santa Fe Springs 
Per acre-foot 

City of West COvi."l.:l, Cortez ?:.r;-c 
Per 100 cu.. ft. 

Irrigation (Kijan B::-Os.) 
Per 100 cu.!t. 

Per Contract Unit 
!h..-ough' " Af'ter 

~.12 12-31-76 

$ 0 .. 165 $ 0.166 

0.136 0.137 

0.119 0.120 

48.18 48·18 

0.190 0.190 

0.1;6 0.l56 


