Decicion No. V’
/

BEFOREZ THE RAILROAD COMULISSION
OF THE STALE OF CALIFORNIA.

TEOMAS MONAHAN, as lMayor of tae
City of Sax Jose, a2 Municipal

Corporation of the State of Colif=
ornia,

.%gj/-om uojsioo(l

Complainant,

SAN JOSE WATER COMPANY, a ¢core
norantion,

%
)
-y D= | % case Yo. 476.

Defendant.

J. W. Sullivan for complainant.
S. F. Leib for defendant.

REELEMAN, Commiczsioner.

Thc complain® herein was filed on October 8 1915 alleging

+hat the rates for water delivercd to the innabztants oﬁ‘thc Cltj of

San Josc were excessive and unreasonable; that the m;nxmum xate‘charged )

consumers was excessive; that the charge for service coanections

other than on the propervy of the consumers was excéesive;'zhamrthe :

charge for inztsllation of meters was unfalr and unreagsonable; 4that

the charge for installation and furnishing of hydrahts and fire plﬁssf

was unfair and unreasonable; and that the practices of the éompany"

concerning extensions witain the City were oppressxve and unreaoon—

able. Thereafter on the ZSth day of Qctover, 1313, the defendant

filed its answer denying most of the material allegatzons oﬁlthe

comnplaint.

Considerable time was msked for and granted to the defendant

in order to enadble it to make a comnletc vzluam;on of its nroperty,

wnictk had not herefofore beecan donc and after tae evidence was

£inally in on the 7th day of '-Ap:il , 1914, adéitional time was




asked for\and granted, for the filing of briefs which have now come

in and tae case is realy Tor decision.
A very conmprenensive and careful valuation oX the prop-
erties of the San Jose Water Company was made by P, G. Herrmann
i 6. A. Blliott, engineers employed by the defendant. Inasmuch as
appraisal and deseription of the property made by these engineers
Surnished the basis LTor both their valuation and the valuation
of the enginecrs of this Commission, I shall take the liverty <o
refer to their description of +he properiy for the purposes of this
opinion. |
The San Jose Water Cbmpany was3 incorporated November 21,
1866, with a capital of $100,000. Up to that date San Jose had
heen supplied with water pumped from a well located at the cornexr
of First and San Antonio Streets, owned by one Donald McKenzie.
The San Jose Water Company ook over the McKenzie plant and extended
the service to include the sudburbvs of San Jose, the town of Los
Gatos and viciaity, and the tovm of Santa Clara. With the exception
of Santa Clara, whiere a municinal water works was installed in 1395,
and the towns of Ssratoga and Alma, thic is the field covered today.
Tae capital stock of the company has from time ﬁb time
been increased and is now $1,250,000.
The paysical property of the company consists of:
4047 acres of land on Los Gatos Creék.
30 acres of land on Coyote Creck.
8.5 acres of land on Saratoga Creek.
Hiscellaneous water rights, righte of way, city lots, etc..
11 reservoirs of a total capacity of 3,000,000 gallons.

Miscellaneous diverting dams, flumes and conduits for the
collection of water.

9 punping #taxions.

San Jose diaﬁributing systen.
Loa Gatos distriﬁutiué sysﬁem.
Saratoga distributing systen.

Wells, office bduildings, proverty yards, etc.




vany were

1869

1870-71.
1871,
1872,

L874=76.
1877.

Chronologically -the properties of the San Joce Water Come
acquired or constiructed as follows:.
hgreement made wita the Los Cates Manufacturing Company

to use the water of Los Gatos Creek. Water rights on

Loa Gatos Creex northa of Los Gatos nurchased in tais
yvernx and in 1870.

Three Mile ané Seven Mile Rezervoirs constrﬁcted and used
a3 resulator

Tisdale Reservoir near Los Gatos built in conjunction
with the Los Gatos Msnufacturing Comnany. Jones Dam
and Flume constructed.

Seven Hile Reserveoir enlarged and flume built to Los Gatos.

Loke Ranch Reservoir dbuilt.

Land acquired and congciruction commenced on Upper Howell
Reservoir. Water Rights of Rundell Creek purchased.
Part of present office building locstion purchased.

Upper Howell Reservoir c¢ompleted.

Lower Zowell Reservoilir éonstructed.

Seven Wile Reservoir enlarged and wood flume replaced
in part by concrete,

Additional land purchaced at site of present office building
and & pumping station erected.

Law suit with Los Gatos Manufacturing Company affecting
netiaod of diveriing water compromised.

Vater rights and lands of thne Ssratoga snd Licks IUld
Paper Company at Sarstogs purchased

Howell Reservoir enlarged.
Vater Rights on Saratoga Creex purchased.
Tlume from Jones Dam to Tisdale Reservoir reconstructed.

Dare at Lake Ranch Reservoir raised. Additional waters of
Saratoga Creek filed upon for use of Saratoga Site of
Cambrian Reservolr wourchased. One=half interest in
"Los Gatos Waterworks® purenascd from the Log Gatos
Lanulacturing Comnany.

Cambrian Regervoir built.

Land purcihased on Loz Gatos Creek for protection of its
waters. Qusley Regzervoir site purcanaseld. Willlans
Reservoir site purchased. .

Additional land purchased at Howell Reservoir. More land
~gecured on Los Gatos and Cavanauga Creexs to insure purity
of the supply. ’




Site of Saratoga Regervolr purchased and comstruction
commenced.

Santa Clara supply discontinued owing to construction of
Munieipal Vaterworks. Holly Pumps installed at Main
Station. Additional lanéd for protection of waters of
Los Gatoc and Cavanaugh Creeks purchased. Construciion
of concrete dam at Williame Reservoir commenced.

Construction of Main Pump building finished and wells bored
in yoard. Coyote Creek land purchased.

Buena Vista Pump Station land purchased.

Roberts Springs Pump Station land was purchased and
ctation constructed. OQusley Recervoir built.

Propexrties of Mt. Spring Water Company of Lot Gatos
»urchased.,

Willisms Reservoir concrete. dsm raised. Additional land
on Los Gatos Creek purchased.

Vells bored on Coyote land. .

Williams Reservoir Concrete dam raised. Los Gatos con=-
sumere services metered. Iuena Vista Steam ctation uilt.

Seventeenth Street Pump station lot purchased, and one
well bored.

Pipe ltﬁe laid from ilain Pump Stéfion to contiral business
district of San Jose for Tire protection. Anotaer well
bored at Seventeenta Strect Pump Station.

Three welles bored at Seventcentn Street Pump Station.

Seventeenth Strect Pump Station ¢constructed. TWell "AY
bored at lain Pump Station. '

Steel bridge constructed over Guadalupe Creek to carry
fire line pive.

Electric Pumping Station built at Buena Viasta Station.
Toree wells bored at Buena Vizta. Zlectric Pumning
Station built at iMain Station and Well "N® bored.
Water righte of Pacific Gas and Electric Company on
Los Gatos Creek purchnsed. Tisdale Electric Booster
Pump dbuilt. Three Mile Pumping Station built.

The sources of supply utilized by the San Jose Water Com-

rany may ve divided into two ¢lasses, surface and subterranean; these
in turn being subdivided into storage and run-off yicldsand yields
from infiltration galleries and deep or artesian wells. The yield
from ohc or more of the pumping suppliec iz frequently used 2o
auguent tae gravity supply.

The use of stored water islf;aorted to only when conditions
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are such that the yield from other sources iz insufficient o meetl
ihe consumption, it being held in reserve at otaer times againet

zucn a3 contingency.
Water is impounded in the following reservoirs:

Williams Reservoir, situate near the hend
waters of Los Gatos Creelk and having a
SLOrage Capacity of.cvecrererececancansns 51,173,000 gallona

Upper and Lower Howell Reservoirs located
at the hesd waters of Rundell Gulcen;
the Upper Reservoir having a capacity of 71,938,500
the Lower Reservoir aaving a capacity of 46,477,000

LaXe Ranen Reservoir situate at the head
waters of Beardsley Guleh, haviang a
c&paCity of.Q.....'......II-IIQCIOQ....-. 110’700’000

The other reservoirs are much smaller and are as follows:

OUSLEY ReSCIVOLT eeseenseanasavassaneneesas 2,428,680 gallons
Mh. Spring Reservoilesecevraccesoccocsanass 4,353,500 v
Tisdale ReSEr VOl eacesecccasancncssansvens 2,868,950
Seven Mile ReCerVOileecascsecssnsncssssans 5,629,800
Cambrian Reaervovirl‘-otonuono-.....'.o.-... 5,585,820
Three Mile Rcservoir.-.Q.C‘l...b..- LK B BN BN B N N N J 3’123’350
In the operation of the system storage water from the
Tilliams Reservoir is discharged at Los Gstos Creek, the chanmel of
which is used ag a conduit until the Jonec dam is reached. Jones dam
diverts %ais flow together with the discharge from Rundell Gulehr inte
a conduit leading %o the Tisdale Reservoir in Los Gatos. Tais
conduit consists in part of a flume 24" X 28", crossesection, &
portion of which is constructed of wood and a portion of ¢oncrete;
the balance of the conduit being a pipe 28" in diameter.
torage water from the Howell Reservoirs reaches this
conduit by means of the channel of Rundell Gulen to its confluence
with Los Gatos Creekx whence it iz diverted by the Jones dam. XLake
- Ranch Reservoir storage is also coanveyed fo this conduit by means of
the channel of Beardsley Gulch to the lower Beardsley dom, where it
ic diverted and conveyed in a 12" pipe line o the overflow line from

the Ousley Reservoir thence to +the condulit under consideratior.

S




Bezides conveying these storage waters this conduit performs
the function of conveying tae run~off, directly and indirqc;ly of
Cavanaugh and Trout Gulches, as well as of cuch tridutaries of Los
Gatos Creek as empty into it above the Jones dan. The total capacity

£ tais conduit is about seven and a hall million gallons.

Run~off water is collected in Cavanmugh Guleh by means of

two-diversion‘dams, one leading direcctly into a flume tribdutary to

the conduit above referred %o, and the other diverting into & 6%

énd 2% conduit leading to the Quoley Reservoir,; the overflow from
tais Reservoir being conveyed‘in a 12* conduit to the above mentioned
conduit to the Tisdale Resérvoir. Trout Gulecn run-off alszo reaches
this conduit by means of a diversion dam and L0* and 12° conduit;

The run-off from Los Gatos Creek and such of its tridbutaries
as empty into it below the Jones dam, ig diverted at the Forbes cam
near Los Gatos and conveyed through a pipe to the main conduit from
tae Tiedale Reservoir. |

Water from the Qusley Reservoir is gravitated directly
into the distributing system of the City of Los Gatos, though in
tices of low water this gravity pressure is augnented by pumping.

It can also be used to gravitate water %o supply the town of Alnma
and its vicinity and %o increase the supply in the Mt. Spring Reser-
volr which it feeds by gravity.

The Town of Alma derives its zupply from the Upper Cavanaugh
dam and the Qusley Regervoir supply it resorted to only waen the run-
off from Camanaugh Gulch is insufficient for thlis purpose.

The Mt. SpringsReservoir derives its supply frox Beckwith
Springs as a priancipal source, this being increased by the auxiliary
supply from ithe OQusley Reservoir when necessary. Water from thi
Reservoir is gravitated to tne Loz Gatos distribution system and
contiguous county pipe Lines, pressure on all of which can be in-

ecreased by thg Almond Grove, Tisdale and Hill well pumping stations

acting as voosters,




Tisdale Rezervoir is thé Tinal distribﬁtor of the surface
supply. Its outlet w&:ks are so arrdnged that water can be deliver-
ed directly into the Los Gatos distributing sysiem and into tihe conw
duit leading to San Jose. In the latter case the supply gravitates
t§ Sevén 1ri1e Reservoir which cerves as a regulator. After leaving
the Seven Mile Reservoir the water passes by gravity to the Combrian
Reservoir, it being arranged, however, to by-pass this Regervoir
when desired. TFrom +the Cambrian Reservoir water is caxrieé iny two
lines, one of which gravitates to the Three Mile Reservoir and the
other gravitates directly into the San Joce distributing system by way
of Hamilton Avenue and Willow Street. From the Three Mile Reservoir
water ig pumped into San Jose by way of Johnson Avenue and. Stevens
Creex Roakl. |

Correlated with *ne supply reservoire and conduits are
pumping plants which furnish additional water from wells tapping
extenzive water bearing gravels of the Santa Clara Valley.

The Tisdale Pumping Station is operated by electric power
and has a capacity of 600 gallons per minute. This station pumps
froo Tisdale Reservoir inte the Los Gatos system, and it may also
be used to pump into the Wt. Springs Rescrvoir; uging the Los Gatos

system as a conduit for this purpose.

Tae Almond Grove Pump Station iz operated by steam and has
a capacity of 350 gallene per minute, and pumps Irom wells directly..

into the Loz Gatos sysien.

The Hill Wells Pump Station, & steam plant witha a capacity

of 350 gallons per minute, pumps waler from wells either into the
Los Gatos System or into the main supply conduit leading from the
Tiasdale Reservoir 4o San Jose. It ic also arrenged to pump water
frqm thiz conduit Airectly into the Los Gatos system and from either
of the above soﬁ:ces throu@h the Los Gatos zystem into the Mt.
Spring Reservoir.

The Roberts Pump Station is-operated by steam and has a

capacity of 300 gallons per minmte. It pumps into the San Jose supply

concuit.

-7-
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Toc Three Mile Pump Station iz electricelly operated and
nas a capacity of 1200 gallons per minute against a pressure of
60 pounds, tae working pressure of the San Jose system. It pumps
from the Three Mile Reservoir inte the main supply conduit, tae
water passing to San Jose either by way of Johmson Avenue or Hamilton
Avenue ag required.

The Buena Vista Pump Station is ecquipped with both stean
and electrically overated pumps ané has a capacity of 9,000 gallons
per ninute. Whmei is dravn fron decp wells by means of cmall multiple
stage turbine pumps placed in the well casing and discaarging into
a concrete tank from which it is pumped directly into the Tisdale
Reservoir-San Jose conduit.

The Main Pump Station,located at Santa Clgra Avenue and
River Street, is a 3team and electric plant in separate units
naving & total capacity of 12,000,000 gallons in twenty-£four hours.

Its supply is drawn from a cistern fed by decp artesian wells at the

plant, and is pumped directly into the San Jose distribution systen.

The Seventecnth Street Pump Station is electrically
operated and has 2 capacity of 3000 gallons per minute. It pumps
from deep artesian welle directly into the San Joze distriduting
system. Water is supplicd %o the pumps by srmall units in the'wells.

as at Buena Vista.

The Saratoga Reservoir receives it supply by gravity through

a conduit leading\froﬁ.the diversion dam iz Quito Creek, in Campbell,
and thic supply is in turn gravitated to the Town of Saratoga and 1o
contiguous county pipe lines. This reservoir with its conduits is

o system in itself, it having no physical connection with eitaer the
San Jose or ios Gatos systems.

The Company submits the following financial data for

the last s5ix years:

. o




Watexr Sales

3153,277“11
29 00.70
1

172,&00.22
180,676.87
204, 283.27

RECEIPTS
¥dascellaneous

$E 562.,2

Total

$160,850,06
166,79104 o
176,298.8¢C
17 90# 69
2&33e17
212.“275"28

256.30
,992 01

OPERATING EXPENDITURES

Taxesg

Operation

Deprecistion Dividends Total

$12 537.89
1%,229.79

o
16, 4o2'96
17,429.

Receipte

95,58;.38

. Exponditures

$67,965.00
69, 750 50
TR 05820

75,000, 00
75,000.00

s
ot
176.-62.7¥

216,025.58

27,913.5%

COMPARISON
Surplug

$160,840,06
166,791 56
176 293. 20
é 04 €9
2833417

21¢ 275.28

$1§6 689 26

19,
175,

216 025.58

Deficit

*4 15¢C.8C
3y igg' 32
2 383 uo'

593.16

53,587 .24
169.74
s

22:2 4%,750.30

It will be noted herein thef in the year 1913% this Company

slows an zpparent

and $27,914%.50 of deprecistion, of

loss,

ter taking caxe of $75,000 of dividends
44, 750.30. This loss 48, 28 hes

been said, only epparext and does not indicate that this company is

2ot getting all that it should from the public, unless either the

amount of dcpreciation
that
“han/to which it is ent

An analysic

oxr the amount 0L dividend or bHoth zare less
sitled.

of the financiel affelrs.of. this-Company fox

the gix years in questicn shows that ito Qperaxing expenses were

iz 1913, 45
in 1911, 33%

% of ite gross reveruoe; in 1912 38 % of its groos revernue;
of 1ts gross revenue; in 1910 36% of its gross revenue;
and 1n 1909, 335% of its gross revenue.

In 1908, apparently itas

operating expenses wexe 444 of 4ts gross revemue, but zothing ic

taker .into consideration in this year for depreclation, and 1t may

well de +l

‘ that yea: is due to the mixing of

the comparatively 1axge exbenditure for ope*axion in

frcapizal:tu and.proper opexation
-9-




expenditures.

The evidence in the case shows that Xyx in the year 1913
extraordinary pumping had to be resorted o by reason of that year
being a dry year succecding several other dry years. Certainly the
Jump of 7% in operating ratio cannot be considered as a normal advance.
While it is urged by the company that the drought. likewise added %o
1ts gross revenue by reason of the furnishing to it of sdditional cone
sumers, still the history of this Company since does not bear out
this contention, as will bYe noted later in this opinion. I am con=-
sirained to believe that the perceantage of operation expense %o
gross revenue in the year 1913, waickh is admittedly, from the evidence,
higher than the average, is considerably higher than nay be expected
in the future. If this vpercentage werc 40, which is in execess of
the percentage that has existed irn any year in tihe past by a consiler-
able amount, there would have been a deduction of conside:ablc over
£10,000 from its coet of operation. The average per cent for the
Tive years during which deprecintion has been computed was 37%, and
LT this average chould be maintained in the future a considcrable

smounv more than the apparent deficit shown could be expected %o e
. earned normally.

T As appears from the outline of the property heretolore
given, ihis Company cerves considerable territory in addition %o
the City of San Joose itself. However, the conditions are szuch that
if this Commission considers the entire property, the entire expenze
and the entire revemue of this Company within the entire fterritory
served and deducez a rate therefrom, such rate certuinly will not
be too low for the City of San Jose, and if anything will be too
high, due to the well xnown principle “hat ordinarily the cost of
operation bears & laorger percentsge (to oS8 revenue where there is
a‘small smount of service in scattereld territory than where there is |
8 large amount of cervice in a populoue &istrics. v

Yescrs. Eerrmann and Elliott huve presented a valvation

“he reproduction lese depreciation theory, and have not resorted

the historical method of reproguction. They nave used the ainking ,h,;
-l - > Z
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fund for depreciation.

In determining the water rights of tke company they have
valued the real estate aﬁ& the water rights sevarately. To determine
the value of the real ostate they have had appraisers who have placed
a value upon this property vhich, ir thelir opinion, would be given
®y pu;chazerm who éesire to usze 4he szame for residence purnorges. In
deternining the value of water rights they applied the following
Z'U.l.C :

"Appl& the water for which the right has been developed

to the highest use to which it can he put waerein it competes

in open market, and caplitulize ites estimated net earninges in
this use.” ' '

They reach a conclusion thnat the fair value of all the
property of the Ssa Jose Tater Company is $2,719,934.58, segregated

a8 Tollows:

stmcturec‘....I'Ql.'l..."..........:‘31,539,699-“‘

Lmds.....'.-..IQ'.....I.l.l....‘l... 493’218.25

Ri@ts of way........‘........DI.I.'. 24’917.00

Development exXpPCNTCocccerecvnvsecssvas 212,100,000

'ﬁatc: rimts..l....l.'l.ll......l..... 450,000-00

They place a value of $224,000 on the subierranean waters
wvhich are pumped from the gravel beds in the Santa Clara Valley and
“he remainder upon the surface water of Loz Gatos and Saratoga Creeka.

They accept the valuation given by Jokn A. Hicks, W. L.
Atkinson axnd Bdward G. Angel of the lands of this Company. These
genvlemen appraise the land at the price for weich they think the same
could be sold in the market for residences and summex home Purposes.

It has always heen my opinion that water rights held by
a public service water company should be considered by a rate fixing
Yody vinen it could be shown that such water rignts had ¢os3t such
public service water company something to acquire. FHowever, since

the\deciaion of the Supreme Court of the United States in <he case

of San Joaguin and Xings River Canal and Irrigation Comvany vs. County

of Stanislaus, just recently decided, it apparently Lecomes necessary

for the Commission to allow value for the water righte of these com~

penies regardless of the method of acquisition of such rights.




The cngineers for this Company have found & value of $450, 000
Tor these water rigats indenendent of the valuation of the lands in
the water shed owned by this Company;‘ Waile it does not seem aecessary
‘0 judge the correciness bf this sum of £450,000, for reacons which
will hereafter be given, sowe apparent errors in calculations may be
pointed out.

For the irrigation system using the gravity water from
the Los Gatos Cenyon, Messrs. Herrmann and Ellio%t find a water right
value of $213,000 based upon un estimated capital cost per acre of
leas than $10.00 with annual maintenance, operation and depreciation
charges of 80¢ per acre. Tor a systenm of this kind these charges
seem cntirely too low. The average dbullding cozt per acre of o large

nunber of irrigation projects ic not far from £40, while the United

States Reclamation service has dbuilt none at 8o low a coat as $256.00

per acre. There are no similar or comparable projecta iz this State
which have not cost $25.00 or more per acre.

A study of this question shows that the average cost of
maintenance, operation and depreciation on the same zystems a8 out=
lined above seldom runs ag low as $L.50 per acre, and I know of no liké
case wiere a gum less than this amount is required. If the building
cost per acre on this proposed irrigation syctem, as out;ined'by
these engineers, is to be taken at $25.00 per acre with annual
maintenance, operation and depreciation charges at $1.50 per acre,
the net revenue from 4000 acres at the rate agssumed Dy the engineers:
here is $4,000, waich capitalized atVS% gives a water right value
of £66,667 as compared wita $213,000 urged by Messrs. Herrmann and
Elliott.

It may also be noted vhat these engineers place tohe same

value upon underground water in welle as upon gravity water, without

t

t

regard to the additional cost of pumping, which, of course, under the |
methol here pursued, would have to te capitalized and deducted from
the value of the land.

However, I do not believe that this method is Tundamentally

sound in computing a water rigat value, if any such sound method exists.
-1l2-




I reach <his conclusion for the following reasons:

The presens uzers of this water may not e deprived of
it in order %to put it to another use, and it is not poseible to
geTote it to two uses at the same time. Therefore, we canno?d
presume a return from this water iﬁ an irrigation 'use., capitalize
its return, add it to the present investment and demand a greater
return from the present and entirely differént uge than that which
tnis present use is.providing or should provide.

The method used here seems to be based largely upon the
beliéf *hat & monopgly value exists in a regulated public utility,
waich belief in.tx;}ggliontradictory. Tae fundamental principle
unéerlying regulation reqpirea(that we do rot permit thc agency
regulated ‘o secure all that it can for its cormmodity. Regulation
is Jjustified on the ground that the agency regulated shall not be
pernitted to take advaniage of the necessities of its patrons. Tae

differcrnce between o rate and the value of the property in this

regard is only seemingj\‘Thc same reason which prohibits a monopoly

fTrom imposing the highest rate it can secure from its conaumers
prevente it from fixing the hignest price it can secure upon the
elements of ite property when they are not cold in competition,
Yecause if an agency waich it a natural monopoly may be permitted
to place a momopoly value upon the elements of its property, then
+ may legally take the same rate which regulation says 1t aust not

take, namely, all the necescities of its patrons will permit it

0 3ecure.




WUr. J. R. Ryland, precgident of the Company, c¢stimates the
cost of these waiter rights, independent of %he cost of the lands,
at $97,571.60, cdivided as £ollows:

San Jose and Los Catos SYBLelB.ccscsccerees.585,496.60
Saratofn SYBLEMuccrecsscoscassnsccevosancncansas 12,075.00.

If 10% iz added %o this estimate to cover the cost of

abstracts, exanmination of titles, recording, etc., the results are

&S follows:

San Jose and Los Gatos systens..............$94,04GuSO
sw&toga Bystcm........l....l..l..ﬂ.ll.'.... 154282-50

TOtALleeeocrnsnencaesadL07,328.860

While 4t is impossible from the evidence to determine with
exactness th@ original costs of the lands which are appraised by
“oe Company's e¢ngineers at 3493,218.25. anC the righte of way whidh
are appraised at $24,912.00, still from <he statement furnished dy
ifxr. Ryland a general comparison may be made.

! Twenty-seven parcels of land aggregating 3,554.32 acres
acquired from 1855 to 1913, coot the Company $75,634.55, while these
saxe lands are appraised at £322,820.75. The total land holdings
of this Company asmount to 4,080.5 acres, and hence it will be zeen
that the lands listed, the ¢o3t of which can be ascertalned, repre-
sented more than £0% of. all of %the lands of thislfompany, and they
will serve to indicate the wide discrepe.nc:r. xg;‘/zi‘ew:?;raised present
velue and the coat of these lands. Likewise, reservoir sitesc cost-
ing $8,475.00, representing 143.26 acresz, are appraiseéd at $25,078.00;
and pumping plant sites cooting $4,338.65 are appraised st $10,568.00.

From this it appears that lande bought detween 1895 ané
1913 must have increased 427% in value in order to equal the appraise~
ment put upon these came landz'by the Company.

This Company owns 4,045 acres of land in the Los Gatos
watershed. Of this 4,045 acrec it has purchased 3,554.32 acres fo&
375,634.55, and i{f we can assume that the remaining lands were bought
at the same-ave:agc price, the entire 4,045 ac¢res would have cost this

Corpany about $86,077.00.
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The Company urges that these lands are necesssary to protect
the watershed of Los, Catoc Creek. This Commission skhould not, under
sny circumstances, diszcourage irvesiment for the purnose of safe=-

suarcing the purity of water used for domestic nurposes, snd any coument

I chall make mazt notv be construed as an endeavor on the part&of tuis

Commission % induce water companies to be too economical in this
regard. However, it would appear that if there are two methods
whereby a water company may maintain the purity of its supyly, that
on¢ wiich is more cconomical, proviced it is equally effective, should
be nreferred. And there is another aspect of this question which
mist not be lost sight of. The engineers of this Company estimate

the value of the water rights on Loz Gatos Creek at aomething.bvcr
$225,000, and they estimate the lands at more tvhan $450,000, making

a toval valuation atiributadble o this water supply from Loz Gatos
Creek of over $675,000. It would appear that if we are to follow

the nethod here suggested by the engineers in determining the valuve of
a ~waler:righi, namely, the amount for which the water will sell in
another use, we must assume that the amount for which the water sells
represents its entire value, and that in' such value will be included
all of the elements and all of the instrumentalities that are necw-
essary to produce the water. In other words, if the water is worth
Sézéyooo?and the lsnd in the Los Gatos watershed is necessary o

this water sunply, then the value of the land is included in the value
of the water, and when we value the water and the land separately we
have a duplication. The engineers for the ~defendant. realizing

this difficulty seek to meet it by stating that if this water were

to be used for irrigation purposes, in which use they say it is

worth $225,000, and not for domeestic purposes, the pﬁrity of the

water would not have to be considered and they could sell off all
thelir lands in the Loz Gatos watershed and still nave the same supply
of water vhich they now have which might be devoted to irrigation

purposes even taough not protected by the watershed.




The testimony, howevcr; shows clearly, srd a knowledge of
tais sudject likewise demonstrgxez. vhat the ownership of the pro-
tection of the watersned is neceséary as well to:protect the supply
as the purity of the water; Moat of the value of the land in question,
aacofdins to the testimony of the experte, is in its timber and its
vegetatioﬁ,'and adnittedly it is not very valuable for agricultural
purposes. If such land be denuded of its timber and vegetation experts
all agree that not only the purity of the water will be effected btut
its supply aﬁbstantially decrenaed.

In my opinion it is impozsidble fto determine what part any
éf the elements plays in profucing a supply of water. Admittedly
the water right originally_had to be purchased away from this land or
this Company could not own it. And when by purchasing the land tae
Connany secures the wnter,'it nas by this one act of purchase gecured
Yoth the water right and the land itself. XNot only o I consider
taere is very substantial duplicatiorn produced when we value this land
and pheee weler rigats separately, but I likewise believe that if the
lancs were sold off with the right %0 use the water.rezerved to the
owners of thic water system, that & very substantial effect would in-
evitably result upon the market value of the lands themselves., Ny
opinion is that when you buy land which is riporian or otherwise vanter-
bearing, the price which you pay for the lond itself as much covers

the water as it does the timber or anything else annexed to the realty.

Tois is well known and recognized everywhere, in tham\}and with water

has an enhanced value over land without water, and I very much doubt
if the summer home owner in the Santa Cruz Moﬁntains would give a
very substantial price for a site for a summer home in Los Gatos
Canyon if the land in such site were Cenuded entirely of all water
rights.

All of the water rights of tais Company, with 104 allowed
in adcaition for incidentals, cost this Company $107,328.80; viaile
we are safle in assuming that all of its resl estate cost it much less
than $100,000. So that $200,000 represents a liberal allowance for
the original cost of all df the land and water rights of tais Company

P

O




/
whlich it now urges chould be valued at $968,155.25 for the purpose of
valuation. |

Waile I do not question the integrity or the ability of the
engineers in thic case, ond have o large respect“ffo:xthem voth
rersonally and professionally, still I can not for a monment admit the
correctness of engineering theories which produce results such a8
the one here indicated. And while I am not diQ?OSCd to eriticize the
gentlemen wno made the land appraisals, ctill on exawination they
vestified that they did not have any record of individual sales of
land iz +this vicinity, and“at mosd their'apﬁraisals repreéent waat
ey thougat could be gotten for thiz land fror indiviéual purchasers
who &esire such land and do. - not consider the large expense of
markeving such lands waich, as real estste men familiar with con-
divions knbw, reprecents often a ¢onsidersble percentage of the price
given vy the purchasers. While I do not question +that individuils
might be found who for individunl tracts in this wotershed would pay
“he amounts suggested; 8%ill I do not for a moment believe that the
Possibility of such occasional 3sales should be held as conclusive
or even persuasive as %o the price which could be secured for this
entire watershed, particularly when it be recalled that the prices
baid by people deziring summer homes in the Santa Cruz Mountains
include a right to use water, waich right could not bve conveyed
unlezs the San Josze Water Company divested itself of & oart of its
rights to & part of its supply of water.

Assuming that thece lands do have a value for the purpose
of protecting the purity of the water, it is well to point out that
inasmich as the entire flow is not protected by ownership of lands
that the value of the protection will thereby ve minimized. Zezides,
in other localities it has bYeen found possidble to protect the suppLy
of water oy filterihg, and it is interesting to compare the conditions

that exist where unprotected water is reandered pure by filtration so

as o estimate the real value of protection based upon the cost of 5D

alternative method for such protection.




The City of San Diegs has in use a filter plant with a

capacity of seven million gallons daily, which representﬁ 2 invest-
ment of $53,000. The average daily congswmpiion of the'entife systex
at San Jose during a period of years from 1909 %o 1914, does not cx-
ceed eight million gallens »er day, walle the maximum dzily consuaption
has not exceebed during that period Tifteen million gallong per day.
To auéyent vhe gravilty supply, +the pumping plants are stated 1o have a
capacity of twenty-nime million gallonez per éay limited by a pumping
right of 5.6 million gallons per lday. Trom <this data it ¢an be acen
That filter'plants To handle the Los Catoc Canyon water would'cost, con -
vareld with the San Diego plant, about $72,000. If $28,000 is allowed
in addition to this sum for roads, righte of way; miscellaneous 3truc=
tures and land for Tuture recervolr sites, a total sum of $L00,000 wbul¢
represent the invesiment necessary to conserve the purity of tais water.
Tois sum of $100,000 dilows & consideradle amount Tor apprcciation_over
the $86,000, which iz about the sum %these lands cost. If we assume
tae coct of these lands to bé $100,000{ and the value Tor +the purpose
of purifying the water 100,000, and tﬁen double this sum anéd add this
to The $107,529 which represents the additional amount waich has been
expended foxr water rights securéd independent of and in addition %o
these lands, we will have the sum of §307,329 representing the value
of the lands and the water rights of this Cdmpany.

I have given careful consideration to the defendant's claim
o the right to pump subterranean water. There can de n6 doubt, under
the decisions, that the right to sump such water can be acquired by
adverse pocsession, but jﬁst waat “his right is worth is very hard fo
determine in any particular case. On the reproduction thcory oL the
defendant if, as islurged by +the complainant, there 13 an abundaance of
water underlying the entire territory lhere, much more in fact than is
necessary vo tae use of the City of San Jose or the land owners in
this vicinity, then an alternative supply could be secured equal %o the
supply here which it pumped, merely by acquiring other laundéds and sink-
ing wella. As the cngincers have allowed full vglue Tor the lands of
this Company from which tae water is pumped and likewis% full wvalue
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#5r 4ne wells of the Compony, it would seem on the reproduction
-theo:y, either used historically or as used by the engincers
Tor the defencdant, the vé&ue of taliz right ﬁo ouay is Tully
covered and would be represented by the cost of acguiring the
right to pump elcewnere. It certainly is not pocsidle for thais
Commission %o détermine any rizht to the use of water. And the
evidence does not at all show that any rigats which this Company
nas acquired have in snywise interfered with or cubtracted from
the rights of land owners both in the City of Saxn Jode and else=
where. Therefore, while we do not disagree with the contention
of counsel‘for'defendant that rights Lo subterrancan water nmay
be acquired By sdverse possession nor that conzideration snould
be given to theltrue value of sny property owneld by this Company
in fixingvramea; yet from a consideration of all the evidence
we can not see that it < 4B at all shown that these rights are
worth any more %o the defenlont company than whaﬁ it has c¢cost %o
develop them, aand this has been fully allowed in thc valuations
Were considered. |
The cngineers Tor the def&ndant have estimated a “going
concersn cost" or “development expense® for this system amountins
o $212,200. The computation by which this is derived assunes
Ywilding an identical plant and ie derived by the Tollowing method,
as set out in the engineers' report:
“The sum of the anouanl excess in net returnc of the
existing plant over the comparative plant in the period
of years, from the taking to the time when the earaings
of %“he comparaiive plont are assumed %o become identical
with thoselol the cxisting plant, represents the develop=
ment expernde of the exizting plant."” '
I aﬁplied 4o & fair period and based on accurate data
“nis method bocomes an approximste measure of the amount of losses
sustained in bringins‘the plant to a paying basis. However, it
appears that the use of this method by the cnginecrs.hefe docs. not

determine eivher thc actual original amount of such lolse2 or the’
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cost of reproducing the dusiness at this time. A period of xix
years, beginning with the year 1914, is used as necessary o
reyroluce the bgsiness. The period should properly end with
she year 1914, and not begin taere, in order to determine the
renroduction cost of reprofucing the business at the present tinme.
I am firmly of the opinion that necessary development
cost which is interest on the Lidle momey in a plant during a
reasonable time in which it may reasonably be expected not to be
fﬁlly productive is as much a part of the cost of the plant as
an expenditure for pipe or right of way. Wiat I mean definitely
‘is tais: There iz presented x ficld Tor the operation of,d’
public utility. It is Xnown that this utility after'it ie don~
structed and ready to Yegin overation cannot from thae Eeginning
earn 2 reasonable amount on tac investuent. A Talr depree of
wise {oresight prepares the businezs man {or these losses in the
early days of his usiness, and if such losses are not wo be
recouped from earnings after tae plant has reached maturity, taen
the investor cannot be expected to make suéh investments. But
tais principle doeg not Justify the investment of money in an
enterovrise that does not give promise of reaching a paying busis
within a reagonable time. If the business is well concelived there
will bYe a uniform approachk from the very begimnning of tae bperation
of the completed enterprise to a fully raying basis. During tae
development period, therefore, there will be yearly a decreasing
amount oF tae éapital investment whicn i3 not returning o reason=-
able amount, and the interest uvon this decreasing aﬁaunt of idle
capital iz a part of the cost of the propcrty vhaich mast be Tore-
secn and prepared for by the investor and mmat be allowed by +the
rate=~Tixing body. |
Totimates of such initial losses during the levelope
ment period in justice only can be taken in lieuw of actual loases

viaich cannot be discovered. In othner words, the primary evidence

in the ¢case of any oroverty is the amount lost duriag tac develor=-
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ment period. In the absence of such primary cvidence second-
ary evidence of necessity must be resortedch. This kiné of
velue is ethical and represents vaast the public ought to
allow and not necessarily what the public muet allow. There-
Tore, in eanch nartlicular case wrich confronts a rate-fixing
body resort should be had to the history of the institution
involved with a view to determining just what the agency in
question has actually sacriviced for the mpublic benefit dur-
ing the early and lean yearcs, and that amount zhould be con-
sidered as vroper %o be added to the initisl capital account,

whaich capital account thus determiaed at tae very moment of

naturity of the agcncy\should thereafter be augmented or sube

tracted from in accordance witn the aceretions to or the Ge-
vletions of thae capital account nubsequently.

By this statement we should not be undersiocod as
pas3ing upon the amount of development cost in any particular
case, or a3 saving that any such development cost shall not
e ovf-set by subsequent excessive esrnings. It must be unéer-
stood that each casc must be decided on its own facts and
waat ie salid here muat be taken in contemplation of the facts
that nere exist.

Tnerefore, when,as nere, we assume a condition
such as now cxists and asgsume the building of a water plant
to serve the great and prosperouns communiiy 5erved by this
water company, we assume a condition that cannot be}

ané just as Justice Hughes in the ilinnescia




Rate Case calleld attention o the fact that it was impossible to

presume the railroad in question out of existence for the purpozel

q: determining its precsent value , &0 it i3 impossidle here Yo
agsume San Jose out of existence and during the six yesrs assumed !
here” to be the development periold to aave a water osystem éonutructcd
to serve this great municipality. ' Such sssumptions Lead us to
A reductio ad absurdum of any reproduction theory waich forgeis
aistory.

Values may not be createl nor sudbtracted from by the fiat
of the engineer or by the caprice of o commissieon. Values, such
a8 we here consicer, namely, bases upon woich in igg;igc_an»earn-w“*LJ
ing sbould e allowel, have small realtion %o -the theoretical
reproduction 30 often urged by engineers ol the highést talent and
the most scrupulofts integrity. Their whole fault is that they have
lost sight of the problem in the method and they have become 30
emmeshed in the web of their own spinning ﬁham they lead us, XU we
will follow +hem, into conclucions which are botk sbsurd and unjuet.

I never write an opinion unless I presumptuously give
advice %o engineérs, walen sdvice, however, it seems to me taey
rneed, to the effect that they clear their concepﬁioﬁ ag to what
taey mean by walue and thrat they undersiand tahat the thiné they are
seeking to arrive at is not wvalue at all in elther economic sense
of that term, and that value from one point of view urged by one
school results before the enginecer appraises and utterly independent
of hie appraissl, while the other conception of value moat often
urged, namely market wvalue, must, in a regulated industry, result
after not only they have made their appraisals but the rate-fixing
body has fixed the rates, ond that it is a thing waich is the result
of rate-fixing and notv an clement in it.

I would like to give the San Jose Vater Company <the
legitinate developument cost waich in Just/igz economy should be
recocn;qu, tut I cannot give it, and I an presented‘no evidence

© .from A T
upon Lt xx/ithe Learzned dissertations persented to me in this case.
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As o nmatter of fact there may not have deen any losses, or the
legitimate loases during the development period might nave been great,
but certainly such losses historically considered could not be'$pplied
%0 an agency serving a municipality of the size of San Jose waen they
occurred,if they occurred at all, when S5an Jose‘was li%tle more thén

a village. The develodnmeat expense here ﬁrged ig much greater in all

Probability than all of the expenditures of this Cémpany for every;7

purnose made up to the time it had reached what we may call maturity
and was able from its own earnings to thrive and from its own streungth
o stand alone., ALl that I am certain of i3 %that the item of
$212,100 is exorbitant and tremendously excessive. And it ie ny
opinion from the history which has been prescnted by +the President

of this Company that this development cost was so small as 4o e
practically'negligible.

Right nere, before I overlook it, I desire 1o express nmy
entire appreciation of the attitude of this Company and parﬁicularly,
of the fair and impartial evidence presented by Mr. Rylend, ite
president. Seldom have I investigated the affairs of a utility in
Tois State where I have been met with a more ready respounse in my
etdéavor to get at the real facts thon in this case. And to the
counsel for this Company, and particularly to Mr. Ryland, its
presicent, tais Commission and the citizens of San Jose are indebted
for their earnest endeavor %o yresent anéd not distort the facts.

The aistory of this Company shows thot moot if ite property
has been acquired frbm the rates either by the voluntary foregoing
on the part of <he stockholders of dividende to which they might have
been entitled or from amounts in excess of such legitimate dividends.
However, it does appear that in 1369, three years after tiae beginniang
. 0F the operation of this Company, it paid a dividend amounting to 4%
on the cash investment which, at that time, was in %he ncighborinood
of $100,000, whica shows %hat the youngsater was at least well on “he
foad toward maturity at this time, and asouming in taat year it was

entivled to 8%, it only lost $4,000. Assuming that it had secured




nothing during the other three years, it had oaly lost $24,000, making
in éll a loss during tae development period up to That time of
528,000. Apparently from the records, the Coumpany hus never paid
wore +han 6%, ané that is the prevailing ¢ividend at the present tine,
altrough the records clearly show that from an investment of $100,000
in 1366 itfnow nas stoecX outstanding of $1,250,000 in 1914 upon which
it is able to vay 6% after taking care of depreciation.

Ac was sald early in this-opinion; the quantities found by

she engineers of the Company have bheen assumed VYo be correct by the

engineers of this Commission. I have proceecded thus for two reasons;

Tirst, it has taken montas for tae engingers‘of the Commany to make
tuese appraisals; and, second, our engineers of necessity ¢annot make tle
x surveye and measurewents in all of these large utilities that are
necessary o deternine thé quantities. It,ic'easy, however, by

checking at random important items to detect any disnonesty on the

paxrt of any engineers, andfbetween honest engineers there is seldom,

if ever, any substantial Gifference of opinion ns to the actual

P
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amount of the vrowerty. In this case I not only had no reason to
sugspect the englineers of the Comnany of being desirous of exaggarating
tre quantities, but I nhald wvery reason frow personal knowledge to
believe that they were making every cndeavor 0 reacha correct rcsuth"
in this regard.

The main difference wnica we find here, and which we ugually
find when we are dealing with competent and responsidle éngineera. as
here, iz in the theory and in the methods of arriving at valuations
or rather basic amounts ﬁpon waicn earniags may be allowed after the
inventory of the actual property is secured.

Mescrs. Hawley and Armstrong of the Hydraulic Department
of %ais Commission, have carefully checked tae valuations prescnted
by Hessrs. Herrmann and Elliott, assuming, as I nave sald, their
guantities to be correct, and while a substantial difference in the‘

result finally obinined has resulted, about 50% of these fifferences

both in present value and reproduction cost are accounted for prin-
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eipally in two items, namely, paving and services.

In computing paving the exgincers for the Company have
allowed for all paving now existing over mains, while the'enginoers
for this Commission have computed only éuch paving ag was actually
moved in laying pipe. The Commiszion has already discussed this
question of paving over mains in several cases, and I would have
the saﬁe to.say here as I have zlready seid with reference to devel-
opment cpst. We bhave wuiformly rejected the item for pavenent over
mains when. pavemont has boen laid down safter the mains were put in.

"It is interestirg to note here that the Committee 0f the American
Society ol Civil Engineers sppointed %o report on this queztion of

valuetion, has teken the same view on this subject as the Commission

has heretofore followed.

In the matter of the service connections, the engineers
for the Compsny have computed one unit cost and applied 1t to all
services regardlessiof the;r size or msnner of instéllation. It
was fomnd possidle fronm tEé evidence to de%ermine the exact number
of ocach size of services. Computing on this besis apd eliminating
from the mnlt cost the ostimated cost of corporation coclks (these
being included olsewhore) the reproduction ocost arrived at by thev
engineers of the COmmiseion for services is much lower than that
couputed dy the engineers for the COmpany;

The difference existing in the cost of distributing pipes
both ineide and outside of San‘Jose ig avout.1¥% of the total d1f-
forence as regards reproduction cost and 15% a3 regards present value.

A 8lightly lower average uwnit cosf and a slighti& lower
overhead charge has beep used generally by thé enginoers of the
Commission. .
| The differcmce in the steam plant valwes is caused largely
by what seems an error in the determznatibn ok the oxngineers fLor the
Company that the age of the large Holly pﬁmp in the main steam plant
12 7% yearse, wrile, as & ﬁat:er_of fact, its age is 17% years.

Originel costs werorused by voth the engineors for the

Commission and the engineors for the Company whore obtainable aznd




these costs, of course, t@crefore, uniformly ., agree.

Certain improper items, nof substantially changing vhe
result however, were found o be included by the engineers for the
Company in original c¢ost, and Bn these being brought Lo thelr atten-
+ion they agreed that such items zhould be oliminated.

Practically all of the difference in present value velween

the engineers of the Commimsion and the engineers for the Company is

caused by the vrimary difference in reproduction cost, and while

asfferent metnods of depreciation have been adopted, the difference
in present value resulting from the use of the differeat methods
is practically negligidle. |

Fron data furnished by the San Jose Water Company and the
city anthorities of San Josq/zgzct amount of paving which wac actudlde-
ly removed and replaccdnin laying mains was found %o be 43,633
square feet. Practicallylall of the mains under this pavisg are of
lérge gize cast iron which were estimated in the feproduction cosnt
40 have an estimated useful life of 100 years, conecquently‘l%’per
annue as9 been allowed and laid aside as the énnual depreciation
allowance on the sum invested in ﬁhis paving. The average age of
the mains laid under this paving ie 5.3 years.

The data colilected tabulates as follows:

Removing and replacing 43,533 square feet of
paving at 33Z ver 3quare T00%..c.ceeceseosess.$14,399.00

Adding 20% for overiiead the results are as follows:
chroauction cost.---o-o.--loc-oooo-.oa-t.n...$l?,279.°o
Average %’c........’..ll..'......l.’..;....'.. 5.3 yeue
Provable useful lif€..caccccrcevsnccncccseeesa 100 years
ANNUAL AePTeCiatiot.cscsccscssssscncasasssssesIL?73.00
Total acerued depreciation.cevessccsscveseseaaddl?.00
Present value.............‘.......l..l..‘.".-.ms’sszlﬂoo
I nave now discuceed moot of the controverted items in
the valuation precented of the properties of tnis Company. The
Zollowinz table shows in .[Juxtaposition the valuations prescated

by the enginceres of the Company and the engincers of thic Commission:




Renroduction Cost Present Value

"I tem Commigsion Comnani Commission Comvany

Paving Allowance 517,279 $77,%10 $16,362 $53,977
All services except on - »

County‘piycs 67,910 142,428 44,678 125,107
Distrivut. pipes, in- : .

side & outside San o '

Joae . 614,576 650,670 473,697 510,635
Transmiszion Lines Los

Gatos to San Jose 168,807 184,751 95,059 12,309
Both Steanm Plants in - . _

San Jose 111,567 114,355 74,024 89,183
Al Electric Plants in 4 -

San Jose 77,608 90,471 75,396 89,137

1,057,747 1,259,785 779,216 989,348
Difference 202,038 210,132

The %total valuation of $£2,719,934.59 segregated into the
various items was presented, as has already been referred to, by
the Company's éngineers. The engineers for this Commission present

paysical '

a valuation of the xxux proverties of §$1,292,198, as against a
valuation ofvthe same properties of $1,5%39,699.34 by the Company’z
cnginecrc. I have already indicated where the principal dxfrcrenocu
arise.

Tae Company urges a valuation of $493,218.25 for its lands;
$450,000 for its water rights; £24,517 for its rights of way and

$212,100 Tor its development expensec. I have already &iscuszed

these elements in detall and have outlined my disagreement witﬁ\the

conclusion of these engineers.

The engineerez of <his Commission have estimated the value
of the lands, real eztate and rights of way at $240,000 and water
rights in addition thereto of §$107,329. I have already indicated
whereisn it appears to mc that a conaiderabl&'lcsc smount for these
items could legitimately be Touné, but taking into consideration
vhe Tact that the engineers of this Commisaion have recommended o
valuation on the inventories made by the engineers of the Company
over wl OOO 000 less than the company's valuation, I do not believe
it incumbent upon me Turther 4o reduce this amount. It-should no%
e ne dezire of this Commission, as has often been said, to en-

dez VOr to scale down the nropertio of publzc utilities to the laat

dollar, Rather tae va’u¢tiona should Ye liberal vhen proper economic
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theories are followed, and always this Commission should endeavor +o
bring about & result where any agency seorving the public should have
1libersl payment for the sacrifices such agency has made. Neither,
ghould the Commisaion feel that it is its duty when it is dealing with
& particuiarly prosperous utllity to reduce it to such an extremity
that 1t can not pfoperly perform 1te quty to the public. Prosperity on
the paxrt of the wnwtilities is dosirsble from every stand@oinf and a rate
that‘will oring abdout such prozperity shonld always be imposed upon the
public: and 1t 4iS betver to have = rew cents more on the rate and produce .
& vtility whick is able to give good servicé to the public than to haveo
the lowest ratg which may possibiy be Justified and produce & uxilitf
whick iz comPinually striving to make botﬁwendé moéet. This Conpany

kas no bonded debt sud in every way i3 Prosperous and thé people of San
‘Jose anmi this Commission alike should be plessed et this .condition.

- The enézneers for the Commisston estimate that the amamal
ckarge for depreciation aﬁonnt:ng fo $33,519 for the entire system
shovld be allowed or $29,505\to the C4ity of San Jose: that & masintensnce
and operation charge of $80,105 should pe permitved for the entire
ares sorved by “his Company or §72,896 for the Sen Jose srea. Ouwr
engineoxrs estimpte that it will cost somewhat moroe to carry on this
proporty snnuslly heresfter than is estimated by Mr. Ryland for the

Company. lr. Rylend estimeted that for the entire systém to pay 6%
ox the capital stock it wonld be necessery to esrn $195,318; while our
exgineers® estimate is $21L,996, which is more than‘$16,000 in excess
of tkat which Mr. Ryland ﬁ:ges the Company should esrn.

The Auditing Devartment of the Commission made a careful
check of the books of the Company and Lound that in the year 1909
maintenance and operatibn prover ¢ost the Compeny $38,741.69, while
the texes smounted to Pl4,541.02. In 1912-m§1ntenéﬁce and oporation
cost $51,665.87 and texes $15,374.12. It 1c also found that tkhe
inerosse in me.intenance and operation charges in three years from
1909 to 1912, was_27.7%, or 9.2% per annum. In 1912, tke extire

maintensnce snd operstion, as nas already beoen ssid, was §51,665.87
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and if thic is segregated in proporiion to the business cdone,
$44,036.04 would have o0 Le charged +o San Jose only. Applying the
annual percentage of increase to this amount would give the nec-

'essary\amount for 1914 for maintenance and operstion in San Jose

alone of {52,200. If we ndl %o this sum $18,000 for taxes, waich

ig provably more then the taxes will be, the total amount decomes
$70,200; and if ¢o this zum iz added the cost of the recent appraisal
woTk of abouit $L0,000 distrivuted over a period of Tive years,

we will have a2 grand totsl for 1514 of $72,200. _

From an analysis of the rates of tais Companx/iz ny opinieon
“aat it i3 not securing from tae public ancamount in anywise sibw
stantially more than that to which it is now entitled, if we take
the last zeversl years as proverly indicitivé of ite income and
expenses. However, as pointed out earlier herein, the last few
years nave beer years of exceszive cost by reason of the drought
and the consegquent excessive pumping coosts.

Eowever, =23 it ic impossitle <o deternmine accurately thé
effect of rates in advance and it is likewise impossible to determine
juet what lozses of revenvs Till te occasioned by years of greater
rainfall than those in the immediate past, it may be well not %o
cisturd the rate adjustment here substantially. It is my belief,
however,-ond the fecords of this office up %o the present tine vear
tais out-that the lo3s in income due t0 %he use of s smeller amount
of water by the consumers, if i+ occecurs at all, will be more thah
compensated Lfoxr by the saving in éost of operation.

If the valuations contended for by this Company were

correct, unqueetiénably the rates would have to be increased, but

I believe the values found heré@y the engineers of this Commicsion

ére not only Jjust but liberal; and I think the values found by tae
engineers for the Commany, due Lo their theories, are as they
always nust Le when such theoriez are indulged, excessive znd ex-
orvitant. |

It has appeared %o me, however, that the municipality

oxmky itrelf iz not paying enough for the water which it

-2 -
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vhile the people of the City, psrticulasrly the small consumers, are
waying too much. The result of taiz mal-srrangement is that the large
taxpayers are relieved from a burden at the expeunaze éf the cﬁhil
houéeholdern.

In figuring the rates, waich in my opinion are just and
reasonsble, we have imposed a proper rate upon the City and have
reéuced fubsztantially the minimum, and to gome dcgree'tﬁe cnarge
per thousant gallons for metered consumers. In applyi;g the se
rates we have been someWhat hanpered by the fallure of fhe Company
t§ give adsolutely correct statements of the water served.

The Company has been installing meters quite rapidly in
recent years, and We Yelieve that as fast as it may be done all of

the congumers should be metered. An umnmetered rate usually is a

burden upon %the metered consumer, The metering, Rowever, should be

charged to capital account, and neither the ¢o3t of the meter nor

the labor of putting it in should be charged to operation.

I submit the following order:

A, - -D_ L B' L]

THOMAS MONAEAN, as Mayor of San Jose, having complainéd
against the San Joce Vater Company alleging that the rates of said
Compuny are excessive anl unreaconable; that the minimuﬁ rate charged
consumers 1s excessive; that ihecharge for service connections is
excessive; that the charge for irnstallation of meters is unfalr and
unreasonacle; fhat the ¢harge for the installation_and'furnishinz
of hycrants and IJire plugs is unfair and unreasonable; azd that the
practices of the Company concerning extensions witain the City
are oppressive and unreasonsble; and a hearing having been held
and‘beins fuily apprised in the premises,

THE COMZISSION HEKEBY FINDS AS A FACT that the rames~§gd,

practices of this Company in lieu of which rates are establishc@iand
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praciices approved in thie order, are'ﬁnjust. unrcasonable,érm
insfifficient. ,

. THE COMMISSION FURTHER FINDS AS A FACT $hat the following
rates are Just anad reazonable rates to be charged by the San Josze
Vater Company within the City of San Jose:

Commercial

Monthly minimum for 4,000 gallons or less 90Z.

Setween 4,000 and 10,000 gallons 20¢ for each thouzand gallons.
Between 10,000 and 100,000 * 15Z Tor each ¢ "
Above 100,000 gallons 12¢ for each ¥ “

iunicinsl anéd County

Schools, city hall and other Sovernmental department buildinge
at commercial. ratea. ‘

Fire hydrants, owned by the City, per month $1.75
" " , owneld by company, » " 2.25

Parks and luawus, each meter minimun monthly .90
All water uszel 127 per thousand gallons.

Sprinkling - measured by tanks and recoré
by city, 12¢ per thousand gallons.

Sewer Flushing - cach meter minimum monthly .90
ALl water used 12¢ per thousand gallons.
THE COMMISSION FURTHER FINDS AS A FACT that the following
Practices are just and reasonable jracticea to be followed by this
Cozpany : ‘
All metere tb be pald for and set up at the expense of
the Company.
A1)l extensions to property line to be made at the expdnse
of fhe Company. |
And baﬂing'thﬁsorder on tae foregoing Tindings of fact,
IT IS MIREPY ORDERED that the following rates are Juet
and reazonable rates to be charged by the San Jese Vater Conpany
within the City 9? San Joze mqtil tPe_furthcr order of this cbmp

misgion. and'tnéﬁbam%°arc hereby estatlished:

B
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Conmmercinl

Monmthly minimum for 4,000 gallons or less, ninety (90) cents.
Between 4,000 and 10,000 gallons twenity (20) cents for each
© thousand gallons.
Between 10,000 and 100,000 gallons fifteen (15) cente for cach
thousand gallons. ’
Avove 1005000 gallons twelve (12) cents for each thousand gallons.

Yunicival and County

Schools, City Hall and other governmental departmqpt}kmildingz
at commercial rates., et

Fire hydrants, owned by the City, per month  $1.25
owneld by Company, per month 2.25

Parkxs and lawns, cach meter minimum monthly = .90

All water used twelve (12) cents pex
thounand gallons. -

Sprinkling- meassured by tanks and record by

city, twelve (12) cents per thousand
gallons,

Sewer flushing - e¢ach meter minimum monthly
ALl water used twelve (12) cento per
thousand gallons. . ‘
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IT IS FURTHSR ORDERED that the following practites Ye
followed by the San Jose Vater Company‘within the City of San Jose:
All meteres to be paid for and set up at the expense of

the Company.

All extensions to propverty line to be made at the expense

of the Conmpany.

IT IS FURTEMR ORDERED that the San Jose Vater Company shall
make all extensions within the City of San Jose,at required, at its
own expense on application by any prospective consumer. If in any
event the Company feels that such extension is not justified by
reacon of excessive expenditure and small revenue, the Company nmay
apply to this Commiesion, and the Commission will determine whether

or mot such extensions will be made at the expense of the Company

or of the proapective conzumer or divided between the Company and

such prospective consumer.




The foregoing opinion and order are hereby approved
and ordered filed as the opinion and order of the Railroad Commizeion

of the State of California.

Dated st San Francisco, California, this <A 7"4:1‘::::,' of

Yay, 1914,

Commissioners. -




