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Appli~ation l~o. 46594 
Filed April 28, 1964 

McCutchen, Doyle, Brown, Trautman & Enersen, by 
Robert M1n~e Brown, for applieant. 

Everett P. Rowe, for Water & Power Users As$O
elation, protestant. 

CX!:il M. S.'lroyan and Robert C. Moeek, for the 
Commission staff. 

OPINION -_ ........ _--

Applicant S·'l%1 Jose Water 'V1orks seeks l1uthority to ine:t"ea~e 

its rates for water service. 

Application No. 45787 was heard before Commissioner Mitchell 

and E~ner Catey at San Jose on January 8, 9, February 10, ll, 

l3 and 14, 1964, and at ~ Francisco on February 17, 1964. Copies 

of the application and notice of hearing had been served in accordance 

with this Cotmnission' s rules of procedure. The 1ll.'ltter was submitted 

on i1arch 23, 1964, the date of filing of concurrent briefs by appli

c~t and the Commission staff. 

At the hearings ~ testimony on behalf of applicant was 

presented by seven of its officers and 'employees. At the request of 
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• 
protest~nt Water & Fower Users ~~soci~tion, a Commission staf~ 

engineer and ~o sr~ervisors were ~dc avail~ble for ques-

tioning in regard to prelimin~z7 studies made by tac staff engineer~ 
In response to Subpoenas issued ~t protestant's request, testimony 

was presented by a plumbing contractor and six o~fieials an~ 

e~ployees of the City of S~ Jose, the County of Santa Cl~~ ~nd two 

local water conzervation districts. The Comoission staff presenta

tion was made by t'Yl0 -'\CCOu:lt311ts .::md t't'10 e:lgincers. 

Application No. 46594 was filed subsequent to submission 

of Application No. 45787. In~much as the more recent filing is 

only for the purpose of offsetting additional taxcs not considered 

in the earlier proeeeding and does not require a hearing, the ~o 
:atters are hereby consolidated for decision. 

Service Area and Water System 

Applicant's service area consists of some 112 square miles 

of tenitory in Sc:nta Clara County, in and about San Jose, tos Gatos 7 

Honte Sereno, Saratoga, Campbell, Cupertino and Santa Clara. '!1'le 

service area is relativ~:y flat in the central portion but extends 

into the foothills to the northeast and the mountains to the south

west. The wide range ~f elevations of the area~ from almost sea 

level to over 1,000 feet above sea level, requirez the establishcent 
of 27 pressure zones. 

About one seventh of applicantrs water supply is obtained by 

the diversion an~ storage of runoff from the Sant& Cruz Mountains 

watershed. The balance of the supply is obtained from 148 wells 

drilled. in various parts of the Sanea Clara Valley. Applicant's 

:::lountain reservoirs have a COmbined storage capacity of over 2.~ bil

lion gallons. In addition, distribution storage reservoirs and tanks 

provide a combined capacity of over 160 million gallons. 
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Applicant's tranSmission and distribution 

systet7l includes approximately 1,400 ~les of mai 
ns> ranging in size up to 48 inches in diaxneter. M 

4etered service is provided to ~bout 
~ 110,000 Customers flat rates being limited almost exclusively 1 

to some 300 private and 6,000 public fire protection services. 
:Rates -

Applicant's present rates for general 
irr' metered service, 

4gation service> fire protection service and se-Jcc f 
. l' . • v,. rom a p~pe 4nc installed by _ 

a water conservation district were all 
established in 1954 in a Ii ' 

pp Cant s previous general rate incrc~se 
proe •• d1ng. Rates were .st~blisbod for .~c from .pplicont's 
I~maden pipeline in 1955 f 

1 rom applicantrs system in the town of 
1J.'CUldcn in 1957, and from .lpplicant IS S ...... born 

~ Young system in 1959. Applicant 
proposes to increase the rate for general metered servi 

ee, to change that schedule from a minimum char~e to a 
service charge form of rate, to increase the 

service, and to eliminate the ZOne rates 

of Almaden and the Sanborn y .... -o-

rate for irriga~ion 

now applicable to the t~ 
"'--", sYStem. 

FOllOWing is a comparison of ~PPlicant's 
lllCtered sc ...... ~ ce r t h present gcne:O:al 

N'4 a es, t ose requested' 
4n each application, and those authorized by this deciSion 

, all based upon SCrvice through a SIS by 3/4-1nch ~ter: 

l'tam 

Montr.ly l1inimClt Chargo 

Y.ontbly Service Charge 

First 
Next 
Next 
Over 

500 cu.rt.) per lOa cu.rt. 
2,500 cu.ft., per 100 CU.ft. 

27,000 eu.ft., pcr 100 eu ft 
30,000 ¢u.ft., per 100 cu:tt: 

'l'A,BLC: I 

$ l.70 

* 
0.24-
0.165 
0.145 

Rogu~:::t~d 
A·1..5787 6.46594 
$ $ 

1.75 1.75 

0.22 0.26 
0.22 0.26 
0.22" 0.26 
0.17 

.. Included ill Ylillill:um Cbargo. 
0.21 
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The prescnt rates provide for ~ graduated scale of 

increased minimum charges for service through larger than a 5/8 by 

3/4-inch meter. Similarly, the requested and authorizcd rates 

include hieher service chArges for larger meters. 

!able lS-C of applicant's Exhibit No. 11 shows the effect 

of its requested rates on the monthly bills of typical residential 

custotners. The following table smmD3rizes that information and 

comparable data showing the effect of the r~tcs requested in Appli

cation ~~o. 46596, and those authorized herein: 

TP.zLE II 

Comp~ison of Charges 

Charge at Various r~tes 

Item -
l.{eouested Author-, 

~resent A.4S7S7 A.~$94 izcd 

Customer 'With 
i1alt Average Consumption 

,1.'1J.uiiiium.l1onth 
Average Month 
MaximUm Month 

Customer with 
Ave~e Consumption 

1 :i.mum Month 
t .. vera'J,c Month 
l"Inximum Month 

Customer with 
Double Avera~c Consumption 

Miliimum Month 
Average Month 
Maximum Month 

Customer Complaints 

$ 1.70 
2.76 
4.58 

2.(.:.2 
4.5C 
7.22 

4.10 
8 .. Z2 

13.l5 

$ 2.41 
3.66 
5 .. 49 

3.51 
5.42 
7.9l 

5.05 
9.56 

15.61 

$ 2.53 
4.00 
6.17 

3.83-
6.08 
9 .. 03 

5 .. 65 
10.98 
18..13-

$ 2.27 
Z.G3 
5.6:> 

3.1..,7 
5.55 
8.27 

5.15 
S.71 

15.68 

The Commission staff's report) Exhibit No. 11, st~tes tl~t 

applicant is furni$hing adequate service. In fact, a staff enginec4 

testified tl1at applicant is providing ve~y zood scrlice. The 

validity of this conclusion is confirmed to some extent by the 

notable lack of protestants with service complaints in this 

-r-EXhlbits refer:cd to herein arc iii OApp,b.catlon J:'!o. 4SIS) unless 
ot'M. .. ~l1se s'tatcd. .. 
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preeeeding. !hc single protestant alleged that it represents only 

15 of applicant f s customers. 

Prot~stant's principal complaint relates to subsidence of 

the valley floor in applicant's service area. Protestant contends 

that applieant has depleted the underground reservoirs and that the 

resulting compaction of the soil has necessitated the importation 

of water from outside the valley at additional cost to the taxpayers 

of the county. Testimony of protestant' s ~ritncsscs as to the mag

nitude of the over.draft of the undergroune basin and cost of 

importing water to reduce or elimin~tc tl~t overdraft shows that 

it would have been unreason~ble for app11ccnt alone to have made 

the attendant capital expenditures for transmission facilities and 

incur the related increased expenses. rIad it done so, its custom

ers would have been burdened with the entire financial impact of a 

water importation project which would have benefited a considerable 

o'lrea not served. 'by applicant. The plan worked out by the 10c.:11 

't'1ater conservation districts for participation in the California 

Water Plan will provide a more equita.ble distribr.:tion of the cost 

of the imported water to all who benefit therefrom~ Applicant 

plans to purcl~se imported w~ter from the San~a Clara County Flood 

Control and vrater Conservation District when it becomes available 

in about 1965 or 1966. 

Results of Qparation 

Witnesses for applicant and the Commission staff have 

analyzed and estimated applieant's opcrat1onal results.. Summarized 

in Table III, from Exhj.b~ts Nos. II an~ ll-A presented by thz Com

mission staff and from Exhibit l~o. 1 p-rescn:cd by applicant, with 

minor adjustments due to rounding) ~e the estimated results of 

operation for the year 1964 under present water rates and those 
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proposed by applicant. For comparison, Table rv shows the results 

of oper~tion adopted herein under present rates, under applicant's 

proposed rates and under the rates whica would' hcve been authorized 

herein prior to the establishment of pump taxes to be levied .after 

June 30, 1964, as discussed in more detail in subsequent paragraphs. 

The effect of the pump taxes,as it relates to revenue requirements, 

is discussed separately herein. 

TABLE III 

RESULTS OF OPERATIONS 
(Excluding Zf1ect ot Pump Taxes 

Year 1964 Estimated) 

Item 
Present Rates Pro osed ~tes# 

Stat! ~~11c~t Sta£~ AEpl~c3nt 
( aousands of ~ollars) -

, ..... Operating Revenues $ 7,890 ,$ 7,697 $- 9,549 

Qeerating E2;met'1ses 
Purchasccl Power 691 715 691 
Other Operating Expenses 1,053 1,038 1,053 
Maintenance Expenses 446 527 ~·6 
Admin.& Gen1.& Misc. 610 654 610 
Taxes other than Income 1,256 1,270 1,260 
Income Taxes 423* 28$ 1,264* 
Depreciation lz158 1:173 1 z158 

Total 5,637 5,665 6,482 
Net R.evenue 2~253 2,032 3,067 

Rate Base 39,160 417351 39,l60 

Rate of Return 5.75% 4.367. 7.83% 

* Includes federal income t&~es at 196$ 
tax rates, from Exhibit No. ll-A. 

# Application No. 45787. 
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$ 9,397 

715 
1,,038 

527 
654 

1,274 
1,161 
lz173 
6,54! 

2,855 

41,851 

6.82% 
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TABLE IV 

RESULTS OF OPERP~IONS 
(Excluding ~~~cct of Pump T~cs 

Year 1964, Adopted) 

At Various Rates 

Item -
Operating R.evenues 

eratinf2; E~ enses 
Pure se ower 
Other Operatinz Expenses 
Maintenance Expenses 
Admin.& Gcn1.& Misc. 
Wage Adjustment 
Taxes other than Income 
Inco:nc Taxes 
Doprceiation 

'total 

Net R.evenue 

Rate Base 

P..ate of Return 

Present pro~osea#Author1zea 
(~Sousanas of Do!l~$) 

$7,760 $9,470 $8,600 

680 680 680 
1,050 1,050 1,050 

450- 450 450 
630 630 630 
40 40 40 

1,260 1,260 1,260 
330 1,160 720 

1.170 1,170 lz170 
3,~10 .. 6';~o 6,0(5(5 

2,150 3,030 2,600 

41,600 41,600 41,600 

5.17% 7.281. 6.25% 

·ff: App11c.:ltion No. 45707 .. 

Operating Revenues 

The difference between the revenue estimates of the staff 

and applicant results from the difference in projected normal reve

nue per customer. The staff adopted applicant's esti~te$ of number 

of active service connections. 
-

The staff's cstfmates of normal revenues for 1963 anc 1964 

are based largely upon the trend in revenues per me~ered service 

custocer from 1960 through 1962, modified somewhat to reflect the 

leveling off of that trend which the staff concludes mizht rcason

~b1y occur. Applicant's revenue estimates for 1963 ~d 1964 arc 

based upon an analysis and a~tempted correlation of water sales 

over the past several ye~s with rainf~ll and temoeratures 
" ,Iii 

experienced in those years. Applie~nt's witnoss concludes tbst, 

although averazc sales fluctu~tc considerably with weather eondition~ 
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there is evidence of a continued increase in the average use per 

custom~r. He estimates a smaller annual increase, however, than is 

estimated by the $taff~ 

the actual revenues per metered service 

customer for the years 1958 through 1963, as determined from the 

d.:lta presented in Exhibits l~os. 1 and 20) indicates that applicant r S 

projected est~tes of revenues from commercial, industrial and 

public authority customers are reasonable but that its revenue esti

mates for. miscellaneous metered service and flat rate service are 

somewhat low. Applicant's revenue estimates for metered service, 

modified to include a more reasonable level of revenues for miscel

laneous service, are adopted in Table IV. ~he staff's estimates of 

revenues from flat rate service are adopted herein. 

Operating Expenses 

Applicant's estimate of 1964 expenses related to the 

operation of sources of supply, pum?~g, pu~ification7 tr~smission 

and distribution equipment is only one l1alf percent his~er than the 

staff's estimates, although there are greater percentage differences 

~ the individual items included in this group of expenses. L~bor 

items included in the staff's estimates reflect 1963 wage levels 

whereas npplicant assumed that a higher level of wages would be in 

effect for 1964. The staff's estimates reflect lower electric power 

consumption based upon the higher water table experienced in 1962. 

The sta££·s estimates for this group of expenses is adopted in 

Table IV) with a minor reduction consistent with the asswption of 

lower water consumption in dct~rmining the revenue adopted in that 

table. 

Exhibit No. l8 is a preliminary power study made by a 

staff engineer called by protestant. In that study 7 tllc engineer 
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concluded that a reasonable allowance for 1964 power purchased 

expense is $417,000, as compared with the staff estimate of $691,000 

saown in Exl1ibit No. 11 and the $680,000 adopted herein. Testimony 

of other staff. engineers discloses that the preltminary study was 

predicated upon assumed ~ump efficienci~s, total pumping heads and 

timing and s~lection of pumping stations to be used, all of which 

are unrealistic and impossible to attain in actual practice. 

For a growinz systcm~ an upw:J.rd trend of normal mainte

~nee expenses can be expected. In addition, abnormal or unusual 

eh~enditures might reasonably be expected in some years. Exam~na

tion of the recorded maintenance expenses for the ye~s 1958 through 

1963 indicates that applicant's estimates gave too much weieht to 

the abno~lly high mainten~ce expenses in 1962. The staff's 

est~te is adopted in Table IV. 

The major differences between the 1963 administrative, 

general and miscellaneous expense estimates of tac staff and appli

cant result from lower staff estimates of office supply expenses, 

exclusion by the st~ff of accruals for ~funded pensions of seven 

officers) lower sta~f estimates of avcra.ge annual regulatory 

Commission expenses, partly offset by hieher staff estimates of 

maintenance expenses. Applicant's estimate for 1963 is about 

$22,000 greater than tltat of the staff. The corresponding differ

ence in the 1964 estimates is $42,000. The wider divergence in 1964 

is due primarily to (1) applicant's projection of increased wage 

levels as compared with the staff's use of 1963 wage level for both 

1963 and 1964, .and (2) assumption by ~pplic.a.nt that customer growth 

has a greater effect on this group of cxpen~es than was assumed by 

the staf~. The staff 1 s estimates of administrative, general and 

miscellaneous expenses for 1964 are adopted in table IV, modified 
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somewhat to show a larger amount for office supplies and to reflect 

a somewhat greater effect of customer growth on this group of 

expenses. 

Wage Adjustment 

At the hearings, one of applicantrs vice presidents ~esti

ficd that applicant was in the process of negotiating a new wage 

agreement with the union that represents about 40 percent of appli

cant's employees. Late-filed Exhibit No. 24 includes a copy of the 

agreement signed by representatives of both applicant and the union 

on February 20, 1964, together with an explanatory letter signed by 

applicant's president. 

The agreement was subject to ratification by applicant and 

m~bers of the union on or before March 3, 1964. As of March 6, 

1964, the date of the letter accompanying Exhibit No. 24, notice of 

such ratification by the union oembers had not been received by 

applicant and there is nothing in the record to show whether the 

,:~ase levels finally agreed upon will be lower tMu, equal to, or 

higher than) those which are set forth in Exhibit No. 24. Whatever 

wage increase finally is established for 1964 will be retroac~iv¢ to 

Janua~y 1 and) in fact, the approximately four percent increase over 

1963 wage levels which would have resulted from the tentative agree

ment already has been placed in effect for the 60 percent of appli

cane's employees not covered by the agreement. 

The agreement provides for an additional wage increase of 

about four percent) effective January 1) 1965, but it is not know::! 

whether or not the fina.l agreement will ha.ve a similar provision, 

nor what wage level will be in effect in 1965 for the employees not 

covered by the agreement. On the basis of the record, no reeognit).on 

can be given to possible 1965 wage increases but $40,000 is added to 

1964 expenses in Table IV to reflect an approximately four 
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percent increase over 1963 w~ge levels. Applic~nt is required by 

the order herein to file in this proceeding a copy of whatever 

final wage agreement is ~de effective for 1964 and 1965. 

Taxes and D2Preciation 

The one percent difference between the estimates by the 

staff and applicant relating to taxes other than on income is due 

to the upward trend in ad valorem tax rates assumed by applicant ~d 

not by the staff, assumption by the staff of lower investme~t in 

storage facilities than estimated by applic~nt, and allocation by 

applie~nt of a greater percentage of its estimated tot~l payroll 

taxes to operating expense than the percentage allocated by the 

st~ff. The staff's estimate, rounded upward consistent with the, 

rAte base treatment of investment in storage facilities hereinafter 

discussed, is incorporated in Table IV. 

Most of the difference between staff's estimetcs of 

income taxes and those of applicant results from the various dif

ferences in estimated revenues ~d ezpenses already discussed herein. 

Also, subsc~uent to the development of applicant's esefmates, fedcral 

income tax r~tes for 1964 and 1965 have been reduced. The 1965 

level of income tax r~tes is reflected in the staff's Exhibit 

No. 11-A and in the amounts adopted in Table IV. 

The staff's deprcci~tion expense estimate is lower than 

applicant's primarily because of the staff's exclusion of deprccia

tion on certain storage facilities discussed in subsequent para

graphs of this opinion. Applic~nt'$ estimate is adopted in Table IV, 

rounded downward in recognition of the somewhat delayed scheduling . 
indicated by the record for v~ious 1nstall~tions of depreciable 

plant. 
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Rate Base 

Applicant's estimate of rate base for 1964 is about 

$2,690~OOO higher than the estim4te prepared by the staff. Half of 

this difference results from exclusion by the staff of storage 

facilities which it concludes are overbuilt for the present number 

of customers. Another $430,000 of the total difference consists of 

exclusion by the staff of certain historical write-ups of applicant's 

plant accounts. The remainder of the differences individually are 

of less significance and stem from such items as differences in 

~stimated scheduling of plant installations and differences in 
I 

~sttmated working capital requirements, advances for construction 

and contributions in aid of construction. Applicant's estimate of 

rate base is adopted in Table rv, modified downward to reflect tbe 

·.staff estimate of working cash and the delayed scheduling of pl.mt 

installations referred to in the preceding paragraph. 

Storage Adjustment 

Studies in various degrees of detail to determ1~e the 

appropriate amount of storage facilities and, to a lesser extent, 

production facilities properly to be included in applicant's rate 

base were made by ap,lieant;, the staff, and a. staff engineer 

formerly as'signed to this prcceeding. There are so~ infirmities 

to the presentation on this subject made by eaehparty. For example, 

applicant~s Exhibit No. 25 includes a number of statistics which 

tend to exaggerate the present storage requirements. 80S is pointed 

out in some detail in the brief of the Commission staff. Another 

example is the staff's consideration in Exhibit No. 11 of overall 

storage requirements;, rather than g1vl.n3 cons1e.cration to the distri

bution of storage capacity, zone by zone. Also, .the preliminary ,re

port by a staff engineer, presented on behalf of 'protestant;, takes ,the 

untenable'position that storaie capacity could be reduced draat1callyp 
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even though it is appa=cnt tha.t C1. trctteodous :;.:tount of storage 

would be r.~q~irea eo ~~,lemcnt eh~ ene~oer's concurrent suggestion 

that well production be ccn:tl:t\.c<l Almost cn~irely to the 20 stationc 

having the low~st ?owe: costs. 

In .ze.1..yzing all of the detailed storage studies 1 '(Ile 1WS: 

not lose sight of the broader overall and lons-~ans~ picture. None 

of the parties challcr.ged cpplic",nt' s proposed storage £nciliti",s 

on the grounds t~t the cost of installation actually woulcl be lcs~ 

th3n est~ted, nor that ~pplicant ~ctually does not intend to 

carry out its proposed constrllceion program. Also, we do n.ot bt1vc 

the situation somct~es ~ncountcr~d wherc a utility has pro-

~lded poor service with inadequate £~cilitics for years and then 

suddenly overbuilds its plant ~t the time of ~ ra:e procced~g. In 

fact, applicant's excellent se~lce record du:ing a long period of 

rapid growth c~n be attributed, to a large extent, to its consistent 

plznning and installation of facilities before their. need became 

critical. 

Anothe~ broad ~s?cet which must be considered is th~ fact 

t~t ap?licant docs not ~1aVC an ~ffiliatc or parent corporation with 

large quantities of relatively low-cost money which it wishes to 

invest in order to r~ceive a r~gher return. Applic~t seel~ its 

funds in the normal money market and its common stock is widely 

held, the largest single holding being about two percent of the 

total. There is nothing in the record to show that applic9nt's 

construction of production and storage facilities is other than a 

continuation of a long-standing policy of cautious advance planning. 

The main issue, tben, in regerd to the investment properly 

included in rate D3SC, is the economic feasibility of providing 

precautions against inadequate service in tl~ event of emergencies 

SUCh.3S protracted shutdowns of production, transmission or storage 

facilities for repairc_ the total stor~ge faci!ities proposed by 
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~pplieant should not be too burdensome in relation to the protection 

provided against diminution in quality of service. No deduction of 

storage facilities is adopted in Table IV. 

Writeup of Land 

In applicant's previous rate proceeding, Application 

No~ 34181, the Commission staff attempted unsuccessfully to determine 

the original cost of land used and useful in th~ utility operation. 

It is still apparently impossible to determine whether or not the 

entries in the land plant accounts for applicant's predecessor 

reasonably represented original cost. In the current proceeding, 

however, the staff has shown that write-ups of land accounts in 1914 

and 1932 were not for the purpose of correcting any errors in plant 

accounts but instead were to reflect appreciation in resale values 

and to absorb the premium paid on the calling of old bonds. 

Cross-examination of the staff disclosed that some of the 

plant subject to the write-ups may since have been retired. Neither 

applicant nor the staff presented evidence as to the possible magni

tude of such retirements nor whether an appropriate portion of the 

write-ups bad been eliminated concurrently with any such retirements. 

Consistent with the treatment of this item in applicant's previous ( 
I 

/ . rate proceeding, the $434,000 in write-ups has not been excluded 

from rate base in Table IV. Applicant is placed on notice, however, 

that it should review the entries in its plant accounts pertaining 

to its investment in land and to the extent, if any~ that such 

accounting deviates fr~ the instructions contained in the uniform 

system of accounts prescribed by this Commission it should take 

such steps as may be necessary to effect compliance with the pre

scribed accounting requirements. 

Trend in Rate of Return 

In addition to the 1964 est~tes discussed herein, both 

applicant and the staff prepared correspondin3 estimates for 1963. 

By comparing the rates of return estimated for the two consecutive 

years, the trend in rate of return beyond 1964 is indicated. At 
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applic~t'z proposed ratc's, .:n ~nu:li increase of about 0.1 percent 

in ra~e of return resul:s fro~ the staff cst~tes whereas 

applicant's es~imate$ ~~ow an a~nual decline ~f ~bout 0.3 percent. 

The diffc=encc in trends projected by ~pplic3nt ~e tho 

staff is d~e to the S2me fund~ent31 diff~=enccs in methods of 

e.s~imati'Cg 1964 revenues) expenses t'.nd ra.te base hereinbefore dis

cussed. the 1964 results adopted in Tcb1e IV) compared with corres

ponding results w~ich would apply to 1963, at the lcvel of wage and 

t~~ rates assumed for 1964, indicates ne1tncr an upwzrd nor a down

W~Q trend of any sisni=ic~ce. 

Applicant contends tr~t the customary r~te-making procedures 

a~p1ied ~o water utilities by this Commission do not achieve reason

able end results, in that the "allowed" rate of return set forth in 

a decision for a given test year may not actually be realized. 

Applicant points out th3.t, for example, previous known upward 

trends in wage levels and property tax rates are not ~pco8Dized by 

the Com:oission staff whereas other trends such as increasing con

sumption per customer an~ improving water table levels are reflected 

in the staff estimates_ A?plic3nt suggests that greater recognition 

should be accorded t" ~c:tual recorded results for some recent 

representative year, together with the actual trend in rate of 

return indicated by recorded data for scver~l years. It is further 

proposed by applicant that the stated rate of return allowed by the 

COmmission should be an average anticipated rate of return over 

some rc~sonably long period in the future) rather than a return for 

a prior or current test year. 

It m~st be conceded that r~latively minor distortions in 

the relationship of estimates for ewo consecutive test years can 

produce a disproportionate distortion in the apparent trend in rate 

of return. With judgment and c~e, however, trends projected on the 
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basis of two consecutive y~arsf estimates ~e re~sonably valid. It 

is noted tbat the present rOltes "I.'ere established for applicA1lt i:'J. 

1953 to yield a return of 5.8 perce'D.t nnd a.pplicant's Exhibit No.1 

shows that the rate of return b~sed on ~ctual operAtions fo~ 1958 

and 1959 hud increased to 6.20 and 6.65 pe=ccnt, respectively. On 

applicant r s suggested ap'proach, a review in 1959 would have indi

ccted :l significant upw~t'd trcr.d in rate of return whereas, in f:lct 1 

an ~brupt revcrs~l occurred, resulting in a lowering of the rate 

of return to 5.69 percent 9Y 1963. Unpredictable random events 

czn c~nge the di:eetion and magnitude of a previously experienceo 

trend. Thus, although the csti~tes ~do~tcd herein indicate no 

significant upward or ~ownward trend in rate of return, only ti=c 

c~ confi=m or refute this conclusion. 

Pump Taxes 

In the course of the hearings in Application No. 45787, 

reference was made to the p~obability that ground water extraction 

charges or "pump ta."<cs" soon would be imposed by Santa Cl~a County 

Flood Control and Water Conservation District and by Santa Clara 

Valley Water Conservation District upon applicant and others 

extracting water £ro~ the underlying water basin. Inasmuch as such 

charges had not yet been fixed at the ti:c:e of the hearings, :1cither 

~pplicant nor staff included proviSion therefor in expense estimates. 

Application No. 46594 shows that levies of $10 and $8.85~ 

respectively, per acre-foot will be payable to the two districts for 

all ~ell water extracted by applic~t for the water year ended 

June 30, 1965. After offsetting an anticipated ad valorem. tax reduc .. 

tion of $2 1 500 and giving consider~tion to the proportion of appli

cant's total supply which it ob~ains from surface sources, additional 

charges of 4 cents per 100 cubic feet of water sold under general 

metered service rates and compar~ble additioncl charges in rates fo: 

limited irrigation service are rc~~ested :0 offset the pump t~~s. 

The pump taxes will add $1,220,000 to the revenue requirements 

derived in Table IV. 
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A staff report, hereby incorporated in the record as '. 

Exhibit No. 1 in Application No. 46594, shows t~t the pump tax 

rates established by the ewo districts, applicable to water used 

for agricultural purposes, will be $5 and $2.25, respectively. 

Bcc~usc of the licitcd ~ounts of ~sricultural water used by app1i

c~nt's customers, tl1is reduced rate l~s ~o measurable effect on 

applic~t~s ovcr~l revenue requirement but is given con~idcr~tion 

in the limited irri8~tion service rate cchcdulc ~uthorized herein. 

Also, it is possible that deliveries to some customers uneer the 

other rate schedules may, in the future, also qualify for the lower 

tax rates. A special condition in the general metered service 

schedule authorized herein provides an appropr1at~ly low~r rate for 

any such deliveries. 

FinanCial and Rate Requirements 

In applicant's Exhibit No.2, a return of 10 percent on 

common equity was assumed in determining applicant's financial 

requirements. 'Io produce this average return on cq,uity over the 

next few years, under applicant's assumption of a downward trend 

in rate of return, would require a return of 6.32 percent on rate 

base for th~ test y~ar 1964. The exhibit shows that applicant 

must raise $12,750,000 over the 3-year period ending with 1966. 

Applicant's ~ltncss On financial matters testified that a large 

proportion of this financing must be accomplished by tbe sale of 

common stock and that this factor must be considered in establish

ing the proper level of earnings. 

rae staff's EJdlibit No. 12 shows that ca--nings of 10 per

cent on common stock equity would be achieved by a return of 6.0S 

percent on rate base, prov-lded ra.te base and total capitalization 

are identical.. Thc exhibit states th..:1.t, under these conditions" the 

sta.ff considers a 6 .. 09 percent rate: of re t'IJrtl to be r~.::u::on~ble. 

-17-



This C~mmission has often citcd numerous facto=s which it 

considers, along with cost of money and financial requirements ~ 

determining a rcason~blc ra~e of return. The mo=e impo=t~nt of suca 

factors are ~ual!t7 of service and the need to =~ise funds frcm out

side sources to finance necesscry construction ?rogr~s. 

!he record is ~uitc clccr thAt applicant's quality 0: 
service and its ability to fulfill its ~eblic oblig~tions arc 

unusually good. f~ exception is its ~omcwl~t shortsighted policy 

of refusing to extend its maine to serve areas located ~t higher 

elcv~tions outside its prcsent service area and, instcad, fu=nisbing 

water for resale by newly formed s~ll utilities ~ those ~eas. 

!he record also is qui~c clear that .:lp:?lican.t wlll be 

required ~o ra!se substantial sums of money from external sources 

to finance its anticipated construction prog:~ and that a large 

s~gmcnt of s~h funds :ust necessarily be derived from the s~le of 

cotimi.on equi~y if it is to maintain a reasonable capital structure .. 

Co~side=i~g the evidence in this proceeding and reeogniz

i~g that ap?licant must maintain a balanced capital structure if it 

is to ra.ise from external sources the funds it will require to 

finance its construction program, a rate of return of 6~ percent is 

adopted ~s reasonable. 

The total rate increase requested by applicant in these 

two proceedings wou~d result in an increase of ~oout 38 percent in . 
operating revcn~cs. Based upon the modified estimates of revenues, 

expenses and rate base ~dopted in Table IV and the additional pump 

taxes of $1,220,000, an increasc of 26~ pe=ccnt in ~ual revcn~$ 

will prov;.de the 6~ percent return found herein to be reasonable. 

The r~tcs set forth in Appendix A to the order herein ~re 4esigned 

to produce the required $2,060,000 increase. 

-12-
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Findings ar.d Conclusion 

The Commission finds tl1at: 

1. Applicant is in need of increased revenues, but the rates 

it proposes are excessive. 

2. The ~do,tee cst~tcs, previously s~rizcd or.d cisCUSSCG 

he=ein, of operating revenues, oper~tin3 expenses and rate bases for 

the ye~ 1964 are :casonab1e and reasonably represent the re~ults 

of applicant r s operations, .and OJ. rate of return of 6~ percent on 

said rate b~ce is reasonable for the purpozcs of this proceeding. 

3. The increases in i:~tes olr.d charges authorized herein are 

justified, the =atcs ~d charges authorized herein are re~so~able, 

and the present rates and charges, insofar ~$ they differ from 

those prescribed herein, are for the future unjust and unreaconable. 

The CO~.$sion concludes that the a,plicatio~s should be 

granted to the extent set forth in the ensuing order. A public 

hearing on Application No. 46594 is not necessary. 

ORDER .... -~---

IT IS ORDERED tl~t: 

1. After th~ ~ffcctivc date of tl1is o~der, applicant San Jos~ 

Water Works is ~uthori~ed to file the ~evised schedules of rates set 

forth in Appendix A to this order. Such filing sMll comply with 

General Order No. 96-A. The revised rate schedules sl1all become 

effective for service rendered on and after July 1, 1964, or on and 

after the fourth day following the date of filing, whichever is 

later. 

2. Witl~n ten days after applicantrs pending wage negotia

tions ~e eomp~etcd end a final wage agreement ratified by the 

-l9-



parties thereto, applicant shall file in ehis ,roc:ceding a t:l:'lC 

copy of the ratified agreement. 

The effcct;.vc d.:l.te of this order shall be twenty days 

after the d.aec hereof_. 

_San __ Fran __ d!OO ______ , california, this ~ ........ ; 
day of _,.,.,."""""",,,;o..c..;. __ ....:::....-_' 1964. 
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APPLICABILITY 

APm..'DIX A 
Pago 1 of 9 

Schedule No. 1 

CENERAL ME'IT:RED SERVICE 

Applicable to-all metered water zervico. 

T'EAAITORY 

Portions of Campbell, Cupert1no~ Los Catos, Monte Sereno, 
San Jose, s.mta Clara and Sara.toga, and vicinity, Santa Clara 
County. 

PATES 
Per Meter 
Per Month 

Service Charge: 

For S/8 x 3/4-inch meter 
For 3/~-1nch meter 

...... ~ .........••• $ 1.55 (C) 

......•..........•• 1.7; 
For l-ineh metor ......•.........•.. 2.35 
For l~-1neh meter .•.............•••• 3.30 
For 2-inch meter ................•.. 4.20 
For 3-1nch meter .. 8.00 .........•........• 
For 4-inch metor ..•..........•....• ll.OO 
For 6-inch meter ..•.......•. ~-~.- .. 18.00 
For 8-inch moter ...... _ •......•.... 26.00 
For lO-inch meter .......•....•..•..• 33 .. 00 

Quantity Rates: 

First 30,000 cU.ft., per 100 cu.ft. $ 0.24 
OV~r 30,,000 eu.ft., per lOO cu.ft. .21 

The Service Charge 1~ ~ roadiness-to-Gerve 
charge t~ .... h1ch 1~ t~· be o.eded the monthly 
chArge computed at the Quantity ~tes. 

SPBCIA L CONDI'l'rON 

~tomors .... ho roceiva ~ater dolivories for agricultural purpo~ez u:der 
thic Gehod.~o, and. ~rh~ precent evidonce t~ tho utility thAt c't:.Ch delive:--
1eo qual1t,r for the lower pump t~ rato: levied by Santa Clara 

I 
I 
: 

, 
~ , 
~ 
1 

.. 
.. 

County Flood Control and W~ter Collsorv~tion Di3trict 4nd by S~ta Clara 
ValleyWat~~ COll3ervatioll Dictr1ct for agricultural wator, shall reeeive a 
credit of ~ cents per lOO cuoie feet on each vnter bill for the ~uanti-
ties of wtor used during the period cOV'ered by thG.t '0111. (C) 
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Schedule No. 11-1 

!r1ETERED SBRVICE TO CUSTOMERS ON "AlMADEN PIPEtnm" - -
APPtICABILIT"! 

Applic~le to ill :;orvice from tho lI.Alm:.dcn P:tpolinen• 

TERRITORY 

('1' ) 

('1' ) 

('1') 

Adja.cent 'to the nAlma.d.on Pipeline", which extends in a. southerly 
direction appX'o~tely tour (L.) milos trom the junction o! the ('1') 
San Jose-Almaden R~ad and Camden Avenue to the vicinity ot Almad.en ('1') 
Pumping St.ation No. 31 Santa Clo.ra. County .. 

The ra.tes and speciU condition sot forth in Schedule No.1, (T) 
General Metered. Service. (1) 

SPECIAL CONDITION 

The condit1o~ of service shall 00 governed by ~ written ~gree
ment, the general form of' which is included in the tariff schedules .. 
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Schedule No. It-2 (~) 

METERED SERVICE TO CUSTOMERS ON 6-INCH LINE !NST~'D BY (T) 
SANTA CLAl<AvAl,LJ:,"'Y WA'!'.l::RCONSEltVATj]NDISTRlCT- -

APPLICABILITY 

APplicable to service f'l.-om. the 6-inch pipeline installed by Santa ('1:) 
Clara VallqyWater Conservation District. (~) 

'I'E.~ITORY 

Loxinet0n Dam area." Allr.a." ~ta Clara County. 

RkTES 

The rates and special condition set !orth in Schedule No.1, (!) 
Ceneral Motered Servico. ('1:) 

SPECIAL COt\'DITIONS 

1. Service shall 'bo limited to the land.3 ot the ninc (9) 
customers deocribed. in C.?U .C. Decision No. 1.6159, Case No. 52.90" 
or their successors in occupane,y" with only one service conneetio~ 
to each property. 

2. Service under this 3chedule shall be rcnderea to, and meters 
~~stalled at" the ~oint of connection ot the service lines of such 
customer:) to ::;4.id 6-in¢h. pipeline. 

3. All ,b:\.lling \Ulder this schcd.ulo sha.ll be subject to a s'Ur
charge ba=ed on the power cost of operating the pump" on,said 
6-ineh pipeline, required to render service to the above-described 
customers, prorated ~ the 'oasis of monthly charges to each ~ch 
customer at the basic rates for ee~eral metered ~erviee. 

(T) 

\ 
(T) 
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APPLICABnITY 

APPENDIX A. 
Pago 4 of 9 

Schedule No. 2J..X 

LOOTe'D TEMPORARY FLAT RATE SJ:.'RVICE -- (N) 

Applicable to water service furnished on a liroit¢d temporar,y (N) 
flat rate basis. (N) 

TERRITORY 

RATE -

Almaden area, Santa Clar~ County. 

For eaeh service connection, including 
irrigation or not more than 2,500 
square teot or g~den area •••••••••••••••••••••••• 

SPECIAL CONDI'I'IO~TS 

('1') 

Pel" Month 

l. Service und.er 'this schedule sh.lll ce l:!Jnitod 'too the .t'ollowing (N) 
five existing services .t'or which tho 1n:tallation of meter~ was not 
expedient: 

Mrs. Marian W. Kipp 
Nr. H. M. Alley 
YI%". Frank E. Fuller 
M%-. Roy R. Harti.: 
Mr. Wil11~,:'Il P. Poelle 

Acct. No. 26-505-5370 
Acct. No. 26-50$-53$0 
Acct. No. 26-505-5335 
Acct. No. 26-505-5330 
Acct .. No. 26-$0$-5320 

2. This schedule will rerna.:iJ'l. in e.t'£cct only "omt:U such time :il.S 
phYsical limitations will permit the installation of rocter~T and 
thereai'ter 'Will 'be wi thdrawn. (i~ ) 



A??LICABI:::'ITY 

APP~'DIX A 
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Schedule No. 3ML 

LIMITED IRRIGATION SERVICE 

Applicable to all me~:urcd in'igo.tion :;erv1ce furwhcd on a 
limited '0 0.: i: . 

TERRITORY 

The 460-acre area o.dj~eent to th~ City of Campbell, S~ta Clara 
CO\mty. 

RATE - Per HOU!" 

For 650 gallons per minute •••••••••••••••••••••• $ 4.62 (C) 

SPECIAL CONDITIONS 

l. ~rvice under this schedule is limited to the area formerly (':) 
sorvod by the system. kncwn 3,:: the E. R. Kenned.y Pumping Plo.nt System., 
a:ld. :as more particul.lrly described. ~ ~ hown on Exhi'bi t B of 
APplication No. 27792 .uxl furthor referred to in Decision No. 39$08 
in that appl1co.tion. 

2. Rate:: per hour for other £lows will be pr()port1on.2.te to the (C) 
rat~ tor 650 gallons per minute. 
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APPLICAEnITY 

APPENDIX A 
P:J.ge 6 ot 9 

Schedule No. 1.:. 

.E~ ~ .;.,PR;.;.;r::/r...,Eo;,,;' C;.;";,T,;;,,IO;.;,oN SERVICE 

APplicable to all water service t'l.1rnished fer priv~tely owned. (!) 
fire protection ::ystem3. (!) 

n:RRITORY 

Portion~ of ~pbcll, Cupertino, Los Gatos, M~nte Sereno" (T) 
San Jo~e? Sant.a. Clara" and Saratoga., and vicinity" Santa. Clara. County. (1) 

RATES 

F~r each 2·1nch service 
For each L.-inch ~ervic e 
Fo~ each 6-inch service 
For coleh 8-inch somc e 
For each 10-inch ser.rice 

SPECIAL CONDITIONS 

.. ~ . ., ........... . 

....... " ..... . 

.............. 

.•.......•... 

..•.........• 

Per Service Connection 
Per Month 

$ 3.00 
5.60 
9.50 

15.00 
25.00 

l.. The fire protection service connection shall '00 in.::ta.lled 
by tl:e utility and the cost paid by the applicant. Such p~ent 
shc:l.ll n~t be :l'lJbjoct '1.0 re1\md.. 

2. Ii ~ distribution main 0:£ adeq'\l:J.te sizo to s('..rve a. pr1vate 
tire protection system in addition to all other no~ zervice does 
not exist in the streot ~r allqy oldjacent to tho premises to co 
served". thon a service main !rem the neoU'est existing main of 
adoqU:l.te cap.o.city sha.ll be installed. by the ut1lity omd the cost p-lid 
by the applicant. Such payment :5ha.ll not be s'Cbj ect to rotund. 

(Continued) 

(N) 
) 

eN) 

(!) 

I 
I 

(T) 
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Sc:hed\:"lc No. 4 

PR!VATE FIFE PROTECTION SERVICE --
SPEC1A L CONn ITIONS-...c;ontd.. 

3.. Service here'U%U!ol" is £01" private !'b:'e protection Sy:::tcrrlS 
to which no connections £01" other than tiro protection purposes nre 
allowed and which arc rezul,.xrly in5peeted 'by tho \ll'ldcrwriters Mving 
jur1:dict~¢n~ arc inztallcd ~cc~rding to opeci!icatio~ of the 
utility~ and are maint~od to thc ~atis£~ctio~ of tho utility. 
Tho utility m:.y i:l.stall .. a.t ito own expcr.::e" the :t.:J..'"ldarc. d~tcctor 
type meter approved by the Board of' Fire Underwriters tor pr~eetion 
aG~t ~~o£t~ leakage or w~ste or water .. 

~. For w~ter delivered tor other than tire protection purposes" 
charges :;ha.ll be made therefor 'Unc!.cr S¢hodu10 No.1" General 11ctorcd. 
Ser:vico. 

(N) 

I 
I 
• 

(N) 
(7) 

I 

I 
('1' ) 

(N) 
t 

s. The utility'W"'J.ll supply only zuch W.:Ltcr .:lot :such pres:!lU%'c ~ 
m:r; be ~vai~blc :!'rom. time to time a,o a r03ult of' it::; norrn.U opcr:&.tioll 
of the 5,Ystem. (N) 
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APPLICABIL!TY' 

APPENDIX A 
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Sehodulo No. S 

Pt.'3LIC FIRE H'!DAA1~'t RATES 

AP?lic~ble to all fire hydr~t eervieo fur~ish~d to municip~l1-
ties, cluly org:lJ":.1zed. .tire dist:-ict:;, olr.d. othor political ~ubd.ivi3ions 
ot the St<l.te. 

TE?..RITORY 

(T) 
J 
I 

(:) 

?ortion~ o! Campbell, Cupertino, too Catoe l Monte Sereno, (T) 
&\.n Jo:o, ~t.a Clara And. S.lra.toga., mld. vicinity, S.:anta Clara. County. (It) 

RATES -
For each hyd.ran~ owned by the utilit,r ••••••••••• 
For each hyclr:mt owned. by tho munieipali ty 

or public agency ••••••••••••••• ~ ••••••••••••••• 

SPECIAL CONDITIONS 

'PCI' Month 

$3.25 

2.50 

l. F.ydrant:: "Wncd. by ~he murdcipal1ty or other public agdCY (N) 
shall be 1n:tillcd, maintained., painted, in=pected ~d. reloe~ted. at I 
the oxpense of the municipality or other public agency. The utility i 
will inst:::UJ. a:ld own tho tie in, the main and tho pipe to tho hydra.~t 1 
valve. (N) 

2. The :lb?ve r:l.to:!) i.."'lcluc!e use ot w:).ter tor tire tiehtiDg and 
tor no othe~ purp~so. ~titie3 o! water delivered. thrOugh tiro 
hydrants to~ any other P\lX'PoII:;e: will be est:!.rn.a.tod or measured .and (T) 
ch:J.rges .... 'ill be made a.t the c..'Uln'tity ra.tes cdc:" SehC<1ule No. l, 
General Metered Servico. (T) 

3. The utility .... -ill supply nr.ly :uch water a.t sueh p::oessure a:: ('X) 
may 'oe a"'lail3.ble !:rem ti."llC to tilr.e as a. result o! its nOl'T.U\l operation 
of the system. 
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Sehedul~ No .. lOR 

SERVICE TO EMPLOYEES -

Applieablo to all res1den.tiU wa.tor service !'~ed to ea.oh 
employee of San Jo:;e \>1 .. "tcr Works 'Who ~ the he~d o£ his !amily or who 
i3 'the chie.1" 3Upport or his fWly. 

TERRITOR'{ 

(N) 

P¢l"'tions o! C.:ampboll" CUpertino" tcs Ca.tos" Mon.te Scrono" 
San Jose" San~ Clara. and Saratoga.,P a.nd vicinity" Santa. Clara. County. (N) 

RATE -
Free of C:'l.a.rge. 

SPECTAt OON'D!I'ION (~) 

! 
S¢X"'liee under this schodule shall be !w dom~::;tie ~:sc a:t tho I 

()l'llployeo T:J 'p:J.~ee of residence. (N) 


