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Decision No. 70080 

BEFORE THE PUBLIC UTILITIES: COMMISSION OF THE STATE OF.· CALIFORNIA 

InvestigAtion on the Commission's ) 
own motion into the. .orig;.nal cost ) 
of land: and entries' in the:land· ) 
plant accounts of SAN JOSE. t-1A'IER ) 
WOR!{S~·· ) 

-----) 

Case No·. 7921 
(Filed Juno,lO, 1964) 

lV"lCCutchen, Doyle, Brown, Trautma."1 & Enersen, by 
"Robert Minge: Brown, for San Jose 'V1ater''Norl<:s, 
:::espondent •... 

John J. ·Gibbons, for the Commission staff. 

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

The' Commission instituted this investigation into the 

original cost of l",nd and entries in the land plant accounts of San 

Jose Water Worl<:s for the purposes' of determining the original cost of 

land used and useful in utility operation, deeermining:wbether entries 

in land plant accounts of respondent or its predecessors reasonably 

:::epresent original cost, determining the magnitude of:::et1remc.nts <lud 
. . 

whether appropriate portions of write-upsbave been elim1nated'concur-

rently with any such retirements, determining whether any' entries . i~ 

pl.;mt accounts pertaining. to land deviate from. accounting. requirements 

of the uniform system of accounts, and of issuing such orders as· may' 

be appropriate in the exercise. of the-Commission' s jurisdiction. 
. , 

OnOctobe.r 18., 1965, this proceeding. was hc~d at San . 

Francisco before Examiner Coffe.y.'· 

In respondent's two,previous rate proceedings, Applications 

Nos. 34181 and 46594, the CommiSSion staff questioned two entries 

recorded in respondent's land accounts.. The first entry, made in 

1914, increased the recorded balance of land and water rights by! 
" .l" 

. . \~. 

$184,506; and the second entry, made in 1932, increased the recorded 

balance of the same .a.ccountby $249',853. 
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Both respondent and staff during the' past year have. made a 
, ' 

very care£ul and most oetailed analysis of the records of respondent 
. 

and its prer!ecessors and of related information extending;baekto '. 

1870 to determit:e the 'original cost of land and. water rights. .. 

In 1914" in connection with Case. No.. 476" the cOmmission 

staff t:::a.de what, has been, called" a reproduction cost new appraisal of 

the properties of San Jose Water Compe%LY. 

land and rights of way were reported, to be included in this 

staff appraisal at $240,000 and water rights at $107 ,,329, as of 

Decem.ber31, 1913. These figures were $-184,506 higher, than the, 

recorded balances at that date as shown by the tabula~ionbelow: 

l.and and, 
Rights of 'Vlay 

Water Rights 

Real Estate 
Water Rights 

Capital Surplus 

December 31: 1913 
Recorded · ~l~ 
Balances' A'epraisal 

$137,310 

25· t 513 

$102,690 
81,816 

$240,000 

107 7 329' 

$184,506 

Appraisal 
Excess' 

$102,,690 

81:816' 

Note: These entries are made in order to get the 
valuation given by the Railroad Commission 
in its decision of May 22, 1914, onour'bookc. 

The $240,000 figure for land and rights of· way w~ 
,,"r 

subsequently assigned to" individual parcels, on the basis, of values 

1/ 4 C.R.C .. 1101. 
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in the 1913 appraisal. Of this, total, the staff witness in the ' 

proceeding testified that $42',167 bas since beenret:J.red by respondent. 

'!he appraisal values for land and water rights that were 

recorded in 1914 were carried forward on the books of the water 

company to March 1932 when The San Jose Water Works was reorganized 

as San .Jose vlater Works,., The new company, San Jose Water Works, was' 
. , , 

authorized to issue five million dollars in securities. Tb1s amount 

was $201~103 higher than the net assets on tbe books of the old com-
, 

pany. 'Io balance the books of the new company the additional $201,103, 
, .. 

(i.e. the difference between the securities issued and thence assets 
, , 

acquired) was added to the land account of the new company. 'A few 

months later, in August 1932, the. new company set ,up a reserve account 
, ' 

or! its books in the amount of $48,750 t'o px:ovide for the cal1prem1um 

on the bonds of the old company that were still outstanding. The ,~ 

contra-entry was to the land account, which resulted in an additional 

write-up of land in the amount of" $48,750. 

The journal entries by which these 1932 write-ups were 

entered on th~ books are setout below: 

l"Iarch 1932 JV 3-39 
Fixed Capital- Lands ' $201,103 

Property Purchase Clearing a/c 

!o set up appreciation of land values 
arising from purchase of physical 
properties of The S'an Jose Water Works. 

August 1932 JV 8-30· . 
Fixed ,Capital' ~, Lands 
Premium otl.Call of' 

Old Bonds 

$48,750 

To recognize the liability on the premium 
on $l,OOO,OOO,outstanding bond issue 
assumed by San Jose Wa:ter Works fromTbe 
San Jose Water 't-1orks, March 15, 1932 .. 
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Up to the present time ~ the staff witness -te'st1fied. that 

$2l~,599 of the 1932 write-up total of $249,853 has been retired~ 

leaving a net balance of $228,254 remainin~ on the books • 
. ' Y'. 

In compliance with Decision No" 67296, and in preparation 

for the present ease, respondent undertool, a study to determine the, 

original cost of its land and water rights. The study indicates-

that for the -land account, which had a ledger balance of $137 ,310 at 

December 31,. 1913,. a total of $134,231 was supported by entries in 

the original. j ourna1s and cash books. Further review by the 

Commission staff reduced the supported figuX'e to $129,747. In,addi

tion, there appear to be about 18 parcels of land (out of the tot81 

of 82 parcels included iu the 1913 appraisal) for which-no cost. could 

be identifiec3. It also appears that the purchase price of Mountain" 

Springs properties, which had been carried in San Jose, WaterCompany"s 

construction account., had not . been transferred- to' its.,.'land· and': water 

rights accounts. 

The water rights account of San Jose Water Company had,a ' 

balance of $25~5l3 at December 31, 1913-, all of which, can be readily 

idcntifiec3 in the company records. After an :Lnc3epenc3ent review the. ' 

staff witness concluded that the .amount of $l07~329 which was, ' recorded 
, 

for water rights in 1914 is the best available estimate of the actual 

original cost of these rights. Analysis by respondent, in which the 
. .'.'. 

staff witness concu:rred, 'indicates that $4,512 of these waterrlghts.: 

have been sold' since 1914. 

After a detailed, rev1ewof' all available data'rela.ting to:' 

the foregoing .transac·tions and after careful consic3era.tionof tlle 
. '. , , 

various' factors involved, it was the staff witness r s opinion that the 

balances currently recorded in the books of respondent relating to' 

y Applicat10n No .. 45787, June 3, 1964. 
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land and 'water rights ac~uired prio~ to 1914 substAntially'represent 

original costs, as nearly as C.:ln be determined at this time .. 

Inasmuch as no additional informstionwas:developed relating, 

to the 1932 write-ups, the staff witness was of the opinion ,tha.t the 

:r~tIUl.in1ng ba.lance of the 19'32 write-ups, in the amount of,:S22S,254, , 

should be removed from 'the books by charges to'retainedesrnings. 

The follOwing journal entry was recommended-by the ,staff 

witness to reduce the land accounts of respondent'to, or:J.sin.s.1 cost 

in conformity with the requirements of the t1niformSystem'of"'Accounts 

for Class A, Class B, and Class C Water Utilit:Les: 

1)./ c 271' Ea.rned Surplus $228, ZS4 

a/c lOO-l Ut11ityPla.nt in Service 
(sub at c 306 Land and Land 
Rights),~' $228,254 

Respondent presented during the bearing :our sU'!lIIla:,iC$ of 

the results of its studies ,of the origin111 cost of la:o.d aud wa.ter· 
, 

, 

rights. Respondent stated that, upon its own examination, it real:tzee 

there is no doubt about the facts relating. to the 1932 wri.te-ups, and . , 

its mnendment to reflect s\.!bse~uent sales and that the staffrecom- ' 
" 

metldst:ion~repre$ents the only reasonable. solutionto>the 1914'-t;ransac-
.. ," '. 

tion that is now possi.ble .. , Upon these bases responde~t concurred:Ln 

the st,qf£ recommendation and expressed its willingness to,abide'by the 

,s~f£ =ecormnendation without raising issues ,of constitutionality ano 

ler...gth of time.. Respondent requested' that appropriate'accounting 

entries be. accomplished ~s of the end of the current year and" <--"--

would li1<e permission to discuss the particular entries with the 

Co1ll:Jl1.ss10n's Finance and J.ecounts Division. 

From a careful review of the transcript ofC-ase No .. 476 at 

pages 299, 306 and 336, we note that the s,taff method: of valuation 

of properties in 1914 was substantially that which is now known as 
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historical cost, or "original cost estimated where not known". the, 

staff did not: in 1913· make a ttreproQuction cost ne.w" or "marl<et f
' 

valuation of lands inasmuch as the staff witness stated that he did 

not have an opportunity to field-inspect them. 

We find that: 

1. !he reasonable original or historical costo! lands of 

San Jose Water Company in 1913 was $240,000, of which $42,167' has 

since been retired. 

2.. 'the reasonable original o~ Mstorica.l coot of water rights of . 

San Jose. Water Company in 1913 was $107,329, of which '$4:,'S12b.as. . ,,' , 

since been retired. 

3. In 1932 the value of lands of San Jose Water Works was 

'Written up a total amount of $249,8S3without being j.ustified' in this 

proceeding, of which $21,599 has been re.tired. 

We co~clude that San Jose Water Works should be required to 

reduce its land accounts to original cost by eliminating the remaining 

balance of the 1932 write-ups in the amount of $228,254. after "retire-/ 

ments. 

ORDER ... .- ~ ....... 

It IS ORDERED that San Jose Water Works' shall, by', 

December 31, 1965, after review of proposed entries, by this, CommissiOl'S, 

Finance and Accounts Division, make such accounting entries as may 

be appropriate to record thc'aliminationfrom its' land 'ande.a.rned· 
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surplus accounts of the remaining effects of increasing in 1932 the 

recorded vtllue of its land by $249,853. 

'!he effective date of this, ox:der slutll be the date hereof. 
,r 

Dated at __ ..::s:San=...:;.Fr.:.lg.n~· ~ei~~I"~.or.-_' California, this _--,-1~~_"ft;_· __ 

day of __ ...;:b:.;:E:.;a:.~NEM:.LWB ... ER",--__ , 1965. 

-,., 
r 

commrssioners . 


