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/ 
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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE StATE OF CALIFORNIA 

In the Mat~er of the Application or: ) 
SAN JOSE WATER WORKS, e. corporation, ) 
for an order authorizing it to increas~ ) 
rates charged for ~~ter service in ) 
San Jose, Csmpbell, Cupe~ino, Los Gatos,) 
Monte Sereno, Se=atoga and vicinity. ) 

-------------------------------) 

A?plicsticn No. 51233 
(:ilcd July 30, 1969) 

McCutchen, Doyle, Bro~ & Enersen, by Robert Minge 
Bro,,·1t')., for applicant .. 

c.aputo, Rice.?:-do & Bu=riesei, by Bi.ch.e~e P.. C8Euto, 
for San Jos~ Hig~~3nes Homeownc~~r-~soci~~ion, 
protestant. 

R. L. Warnick~ for the Town of Los Gatos, 1:tercst~d 
party .. 

Cyril M. Sarozan, Counsel, for the C~ss1on s~f. 

INTERIM O?IN!ON AND ORDZR 

Applicant San Jose Weter Wor~~ seeks authority to inc reese 

rates for water service. 

At the conclusion of :wo days of public heari~g held before 

Examiner catey in San Jo~e on October 22 and 23, 1969, the Commis~ioc 

staff moved to dismiss the application. Aft~r or~l argument, the 

motion was submitted fo= ruling by the COmmission, &no the h~ring wes 

adjou=ned to a time and place to be set i= the motion were to be 

denied. 

In Decision No~ 72627, dated June 2C, 1967, in Applic3tior. 

No. 48795, applicant was authorl:ec the full rate increase it 

requested in ~~t proceeding. The 3utho~zation wcs ba~ed upon the 

following: 

(1) A rate of return of 7.35 pe=cent would hAV2 resulted 
for the test year !967 if the r.equested =ete~ had 
been in effect for the full y~r. 
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(2) The rates would not oecome ~:feetive until 
July l) 1967. 

(3) An annual decline e: 0.4 pereent in rate of return 
was indicated. 

(4) An aversge rate of =eturn of 6-3/4 pereent was 
found reasonable for epplieant Ts then r.ear future 
operations. 

The decision stated thst the 6-3/4 ~reent re:urn could .. 

be expeeted for the period from July 1) ~967 ehro'C.gh 1970. In the 

current proeeeding, the staff contenc!s that the present application 

was f~led prematurely by ~?plieant bcca~e the full period of 

applieability of the present rates ~nticipa:ed by the previous 

deeision will not have ela?sed by th~ time any revised retes ~ll 

have oeeome effective in this procecdi~g. The st~ff contends that 

the pe=iod used to de=~ve the 6-3/4 pereent return actually was 

Jaoua=y 1, 1967 throug~ December 31, 1~70, .ather than Ju!y ~, 1967 

through Deeember 31, 19iO. 

Period 

Jan. 1, 1967 - Dec. 31, 1967 
J3.n. 1, 1963 - Dee. 31,. 1968 
Jan. 1, 1969 - Dee. 31, 1969 
Jan. 1,'1970 ~ Dec. 31, 1970 

Total 

Four-year Average 

K.~te of Ret1.:.rn 

7.351. 
6.95 
6.55 
6 .. 15 

27.06i. 

6.751. 

Applic.-:.nt contends that the period used to derive the 6-3/4 

pereent return actually was July 1, 1967 t~roush Jun~ 30, 1970, 

rather than July 1, 1967 ~hrough Dec~ber 31, 1970: 

Perlod 

July 1, 1967 - June 30, 1968 
July 1) 1968 - June 30, 1969 
July 1, 1969 - June 30, 1970 

Tots:' 

Three-yea.. Average 
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Rste of Return ' 

7.151. 
6.75 
6.35 

'J"O >;7.", , .... ;)/0 

6.75% 
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We concur with the staff's generel premise. That is, when 

rate$ are set for e period of seve=al years into the f~ture, g~~ng 

recognition to the indicated trend in rate of ret~, 4 utility should 

not a.ccept the higher-than-avera.ge return at the beginning of the 

period and ettempt to avo~d the lowe=-than-averagc return at the end 

of the perlod. We are faced, however, with a situation where, in 

the previou$ deCision, the r~te of return £~d reasor~ble and the 

period of applicability fou.~ re4sonable fo= the su~horizcd rates 4r~ 

inconSistent. ~~t is, if earnings a~e as predicted, the aueho=izec 

rates (1) ~ll produce au average rate of re~~~ of G.75 percent froc 

their effect~ve date through about June 30, 1970 rathe~ than through 

.D~cember 31, 1970, or (2) will produce e::t s".reragc rete of return of 

about 6.65 percent, rather than 6.75 pereen~, through December 31, 

1970, but (3) will not produce a~ averege rate of return of 6.75 

percent from their effective date through Deeembe= 31, 1970. 

In any decision where rates arc set prospectively the=e is 

a possib:i.lity th.a.t a.etue.l rates of return for any specific year wil: 

be slightly r..ighe:- or lower ~har~ anticip.::.ted ~,hen the 'rates are 

esta~lished. Although Exhibit No. 8 prescnt~~ ~7 the staff can ~e 

interpreted to show that actual results for the pe:1od f=om July l7 

1967 through 1969, adjusted only to reflect ever~ge climatic 

conditions, me.y fall q'.lite close to tho~e enticipated by Dec:!.siO':l. 

No. '.2627, "that exhibit necessarily ir.cl-I.:ded cstit:lates for the yc:::: 

1969. Testimony by app11~ntTs ~~tnesses indicates that there have 

been unavoidable eelays in construction of the new pu=ifieation 

plant. These cocld ~=fect the actual ret~rn for 1969, as well as 

1970. 

If we knew~th reasonable aesurance that present rates 

would produce 6-3/4 percent return through the ·full year 1970 7 we 
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could (1) proceed with th2 p~esent ~ppliC&.tion and ~ke any rate 

~djustment effective January 1, 1971, or could (2) dismiss the 

application and await th~ ~=e timely filing of ~lother applic4tion. 

Either course would permit the con~ieer8.t!.on of :tore up-to-&l,te 

i~~ormation, ~ch as actual 1969 results and actuel p=ogrcGs on 

applicant's planned new treatment facilities and new financing. 

Inasmuch as we do not now know ~th reasonable 8.$surance even the 

1969 earn1ngs~ it is pr~ferable to eonti~e ~th the present 

proceeding. T1:'-.1s will permit eny rate A:cvisions to become effective 

on, prior to, or sub$eCJ,uent to Janu~:ry 1, 1971, as later evidence 

herein d1etetcs. If we were to start anew with another =ate fi11~g 

~y applicant, we would not ~ve this flexibility in tim!ng of ~hc 

ef:ective date of any rate :oevisions, becc.use of the delay~ inherent 

in the prepa=~Ltion, filing and p::-oecsGing of 4noth~r applic.:J.tion. 

To assist in properly evaluating the cppropriate timing of 

rete relief herein, applicant ~11 be expected to ~~rnish to all 

p~rtie5 in this proceeci~g) snd later to p=esent as an exhibit, (l) 

s~aries of actUAl re~ults of operation from J~y 1, 1967 through 

December 31, 1969~ (2) ~sti~tes of 3ver~gc ~c~ults of ope=etion 

from J~ly 1, 1967 through Juce 30, 1970, and (3) est~~tes of 

average r~su1ts of ope~ation f=om July 1, 1967 through December 31, 

1970. These exhibits should reflect 4pplicant's present w~ter rates, 

water sales be.sed upon :lorma.l el1.ma:1c con~i:~o.ns .:.nd, fe-;:. ~~e 

eppro?riete p~ri~~s, :he l~te~t ~~t1mates of sehe~~ling of wor~ on 

the new purification plant. 

S.a.n Jose High~ds Homeowners' Association asks that 

consider~:ion 0: e soparate rate for res~le s~rvice be cons1Ge'red 

in this proeecc1ng or in a separete proceeding. The To~m of Los Gatos 

asks tl':at consideration be given in this proceeding, or a separate 
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proceed1ng~ to a requ1r~cnc that applicant adopt mo~e liberal 

policies regarding extension into newly de'V'eloped hillside areas 

adjacent to appli~nt r s service area. Staff cour..sel stated that the 

matter of resale service rates mighe be covered by the staff along 

~th. its work on this 'general rate increase proceeding but recom

~ended that the Commission institute an investigation on its own 

~otion into the matter of applicant's reluctance to expand into 

contiguous hillside areas. We ~ll consider carefully the staff's 

recommendation of a separate formal proceeding and, if it appears 

appropri~te,will issue an order instituting such investigation. 

Finding and Conclusion 

The COmmission finds that, provided applicant presents 

supplementaryinfor.mation in exhibit form, as he=einbefore discussed, 

dismissel of this application is not warranted. The Commission 

concludes that the staff's motion to dismiss should be denied. 

IT IS ORDERED that the Commission staff's motiOn to dismiss 

is denied. 

The effective date of this order is the date hereof. 

Dated at ___ --::f5n~-"Fta .......... l'I~ClHM.-"--__ 1 Cl:.lifornia, this It 1i/ 
dey of __ -.;O::.::E~r.~,F',;.;,;.M;..;.Rt:'..:,;?:--___ , 1969. 
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