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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Decision No.

in the Matter of the Application of

SAN JOSE WATER WORKS, & corporxation,

for an order authorizing it to increase Applicsticon No. 51283
rates charged for water service in (Filed July 30, 1969)
San Jose, Campbell, Cupertino, Los Gatos,

Monte Sereno, Saratoga and vicinity.

MecCutchen, Doyle, Brown & Erersen, by Robert Minge
Brovm., for applicant.

Caputo, Riccardo & Burriscsei, by Richeid P. Caputo,
for San Joze Highlands Homeowncis' Associziion,
protestant.

R. L. Warnick, for the Town of Los Gatos, ictercsted
varty.

Cyril M. Saroyan, Counsel, Sor the Commission staff.

INTERIM O2INZON AND ORDER

Applicznt San Jose Weter Works seeks zsuthority to increase

rates for water service.

At the conclusion of two days of public hearingz held before

Examiner Catey in San Jose on October 22 and 23, 1969, the Commission

staff moved to dismiss the application. Aftex orzl argument, the
motion was submitted for ruling by the Commission, and the hearing wes
adjoumrmed to a time and place to be set 1< tre motion were to be
denfed.

In Decision No. 72627, dated June 2C, 1967, in Application
No. 48795, applicant was authorized the full rate increase it
requested in thot proceeding. The authorization wes based upon the

following:

(1) A rate of return o0f 7.35 percent would have resulted
for the test vear 21967 1if the requested retes had
been in effect for the full year.
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The rates would not become effective until
July 1, 1967.

An anmuel decline ¢£ 0.4 percent in rate of raturn
was indicated.

(4) An aversge rate of return of 6-3/4 percent was

found recasonable for epplicant’s then neaxr future
operations.

The decision stated that the 6-3/4 percent return could
be expected for the peried from July 1, 1967 through 1970. In the
current proceeding, the staff contends that the present application
was filed prematurely by applicant because the Sull period of
applicability of the present rates anticipated by the previous
decision will not have elapsed by the time any revised retes will
have become effective in this proceedircg. The staff contends that

the period used to derive the 6-3/4 percent return actually was

January 1, 1967 through December 31, 1570, xather than July 2, 1967

through December 31, 1970.

Period : Kate of Ret=urm

Jan. 1967 - Dec. 31, 1967 7.35%
Jan. 1968 - Dec. 31, 1968 6.95
Jan. 1969 - Dec. 3%, 1969 6.55
Jan. '1970 - Dee. 3%, 1970 6.15
Total 27.C07%

Four-year Average 6.75%

Applicant contends that the period used to dexive the 6-3/4
percent return actually was July 1, 1967 through June 30, 1970,
rather then July 1, 1967 through December 31, 1970:
Period Rate of Return
July 1, 1967 - June 30, 1968 7.15%

July 1, 1968 - June 30, 1569 .75
July 1, 1969 - June 30, 1970 6.35
Tetzal Z0.25%

Tarce-yeas Average , 6.75%
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We concur with the staff’s generzsl premise. That is, when
rates are set for & period of several years into the future, giving
recognition to the indicated trend in rate of returm, a utility should
not accept the higher-than-average return at the beginning of the
period and attempt to avoid the lower~-than-average return at the end
of the period. We are faced, however, with 2 situation where, in
the previous decision, the rate of return found reasonable and the
periocd of applicability found reasonable for the authoriécd rates &are
inconsistent. That {g, if carnings are as predicted, the authorized
rates (1) will produce an average rate of retuxn of 6.75 percent from
thelr effective date through about June 20, 1970 rather than through
December 31, 1970, or (2) will produce z£n average rate of return of
about 6.65 percent, rather than 6.75 percent, through December 31,
1970, but (3) will not produce an average rate of return of 6.75
percent from thelr cffective date through December 3i, 1970.

| In any decisficn whewre rates are set prospectively there is
a possibility that actual rates of returm for any specific year will
be slightly Righer or lower than anticipated when the rates are
established. Although Exhibit No. 8 presenteu by the staff can be
interpreted to show that actuzl results for the pexied Lzom July 1,
1967 through 1969, adjusted only to reflect esverage climatic
vconditions, mey fall quite close to those anticipated by Deciszion
No. 72627, .that exhibit neﬁcssarily included estimates f£or the yoaow
1969. Téstimony by ap@licant's witnesses indicates that there have

been unavoidable delays in comstruction of the new puzification

plent. These could affect the actual return for 1969, as well as
1970. | |

If we knew with reasonable assurance that present rates

would produce 6-3/4 percent return through the full year 1970, we
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could (1) preceed with the present spplicetion and make any rate
adjustment effective January 1, 1971, or could (2) dismiss the
appiication and await the more timely £ilimg of another application.
Either course would permit the conmsideration of more up-to-date
information, such as actual 1969 results and actuel progress on
applicant’s planned now treatment facilities and new f£inancing.
Inasmuch as we do not now kaow witihh reasonable assurance even the
1969 earnings, it is preferable to continue with the present
procecding. This will permit any rate revisions to become effective
or, prior to, or subsequent to Januery 1, 1971, as later evidence
herein dictetes. If we were to start anew with arother rate filing
by applicent, we would not have this £lexibility im timing of the
effective date of any rate Tevisions, beccuse of the delays icherent
in the preparation, filing and processing of another application.

To assist in properly evaluating the cppropriate timing of
rete relief herein, applicaat will be expected to fumnish to all
parties in this proceeding, snd later to present as an exhivit, (&)
sumraries of actual results of operation from July 1, 1967 through
December 31, 1969, (2) estimates of average cezults of operztion
from July 1, 1967 through Jume 30, 1970, and (3) estimates of
average results of operation from July 1, 1967 through December 3I,
1970. These exhibits should reflect appiicant's present water rates,
water saies VYased upon normel climatlic conditions and, fer the
eppropricte perinds, the laotes: zotimates of scheduling of work on
the new purification plant.

San Jose Hlignlands Homeowners' Assoclation asks that

consideration of a saparate rate £or resale service be comsidered

in this proceeding or in a separate proceeding. The Town of Los Gatos

esks that consideration be given in this proceeding, or a separate
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proceeding, to a requirement that applicant adopt more liberal
policies regarding extension into newly developed hillside areas

adjacent to applicant’'s service area. Staff counsel stated that the
matter of resale service rates might be covered by the staff along
with 1its work on this'general rate increase proceeding but recom-
zended that the Commission institute an investigation on its own
motion into the matter of applicant's reluctance to expand into
contiguous hillside areas. We will consider carefully the staff'’s
recommendation of a separate formsl proceeding and, 1£f 1t appeers

appropriaste, will issue an order instituting such Investigation.
Finding and Conclusion

The Commission £inds that, provided appiicant presents
supplementary information in exhibit fomrm, as hereinbefore discussed,
dismisszl of this application 1s not warranted. The Commission
concludes that the staff's motion to dismiss should be denied.

IT IS ORDERED that the Coumission staff's motion to dismiss
is denied.

The effective date of this orxder is the date hereof.

Dated at Sen_Fyeancisco » Celifornia, this Uﬁ
dey of DECFMRER » 1969.




