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PDecisior No. 85161 o @RH@HNAL -
BEFCRE THE PUBLIC UTH..ITIES COMSSION OF THE STATE OF CALIFORNIA

In the Matter of the application of ;
SAN JOSE WATER WORKS, a corporation,

for an Order authoriz it to ,

increase rates charged for water : Application No-. 55177
service in San Jose, Campbell, (I‘iled Sep:ember 18 1974)
Cupertino, Los Gatos, Monte Sere.no, '

Saratoga . and vicinity.

MeCutchen, Doyle, Brown & Enersen, by A. Crawford
Greene Jr. » Attorney at Law for applicant.

% ‘M. an Attorney at Law, James M. Barnes and
OV h.r’ ey, for the Com;zission sca.ff .

OPINION

Proceeding | _ -
Sar Jose Water Works (San Jose) requests aﬁthority to
increase water rates $2,787,000 (12 percent) annually.
After due potice hearing in this Datter was held before
Examiner Coffey in Santa Clara on. May 5 and in san Francisco on ? |

Yoy 6, 1975. The matter was ‘submitted on May 16, 1975 after the
recelpt of a late-filed exhibit and reporter's transcript. '
San Jose supplies water to approximately 162, 000 domestic

and iadustrial cussomers im Sac Jose, Los Gatos, Saz -atoga, and Monte )
Sereno, and in portions of Campbell, Cupertino, and Santa: Clara, acd
in tm:r...tory in the county of Santa Clara surround...ng and adj acent
to these municipalit:.es. : \ : :

One member of the public and two representat:.ves o- water

systems served by San Jose appeared at the her.ring to pxotest the
propos ed rate increqse ‘ ‘
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Need for Rate Relief

San Jose states that the prlncipal factor wh*ch.makes this
application for rate relief necessary is that ennwal increases ia
expenses and rate base are continuing at a rate which substantaally
exceeds the increase in revenues resulting from customer growth or .
increased consumption. The rapid urbanization of the Santa Clara
Valley has made it necessary to place an ever increasing reliance.
upon watexr supplies imported under the State‘Water‘Plan'Which are
much more expensive than previous local sources of supply. Moreover,
the financing of this importation has made ‘necessary the Imposition
of puemp taxes upon all water produced by San Jose. from the-underground

such pump taxes amounting to $1,976, 788 du:ing the 12 months ended
Juce 30, 1974.

This urbanization bas also mede it gdvisable to filter the
surface water suppiy obtained from the Los Gatos Creek-watersaed, N
whichh has required a capital investment of approxunatelylsz,ooo,ooo

and resulted in the incurring of regular expemses for Liltration
of water which did not previously require any ‘treatment.

The increasing population of the area served by San uOoe
requires substantial sonual plant cxpansioa . sadeh hus particulax
impact upon the rate of return by reasca of the recent sharp increases
in the coct of borrowing money. Ozdinary expences of operation, such
as payroll and the cost of materisls and supplies, are likewise
incressing, so”that the trend of earnings is downward. Saa Sose
believes that its policy of keeping ahead of the demand for water
sexrvice in the Santa Clara Valley is a wost important contributzon
to the commenity’s welfare. To do so, San Jose states iT mu,:
increase its rates sufficiently to maintain ite credit scanding'and
enable it to attract mew capital at a Teasonable cost and, at the
same tize provmce~a fair and- reasonab;e reCurn on equity.ﬂ Under
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erevailing economic conditions, San Jose considers aureturu of 9. 16:
percent on rate base to be a minimum appropriate rate of'returu and
San Jose has therefore prepared rate’ schedules which . are des1gned to
produce this rate of return over a three—year period. The proposed
rate schedules are in the form of step ratesjdes1gued to produce a
9.16 percent Tate of return in each year through 1977. By use of step
rates, San Jose argues, the inivial amount of inerease is reduced and
customers wili pay for service based on current levels of: expenses
ard rate base. The proposed rate schedules-were desmgned to gmve
effect to the operational declire in rate of return and to result
an increase of approximately 12-1/2 percent if effective throughout
1975 and 2 percent additional irn each of the . succeedzngcaiendaryears.~
Rates S |

For purposes of this proceeding, the Comm;ssmon wzll dlscuss
below San Jose's present and proposed rates. However, it is the
intention of the Commission in all future proceedungs to zmplement a
"lifeline” rate for water service. o - :

The followzng_tabula vion compares San Jose s present and
proposed metered service rates. : '
Per MeterfPer'Mbuth‘

pProposed .
Calendar Year

Service Charge:

For 5/3 x 3/l~ixch meter,» ' _$’2.65 $ 2. 71 $ 2.77,p-
For 3/L~inch meter . 2,88 2.9, '3.0%1 . 3.08
For l-inch meter : o 3.8700 3.94  L.0Z 4200
Tor 1-1/2-inch meter | 5.2 1 5.520 5,63 5.74
For - 2-inch meter ‘ : 02 7,16 - 7.31 7.6
Tor 3-inch meter 75 12.72 12,97  13.22°
For L~inch meter ... \ «95 17.28° 17.62 17.96"
For 6~inch meter . - 28,69 29.2L 29.79
For 8-inch meter ‘ 9.00 . 42,09 43.000 43.8L
For. 10-inch meter .. | _ -:,52553‘”53 5&; 54e55
Quan tity Rates: a R

Over 30,000 cu.i‘t., per 1oo Cuefte « Q. 300 .331' : -337 ' .3&3 : 'O 3&9_- '
The Service Charge is a readiness-to-serve charge, %0 -

weich is to be added the monthly charge computed at the
Quantity Rates. . _ .

-
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 The following tabulat:ion compares San J‘o‘se"s present and
proposed resale service rates. |
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Pe.z: ‘Mece: Per Month
L. PToposed..
i Calender Year

.

Service Charge-

For 5/8 x 3/4-inch met:er.......$ 2.00 $ z 21 § 2. 25 $ 2. 29 $ 2. 33i
For 3/b4-inch meter...... 2.20  2.43  2.48- 2.53 2.58
For l<inch meter...... © 331 3.37 0 3,43 3.49
For 1-1/2~inch meter...... .4..20;.‘ 4.64  4.73 4.82 . 4.91-
Foxr . - 5.40 5.96° 6.08  6.20 - 6.32
For -inch eee 100000 110047 11.25 11.46° 11; 67
For 4~inch meter..... - -13.50° 14.90 - 15.19. 15.48 15.77
For . 6-inch meter...... 22.00. 24.29 24.75 25.23 25.70
Foxr : ch - 33.00 36.43 37.13 [ 37.84 38.54 -
For 10-inch mecer...:-'.,. 41.00" " 45.26 "46.13 4701 47.88

Qv..antity Rates: o o L S o
First 30,000 cu.ft., per 100 cu.-.., 0.291 0.321 0.327, 0.333° 0.339 "
Over 30,000 cuelt., per 100 cu.ft.,  0.255 0.281 0.286 0. 291 ‘0 296

In addition to the above proposed increases, Exhibit No 1
sets forth the present and proposed rate increases for "Metered‘

Service to Customers on Almaden Pipeline","Metered Service to Customers

on 6-Inch Line Iastalled By Santa Clara Valley Water Du.st:ricr."

"Limited Texporary Flat Rate Service” and ‘"Limiced Irrigetion Sexrvice".
No increases are proposed in private fire wprot:ec"ion serv:.ce, pubhc
fire hydrants rates, and service to emp...oyees. ~ San Jose proposes to
supply private fire protection service by means of a 3-inch service
ir addition to the sizes presently se::'ved.

Results of Operation .

The following tabulation shows the staff adjusted 1974 and
estimated 1975 results of operation. These. are. compared m.th San

Jose's escimat:ed results of operation at presetxt and prOposed rates. h
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Applicant
: Company
Preseat  :Proposed
Rates : Rates

Staf?

. - Company
Present Proposed
Rates Rates

L INLL I L )
(T NI T T

Adopted
Ratea

[T T TIY]
Lew 00 e ms

,(Dollérs in Thousands) |
'Estima‘ted Year 1914‘
Operating Rev. S99 U2 29509 s 5
Overating Exps. L |
Oper. & Maint. _ 9,057.6 9,064.9 - 9,176.9.  9,185.6
Admin. % Gen 1,184.0  1,184.0 1,286.7  1,186.7

Taxes Other Than Income 2,662.0 ~ 2,668.0 2,612.3 . 2,619.5
Amort. of CCFT 4/ - 67.5 67.5

Depreciation 2,067.4 2,067.4  2,067.L 2,067.4,
Income Taxes 1,967.% 3,131.5 1,561.%3 2,952.5
Total Experses 15,938.1  18,115.8  16,672.1 18,079.2

Net Operating Rev. 5,053.0 6,098.9 5,282.8 6, 53:;'.5

Deprec. fate Base 66,5¢1.6  66,581.6 65,7681 65,7681

Rate of Return 7595 9.16%  8.03% | 9.93%
Estimated Year 1975 -

Operating Aev. 3/ 522,852.1  $25,610.1 S22, 70  $25,529.5 24,3094
Overating Exps. : o |
Oper. & Maint. 9,720.6 9,79.8 9,625.1 9,633.8 9.,907,95/

Admin. o Gen. 1,290.1 - 1,290.1  1,253.8  1,253.8 . 1,253.8
Taxes Other Than Income 2,839.2 2,846.7  2,690.5 2,697.9 2,693.9

Azort. of CCFT 4f . - - 67.5 67.5 -

Depreciation 2,180.4 2,180.4 2,180.7 2,260.7  2,160.7 -

Income Taxes 1,740.1 3,203.5 1,619.0 3,061.9 2.309.3
Total Expenses 17,76ake  13,200.5  17,416.6  18,875.6  18,0L6.6

Net Operating Rev. 5087 6,399.6 . 53574 6,653.9 5,968
Deprec. Rate Base 65,8619 69,86L.9  £9,003.7  £9,003.7 68,7673
Rabe of Return T/ 9GR8 9.6E - ST0F
1/ 1974 step rate. ' | | o SR o
2/'1975'.3'&;#3%.”

3/ -P:bposed'atf 1975 step rate. -

4/ California Corporaticon Franchise Tax.

5/ Inclides effect of Pacific Gas and Electric Company electric rate incresse
ellective Scptember 21, 1975, Decision No. 8L502.

-5~
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After considering the recorded results-of 1974, San: Jose
concluded that the staff estimates are reasonable and accordingly _
accepts Lor the purpoce of this proceeding‘the»scaff estimates and
resultant rates of return. Exhibit No. 6 sets forth ‘the basis for |
the differences between San Jose's and staff's eotimates.
rrepaid Stete Co:poraczon Franchise Taxes

San Jose has changed its method of accounting for its state
coxporation franchise tax. Before this accounting change, the company
expensed its state franchise tax in the year after the income year
on which the tax was based. For example, the company cha:ged'$375 828
for its state franchise tax in 1973 (as shown in the foilowing
tabulation). This was based on its 1972 income. ‘ ‘

1971 1972 1973' ) 3974
Prepaid Franchise Taxes § 21,100 & 320, 340 § 337, 654 '$ 337,654
Franchise Tax Expense 211,356 ~ 295,034 375,828 - 392,000~
Franchise Tax Accrued - - 66,898 62,8441»"
Net Income Before Federal ' R o S
Zacome acd California ‘ : ' ‘ ‘ , .
sranchise Taxes $6,226,002 $6,422,629 $6,002,779 $7,076,257

In 1974, the company charged $392,000 for its state
franchise tax based on its 1974 income. This change was in accordance
with the poiicy of the Accocnting“Pr*ncxp*es Board Opinion No. 11
wvhich stated tkat the franchise tax should be ex“ensed in the incomc
year on which the tax was based. This change also resuited in 2
balance of $237,654 remaining in the Prepzid Franchise Tax Account
which represents tax peyment based or the income of 1973. This
amcunt will romaic on the books indefinitely unless amortlzed--
Thereforc, the staff recommends that San Jose amortize tbe Preoaid
State Franchise Tar balance over a period of flve years. '




A. 55177 bl

In addition the staff included in iEsteﬁma:y of earnings for
1874 acd 1975, $67,500 to amortize the prepaid state franchise tax.
We cote that the chacge in accounting in conformarnce with the
Accounting Principles Board Cpinion No. 11 has resulted in no changes
In the dates or of the amounts of payments for franchise taxes by
.the utility. That s, the actual cash outlay is neither greater 2ox
smaller under other methods of accounting. The change in accounting.
has xesulted in no duplication of:payments in any year. The ineclusion
in the sumary of earnings of an amortization of the amount in the '
Prepaid State Franchise Tax account would require the customer to .
duplicate in the future theyeompensation provided the utility for
franchise taxes in the last rate case.

We also note that the util1*y ‘bas made substant1a1 sav;ngs
in its billing expenses over that allowed in the last rate case.

An adjustment pased on these saGings would be opposed as Tetroactive
ratemaking. Likewise even if franchise taxes were actually paid.
which were greater than the amount allowed in the last rate case, an
increuce in future revenues to recover any past. deficxencxes would
be opposed on the same basis.

We find it is unreasonable‘to anlude in future revenues ‘
2a allowauce to smortize amounts in the Prepaid State Franchise Tax
account. We will adopt the staff estimates of operating results dut
we will delete the $67,500 amortization of prepaid franchise tzx.

On the staff basis this results in a return under preseat rateo of

8.12 percent in 1974 and 7.84 percent in 1975.
Rate of Return '

San Jose seeks authorlzation to increase rates to produce
a rate of return on rate base of approximately 9.16 percent
prospectively through 1977. All of San Jose's support for'its
reouested rate of return Is set forth in Exhiblc No. 2.
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Exhibit No. 7 sets forth the basis of the staff recommen-
dation that the rate of return be set in the range. of 8.60 perceat to
8.90 percent. Wwithin this range, the earnings allowance for common
Stock equity is 11.77 percent to 12.51 percent. At the hearing, the
staff recommended that the rate of return be 8.6 percent.

The effective interest rates on bonds outstanding rose from
4.48 percent in 1969 to 5.51 percent in 1974. Series B and C bonds'
totalling $6,241,000 will be refinanced in 1975 and 1976. 3Both the
staff and San Jose assumed the refinsncing can be completed at 9.5
percent which will ipecrcase the effective rate to 6. 6 percent.

A major source of furds for Saa Jose has been internal
financing. Table 3 of Exkibit 7 shows that over the past. ten-year
period internal financing has provided $27,490,207 oxr 67 pexcent of
the total financing required. San Jose argues that with cu:rent
interest rates in excess of 10 percen%, a return on equity of
12.15 pexcent is the minimm necessary to encourage investment.

The present upward trend of the cost of long-term debc
and preferred stock leads us to accept as reasonable the rate of
‘return of 8. 70 percent with an earning allowance—for <common equiqy
of 12.0Z percent. : ‘

Step-Rates . - ,V
San Jose argues that for it to realize a rate of return
considered reasonable for a period of years, it is necessary to seek
eitber (1) 2 single level of rates which will yield rates of return -
which, over the effective period, will result in the appropriate
average, or (2) seek multiple or "step" rates which will yield the
appropriate rate of return during each of the years in which the rates
are effective. In the last decision involving San Jose, the Commission
recognized the downward trend in rate of return and granted ‘step rates.
San Jose considers step rates to be more equitable than single— =
level rates in that with scep rates the customers durlng the
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inftial year or years do not pay a premium to offset the deficiencies-
which will occur during the later year or years. Step rates also

Lave the adventage, from San Jose's standpoint, of reducing,the
fluctuations in level of earnings.

Since staff figures indicate a decline at present rates of
0.27 percent and at proposed rates of 0.29 percent, the staff
recoumends that a decline in rate of return of 0.28 percent be. used
in the development of future rates. '

To compensate a utility for an anticipated continued decline
in earnings ovex a period of five years and to grant during the.
period offset rate increases, as was authorized San Jose, is- in the
main to guarantee future utility eernings. Such a guarantee *emoves
substantial financial risks from the operatxon. Further, it is
axiomatic that to guarantee earnings is to substantially decrease
motivation to inerease the efficiency of - utility operations. Many
of the factors contributing <o decline in rate of return, such as
increases in purchased water and power costs, replenzshment
assessments, wages, and taxes, have been handled by offset rate
inereases. _

Considering the allowance for equity adopted hereln, the
burden on consumers of automatic stepped rates without consmderatlon
of ckhanges in current operating results, and the negative impact of
stepped rates on the promotion of’eff;ciency, we shall not authorize
stepped rates in this proceeding. Under present day - rapidly changlng
economic conditions it is not reasonable to expect a reliable
projection of utility earning five years into the future when based
only on consideration of the earnlngs for two years.v
Service. - \ : .

A tabulation of service compla.nts on file in. San Jose s
office shows the follownng.
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: ‘ Year
:July - Dec.: D ,
« 1972 . : 16973 . 1974
Street Leaks 598 1,472 1,361
Meter Leaks ; 1,947 4,647 3,863
Pressure | 479 1,317 1,015
Outage - 921 2,058 1,752
Dixrt/Colox 296 ;\‘7191‘ 704
High B{11l 2,178 5,886 3,978
Miscellaneous 2,004 346657 3,696
Total 8,423 19,764 16 349,/

Informal complaints registered'with the)Commission number
as follows: . , g

Type of Complaint

1972-- cenas 52 S

A field investigation of the company's operati6ns and
facilities was made by the staff during DeCembér 1974 and Febrtary
and April 1975. The facilities and equipment were in good condition
and adequately maintained. It appears that the company is provzdlng
satisfactory service.

Findings - - | C
1. The adopted estimstes, previously discussed herein, of
operating revenues, operating expenses, and rate base for the. test:

year 1975 reasonably indicate the results of Saa Jose' s oPeratione ia
the near future. '

2. A rate of return of 8.7 percent on the adopted rate bage
i3 reasonable.

_ 3. Revenues will be increased $1,535,4OO by che rates heremn
authorized. : - |

-10-
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4. The increases in rates and charges authorized herein are
Justified, the rates and charges suthorized herzin are reasonable,
and the present —ates and charges, insofar as they differ from those
prescribed herein .are for tie future unjust and unreasonable.

Ihe Cemmission concludes that the application should be
granted to the extent set ferth in the order which follows.

IT. IS ORDERED that after the effective dace of this order
San Jose Water Works'i{s authorized to file the rate schedules attached
to this order as Appendix A. Such filing shall comply with General
Order No. 96-A. The effective date of the rcew and revised schedules
shall be four days after the dzte of filing. These schedules shall
apply only to service rendered on and efter the effective'date'thereof.'

The effective dzte of this order shalx be twen:y days after
the date hereof. .

Dated at San Francisco , California, this 267"
day of ___ NOVEMBER . , 1975. o

Coznzssioner Vernon I.. S‘t.ur-roon, Win?; - . R
necozsurily, absent, did DOt panica.pato
..z-. T...o als po.»:lt:l.on or uu.. procooding Y
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Schedule No. 1
GENERAL METERED SERVICE

APPLICABILITY

Applicable to general metered water sewiée.

TERRYTORY

Portions of Campbell, Cupertino, Sam Jose and Santa Clara, and dn-Los
Gatos, Monte Sereno, and Saratoga and in contiguous. territory inthe B
County of Santa Clara. T

RATES

© Per Mever
Per Month - .

Service Charges |

Por 5/8 X B/b-inCh meter *esssmsesssssasssrictusnnne SZ.SOJ
FO!‘ B/ZV-inCh meter o-.otoo.-oto-o.--oo.‘.o'i-o-.o' . 2.90 R
For l-inch meter vsscecmsnsresesnsresncrronan 3.70 .
For l"l/z—inCh meter *escecvnsscvsseraviasrsraces Snm;
FOI‘ 2_inc-h meter LA LS E LA L 2T Y XY T TY Py P : 6-70 :
FOI‘ }inCh meter ..‘.-0‘0“‘..0...‘..‘C-..;...Oi‘ o 12-50 '
FQ:‘ lb—inCh. neter 5..0..';0;o‘wo-soo-.o_oor.vo..l.‘.‘ N 17-00 B
PO: &mmmmr .-co---;to-:.o-‘-oo'-oosooo--‘o‘.q' 23.00 .
For . &inchme‘&cr -voo.o..é-;.o.o‘o.o;‘--oo_.'ﬁ‘-_o‘o- l..l.OO :
FQ:’] . 10-inek neter oosc_-vo‘o'..oao..‘.o.oi-o'oo.--.--c‘ 5].-00’

Cuantity Rates:

First 30,000 cu.ft-‘, per lOOcu.ft. -..;.Q-.--otobot-’o 0-3615 o o
Over 30,000 Cu-ﬁo, jo-r 100 cuetft. setcscnccsvennsns 0.32'5 (I)

The Service Charge L5 a resdiness—to-serve charge, to
which is to be added the monthly charge computed
at the Quantity Rates. S

(Continued)




.Schedule No. 1

GENERAL. METERED SERVICE ‘
(Continued)

SPECTAL CONDITION

Customers who receive water deliveries for agricultural purposes uncer
this schedule, and who present evidence to the wtility that such deliveries
ualify for the lower pump tax rates levied by the Santa Clara Valley Water
District for agricultural water, shall receive a credit of 5.1 cents per
100 cubic feet on each water bill for the quantities of water used during:

the period covered by that bill.




Schedule No. 20X
LIMITED TEMPORARY FLAT RATE SERVICE

APPLICABILITY

Applicable to water service mm:!.shed on a Jd.mited temporary ﬂat
rate basis.

TERRTTCORY
Almaden avea, Santa Clara County.

RATE

_ " Per Month
For each service commection, including irrigation of not o o
moxe than 2,500 square feet of garden ared seeecceccoveccresses $3.30 (n

SPECIAL CONDITIONS

“l. Service under this schedule shall be limited to Account
No. 20-505-5330, for which the installation of 2 meter was not expedient.

2. This schedule will remain in effect only wtdl such tinme as-

physdcal limitations will permit the :.nsballat:.on of -a meter. and. tberca.. Lo
will be withdrawn.




Schedule No. 3ML
LIMITED TRRIGATION SERVICE

APPLICABILITY

. Appldicable to all measured irrigation service z‘.‘umshed on a limited
basis.

TERRTTORY

The L60=-acre area adjacemt to the City of ‘Campbell',‘Santa‘ C_‘.Iara County.

Per Hour:_

For 650 gallons per mimute ‘...............'.‘...;...-'.‘..‘...;... - $5.55 B ‘{:) .

SPECIAL CONDITIONS

l. Service under this schedule is limited to the area formerly served
by the system kmown as the E. R. Kemmedy Pumping Plant System, and as more
particularly descrided and shown on Exhibit B of Application No. 27792 and
further referred to in Decision No. 39508 in that application.

2. Rates per hour for other flows will be proportionatc to the rate “or
650 gallons per minute. ,




Schedule No. &
RESALE SERVICE

APFLICABILITY

hpplicable t0 all water service furnished for resile putpchsp o

4
e

TERRTTORY.

Portions of Campbell, Gapert.mo, San Jose, and Santa Cla:ra, and in Les
Gatos. Moate Sereno, and Saratoga and im conﬁ.guous, uerri*,ozy in: the County
of Santa Clara. ) / ,

, ‘ : S - Pexr Meter . -

' S : . . Per Month
Service Charge: : ) . ‘ R :
For 5/8 X B/b-mch meter ‘.--o-oo..;o.-ooovo-oaf~oo.o-c , $2.lo ‘ (I) ‘
F or ' 3/£H"mCh meter Ssrsessscsrrcnssestrnscsvsny ) 2-30‘ B
For l-inch mctcr‘ o-ao-.‘m‘po-.------—-----t"'--oi- : 3-15 ,
FOI‘ l"'l/z"mch mmr O.O..O......t’n...".‘tﬁ..‘....A. Z&.AO .
FO!' 2—..nch mctel‘ -Oivocooo.:...;.-o-.otﬁootooco 5 70‘ -
FO:" 3—'5.‘D.ch meﬁver .-.oo-‘-‘.-wo“..voto...n‘-:. ceerina lo-so
FOI' : L—iBCh meter Oooodoo.ooooodo..cotobrb.-o--‘ . M.w
For ! 6—inCh meter, oc-o-ov.-ocoooa-..aoo.o-u.¢.s , 23-00
FOI‘ &-inch meter .'O‘..O"'O-..QQ‘..U....‘...&-. 35.00
For‘ lo—inCh metcr c-.o‘.oo.o¢ta.-o-o¢-.-w . ' LB-OO‘

Quantity Rates:

First 30,000 cu.ft., per 100 cu.ft. ceecrcessnccacuan : 0;307:'.-‘ !
O‘VGI‘ 30wa Ct-ft-, pel‘.‘ loo Cu-..t. ---.0-0.0...-.--. ' ‘ 0-269(I}

The Service Charge is a readiness~to-serve chargé, to‘which-vr_‘”‘
i3 0 be added the monthly charge computed at the’
Quantity Rates.




