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SUmmAry

San Jose Water Company (SJW) requests a rate increase of
$4,483,000 (7.18%) in 1989, $1,203,600 (1.78%) in 1990, and
$1,203,600 (1.75%) in 1991. SJW reguests a rate of return on rate
base of 11.74%, 11.77%, and 11.88% for 1989, 1990, and 1951 and a
constant return on equity (ROE) of 13.75%. SJW’s last authorized
rate of return on rate base was 11.70%, 11.76%, and 11.80% for
1984, 1985, and 1986, with a constant ROE of 14.5%. 7Thus, the
requested returns are lower than those previously authorized.

The Commission Advisory and Compliance Division, Water,
Auditing and Compliance Branches (CACD) and the Division of
Ratepayer Advocates, Financial and Economic Analysis Branch (DRA)
recommend 2 rate decrease of $4,295,0001in 1989, $52,400 in 1990,
and a rate increase of $162,400 in 1991. DRA recommends a return
on rate base in the range of 10.40-10.66% for 1989, 10.48=10.74%
for 1990, and 10.57~10.83% for 1991. DRA requests that the ROE be
set in the range of 11.75-12.25%. DRA recommends a specific return
on rate base of 10.53%, 10.61%, and 10.70% for 1989, 1990, and
1991, with a constant ROE of 12%.

We conclude that it is reasonable to order SIW to reduce
its rates for the future by $239,100 (0.34%) from the present
effective rates. We authorize 56% common equity in SJIW’s capital
structure for 1989, 55% in 1990, and 53% in'1991. Based upon this
phased decrease in common equity, we consider reasonable a rate of
return on rate base of 10.48% for 1989, 10.67% for 1990, and 10.83%
for 19951 and a return on common equity of 11.75% for 1989, 12% for
1990, and 12.25% for 1991. | '

Our authorized rates reflect the resolution of numerous
disputed issues in this proceeding. We agree with CACD that
commercial consumption for 1989 and 1990 will be higher than
projected by SIW. We disallow all expenses for SJW employee’s
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personal use of vehicles. We also disallow the purchase price for
all vehicles where personal use on vehicles is 50% or greater. We
grant SJW’s requested amount of cash deposits for its operating
bank account. We deny CACD’s request for new:appraisals of SIW
property sold to SJW Land Company (SJW Land). Instead, in
accordance with Decision (D.) 86-01-026, we order SIW to establish
a program to offer for public bid all parcels of land that have
been in rate base and were either later transferred to SJW'Land, or
which SJW wishes to transfer in the future. This program will be
submitted to CACD which will make any recommendations on the
program in the next phase of this proceeding. In accordance with
D.89-05-065, we deny SJW’s request for additional tax expense for
unbilled revenues. In that decision we denied the same request by
the California wWater Service Company and SJW in a Joint Petition
for Modification of D.88-01-06L, our order adjusting rates in
accordance with the 1986 Tax Reform Act.

We order the estimates of consumption authorized in this
proceeding to be used in calculating consumption in SJW’s
memorandum account, which was approved in D.89~04-041.

Takles 1 and 2 show the Commission adopted summary of
earnings at present rates and authorized rates for the test years
1989 and 1990. Appendix D shows a sample of the residential
customer bills. | - . ‘ o o
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Table 1
San Jose Water Company i
Adopted Summary of Earnings

(Deollars in Thousands)

Operating revenues

Operating expenses
Purchased water
Purchased power

Pump tax '

Payroll

Other ¢ & M

Other A & G

Business license

Taxes other than income
Depreciation

Subﬁoﬁal

: Uncollectibles.

Franchise tax

State income tax

Federal income tax
Total'operating expenses
Netidperating revenues
Rate Base

Rate of Return

W

P

.

. .‘
LI

1989

‘Adopted‘
Present Rates

$69,373.%

13,320.0
. 5"107- 0
10,282.0
6"- 019- o‘
3,935.0
5,260.0
. 30.0
2,045.7
4,965.2
50,963.9
"160.9
154.6

1,241.7 ..

4,573.7
57,094.9
12,278.2

104,694.4

11.73%

Adopted
at
Auth. Rates

$67,180.0

13,320.0
5,107.0
10,282.0
6,019.0
3,935.0
5,260.0
30..0

2" 04507

50,963.9
155.9
149.7

1,038.7"
3,898.2
56,206.3
20,973.7.
104,694.4

10.48%

Current rates based on Resolution No. W-3459, dated July 19, 1989
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Table 2

San Jose Water Company
Adopted Summary of Earnings
v (Dellars in Thousands)

1990 |
Adeopted Adopted
at at
. Present Rates Auth. Rates

Operating revanues $69;967.5?*, $69,15Q0.0 # =
Operating expenses
Purchased water 13,406.0 » 13,406,0 »
Purchased power 5,151.0 * 5,151.0 » =
Pump- tax 10,387.0 » 10,387.0 % L=
Payroll 6,348.0 - 6,348.0
Other O & M 4,315.0 4,115.0.
Othez', A & . G . 5" 489 - ° 5,-489 .0‘
Business license 30.0 © 30.0
Taxes other than income 2,126.2: 2,126.2
Depreciation 5,147.3 5,247.3

Subtotal 52,1995 52,199.5
Uncollectibles S l62.3 160.4
Franchise tax 155.% 154.2
State income tax 1,171.5 1,095.9
Federal income tax 4,348.0 4,096.4
Total operating expenses 58,037.3 57,706.4
Neg.operatipg revénues' 11,930.2 11,443.6 |
Rate:Base‘ 107;238,7‘ 107,238.7
Rate of Return 11.12% 10.67%

* Current rates based on Resolution No. W=3459, dated July 19, 1989

ot
[ .
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Rublic Comments ‘

In January, 1989, SJW notified its customers Dy bill
inserts and local newspaper publications of this application and a
public meeting to discuss the application.

CACD conducted the informal public meeting in San Jose on
November 3, 1988. Four customers attended the meeting. One
customer complained of occasional rust-colored material in the .
bathtub. A utility repreéentative was assigned to investigate this
complaint. The complaint was subsequently resolved. One customer
expressed satisfaction with the service. There were no- ¢other
public comments. |

Public participation hearings were held on Februaxry 2,
1989 in San Jose. The only customer to comment sent a written
statement. This customer opposes the rate increase and asks why
the November 3 public meeting was not transcribed and why a public
vote on the rate increase was not taken at that meeting. The
assigned administrative law judge (ALY) responded in writing that
the public’s opportunity to comment on the application is during
our public participation hearihg and that“no-pﬁb;ic‘vote;is
required. '

Evidentiaxy Hearings ,

Evidentiary hearings were held in San Francisco on
February 6, 7, and March 13-17, 1989. SJW presented six witnesses
and CACD and DRA presented five witnesses in support of their
respective positions. Testimony of the witnesses outlined the
areas of dispute. The final differences between SIW and CACD/DRA
were presented in a late-filed Summary of Earnings which outlines
the disputed matters. (Exhikbit 14, p. 3.) The case was submitted
upon the receipt of concurrent briefs on April 24, 1989.

After the submission of briefs, SJW wrote a letter to the
assigned ALY objecting to CACD/DRA attaching to its brief a
membership brochure published by the American Institutg of Real
Estate-Appraisersrwhicﬁgexplained the Member, Appraisér Institute

\
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(MAI) requirements. SJW complained that this was not a proper
document of which official notice could be taken and was not
presented as evidence in the proceeding. No response was received
from CACD or DRA. Accordingly, we have not used this document in
the conclusions we reach in this order.

The Proposed Decision of ALY Bennett was mailed to
parties on August 7, 1989. Comments and replies to comments to
Proposed Decision were filed by both parties. We adopt SJIW’s
suggestion to calculate levelized rates from the effective date
September 1989 rather than January 1, 1989. We have made the
technical and factual corrections as suggested by both parties.
have changed four conclusions reached in the propesed decision.
have revised the sales forecast, the forecast of operating
expenses, modified the transportation expense disallowance to be
consistent with with our last water rate case order D;89-O9—d48,
and we will order SJW to solicit public bids for the property that

was in rate base and was subsequently moved transzerred £0 the
affiliate land company.

The following discussion addresses issues which are
disputed and some issues which are not disputed; Undisputed
matters are discussed to record SJW compliance with prior
Commission orders or to authorize tariff rule changes. Other
matters not in dispute have been reviewed and found reasonable and
are . not dxscussed below.

otility Bac) .

SJW. became a wholly owned subsidiary of SIJW Corporation
(STW Coxrp.) in 1985. At that time SIW Corp. acquired all
outstanding shares of SJW common stock. In 1987, residents of
California owned 67% of SIW Corp.’s stock. SJIW Corp. has one other
wholly owned subsidiary, SIW Land Company (SJW Land).

SIW’s sexvice area consists of approximately 134 square
miles in Santa Clara County encompassing the cities of San Jose,
Los Gatos, Monte Sereno, Saratoga, Campbell, Cupertine, and Santa




A.88=09=-029 ALJ/PAB/jt w+

.

Clara. The center of the service area is flat slbping up to
foothills in. the southwest and northeast. The southwest portion of
the service area is bordered by mountains; the northeast portion
extends into adjacent foothills.

SJW’s water sources are: 148 wells located in various
parts of Santa Clara Valley: runoff from the watersheds of Los
Gatos, Saratoga, and Alamitos Creeks: and water purchased from the
Santa Clara Valley Water District (District). SJW’s water contract
with the District expires in 2051. In 1987, SJW delivered 50,413
million gallons of water to a total of 198,704 customers.

SJW chloerinates and filters water from the watersheds in
several filter plants. SJW intends to meet new customer growth in
1989~91 by water purchases in order to aveid overdrafts of
underground water. SJW performs more tests for water quality than
required by the County Health Department, and its water quality .
meets the required standards.

SJIW has approximately 2,257 miles of transmission and
distribution mains ranging in sizes up-to-48 inches in diameter.
Water distribution is made to 51 different pressure zones. An
automatic computer telemetry control system operates and monitors
water service. The system ¢an be operated and monitored manually
if required. Total utility plant is valued at 5213 millien,
producing $65.5 million in revenues in 1987.

SJW has made numerous improvements in the quality of its
customer billing and account record-keeping in the past three to
four years. SJW’s punch card billing system was converted to a
paper billing system to comply with the Commission’s report card
billing recuirements discussed in D.84-03-055. SJW installed a
hand-held computer meter reading system which has improved the
productivity of meter readers. This system gives the location of a
meter, the meter number, usage history, and-testsftor-mete:
accuracy. SJIW installed computerized cash remittance machines to
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accept bill payment and automatically deposit customer checks.
STW’s general ledger has been transferred to a computer system.
Rate of Retwn

SJW requests a rate of return on rate base of 11.74% in
1989, 11.77% in 1990, and 11.88% in 1991 and a constant ROE of
13.75%. DRA recommends a rate of return on rate base ranging from
10.40%~-10.66% in 1989, 10.48%-10.74% in 1990, and 10.57%-10.83% in
1991 and that the adopted ROE be within the range of 11.75% to
12.25%. Within these ranges, DRA recommends specific rates of
return on rate base of 10.53% in 1989, 10.61% in 1990, 10.70% in
1591, and a constant 12% ROE.

The part;es present different perceptions of SJW’s
classification within the utzlmty industry. SJW compares itself
with electric, gas, and telecommunication utilities. DRA compares
SIW with other publicly traded water utilities. This difference of
perception guides each party’s application of the same general
finance principles and selection of comparable companies to
recommend rates of return. The different views lead to different
recommended capital structures and calculations of expected ROE.

SJW and DRA’s estimates for long-term debt had a minor
difference in 1990. DRA agrees with SJW’s average debt costs for
1989 and 1991 of 8.87% and 9.23%, respectively. However, DRA’s
average debt cost (effective rate) for 1990 is .11% higher than
that of SJW, 9.05% versus 8.94%.

DRA used a straight arithmetic average of beginning~ and
end-of-year debt costs for prior yvears to calculate the effective
rate in 1990. SJW used an average weighted in proportion to the
time the debt is outstanding. DRA’s method is consistent with
prior Commission treatment; therefore, we adopt DRA‘s effective
rate of 9.05% for 1990. |

capital Structure

The cap;tal structure defines the sources of capital

costs. Each source of capltal can,be translated to a percentage of
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total capital. The components of the capital structure are long-
term debt, preferred stock, and common equity. .SJW has no
preferred stock.

Common equity was the most debated component of the
capital structure. At the end of 1988, SJW’s common equity ratio
was 57.51%. SJW’s requested and DRA’s recommended capital
structures for 1989, 1990, and 1991 appear in the following table:

DRA SJIW
1289 4290 4291 1289 1920 4291

Long-Term Debt 47.00% 47.00% 47.00% 41.20% 41.25%  41.41%
Common Equity _53.00 53,00 _53.00 _D58.80 58,70 _58.59

100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

SJW requests .a higher level of common equity for the test
years 1989 and 1990 and attrition year 1991. DRA imputes common
equity below the existing ratio to reduce the revenue requirement
for common equity costs ¢ollected from the ratepayer. SJW and DRA
based their respective recommendations for capital structure on
their independent analysis of SJW’s business and financial risk.

susi Ris)

Under general finance principles, the balance between the
percentage of debt and equity is determined ky the degree of
business risk and financial risk. The level of business risk of a
company depends upon the reliability of its revenues, the degree of
technological change, and the status of other unique occurrences in
the industry. _

In the opinion of DRA’s witness, Ms. Siegal, water
utilities do not face the same degree of technolegical change and
utility bypass faced by electric utilities. DRA considers water
utilities to have advantages over electric utilities. Water
utilities supply a commeodity which is renewable and, unlike
electric utilities, earn a :eturnvon;construction‘work‘in.p:ogxess.
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These factors lead DRA to conclude that SIW has more steady,
predictable-ie&enues and less business risk. The less business
risk a company faces, the more debt it may take on because it is
assured of meeting fixed payment obligations. Because of its low
business risk, DRA considers SJW capable of assuming more debt and
lower ecquity ratios.

SJW considers the uncertainty of new Environmental
Protection Agency (EPA) testing standards, the lack of normal
rainfall, and potential loss of revenues during the existing
drought to indicate a high business risk.

Fi {al Ris) .

The level of financial risk of a company is determined by
the proportion of a company’s debt to permanent capital (leverage).
The larger the debt payments, the larger the financial risk of not
meeting those payments. A company lowers the financial risk by
increasing equity. As a company becomes more leveraged, the cost
of its debt will increase and the return required on new debt
issuances will increase. Such a company must weigh the benefit of
cheaper debt against the increased financial risk of higher fixed
payments. The existence of more debt means less common equity and
the loss of financial flexibility that common equity allows.
Common equity financing gives management the financial flexibility
of reducing or suspending dividend payments in times of business
hardship. In order to provide reliable service, a company must be
able té'pay its bills and meet demands for growth without facing
financial instability. '

The financial stability of a company is measured by bond
ratings. Bond rating agencies rank the financial standing of water
utilities in the categories of: total debt to permanent capital,
pretax interest coverage, and internal cash flow to permanent
capital. Standard and Poor’s, a well-respected bond rating agency,
establishes benchmark standards for these three measures. Bond
ratings range from a low of BBB, A, AA to a high of ARA. SJIW ranks
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AAA in all three categories for water utilities. When compared

with an electric utility’s benchmarks, which are more strict than
water utility standards, SJW ranks AAA in total debt to permanent
capital and pretax interest coverage and AA in internal cash flow.

DRA considers SJW to be very stable financially based
upon the three financial indicators. DRA asserts that the
ratepayer does not benefit from high bond ratings in SJW’s case
because SIW’s debt ratio, pretax interest coverage and cash flow
exceed the levels reguired to obtain AAA and AA ratings. SJIW’s
performance on these financial indicators is achieved at the
expense of more expensive equity financing.

In DRA’s opinion, SJW could lower the levels of its
performance on these indicators and still meet the regquirements for
a superior bond rating. High bond ratings are needed only to
obtain a low interest rate for new debt. SJW does not plan large
debt financing in the test years. Thus, the ratepayer is not
benefiting from SJW’s high level of equity which generates
excessmve levels of internal cash. DRA recommends imputing a moxe
reasonable level of common equity which would reduce the revenue
requirement collected from the ratepayer.

SIW witness Meyer testified that bond ratings nust be
maintained regardless of whether bond issuances are contemplated
for current vears. In his opinion, it is met possible or practical
to raise and lower these ratings by adjusting common equity when
debt is to be issued.

DRA used‘outside indicators to verify that SIW’s equity
ratio is unreasonable. DRA compared 1l water utilities.throughout
the nation meeting three criteria: listed in C. A. Turner’s
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Utility Reports; realization of 70% of revenues from water
operations; ‘and regular trading of stock. *

DRA’s analysis shows that SJW’s average year equity ratio
rose from 39.13% in 1978 to 59.30% in 1987, even though in 1984,
the Commission’s authorized returns were based upon an equity ratio
of 56%.

DRA found that the same comparable water utilities’
common ecquity ratios averaged'4o.12% for 1983~1987 and 38.22% for
1978-1987. SJIW’s average common equity for five years is 56.25%
and for ten years is 50.42%. In the last five years, SJW’s common
equity ratio is 16% higher than comparable water utilities.

SJW’s pretax interest coverage ratio has exceeded that of
the comparable group since 1983. 1In the past two»years-SJW's
coverage was 6.7x and 6.1x compared with that of the group, 3.2x
and 3.4x for the same years.

DRA believes this equity growth is because cash flow has
consistently exceeded cash requirements. DRA used the ratio of
internal cash flow to net construction outlays to show the excess
cash generation in the past ten years. Over the last five years
SITW’s ratio of cash to construction costs averaged nearly 120%,
with cash available surpassing ¢ash needs. DRA maintains that this
excess cash has fueled the growth in common equity.

DRA helieves SJIW’s low dividend payout rate helped to
increase the high equity ratio. SJW has paid out an average of 63%
in the past ten years compared to the group average of 71%. SIW
has\pursued a policy of low dividend payout in spiﬁe'oz its 21.45%

1 American wWater Works, California Water Service, Connecticut
Water Service, Consumers Water, Elizabethtown Corporation, The
Hydraulic Company, IWC Resources Coxporation, Middlesex Water
Company, Philadelphia Suburban, SOuthern Calxtornla Water, and
United water Resources.
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ten-year average growth in dividends and earnings. (The group’s
ten-year average growth in dividends and earnings is 6.31%.) SIW -
plowed earnings back into the business, increasing common equity,
the sum of contributed capital and retained earnings.

DRA derived its recommended 53% common equity ratio from
a review of ratios of the comparable water utilities. The company
with the highest common equity within the comparable group has a
ratio of 53% as of January 1989, even though the group average is
42%. DRA does not recommend imputing the qroup average because it
is a sharp reduction from SIW’s 1987 level of common equity,
59.30%.

DRA believes common equity will continue to grow during
the test period unless curtailed in this proceeding. Since
dividends are paid out only to SJW Corp., DRA is concerned that any
cash build=-up transferred to the unregulated helding company will
finance unregulated ventures. Ratepayers should only pay for
services rendered, not finance unregulated business ventures, in
DRA’s opinieon. , '

SJW considers DRA’s imputed capital structure to be a
penalty when coupled with its recommended 12% ROE. SJIW accuses DRA
of being subversive by imputing 53% common equity and recommending
12% ROE. SJW considers it more logical for DRA to recommend
maintaining the existing capital ratios and award an ROE below
11.75% due to SJW’s less risky capital structure. However, in
SIW’s opinion, DRA did not make these recommendations because they
would not be approved by the Commission. Therefore, DRA
recommended a scenario of capital structure and ROE which achieves
the same result of reducing internal cash.

SIW performs two calculations to show DRA‘/s common equity
and ROE recoemmendations are not consistent. First, SIW calculates
‘an ROE of 11.70-11.74% for 1989-91 using SIW’s requested capital
structure, DRA’S recommeﬁded"rate of réturn, and the undisputed
debt cost. Second, Meyet explained that if-ss%gequity_is imputed, -
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this results in a limit of 47% debt. In SIW’s case, debt is issued
in the form of bonds. At the end of 1987, SIW’s debt ratio was
42.37%. Therefore, to achieve a 47% debt ratio, SIW would need to
impute bonds to this level, which increases its-weighted cost of
debt and lowers the return on equity. If a 47% debt ratio is
imputed, an additional $4.8 million in bonds is presumed to have
been issued during the period 1984-1987. If SIW had issued an
additional $4.8 million in bonds, it would have an additional debt
cost of 11.3% during this period, giving a higher average cost for
bonds. Performing the rate of return calculation with this
additional debt cost, the resulting return on equity is 11.90% for
1989. Thus, applying DRA’s recommended imputation of higher debt
to SIW’s requested capital structure results in an ROE lower than
DRA’S recommendation. SJW considers this shortfall in ROE to be a
hidden penalty against the utility.

In order to impute a 47% debt ratio or an additional $4.8
million in bonds, SIW alleges it must have sufficient assets to
secure such an issuance. If it subtracts the additional assets
required by this imputation of debt from its total available
assets, it has insufficient assets ($2.8 million) to secure dedt
which may be needed for unanticipated expenses, such as additional
facilities which may be mandated by new EPA regqulation. Under this
scenario, in order to meet unanticipated costs, SIW would be forced
to secure second mortgage bonds at a higher cost to the ratepayver.
Thus, SIJW alleges a 53% common equity ratio cannot be reached in
three vears because its bonding limits have recently reached their
capacity. SJIW. argues that the imputed ratios are recommended
without warning or oppertunzty for SJW to ech;eve the level
imputed.

Mever testified that SIW reduced its common equity in
1986 and 1987 by paying dividends to SJW Corp. in response to.
CACD’s advice to Xeep common equity below 60% or penaltxes.may
occur.. SJW interpreted thia remark to mean a 60% common - equity
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ratio was reasonable. SJIW paid $12.07 million in dividends to SIW
Corp. in 1986 and $9'mil;ion in 1987, reducing common equity to a
1987 level of 57.63%. (In 1988 SJW paid out $5.25 million in
dividends, bringing the common equity ratio to its present level of
57.51%.) SJIW relied on its efforts of reducing equity in 1986 and
1987 to place them within an acceptable equity ratio range. SJIW
considers DRA’s recommendations in this proceeding to violate
CACD’s informal advice upon which SJW relied. DRA responds that
SJW had no reason to rely on CACD’s advice as being Commission
policy. :

SJW c¢hallenges DRA’s comparable companies as ones which
derive only 70% of revenues from water service, have unknown
sources of supply and varying regulatory policies. Seven of these
selected companies have ten-year average dividends and earnings
growth rates of 1.58% to 6.12% compared with SIW’s rate of 11.45%.
SJW points out that SJW’'s rates are $14 less on an annual basis
than those of comparable companies, showing no harm has occurred to
SIJW’s ratepayers by its level of common equity.

SJIW arques that this cash was generated by 1986
investment tax credits and accelerated tax depreciation. In 1987,
SJW’s cash flow was increased by increased sales. Thus, the
increase in cash was not because of SJW’s conscious eZfort to do so
but because of extermal factors.

SJW considers the substitution of SJW Corp.’s statistics
£o represent SJW to be a serious flaw in DRA’s analysis. SJIW
alleges it and SJW Corp. are two distinct companies with different
assets and capitalization. Although DRA corrected this c¢riticism
by providing statistics for both SIW and SIW Corp. in its tables,
SIW-asserts that the text of DRA’s written testimony referring to
SIW and SJW Corp. as the same company is unreliable.

We agree with DRA that SJW is more comparablé with water
utilities than electric, gas, and telephone utilities for business
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risk comparison purposes. Although water utilities may face
business risk, it is not as great as that faced by electric, gas,
and telephone utilities, as discussed by DRA.

, We consider SJW’s financial risk to be low based upon the
financial factors considered in bond ratings. We agree that SIW’s
existing financial factors are excessive to maintain the highest
bond ratings. We disagree with SJW that the present excessive
internal cash generation and pretax interest coverage are needed to
acquire additional capital and obtain ‘favorable interest rates on
new debt.

Excessive levels of common equity buxden the ratepayer
with excessive rates. Ratepayers do not receive a tax benefit for

paying this revenue requirement on equity as they do from the tax
deduction allowed for debt interest payments. We do not believe
SJW’s bond ratings will be affected by a reduction in common
equity. A reduction in the level of SJW’s common eQuity-will allow
the ratepayer to share in SIW’s healthy financial state by reduced
rates. o |

SOW’s analysis of bond costs and capacity presuming a
historical 53% equity level and 47% debt level is a hindsight-view
which is marginally relevant to its existing capitai ratio status.
Qur purpose is not to blame SIW because its present equity is
increasing but to resolve the dilemma in which it puts the
ratepayer. Nor do we find that DRA’s recommendations will penalize
SIW if inplemented in steps as discussed below. DRA’s recommended
equity level is made within the context of its recommended 12% RCE.
. It is not DRA‘sS recommendation that STW’s requested equity levels
be used in conjunction with DRA’s recommended rates of return. We
believe this is a distortion of DRA’s recommendations by SIW.

We £ind that DRA‘s imputed common equity of 53% is
reasonable when compared with the range'ot common equity of
comparable water utilities (34% to 53%) and the average common
‘equity of comparable water utilities (42%). We agree that imputing
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this average would be too large a reduction in common equity to
authorize in one step.

We find little justification by SIW to raise its equity
ratio above the last authorized level of 56%. Its arguments
consist of attacks on DRA’s recommendations. Therefore, in 1989 we
authorize common equity of 56%.

The record shows that SJW’s. common equity has been
reduced by its dividend payout policy. SIW’s alternative methods
of reaching the 53% level of common equity do not include an
analy.is of any anticipated dividends to be paid out in 1989, l99o,
or 1991. We expect any dividends paid will reduce common equity.”

"SIW alleges increasing debt to 47% will increase interest expense
to the ratepayer. This‘analysis is incomplete without following -
through to calculate the benefit to the ratepayer of an additional\\
tax deduction for interest expense. Based upon»thevincompleteness.\.
of both of these analyses, we cannot agree that a 53% equity ratio
cannot be reached. However, in order to give SJIW sufficient time
and the opportunity to achieve 53% equity, we impute 55% equity in
1990, and in 1991 we impute DRA‘sS recommended equity level of 53%.
Retuxm on Equity

Rate of return recommendations are governed by two
landmark U.S. Supreme Court decisions, Bluefiield Water Works and
I v : IJ w ! :Zi . ] 2 1 J'- s . : . o’
(1923) 262 U.S. 679, and the Federal Power Commission vs. Hope
Natural Gas Company (1944) 320 U.S. 591. The principle in these
cases is to set rates for public utilities which are not only
sufficient to assure the provision of adequate-sefvice, but which
allow the utilities to raise capital. By this standard, the ROE
should be commensurate with returms on investments in other
enterprises having corresponding risks and should assure a

financial Lntegrity of the utility which malntalns its credit and
attracts capztal.
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Both parties used the standards from these cases of
attracting capital and comparable earnings in its analysis in this
proceeding. However, the application of the standards are based
upen the parties’ respective perception of SIW’s classification
within the utility industry. SJIW perceives itself as similar to
electric, gas, and telephone utilities. DRA perceives SIJW as
similar to other water utilities.

Both parties used the Discounted Cash Flow (DCF) and the
Risk Premium (RP) financial models to justify their ROE
recommendations, yet derived different conclusions based upon their
comparable ﬁtilities-and’applications of the methodology. ‘

Riscounted cash Flow

The DCF model is based on the premise that the current
market price of a share of common stock equals the present value of
anticipated dividends.plus-tuture‘stock price, discounted by the °
investor’s expected return. By translating this premise into a
mathematic equation and transposing the equation, the investox’s
expected ROE ecuals the expected dividend yield (the next eypected
dividend divided by the current market prmce) plus future dividend
growth. 2 ‘ :

PRA applied the DCF model to its 12 comparable water
utilities, including SIJW Corp. From this analysis, DRA derived
average dividend yields of 6.07% for three months and 6.01% for six
months. To these yields, DRA applied an average of historical and
sustainable growth rates of 5.52%, obtaining future expected
returns averaging 11.90% for a three-month dividend yield and

2 rmDL/PO + g

where = = the investor’s expected return on equity:
D1 = the expected dividend in the next period;
PO = the market price in the current period; and
g = the expected future dividend growth rate..
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11.84% for a six-month dividend yield. DRA considers the group
‘xesults to balance any biases in the data, such as high or low
dividend growth rates. DRA included SJW Corp. as a representative
of SIW to weigh the results with company=-specific data. DRA used
the group results in its recommended specific ROE.

SIW applied the DCF model to its own stock price, and
historical dividends and earnings growth for the past five-year and
ten-year periods. No comparable companies were used. SJIW dexived
ROE estimates of 13.62% to 21.48% based upon ten-year growth and
15.89% to 17.83% based upon five-year growth.

The RP model is based upon the premise that common equity
investors face more risk than debt holders because they receive
returns from residual revenues after debts are paid, thus requiring
higher returns than debt holders. The difference between the
return for debt holders and common stock investors is the risk
premium which is added to the debt interest rate to obtain the
common ‘equity return. An average risk premium calculated over an

extended time period is preferred to balance past variances in
premiums.

DRA used the RP financial model to verify the results
derived from the DCF model. DRA appliad the RP model to the sanme
comparable group of utilities obtaining a range of expected ROEs
from 11.95% to 12.53%. DRA compared SJW’s past ecarnings, commen
equity ratios, and growth with the comparable group, concluding
that SIW exceeded the group average in these categories.

Using the results of the DCF and RP models, SJW’s past
earnings, and its judgment, DRA recommends a range of ROE of 11.75%
to 12.25% and a specific ROE of 12%.
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SJW applied the RP model to five California electrie,
gas, and telephone utilities® obtaining a range of historical
ROEs from 12.70% to 13.10% and an average historical ROE of 12.81%.
SIW applied the model to six California water utilities?®
obtaining a range of 1987-authorized ROEs from 12.00% to 13.00% and
an average ROE of 12.71%. The combined 1987 average authorized ROE
for all of the utilities selected by SIW is 12.75%. Adding the
average risk premium from these utilities, 3.11%, to SJW’s current
imbedded cost of debt, 10.86%, SIW calculated a return of 13.97%
under this method. : | 3 | |

SIW applied the RP model.to SIW’s historical authorized
ROEs from«197551984.' SIW obtained an averxage historical ROE of
13.02% and projected ROEs for 1988, 1989, and 1990 of 15.19%,
15.22%, and 15.29%. ‘

Using the results from the DCF and RP models, judgment
and factors. of business risk (te:hnological changes and the:
drought)., SJIW recommends 13.75% as a reasonable return for the
future. .

SJW criticized DRA’s procedure of selecting the company
with the poorest financial performance and lowest ROE within its
comparable group to use in its recommendation. SJW asserts that if
DRA’s recommendation for return on rate bdsg'is{adopted, it will
have the lowest return within DRA’s comparable group.

3 Pacific Gas and Electric Company, Southern California Edison
Company, San Diego Gas & Electric Company, Southerm California Gas
Company, and General Telephone Company of California.

4 California American Water Company, California Water Service

Company, Dominquez Water Company, Park Water Company, Southern
c;lizcrnia Water Company, and Suburban Water Systems. .

-21 -
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SJW outlines factors which are relevant to the Commission
in setting SJW’s. ROE:

1. The Commission’s acceptance of this

application was delayed because inadequaté
staff was available to process the

application. The delay in accepting this
application impacts SIW’s earnings for
1989.

STW’s ‘earnings will be affected by lower
consunption under SIW’s existing water
rationing progranm. -

New technology has prompted new, more
stringent standards for water testing.
Pending EPA regulation may require changes
in existing facilities and additional
testing. :

SIW considers its management achievements
in the past three to four years to warrant
consideration in setting its rate of
return. '

Discussion

We select DRA’s comparable companies for analysis over
STW’'S list of electric, gas, and telephone utilities because the
latter utilities face greater business xrisks of bypass and
technological change than water utilities as discussed by DRA
above. ,

DRA’s comparable utilities are preferred over SJW’s
comparable water companies because they are listed by €. A.
Turner’s Utility Reports with verified financial data, are publicly
traded, and derive at least 70% of revenue from water operations.
Even though 5 of the 12 companies derive up to 30% of their
revenues from nonwater operations, 7 derive over 98% of their
revenues from water operations. We do not‘accept SJW's<coﬁparison

 of its own historical financial data as a comparison which meets
the standard set by the Bluefield and Hope decisions, cited above.

-
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We interpret these cases to mean that a valid comparison is one
made with other enterprises.

We find that SJW Corp. derives 98% of its revenues from
SJW; therefore, DRA’s references to SIW Corp. are synonymous with
SIW. We agree with SJW that its growth and earnings are on a
higher scale than the averages of historical growth and earnings of
DRA’S group. We find SJW more comparable with the companies having
a higher financial standing of DRA’s group rather than the group
averages. We believe it is appropriate to consider the higher end
of DRA’s comparable analysis in setting SJW’s return. However, we
must also consider SIW’s equity level, discussed below.

We do not agree that the_délay in accepting this
application is cause for a greater rate of return. Any such delay
means that SJW is authorized to earn 14.5% ROE on slightly lower
rate base and expenses until ouxr decision,in‘thisubroceediqg is
effective. This delay may not have caused as signi:icant’ah‘impact
as SJW argues.

We cannot agree that loss of revenue during the drought
is cause for a greater rate of return. We have authorized a
memorandum account procedure to allow SJW the opportunity to
recover any such losses. (D.89-04-041l.) We consider that
procedure adequate to compensate SIW for any revenues lost and to
mininize the business risk encountered by the drought. Any
consideration for such revenues in SJW’s ROE would be double
recovery.

We believe it is premature to compensate SIW in dits ROE
for possible technology changes in the water industry until new
requirements are mandated. To do so would be pure speculation at
this time. Should technical changes significantly impact the
revenues of water utilities, it is our practice to institute an
investxgation to adjust the rates of all affected water utilities.

~for unanticipated expenses-rather than increase rates on a case-by-
- case. basis.
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Based on the above considerations and the higher results
of DRA’s analysis, we consider an ROE in the range of 11.75% to
12.25% to be reascnable. However, both parties agree with the
premise that ROE varies inversely with the level of commen equity.
Therefore, because we order a rPhased reduction of common equity, we
also order a phased increase in ROE. During the test year 1989,
SJW is authorized to earn 11.75% ROE. During the test year 1990,
SJW. is authorized to earn 12% ROE. During the year 1991 when S53%
common equity shall be imputed, we authorize SIW to earn 12.25%
ROE..

The following table shows our adopted'capital'structure
and rates of return:

Capital o ' Weighted
component Ratios \ , —cos%

Leng~- and Short-Term Debt | 44:00% .87 3.90%
Common Equity '

56,00 6,58
Total 100.00 ‘ 10.43%
1990 |

Long- and Short-Term Debt 45..00° . 4.07%
Common Equity : ‘

Total : 100.09 o 10.67%
' 1991

Long~ and Short-Term Debt 47.00 ,  4.34%
Common Equity Q '

_ 52,00 . .49
Total 100.00% 10.83%
Operating Revenues

SJW’s estimated operating revenues for 1989 and 1990 are
based upon the estimated number of customers to be served during
the test years and their projected consumption. SJIW serves
residential, commercial, industrial, public authcfity, other
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utility, and a category of ”other” customers. SJW and CACD agree
on the estimated number of customers in 1989 and 1990. They agree
on the total consumption by all customers except commercial
customexrs for these years. (SJW includes residential customers in
its totals for commercial customers.)
Parties in rate proceedings have used the Modified Bean

(Bean) Method of estimating customer consumption since 1968. The
goal of the Bean Method is to estimate normal consumption in a
future year under normal weather conditions. Data containing the
recorded temperature and rainfall for the past 30 years is input
.into the Bean Method cemputer model. The data is cbtained from a

weather station in the approximate location where consumption will
occur.

.

The Bean model uses the 30 years of temperature and
rainfall data to calculate the normal temperature and normal
rainfall. The model generates one consumption estimate for each
selected range of consecutive years. Each Bean run is given
ratings by the computer to rank the efficiency of the data
contained in the computer xun. The user of the model selects the
estimate of consumption from the range of years with the highest
efficiency ratings. The user then verifies that this estimate is
reasonable.

STW used the Bean Method in this proceeding, and CACD
used a three-year average to derive a‘difterent estimate for
commercial customer consumption. However, SJW and CACD agree that
the normal temperature for the past 30 yéars calculated under the
Bean method is 60 degrees and the normal rainfall is 13.54 inches.
Drought years were not excluded from- these averages.
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The Bean.model used the following adjusted rainfall,
temperature and consumption data:’

Yeax Rain Temperature  Sonsumption
(inches) (degrees) (Cez/yr.)

8.19 59.6 216
17.14 60.9 238.8
lS'D 12 60 o4 247.5‘
14.04. 60.4 253.6
15.58 61.3 261.2
19.57 59.2 247.8
24.25 60.9 256
11.55 60.7 283.3
10.69 59.7 279.2
13.61 6l1.6 278.4
10.34 61.5 286.8

(Exhibit 4, p. 2)

The Bean model generated the fbllowing estimated
consumption for the corresponding periods:
' 1/ Inverse&/
_ Years sonsumption Reg. McSee
(CeL/yr.)
1977~-87 284.5 0.935. 0.035
1578-87 283.0 0.971 0.019
1979-87 281.6 0.966 0.019
1980~87 280.7 0.961 0.021
1981-87 278.9 0.963 0.022

1982-87 268.2 0.976 0.020
1983~87 271.7 0.997 0.007

Regression coefficient. The number closest to
1.000 is the curve best fitted to the data input.

Standard error divided by the mean. The smaller the
number, the better the correlation to the data inmput.

(Exhibit 4, p.2)
Mr. Houck, witness for SJW, selects 271.7 hundred cubic

feet (Ccf) pexr customer as the most accurate'estimate'generated by
the Bean model. . In comparing Bean estimates with actual

X 3
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In SJW’s opinion, CACD’s averaging of actual consumption
for three years is a rejection of temperature and rainfall data and
the Commission=-approved method of estimating consumption that has
prevented prolonged litigation of this issue in rate proceedings
for the past 20 years. By using a high consumption estimate, SJW
believes CACD is attempting to penalize SJIW for high earnings in
the dry years, 1986 and 1987. Should the Commission adopt CACD’s
estimated consumption, SIW requests consideration be given for the
additional expenses incurred during the past three years for
delivering purchased water which is more expensive than delivering
water from its reservoirs. SJW bases this request on the
difference in its costs to deliver water when rainfall is low,
which occurred in 1985-1987. SJW calculates surface supplies were
short an average of 1, 230 million gallons (mg) per year dur;ng this
peried. ,

Discussion .

In reviewing the commercial consumption trend diagrammed

by CACD and shown above, we also believe the Bean estimate of.
271.7 Cef is unreliable. SJW finds this estimate reasonable based
upon a presumption that when rainfall is high, consumption is lower
than normal; and when temperatures are high, consumption is higher
than normal. |

We find this presumption is not true for 1983 when the
tenperature was roughly normal (60.9 degrees) and rainfall was at
its highest level in ten years (24.25 inches). In 1983 consumption
increéased (256 Ccf) over its 1982 level (247.8), not decreased.

In analyzing CACD’s diagram of customer usage from 1975
to 1987, we see a marked change in the usage‘t:end from the pericds
of 1979-1983 and 1984-1987 which is not entirely explained by the
lower rainfall in the latter period. In comparing 1980 consumption
of 254 Ccf with 1986 consumption of 278 Ccf, the consumption in
1986 is significantly‘higher even though these are the two years
closest to- the Bean(normal rainrall and temperature. Therefore, we'
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conclude SIW’s estimate of 271.7 Ccf is unreliable, based upon the
recent different trend in usage. This does not mean that we reject
the concept of weather adjusted forecasts.

Under the circumstances of having a.marked shift in the
consumption trend, we believe the three~year average of recorded
consumption is more reliable for the purpose of estimating
consumption in the proceeding. However, we believe that the data
should be weather adjusted. Accordingly, we will adopt the CACD
average for the last three years, but weather adjusted to 272.8
cet. '

We find it unreasonable to grant SJW’s request to adjust
future consumption estimates for additional distribution expenses
based upon those incurred from 1985-1987. This issue is one to be
resolved in a future proceeding which reviews SIW’s memorandum
account and issues surrounding the drought. ‘

We order the following estimated number of customers in
each customer category and the consumption by each category which
we authorize in this decision to be used in the calculation of
SIW’s authorized memorandum account from the date it was approved
in D.89=04-041:

authorized customexs and consumption
. : (Cel)
Commercial 197,999 199,299

Public Authority 1,448 1,486
Industrial 84 84

Other 245 245

Other.Utilities
~ Subtotal

Private Fire
Protection

Total

—_—E

199,804

—lu 082

201,886

—f
201,142

2,182
203,324
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Unbilled Revenues

SIW includes a credit 'in revenues and a corresponding
expense for unbilled revenues of $2.65 million in 1989 and $2.67
million in 1990. CACD removed these amounts. The parties agreed
to resolve this issue as dictated by a decision on the California
Water Service Company/SJW Joint Petition for Modification of
D.88-01-061 in I.86-11-019. (This investigation explored utility
recovery in rates for additional tax expense related to- the removal
of tax credits and deductions in 1986.) We recently denied the
joint petitiqnérs' request in D.89-05-065. Acdordingly, we remove
the credit in revenues and corresponding additional tax expense in
this proceeding.

CERUC Reipbursement Xee .

SIW included $918,000 for 1989 and $925,000 for 1990 in
revenues and expenses representing the anount of regqulatory fees
paid under Public Utilities Code § 401 et geq,, the annual fee
collected by the utility and remitted for Commission
administration. CACD removed these amounts based upon our policy
to exclude these fees from rates. SJIW did not dispute this issue.
We adopt CACD’s treatment or this fee as appropriate and
reasonable.

Allocation of Administrative
and_General Expenses .

Although the paities stipulated to the amount of
Adnministrative and General (A&G) expenses, CACD recomnends
additional alloecation procedures. SJIW management estimates
employee time spent on capital projects. SJIW presented no
documentation to support its estimates. CACD recommends that SJIW
be ordered to develop procedures for the allocation of A&G expenses
' o capital accounts. |

SIW disputes this recommendation. SJW witness Meyer
testified that allocation of A&G expenses is based upon employee
'estimates of the time spent on these projects- NQ records of
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enployee time devoted to each project are maintained. The work
performed on these projects is intermingled within the average work
schedule. In Meyer’s opinion, the ratepayer is not disadvantaged
by either an overestimate or underestimate of allocated .
construction costs. An overallocation increases the rate base and
depreciation; an underallecation increases the current expense and
removes the amount from earnings in rate base.

We agree that documentation of employee hours and other
relevant records should be maintained to support amounts allocated
to capital accounts. We will oxder SJW to develop such procedures
and present for CACD’s review within 90 days from the effective
date or this decision.

SJW, SJW Corp., and SJW Land share the same facilities,
staff, and expenses. SJW does not allocate expenses or charge Zor
its sister company’s use of SIJW facilities. Both parties agree
that these charges are minimal. However, CACD requests that an
allocation procedure be developed and used.

Meyer, SJW’s witness, opposed CACD’s recommendation that
allocation procedures be developed for expenses shared by SSW Corp.
and SJW Land. Meyer considered this recommendation premature since
these expenses are minimal for SJW Corp. and nonexistent for SJW
Land. It is not xnown whether these companies will have staff or
an office. An allocation of projected expenses by these companies
is made at the beginning of the year. Expenses are controlled by
these set percentages. *

We agree that the ratepayer should not be charged for
facilities, staff, or expenses used or incurred by sister
subsidiaries, even though these charges are small. We believe an
allocation procedure should be in place now and for use in the
future should the amount of these expenses increase. We will order
SJW,to)develop‘prqcedures to allocate common expenses‘incurred‘by‘
'SIW to its sister-subsidiary and holding company.
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gonservation Plan

e The Utilities Water Management Planning Act recquires
utilities with over 3,000 customers to prepare and adopt 2 water
management plan for conservation. In D.86-05-064, we required
water utilities to present a conservation plarn pursuant to the Act.
S0W. presented its plan in this proceeding for our approval.

SJW coordinates comservation efforts with its retail
suppliers, the Santa Clara Valley Water District (Distriet) and the
City of san Jose (City). The District sponsers conservation films
and speakers to schools and service clubs. Conservation
information is distributed to public schools. The City supplies
and installs conservation kits in all city residences. The kits
contain low flow shower heads and toilet dams to reduce water
capacity in toilets. The City contacts businesses: and industrial
users to encourage consexrvation. SJIW sends conservation reminders
in water bills and provides a history of usage on the bill. SIW
instituted an Employee Award Program for identifying unaccounted
for water loss which has reduced such usage.

CACD has no objections to SIW’s conservation plan. We
find the plan to be reasonable.

g £ 1 Maint 2

SJW’s estimates for purchased services and transportation

expenses are disputed by CACD.
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Purchased Services

Certain SJW’s Operation and Maintenance (O&M) services
are purchased by contracts with outside vendors. SJW estimates
these O&M expenses for 1989 and 1990 based upon its recorded
expenses for 1983-1987 as $2.66 million and $2.79 million,
respectively. SJIW adds 5% inflation for each test year to its
recorded 1987 expenses to derive its projection.

CACD disputes this methodeology. CACD derived an expense~-
per-customer factor for each of the years 1978 to 1987. These
factors were adjusted for inflation based on the constant 1987
dollar, then averaged. The ten-year average was then multiplied by
the predicted number of customers and nonlabor inflation factors
for 1989 and 1990 to estimate expenses of $2.27 million and $2.40
million, respectively. CACD’s inflation factors are taken from the
November 1988 monthly Data Resources, Inc. publication. These are

standard factors recommended for use in rate proceed;ngs by CACD
Advisery Branch.

Inflation FPactors

. Utility
apor  Nonlabor
1.040 1.054 1.050 1.050

1.046 1.053 1.050 1.050°

(Exhibit 16, p. 3=1)

SJW rebuts CACD’s position by testimony from Ms. Yip and
Mr. Yoo that water testing expenses and expenses for water quality
equipment are underestimated in its application. It is the opinion
of these witnesses that pending EPA regulation and new legislation
mandating increased water testing will increase testing expenses in
the future. These w;tnesses cannot estimate the increased test;ng
or. raczllty expenses untzl these regulat;ons are final.
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SJW argues that its requested purchased services expenses
for 1989 and 1990 are already invalidated by 1988 recorded
expenses, which are higher. SJW alleges that 1988 recorded expense
levels will continue in 1989 and 1990. SJW considers CACD’s
constant dollar method, an average of 1978-1987 expenses, too low
of a starting point for 1989 and 1990 estimates. SJW points out
that CACD’s estimate for 1988 is also below recorded expenses for
1985=88. This is true for both O&M expenses. SIW concludes that
both its estimates and those of CACD are too low but makes no
recommendation for higher estimates.

We envision that any inc¢reased testing, main protection
or additional facilities required by new EPA regulations will
affect all California water utilities, and when this occurs, our
normal practice is to issue a separate investigation into the
matter and/or derive special procedures at the Commission to allew
all utilities an opportunity to recover unexpected expenses.
However, we also believe that these expenses will not decrease in
the near future. Since current expenses are already in excess of
either forecast we will accept SIW’s forecast for purchased service
expenses. Therefore, we base purchased service expense estimates
on recorded expenses plus inflation.

.

SIW requests approval of the total transportation
expenses for 28 company vehicles and the correspending purchase
price for the vehicles in rate base. SJW pays maintenance,
insurance, and gasoline expenses for these vehicles. These
vehicles are assigned to designated SJW managers to conduct utility
business during the day and provide employee availability 24 hours
a day to respond to after-hour emergencies or attend business
meetings. There are no restrictions on the use of the vehicles.
Personal use of the vehicles occurs. before and arterﬁbusineSS
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hours. (Personal use of company vehicles during business hours
would result in an enployee being disciplined or fired.)

A mileage log is kept by each employee assigned a company
vehicle which indicates whether the daily use of the vehicle is for
business or personal use. These logs are maintained by SJIW
primarily for tax purposes. The persconal use of these vehicles is
reported to the Internal Revenue Service (IRS) as part of an
employee’s gross income. ‘

According to SJW, this poliey is cheaper than
compensating the designated employees for transportation costs and
is an employment incentive. Maintaining control over the
maintenance and replacement of vehicles is the most efficient way
for SJW to assure reliable employee transportation to conduct
utility business.

CACD recommends a transportation expense reduction of
$38,120 representing all personal usage and rate base exclusion of
$133,123 for 57% of the purchase price of related vehicles for each
test year based upon an average of 57% personal use of 18 company
vehicles. During the hearing, CACD increased its transportation
expense disallowance by $5,555 based upon SIJW witness Meyer’s
testimony of greater personal usage miles associated with the 28
vehicles, raising the CACD recommended transportation expense
reduction to $43,675.

CACD’s vehicle-related reductions are based upon a review
of mileage logs of 18 vehicles. The total number of personal use
miles, 194,109, is multiplied by 22.5 cents. The mileage allowance
of 22.5 cents was prescribed by the IRS and the State Franchise Tax
Board in 1987.

CACD recommends a rate base disallowance of $16,000
representing 50% of the purchase price of the company president’s
luxuxy vehicle. CACD considers this expense unreasonable.
Consistent with its personal use recommendations for other
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vehicles, CACD recommends that all personal use of this vehicle
($9,200) be excluded from transportation expense..

In connection with these expenses, CACD recommends that
SIW record better details of the business purpose, transaction
conducted, and person contacted in mileage logs in the future.

SYW argues that the Commission has never made a
disallowance to transportation expense or rate base such as
recommended by CACD in a Class A water utility rate proceeding.
SIW cites the California American Water Company-Monterey District
(Cal-American) rate order, D.89-02-067, as a recent case where the
Commission rejected a similar transportation disallowance proposed
by CACD.

SJW witness Meyer testified that SJW has 28 company
vehicles, not 18. Using 28 mileage logs, SJIW’s calculation of the
apportionment of 1987 business and personal use is: 53% business
and 47% personal use.

CACD agrees that this calculation is correct if 28
mileage logs are used. This varies from its calculation of 43%
business and 57% personal use because it used a sample of 18
nileage logs. Should the Commission choose SJIW’s method to
calculate usage, CACD recommends an additional $3,000 reduction in
1989 and $19,000 in 1990 for transportation expense due to the
different methodology and that the percentage of usage be
multiplied by the total cost of 27 vehicles, or $290,704. (CACD
calculates expense and rate base disallowances for the luxury
vehicle separately.) This total does not include the purchase
price of five vehicles which is unavailable. As an alternative,
CACD recommends imputing an average purchase price of $12,000 per
vehicle for these five vehicles, which results in a total purchase
price of $350,704 for 27 vehicles, CACD’s alternate recommendation
if SIW’s method is adopted.

SIW agrees to the CACD recommended exclusion from rate
base of $16,000 for the purchase of a 1uxury‘aut6mobile for its
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president’s use. SJW does not agree that the personal use of this
vehicle or any. vehicle should be excluded from transportation
expense or.rate base.

Meyer testified that a reimbursement of $.09 per mile is
the appropriate factor to use in calculatzng any'disallowance.
Meyer alleges this is the same factor used by the IRS.

Mever opposed CACD’s recommendation to maintain
additional records of business use. Meyer considered such
additional record-keeping unnecessary and burdensome. He testified
that the IRS had not objected to applicant’s present records of
business and personal use contained in its mileage logs.

Discussion

We cannot agree that our recent Cal-American rate case
order, D.89~02=067, shows this Commission’s blind endorsement of
all personal use of company-owned vehicles. All such policies are
subject to our continuing review for necessary revisions and
abuses. We do not find the facts regarding personal use in the
Cal-American proceeding to be comparable with those in this
proceeding. In Cal=~American, personal use of three company-owned
vehicles was 6.1%, 12.49%, and 26%, but the propriety of these
levels of personal use was not explored. (In Cal-American, CACD
recommended that all personal use be disallowed, a position which
we rejected.) However, more recently in the San Gabriel Water
Company case, D.89=-09-~048, we found that commuting expenses for
executives were not an expense which the ratepayers should bear.

In this proceeding, total pérsonal use of vehicles is
approaching 50%. Twelve of the 28 vehicles exceed this limit.
While the percentage of personal use of company vehicles was small
in the Cal-American proceeding, we consider this issue a legitimate
inquiry in this proceeding where personal use is significantly
higher. The apparently high level of personal use being requested

by SJW requires a substant;al show;ng of ratepayer benef;t €O be
just;t;ed.
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Although SJW alleges this policy dis cheaper than a policy
of transportation expense reimbursement, it offers no analysis to
support this allegation. :

SJW arques that its personal use is a reasonable salary
incentive. However, SJW gives no analysis to support this
allegation. SJW did not show the salaries of its designated
employees nor the additional salary expenses it would need to incur
in order to compensate such employees for loss of use of their
company-owned vehicles. Without this evidence we cannot find that
STW’s personal use policy is, as it contends, cheaper than.
increasing salaries.

SJW alleges the assignment of vehicles is to assure the
availability of supervisory personnel on a 24-hour basis in case of
a utility emergency. On cross-examination, SJW’s witness Meyer was
asked about the use of the assigned vehicles. Meyer admitted that
few enployees assxgned vehicles responded to emergencies. These
employees used company cars after business hours for business
purposes only on occasion. The option of a car pool Lor company-
owned vehicles has not been considered by SJW. Emergency crew
members are not assigned a company car.

Based upon this testimony and lack ot statistical
analysis of its policy, we find that SJW has not carried its burden
of proof to justify the existing percgnxage of personal use of 12
company~owned vehicles. We agree with CACD on the issue of
transportation expense, and we will disallow all personal use.,
miles. Further, for each vehicle where »ersonal use is 50% or
gréater we will reduce the rate base by the purchase price of these
vehicles. Undexr such circumstances, these expenses are
unreasonable for ratemaking purposes. This reduction involves the
12 following vehicles in Exhibit 7, p. 1z
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Car TQtal Business Personal Personal Use as a
No. Mides —Use —VUse

13 23,616 5,941 17,675 75%
997 10,119 1,956 8,163 8l
27 13,126 4,728 8,398 64
951 11,145 3,587 7,558 68
28 11,678 . 5,132 6,546 56
51 9,086 3,472 5,614 62
11 13,159 5,874 7,285 55
969 13,293 5,411 7,882 59
18 26,801 6,482 20,319 76
959 10,430 3,660 6,770 65
61 11,475 2,983 8,492 : 74
60 —$.292 2228 —s B3 64

Total 162,220 52,184 110,036

IRS instructions for business deductions specify that a
taxpayer may use a standard mileage rate of 22.5 cents a mile for
the first 15,000 miles of business use of an automobile that is not
fully depreciated. This standard mileage rate is a simplified

method of calculating all the operating and fixed costs of the
automobile. Where transportation expenses are deductible as a
medical expense the standard mileage deduction is 11 cents. SJIW
witness Meyer explained the latter deduction does not include all
operating costs.

The record shows that SJW pays all operating costs for
the vehicles assigned to employees. Therefore, for the twelve
vehicles 11.0 cents is the appropriate mileage rate to use in this
proceeding. Accordingly, the total mileage for vehicles with
personal use which exceeds 50% shall be multiplied by 11.0 cents.
We calculate this transportation expense reduction to be $12,104
(110,036 miles x $.11). For the other 16 vehicles, 22.5 cents is
used. The transportation expense reduction is $18,916 (84,073
miles x $.225). Total transportation expense adjustment is $31,020
($12,104 + $18,916). - 3 | B
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The rate base reduction for the purchase price of
vehicles with 50% or greater personal use involves the same
vehicles listed above. The purchase prices for these vehicles
which we adopt are listed in Exhibit 66, p. 1 (column 4) and p. 4.

This CACD exhibit provides more complete 1ntormation than SJW’s
Exhibit 7- -

‘ 'ShouldﬂBe‘In _
cax No. Sompany’s Exhibit 7

13 s 14,464
997 - | 14,414
27 | . 14,496
951 | 14,272
28 11,009
51 . 13,807
11 | 14,464
969 32,054
18 14,364
959 10,729
61 ‘ 14.,975-
60 —2d.974

Total Purchase Price $184,022

We adopt a rate base disallowance of $184,022. (The
luxury vehicle is one of the vehicles with 50% or greater personal
use; therefore, it is included in our calculation of transportation
expense reduction and rate base disallowance.)

We are concerned about the apparently high level of
personal use for these vehicles on which the utility also earns a
rate return. We have disallowed these vehicles from rate base in
this decision. However, if SJW wishes to make a shdwing in its
next rate case application that Commission policy should allow
vehicles and personal usage in rates, they are welcome to make that
showing. We also put all other water utilities on notice that
personal mileage and vehicles used as personal vehicles will not
necesSarily be found prudently included in rates, and that a clear

and conv;ncing showzng w;ll be required to include such costs in
the future.
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We agree that SJW’s mileage summaries are incomplete for
our purposes -of verifying the business and personal use of company
vehicles. .These mileage summaries contain space to record the
purpose of each trip. However, no details other than “business” or
*personal” is recorded. We believe CACD’s request for more
complete information on the mileage summary is reasonable to track
the use of SJW vehicles. To accommodate CACD’s request for better
record-keeping, a new form is not needed. SJW need only adopt
better procedures for completing its existing form. Accordingly,
we will order SJW to provide details of the business purpose,
transaction conducted, and person contacted on these existing
mileage forms. Each trip need not be listed with a mileage
separately. The present practice of totaling miles is satisfactory

if a summary of purpose(s), transaction(s), and person(s) contacted
is added. '

All Other Operations

Op. Transp. $ 615,000 $ 653,000
Op. Purch. Serv. —4. 557,000 —1.630,000

Total 2,172,000 2,283,000
All Other Maintenance

Maint. Purch. Serv. -2.100.,000 —2adD5,000
Total $3,272,000  $3,438,000
Rate Base

SJW and CACD disagreed on two rate base expenses: plant
additions and working cash.

Plant Additi
CACD analyzed SJW’s 1989 ¢onstruction budget and excluded
an electronic cash processing project ($11,300) which was canceled
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in 1988. CACD moved the replacement of bow. units ($13,500) from
1988 to 1989 based upon SJW’s rescheduling of this project. We
find these plant account adjustments reasonable because they
reflect more updated SIW planning of these projects.

CACD recommends amounts for the contingency construction
budget, which are $164,700, $153,500, and $141,200 lower than SJIW
in 1988, 1989, and 1990. Contingencies are unexpected
expenditures, such as facility failures or plant relocation
mandated by government agencies.

SJW bases its estimate on historical budgets yet
presented no basis for this method. CACD used the average of the
past three years’ recorded expenses, 1985~1987, and added inflation
factors recommended by the CACD Advisory Branch. CACD used a
three-year average because these expenses fluctuate and are
somewhat unpredictable. We consider CACD’s estimate for
contingency expenses as reasonable and adopt it.

SJW includes an average bank balance of $650,000 per
month in its working cash allowance. SIW calculates this is the
monthly amount needed to pay bills and generate bank credits to pay
the larger portion of bank charges for the account. CACD reduces
this amount to $200,000 arquing that the reduced amount is
sufficient for operating purposes.

SJW maintains accounts at three banks: Security Pacific,
for daily operations; Bank of America, for investments; and First
Interstate, for amounts to be refunded to ratepayers for advances.
In March or April, 1987, SJW moved its operating account fxom Bank
of America to Security Pacific where requirements for a line‘of
credit and bank charges are lower. Bank of America required a
customer with a line of credit to maintain as a2 cash balance 10% of
the line of credit, or $650,000 in SJW’s case. Security Pacific
does-hot;have this requirement. It allows applicant to accumulate
6.27% interest on its balance as a credit toward payment of bank
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charges. SJW estimates that a minimum average baiance of $650,000
will generate sufficient credits to pay the majority of bank
charges. In 1987, SJW maintained a minimum average balance of
$650,000 at Security Pacific génerating $68,751 in total credits.
However, monthly credits in excess of monthly charges may not be
accunulated. The total bank charges were $78,430. SJW applied the
allowable credits and paid the difference, $17,425, in cash.

In the test years, SJW intends to keep the operating
account balance as low as possible with a $650,000 minimum average
balance. This minimum average is based upon its monthly revenues
and outstanding bills. Any excess cash will be invested at Bank of
America to earn 7% interest. '

In rebuttal to CACD’s recommendation, SJW presented
Exhibit 8, a list of 1987 checks drawn on the operating account.
All of the checks are for amounts greater than $200,000. In SJW’s
opinion, this balance.will be insufficient to meet most monthly
bills outstanding. With such a balance, SJW alleges it will not
earn enough credits to‘pay,monthly'bank.charges.'

Should the Commission adopt a mininmum cash allowance of
$200,000, both SIW and CACD agree that the allowance for bank
expenses should be increased by $26,550. 1In addition, for any day
this account was overdrawn, applicant would be charged the prime
rate daily on the overdraft. No calculation of these charges was
made.

We agree with CACD that paying $26,590 in additional bank
charges is significantly cheaper for the ratepayer than $650,000 in
cash deposits. However, we are persuaded by Meyer’s testimony and
Exhibit 8 that a2 nminimum balance of $650,000 is needed to pay debts
as they become due. CACD presented no evidence to show that a
$200,000 balance is sufficient to pay mdnthlyjdebts- Therefore, we
adopt STW’s requested cash balance of $650,000. ' :

- 44 -
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Rate Design
The'ﬁarties have rexached agreement on the following rate
design issues which we find reasonable and adopt:

1. Increases in revenues are to be applied uniformly to the
General Metered Schedule (No. 1) and Resale Service (No. 6). SJIW
proposes a 200% increase in rates for private fire protection
service (Schedule No. 4). CACD recommends the use of industry
standards to establish rates per inch of service connection
diameter of $3.00 in 1989, $3.50 in 1990, and $4.00 in 1991. SJIW
did not dispute CACD’s recommendation. We find CACD’s
recommendation to be reasonable.

2. Total revenue from service charges under authorized rates
shall not exceed 50% of the fixed costs, pursuant to D.86-05-064.

3. lifeline rates arxe to be eliminated, pursuant to
D.86=05=-064.

4. Service charge rates for 3/4 inch meters are to be
eliminated and substituted with charges to customers at '

5/8 % 3/4=inch meter rates.

Tariff Rule cChanges

We have reviewed the proposed tariff rule changes and
arguments of the parties regarding these rules. We find the
following tariff rule changes reasonable and authorize their
implementation as follows:

1. Rule 9B shall include the imposition of a $4.75 service
charge on a customer who submits a check which is returned because
of insufficient funds. This charge offsets the bank charge to SJIW
for such a transaction. This change was not disputed.

2. Rule 1l B.l, paragraph 1 shall include a collection
charge when it is necessary to discontinue service due to
nonpayment of the bill. This charge was authorized by the
Commission in D.83-06-065, OIR 7, our order revising and clarifying
water utility tariff procedures andrpractices.far.termihating
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service in response to the Public Utilities Regulatory Policies Act
(PURFA) . This charge was not disputed.

3. Rule 11 C.1 shall contain an increase in the restoration
of service charge from $10 to $15 during regular working hours and
$15 to $20 during other hours when service is restored during these
hours at the customer’s request. SJW represented that other
companies have this charge. SJW complained that CACD had agreed to
the increase but objected to pursuing this request without a review
of General Orxrder (GO) 103. In response, SJW requested a review of
the Commission’s procedure and if CACD prevails that a special
investigation into GO 103 be ordered so this c¢hange can be made.

We do not agree that a generic investigation is needed to authorize
an exception to our regulations in GO 103. Should this GO need
revising, CACD may recommend a special ihvestigation.

4. SJW proposes a new construction and temporary metered
service policy. CACD requests that SJW provide, by advice letter,

a proposed standard form for this rule. We authorize this advice
letter filing.

SJW agreed to withdraw its request for a $7.50 service
restoration charge when, to avoid discontinuance of service, a
customer makes payment in full at the time a SJW employee arrives
to post a 24 or 48 hour notice of discontinuance.
Gain_on Sale of ILand

SIW requests approval of a transfer to ratepayers of the
$534,000 gain from the sale of utility property. In 1987, SJW sold
over 4.5 acres of utility property to SJW lLand for $2,242,000, or
approximately $9.70 per square foot. At the time of the sale, the
book value of the property was $1,140,465. The land consisted of
4.5 acres adjacent to SIW’s offices near downtown San Jose and a
parcel across the street from the offices of approximately 35,763
square feet. In cdmpliance with D.85-06~023, the order approving
the establishment of SJW Land, SJW is bolding the gain in a
suspense account pending a final order in this'proceeding,
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CACD requests adjustments in the gain calculation raising
the amount to $647,455 and asserts that the valuation of the
property is inadequate. CACD requests that $647,455 be transferred
to the ratepayers over the next three years in this proceeding and
that SJW be ordered to provide three additional independent
appraisals of the property by appraisers certified by the American
Institute of Real Estate Appraisers (Member, Appraisal Institute or
MAI) within three months te¢ determine the value of the property on
December 31, 1986. In a future advice letter filing, the
difference between SJW’s appraisal and the average of the three
additional appraisals would be transferred to the ratepayer.

In CACD’s investigation of property value, it found:

1. Moore had insufficient documentation of his property
valuation. The valuation was dated one year prior to the sale.
Moore’s use of the income approach in his property valuation is
unsubstantiated. Moore did not include all rental income in his
income analysis. Moore did not consider future development plans
in his valuation. CACD also contends that the comparable sales
approach is ecqually as applicable as Moore’s income approach.

Moore is not MAI-certified.

2. The transaction was not at arm’s length. Moore and
Weinhardt, SJW’s president, are social acquaintances. Moore has
represented SJW in past real estate transactions and would be hired
for such matters in the future.

3. The recording of the transaction is confusing and
circular. The transaction was for SJW Land to advance the amount
of the purchase price to SIW for construction projects. However,
the construction projects were on the books of SIJW Land. The funds
advanced by SJW Land were obtained by a ”capitai contribution” fLrom
SIW Corp. The funds were obtained by SIW Corp. from SIW’s dividend
payments.

4. In 1986 parcels comparable with the land sold were sold
for $13.74 to $30.02 per square foot.
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CACD considers the transaction between affiliates to
warrant close .scrutiny and appraisal by independent, MAI-certified
appraisers. CACD contends that the valuation performed by SIW’s
real estate consultant, Moore, was outdated and lower than the
market value of the property indicated in CACD’s investigation.

SIW agrees to CACD’s adjustments to its gain calculation
to eliminate a 6% sales commission, raise the state income tax rate
from 9.3% to 9.6%, and deduct the state income tax expense in
calculating federal income tax expense to increase the qain to
$647,455. SJIW does not dispute CACD’s recommendation to apply the
gain to rates over a three-year period. However, SIW contests
CACD’s recommendation for new appraisals.

SJW considers its consultant one of the most qualified in
the San Jose area. Moore has 20 years of experience in the
commercial real estate market for downtown San Jose and is a
licensed real estate broker and membexr of the San Jose Board of
Realtors. Moore has recently worked on projects for Barclay’s
Bank, the Housing Authority of Santa Clara County, the Gaxden
Alameda, Santa Clara Savings and Loan, and Bradfore Manufacturing
Company. He has an excellent reputation in the business community.

SJW contends that its consultant has already submitted a
correct property valuation based upon three independent appraisals.
Moore used the same methods and information as an MAI-cextified
appraiser. His evaluation.is based upon three verifying opinions
from other appraisers who- valued the property at $6.85 to $12 per
sg. ft. At the time of the evaluation, future development plans
were unknown and existing zoning classifications were used. The
existence of continuing water rights and access to SJW wells on the
property sold distinguishes it from the parcels CACD considers
comparable. Several of the comparable properties used by CACD had
buildings at the time of the sale of SJW vacant land, making them
incomparable. In SJW’s opinion, no property in san Jose was.
comparable to the land sold. ‘ '
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SJW requests that CACD’s recommendation for additional
appraisals be rejected because neither this Commission nor state
law recuires that appraisals of utility property be performed by
MAI certified appraisers.

. : an |

We agree that neither this Commission nor state law
requires that property be valued by MAI-certified appraisers. We
do not find that the facts in this proceeding to warrant such a
requirement. SJW’s consultant Moore is qualified to appraise SJW
property sold to SJW Land based upon his real estate licensing and
20 years of experience in commercial real estate transactions. The
additional requirement that such an appraiser be MAl-certified does
not guarantee a more reasonable appraisal.

While we do not find that Moore’s association with SJIW’s
president in the past or in the future disqualifies his opinion in
this proceeding, it is this Commission’s poliey to closely review
all transactions between utilities and their affiliates. This
issue has risen in prominence as California’s utilities have
diversified into other areas. The issue of transferring land from
a utility to its corporate land development company has arisen
before. When PacBell requested to transfer property from rate base
to another Pacific Telesis affiliate in the business of real estate
business, the Commission stated in D.86=01-026,

"We will adopt McCrary’s recommendation to order
PacBell to openly solicit competitive bids in
disposing of owned real property which has been
in its rate base, aside from instances where it
is so0ld through condemnation. We believe this
is a minimal step but one vital to ensure
PacBell’s ratepayers are protected from
potential abuses from self-dealing inherent
with the diversified Teles;s corporate
structure.

We bel;eve this is a sound policy whickh should be
continued to assure ratepayers are protected. It is.our belief
that market bids will provide better information as o the correct

’ .
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value of this land. Consistent with D.86=01-026, we will order SJW
to establish and operate under a competitive bidding process and
procedure for disposing of land which is removed from rate base,
and it shall dispose of such property under that procedure so long
as it has an affiliate in the real estate business. Staff will
review the program SJW adopts for receiving competitive bids and
present any recommendations it may have on whether SJW’s program
should be modified in the next phase of these proceedings.

We understand that the properties in this proceeding have
already been transferred to SIW Land under the terms of the order
permitting SIW to diversify into the real estate business.

The purpose of this condition was to allow the Commission to review
SJW’s program in operation. By this Decision we order that the
transferred properties be submitted for public bid under the terms
of the property transfer program to be established in the next
Phase of this proceeding.

The second phase of this proceeding will review the property

transfer program, and the appropriate expenses and rate treatment
for related costs.

Attrition Year 1993
SJW does not dispute CACD’s recommendation for 1991
attrition allowances. We find these recommendations to be our
normal policy on attrition and, therefore, reascnable. The revenue
requirement £or 1991 is computed by adding the operational and
financial attritions to the adopted rate base for 1990 and the net-
to=gross multiplier. '
' The adjustment is computed as follows:

((Oper. Attr.) + (Fin. Attr.)] (1990 Rate Base)

[net—to-groés malti.] |

- [(0.0061) + (0. 0016)] (107,233,700] ([X.6812]

= $1,388,200 : S
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Levelized Rates

Based upon our adopted Summary of Earnings, we could
order a reduction in rates in 1989 of $2,196,000 or 3.1%, effective
for 3 1/2 months in 1989, and authorize rate increases of
$1,970,300 or 2.9% in 1950, and $1,388,200 or 2.0% in 1991.
However, an alternative is to order one set of revenue requirement
calculations for the three-year period based upén a constant,
levelized reduction in revenues of $239,100 or 0.34% for this
period. This method was ordered in our previcus D.88-01-025 for
Southern California Water Company. This alternative will result in
hetter administrat;ve e:?iciency'and economy for SJWr its
customers, and the Commission. This levelized constant rate
reduction will be adopted“ '
rinds f Fact

1. 8JW provides satisfactory water service and the water
furnished meets current state drinking water standards.

2. SJW has complied with our orxrder in D.86-05-064 to submit
in its next rate proceeding a reasonable water management plan f£or \'
conservation and with our order to institute report card billing. '

3. SJW and DRA have a minor difference of .11% in the
estimated average debt costs for 1990. DRA’s method of calculating
is reasonable.

4. SIW is comparable with DRA’s list of publicly traded
water companies for purposes of esthblishing~a common equity ratio.
STW’s 1987 level of common equity is 16% greater than the '
comparable group average of 42%. The highest level of common
equity within the comparable group, excluding SJW Corp., is 52%.
Imputing a level of 53% common equity is more reasonable than
imputing the group average of 42%.

5. SJW requests a common equity ratio of 58.80%, 58.75%, and
58.59% in 1989, 1990, and 1991, which is above the level of 56%
authorized in its last rate decisiqn; D.84+=01~042. . SJw provided
little justification for increasing its common equity ratio level.

.""
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6. The financial stability of a company is measured by bond
ratings. SJW’s financial data for pretax interest coverage and
internal cash flow for 1983~87 exceeds the level for AAA ratings
for water utilities by Standard and Poor’s. SJW’s financial data
for pretax interest coverage and internal cash flow for 1983-87
exceeds the level for AA ratings for electric utilities by Standard
and Poor’s.

7. 8JW is financially stable according to Standard and
Poor’s financial indicators. '

8. SJW could lower the levels of Standard and Poor’s
financial factors and still meet the requirements to retain its
existing bond ratings.

9. High bond ratings are needed to obtain a low interest
rate for new debt. SIW’s ability to obtain low interest in the
future should not be affected by lowering commeon equity.

10. Ratepayers do not benefit from exceeding the financial
levels required to obtain the highest bond ratings.

11. DRA’s comparable publicly traded water utilities are
reasonable, yet SJW is more accurately compared with the . comparable
water utilities that rank above the financial averages of the
group. SJIW’s historical growth and earnings exceed the group
average. |

12. In the last five years, SJW’s ratio of cash to
construction costs averaged nearly 120%, with cash available
surpassing cash needs. SJIW’s construction needs for 1989 and 1990
do not justify the requested level of common equity.

13. S8JIW’s dividend payout ratio of 63% compared to the group
average of 70% helps to increase the high equity ratic.

14. SJIW’s calculations of 11.70% to 11.74% ROE and 11.95% ROE
are based upon the existing capital structure, which DRA does not
recommend.

15. DRA‘s recommended imputation of 53% common equity is
reasenable, but does not allow SJW. the: opportunity to actually
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adjust its common equity to this level if this common equity is
imputed in 1989.

16. SJW paid dividends to SJW Corp. in 1986 of $12.07
million, in 1987 of 59 million, and $5.25 million in 1988. SJW’s
common equity declined after these payments.

17. DRA’s substitution of SJW Corp. for SJW in its
comparative financial analysis is reliable since 98% of SIW Corp.’s
revenues are derived from SJW.

18. SJW’s DCF analyses based on a comparable group of
electric, gas, and telephone utilities and its own historical
financial data are unreasonable. DRA’s comparakle group is
reasonable.

19. DRA’s DCF analysis based on a comparable group of
publicly traded water utilities, including SIw Corp., yielded an
estimated ROE of 11.90% for a three-month dividend yield and 11.84%
for a six-month dividend yield. _

20. DRA’s RP analysis based on a comparable group of publicly \"
traded water utilities yielded an estimated ROE in the range of \
11.95% to 1l2. 53%.

2l. SJW’s DCF analysis based upon its own stock price,
historical dividends, and growth yielded an estimated ROE of
13.62%-21.48% for 10-year growth and 15.89%-17.83% for S~year
growth.

22. SJW’s RP analysis based‘oq a comparable group of
electric, gas, and telephone utilities yYielded an estimated range
of average nzstorzcal ROE of 12.70-13.20% and average historical
ROE of 12.81%.

23. S8JW’s RP analysis based on SIW’s historical authormzed
ROEs yielded an average ROE of 13.02% and projected ROEs of 15.19%,
15.22%, and 15.29%.

24. SIW and DRA agree that the ROE varies inversely with the
level of common equ;ty undex general finance prznciples.
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25. A return on common ecquity of 11.75% for 1989, 12% for
1990, and 12.25% for 1991, based upon the authorized level of
common equity, is comparable to an investment in utilities selected
by DRA as similar to SJIwW.

26. For ratemaking purposes, a level of common equity of 56%,
55%, and 53% for 1989, 1990, and 1991, respectively, will allow
ratepayers to share in the financial health of SJIW.

27. A return on rate base of 10.48% for 1989, 10.67% for
1990, and 10.83% for 1991, based upon the DRA’s comparative
analysis, judgment, and the level of common equity, is comparable
to an investment in utilities selected by DRA as similar to SJW.

28. Contrary to Commission policy, $JW included in its
revenue calculations the amount of reimbursement fees for
Commission administration collected by SIW and remitted to the
Commission pursuant to Public Utilities Code Section 401 et se¢.

29. SJW provided insufficient documentation of amounts
allocated from administrative and general expenses to its capital
account. SJIW provided insufficient documentation of expenses
incurred by SJW which are common to SIJW, SJW Corp. and SJW Land.

30. Weather adjusting CACD’s estimate of annual commercial
customer consumption of 28l1.3 Ccf to 272.8 Ccf nore accurately
reflects the recent trend in consumption and is more reasonable
than the Bean estimate of 271.7 Cef used by SJW to calculate
operating revenues for 1989 and 1990.

31. SJW presented a conservation plan which accomplishes the
goal of promoting water conservation in its service area. *

32. SJIW’s recquest for other operation and maintenance
purchased services is based upon 1987 recorded expenses plus
inflation, unlike CACD’s method of levelizing historical expenses
to minimize fluctuations and applying nonlabor inflation factors
specifically related to these services. ' '
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33. SJW does not justify personal tranéﬁortation expenses oOr
including in rate base the purchase price for 12 assigned vehicles
with personal use of 50% or greater.

34. In D.89-09-048 the Commission policy was to disallow all
commute expenses f£or executives associated with company owned
vehicles. ' :

35. SJW’s construction budget includes a project which has
been canceled and a project which has been rescheduled. CACD
removed the canceled project and placed the rescheduled project in
the year in which the expense will be incurred.

36. SJW presented inadequate basis for its estimate of
contingency construction expenses; CACD based its estimate on the
average of recorded expenses for 1985-1987 and added inflation
factors recommended by the CACD Advisory Branch.

37. SJW presented a summary of checks for amounts of $200, OOO
or greater to justify its estimate of maintaining an average bank
balance of $650,000. CACD based its estimate of the average bank
balance on total expenses and presented no analysis of checking
account transactions to justify its estimate of an average bank
balance of $200,000.

38. SJW requests approval of an increase in the restoration
of service charge from $10 to $15 during regular working hours and
$15 to $20 during other hours when service is restored during these
hours at the customer’s request, based upon the same charges by
other utilities. Contrary to CACD’s asserxrtion, we may authorize
such case-by-case deviations from GO 103.

~ 39. CACD requests that SJW’s propeosed new construction and
temporary metered service policy contain a proposed standard form
which will be presented in an advice letter in the future.

40. It is the Commission policy that before utility land that
has been in rate base can be transferred to an affiliated real
estate company; that such land must be offered to public bid in
order'to{determine the fair value of the land. -

9
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41. The amounts of operating'revenues, operating expenses and
rate base and each element thereof shown in Tables 1 and 2, "At
Authorized Rates,” represent a fair and reasonable determination of
the revenue requirement for test years 1989 and 1990.

42. The reduction in annual revenue authorized by this
decision in order to produce the adopted rates of return is
$239,100 for 1989, 1990, and 1991.

43. CACD’s proposed rate design guidelines are consistent
with D.86-05~064 in which we adopted a flatter rate design policy,
and are reasonable.

44. SJIW and CACD agreed to abide by the Commission’s decision
in the California Water Service Company/SJW Joint Petition for
Modification of D.88-01-06). In D.89-05-065 we denied joint
petitioners’ request for additional tax expense for unbilled
revenues. ‘

45. The decreases in present rates and charges required by
this decision are justified and are reascnable; present rates and
charges, insofar as they differ from those prescribed by this
decision, are for the future unjust and unreasonable.
conclusions of Law

1. A constant reduction in revenues of $239,100 or 0.34%
during 1989, 1990, and 1991 is reasonable based upon our adopted
results of operations for SJIW.

2. SJW has complied with the reguirement in D.86-05~064 of
filing a reascnable utility water management plan for conservation.

3. SJW’s request to recover additional tax expense for

unbilled revenues should be denied pursuant to D.89-05-065 which
denied the same request.

4. Lifeline rates should be eliminated from SJW’s rate
design pursuant to D.86~05-064.

5. Total revenue from service charges under authorized rates
should not exceed 50% of the fixed costs pursuant to D.86-05-064.




A.88-09-029 ALJ/PAB/Jt #+*

6. A utility’s analysis of its own historical financial data

is not sufficient comparative analysis to set a rate of return.
'7. The application should be granted to the extent provided
by the follewing order.

8. Because of length of hearings in this proceeding and the
need to establish current rates immediately, this order should be
effective today.

9. Additional hearings are required to establish an
appropriate program for SJW to transfer land from rate base to its
affiliate SJW Land. Hearings are also appropriate to consider
ratemaking treatment of deferred taxes on the land transfers.

IT IS ORDERED that:

1. San Jose Water Company (SJW) shall immediately file for
its company, to be effective 5 days after today, the reduced rate
schedules and tariffs attached as Appendix A. This filing shall
comply with General Order Series 96. The revised schedules shall
apply only to service rendered on and after their effective Qate.

2. Common equity of 56% shall be imputed in SIW’s 1989
capital structure effective today. Common equity of 55% and 53%
shall be imputed on January 1 for 1990 and 1991, respectively.

3. SJW is authorized to file an advice letter regarding a
new construction and temporary metered service policy. SIW shall
provide in this f£iling a proposed standard form for this rule.

4., SIW shall developuprocédures, including standards for
supporting documents, to allocate Adninistrative and General
expenses to capital projects. The procedures shall be mailed for
review within 90 days from the effective date of this decision to:
Commission Compliance and Adv;sory Division, Auditing and
CQmpliance Branch, 505 Van Ness Awenue, San Francisco, CA 94102.
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5. SJW shall develop procedures to allocate common expenses
to SIW Land and SJW Corp., including standards for supporting
documents. 7The procedures shall be malled for review within 90
days of the effective date of this decision to: Commission
Compliance and Advisory Division, Auditing and Compliance Branch,
505 Van Ness Avenue, San Francisco, CA 94102.

6. SJW shall provide more information in its mileage logs by
indicating the business purpose, transaction conducted, and person
contacted for each trip or a summary of this information where it
is appropriate. :

7. The consumption estimates authorized in this decision
shall be used in calculating any loss revenues in SJW/s memorandum
account from the date the account was approved in D.89=-04=041.

8. SJW’s request to recover additional tax expense for
unbilled revenues is denied pursuant to D.89-05-065 which denied
‘“the same request.

9. Within 90 days from the effective date of this order, SJIW
will establish and operate under a competitive bidding process and
procedure for disposing of land which is removed from rate base,
and it shall dispose of all such land under that procedure so long
as it has an affiliate in the real estate business. CACD shall
review the program SJW adopts for receiving competitive bids and
present any redommendations it may have on whethexr SJW’s program
should be modified in the next phase of of these proceedings.

N
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10. SJW shall retain $647,455 in the existing suspense
account until our final decision in this proceeding.
This order is effective today.

Dated October 12, 1989, at San Francisco, California.

G. MITCHELL WILX.
President
FREDERICK R. DUDA
STANLEY W. HULETT
JOHN .B. OHANIAN.
PATRICIA M. ECKERT
Commissioners
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SAN JOSE WATER COMPANY
Scheduie No. 1

- GENERAL METERED SERVICE

Applicable to general metered water service.
TERRITORY

Portions of Cupertino, San Jose and Santa Clara, and in Canpbell,

Los Gatos, Monte Sereno, and Saratoga and in contiguous territory in
the County of Santa Clara. '

RATES

Per Meter

Service Charges: Pexr Month

For 5/8 % 3/4-inch meter
For 3/4=-inch meter
For l=inch meter
For ,' 1l-1/2-inch meter
For 2~ineh meter
For J=inech meter
For 4~-inch meter
For 6~=inch meter
For 8~inch meter
For 10=inch neter

$4.25
4.35 (R) v

7.30
10.00
12.50
25.00
34.00
53‘-00'
81.00
108.00

. % % & 8 3 " v 9
" T T I I I T }
T 8 s & . 3 " % % 0
LN L I I D D
L] L] L ) . ¥ * . 9
» 2 % % % % % V¥ 8
[ N T R I
. 9y % % = ¥ P & 9
' L R T T
L S T B I I
» s [ » [] [] . L I ]
PR T S T T N T R ]

The Service Charge is a readiness-to-serve charge which is
applicable to all metered service and to which is to pe added
the charge for water used computed at the Quantity Rates.

Quantity Rate:

Per 100 cu. ft. . . .

. - - s’ - - -, - - - - - -

SPECIAL CONDITION

l. Customers who receive water deliveries for agricultural
purposes under this schedule, and who present evidence to the utilicy
that such deliveries cqualify for the lower pump tax rates levied by the
Santa Clara Valley Water District for agricultual watexr, shall receive
a credit of 13.7 Cents per 100 cubic feet on ecach water Bill for the
quantities of water.used during the period covered by that bill.

2. All rates are subject to the reimbursement fee set forth on
Schedule No. UF. : : ‘ A :
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SAN JOSE WATER COMPANY
Schedule No. 6
RESALE SERVICE

APPLICABILITY

Applicable to all water sexvice furnished for resale purposes.

TERRITORY

Portions of Cupertino, San Jose and Santa Clara, and in Campbell,

Los Gatos, Monte Sereno, and Saratoga and in contiguous territory in
the County of Santa Clara. : ‘

RATES

Per Meter

Service Charges: Per Month

For 5/8 % 3/4-inch meter
For 3/4~inch meter
For l=-inch neter
For l-1/2=-inch nmeter
For 2=inch meter
For 3=~inch meter
For 4=~inch meter
For 6~inch meter
For 8~inch meter
For 10=inch meter

4.40
5.90
8-00
10.50
19.00
28.00
43.00
66.00

" % % * ¢ b v 0 e ¢
LI I B O DL R B
" e ;49 . 8 8 8 0 (]
PR T T T TR T T B T )
% 8 % T ¥ 5 8 & B
9 9 ¢ % & ¥ s ¥ 5 @
[ N T T TR B R L
[ A I I I DL B
g-g [ N
. 49 s % 3 ¥ 8 o
a * ® ¥ * PF ¥ & = ¥
s " & 5 & b v ¥

Quantity Rate:

Pel‘.‘ 100 Cu. ftl * & & s s & 2 B & & & & & =8 = = 0-686

The Service Charge is a readiness-to-serve charge which is
applicable to all metered service and to which is to be added
the charge for water used computed at the Quantity Rates.

- SPECIAL CONDITION

. . All rates are subject to the reimbursement fee set forth
on’ Schedule No. UF.

92.00.

RV

(T)

l
(T)
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. SAN JOSE WATER COMPANY
| Schedule No. 6
RESALE SERVICE

APPLICABILITY

Applicable to all water service.zurnishe& for resale Purposes.

TERRITORY

Portions of Cupertino, San Jose and
Los Gatos, Monte Sereno, and Saratoega
the County of Santa Clara :

Santa Clara, and in Campbell,
and in contiguous terxitory in

- -

RATES* : ‘ V/
Service Charges: Per Month

For 5/8 x 3/4-inch meter
For 3/4=inch meter
For ' l=inch meter
For 1=-1/2-inch meter
For - 2=inch meter
For 3=-inch meter
For 4~inch meter .
For 6=inch meter
" For 8=inch meter.
For A0=inch meter

$3.85
4.40
5.90
8.00
10.50
28.00
43.00
66.00
92.00

" " 4 8 N B e 8 B 08
R T T T T T T T T
v " 8 [ [] [ [ ] ]
.‘. . .‘o [ IR B B ]
[ T T S T T TR R T
{ L I A L I I R B
LI I R R I O B I ]
S 2 ® 3 3 % & B B
TS Y ey
LI T T Y TR T B TR T ]
LI I I I A e I I

Quantity Rate:

Per 100 Cu. ft.. ® ® e s 4 ¥ 2 s e s 4 e e = » - 0,68'3 ‘

The Service Charge is a readiness-to-serve charge which is
‘applicable to all metered service and to which is to be added
the charge for water used computed at the Quantity Rates.

SPECIAL CONDITION

-

Due to the transfer to rate Payers of the gqain from sale
of land, an amount of $0.266 is to be deducted from each water bill
for twelve months from the effective date of this tariff f£iling.

2. o ALY faées are
on Schedule No. UF.

subjeét to the :eimbursehent'fee set forth
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SAN _JOSE WATER COMPANY

Table 16-4

Rule ¥o. 9

RENDERING AND PAYMENT OF BILLS (Coatinued)

Payment of Bills

Bills for service are due aad payadle upon presentaticn,

and payment may bdbe made‘ab the comzercial office of the
utility or to any representative of the utility autho-

rized to make collections. Collection of closing bills

may be made at the time of presentaticn. If a custonmer ()
tenders a che n paymest of amy b1l and such cheek i3

not honored by the customer’s bank, the'utggitz may -

assess the customar a dad check -;‘erv‘ic‘e“-cﬁar-ge of $4.75. (M)
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SAN JOST WATER COMPANY

Tadle 16-B
Rule No. 11

DISCONTINUANCE AND R"S"‘ORAT;ON oF '3:.37"',(33 (Continued)

B.L.l.

2b H:J]""V Tav : ﬂ” g mﬂm*‘: QZ ) QQ ]agﬂ-ag C‘:)
- cp '\"V’ OB /M NSy

mAxs;_A.sAll_A:_a-suﬁaams:ziﬁ-nx-mkiﬂﬁ-sa

discontinue service for non-pavment. NQ

on_chaxge_is assessed when, &9 avoid
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SAN _JOSE WATER COMPANY

Tadle 16~C

Rule No. 11

DISCONTINUANCE AND RESTORATION OF SERVICE (Continued)

C. Restoration'ot Service

1. Restoration of Service

¥here service has deen discontinued for violation of
these rules or for nonpayment of bills, the utility
may charge $15.00 for restoration of service during
regular working hours or $20.00 for restoration of
service at other than- ragular working hours when the
customer has roquestod that the raato*ation be made
at other than regular working houra.
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§5N JOSE WATER COMPAVY

Table 16-D
5chedule No. 9C

ONS;RUCTZON AND OTEER TEM?ORAR{_H ED SERVICE

PPL;CAB;L;TX
Applicable to all portable metered wator service fur-
ni:hed Tor construction and other tenporary purposes.

TERRITORY
Portions Ar Cupertino, Sun Jose, azd 3Saata ¢lara, and 4in
Canpbell, Loa Gatos, Monﬁg Sereno, and Saraﬁoga andAin
contiguous territory iz %he County of Santa Clara.

RATES

Currently errectivé monthly sarvice charge for the appli-
cable 3/4%, 1, 2 and 3 inch meter and quantity rates
li:tcd in Schedule No. T. General Metered Service will
apply to service rurnished undcr this achadule.

SPECIAL CONQITION

1. To obtain water service under this schedule an applicazt
nust first apply for and odtain written permission: froo |
the utility.

Applicant will bde requirod to deposit with the utility
the apount, shown 41 the tabdble beIOV) wiich correspoads
to the 31ize and type or‘metef used.

‘ Non-Refundadle
Size of Refundable Bandlinag Total

Meter . Denosit ‘Charge Deposi®

3/4 inek $ 250.00 $10.00 $ 250.00
1-1inch 390.00 10.00 400.00
2-inch © 1,240.00.. . 10.00 1,250.00
3~inch 1,550.00 10.00 1,550.00
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SAN JOSZ WATER COMPANY

Schedule ¥o. 9C ' V//

CONSTRUCTION AND OTHER TEMPORARY METERED SERVICE

&

Specfal Condition = Continuod

The refundadble deposit is based on two tiznes the cost of
the applicabdle meter. Ihc‘rpfundable deposit less (a)
the cost of any repairs other.than those due to norzal
depreciation, acd (b) any outstanding unpaid water dills,
will be returned to the customer upon returs of the metex
to the utility. | "

On the last working day of each month the customer shall
call=4in or mail-in %o th§ utility the readings oz the
meter or meters used by bhim. AIl':uch rqad inforaation
must contain the meter nuzber and reading as of the last
workiag day of the month. The utility will bill the
customer monthly under its General Metered Service,
Sch?dule No. 1 on the basis of suchk réadiﬁg. Fallure %o
36 notify the utility will result iz imposition of a
nonthly charge of‘$25.00‘pervmeter.inkadd;tion to the
montily charges under such Metered Service Schedule.
Faillure to 30 notlify the utiiity for a period in excess
of 60 days will result in loss of perzit to retain asuch
portable meter and forfeiture of meter deposit.

No suech meter may be retained for a period in excess or
one year. Failu}e to re%urn a meter to utility at the
end of one year will result in the denial iz thefﬁuture
of such temporary service. (

¥hen a person takes water from a fire bhydrant or other
outlet without first baving odtained writteno peraissiozs
froaw- the ut&lityy thgjuti&ityv:hali;asséaqvarrine of
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SAN _JOSE WATER COMPANY

Schedule No. 9C V//

CONSTRUCTION AND OTHER TEMPORARY METERED SERVICE (Continued)

$200.00 per occurrence against such perzon and shall con- (N)
fiscate any coznections used for such upauthorized tak-
ing. When a person has written permis:&od to draw water
£ron the utility's service area, but fails to use the
meter supplied while drawing water, the utility shall
assess a fine of $50.00 per occurreance against such
pe}sqn; the failure to‘u3§ such meter a second time shall
result 1n loss of parmit to retain a portablé mater, for=
feiture of the meter-&epoait and denial in the ruture

of such temporary aervice.
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San_Jose Water Company ' V//
Form No. 15
 Iemporary W Sery Depoait Re

Date

Account ¥o. _ Meter Size

Name of Depositor

Business Address

Billing Address

Person in Charge of Billing

Amount of Deposit

Location of job

Permission to use water until
on which date meter and couplinzgs will be returnad (see over)

Customer accepts the meter déscribed adove sudject to the pro-
visions of the attached Rule __ of San Jose Water Company.
Customer further agrees to comply with the requlrements attached.

Customer , Utiiiti

I, On behalf of SAN JOSE WATER

acknowledge receipt of meter COMPANY, I

and coupling: from Saa Jose aéknowledze receipt of the

water‘Company apd agree %to

return meter aad coupiinga oo deposit se?f forth above.

or before ' | SAN JOSE WATER COMPANY

Customer o Utility
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IMPORTANT INFORMATION - READ CARETOLLY

A deposit for temporary water service i3 required and 1s
based upon the size of the water metar. The deposit,
less the cost of any repairs,‘other than those due to
‘mormal deprecilatica, and any-outitandi;g'qnpaid bills,
will be returned to the customer upon retura of the
meter. ' |

The Fire Departmezt has asked that we remind customers
requiring temporary water service to use only approved
bydrant 3panoper wrenches when taking water from fire

hydrants. See attached in:truction on the hook-up to the
fire hydrants. ”

The cuatomer, by acceptance of this agreemezt, shall de
responsible for aay damage to fire hydrnnt:, the water
systen, and/or water metor which ra:ults rro: the use
berein author&zed. The cost of rejpalirs over the azouzt
of the deposit :h:ll.be pald as so¢n as the amount
thereof 13 known. ‘

The customer shall darand indennifly, and hold the water
utility, 1ts orricors and employces, harmless from aad
against, all claims and/or Liadilities for iajury to
persecn or per:on:, or damages %o property arising out ol
the exercise of the permission herein 3ivenf

The customer ahall-ceaae=uaing"vz£er‘at-;ny tize upen
requesat of a utility or fire depantmeﬁt repreaentative-

The customer shall use the meter supplied by the utility
at all timea while drawing water. The draviag of water
other than throu3h~the metor Providad by the San Jose

Water COmpany is aubjoctrto a tSO OO penaltf pcr\occur-
rence. '
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Repeated offense will result in loss of permit to odtain
a portadle meter and forfeiture of meter dopdsib.

TERMS:z . .

The customer shall callein or mail-in (post-ﬁirhed) to
the utility the meter readings oz the last working day of
each month. Fallure to comply with this provision will
result in a $25.00 moathly charge iz additiqn to the
monihly mater and quantity charges. Continuved failure to
comply with the meter reading requirement will re:ult iz

loss of pernit to obtain a portable meter and forfeiture
of meter dopoait.

Additional permits will not be granted to any persos or
entity which has not paid a past due account.

The customer shall returna the meter to utility for aa
annual check-up and maintenance. TFallure ‘to return the

meter annually will result io utility not. granting a
permit in the tuture.

(END OF APPENDIX A)




ALJ/PAB/3t | ALT=COM-3IBO/mmm

APPENDIX B
Page 1

SAN JOSE WATER COMPANY

(INTENTIONALLY LEFT BLANK SINCE A.LEVEiIZED
CONSTANT RATE IS ORDERED BY THIS DECISION)
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SAN JOSE WATER COMPANY

Adopted Quantities

San Jose Water Company

1. Water Production : XCcf
Wells.
sSurface Supply
Purchased Water
Total

Purchased Water Expenses.

Santa Clara Valley Water Dist. (7-1-89)
Purchased Water (MG) ‘ 20,670
Unit Cost ($/MG6) $644.47
Total Cost (S in thousands) $13,321

Pumped Tax

Santa Clara Valley Water Dist. (7-1-89)
Quantity (MG) 24,817
Unit Cost ($/MG) : $414.30
Total Cost (S in thousands) $10,282

Purchased Power
Supplier = PGLE (L-1-89) :
Production (XCecf) 65,620
Kwhr per Ccf 0.9417

20,801
$644.47
$13,406

25,072
$414.30
$10,387

66,135
0.9423

Rwhx _ ' 61,794,354 62,319,011

Unit Cost ($/Kwhr) 0.082652
Total Cost ($ in thousands) 55,107

Ad Valorem Taxes (5 in thousands) ' $%,479
Tax Rate, 1.13%

0.082652
$5,151

$1,479
1.13%
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SAN JOSE WATER COMPANY

Adopted Quantities

6. Number of Services by meter size _
: Schedule No.l

1989 1990
5/8 x 3/4 inech 169,649 170,765
3/4 3,186 3,206
1 19,199 19,328
11/2. 2,491 2,510
2 3,809 3,792
3 974 1,038
4 292 296
6 145 . 146
8 30 32
, 10 1 Bt
i 199,776 201,114
. Meter Sales (Ccf)
Séhedule 1
0=3 cef 6,490,440 6,533,804
Over 3 ccf 52,913,687 53,338,963
Total

59,404,127 59,872,767

8. Number of Service and Usage -

’

No. of Serviee

Usage - Keef

ALT=COM=JBO/mmm

Schedule No.6

1989 1990
0 0
1 ]
4 4
3 3
14 ‘14
4 4
1 !
1 1
0 0
0 0
28 28
Schedule 6
o 0
310,000 310,000 i
310,000 310,000

Ave Usage - cc?f

1989 1990 1989 1990 - 1989 1990
Commercial 197,999 199,299 54,014 54,369 .° 272.8 272.8
Public Authority 1,448 1,486 4,344, 4,458 3,000 3,000
Industrial 84 84 976 976 11,619 11,619
Other 245 245 70 70 286 286
Other Utilities 28 28 310 310 11071 11071 .

| Subtotal 199,804 201,142 59,714 60,183
- Priv Fire Prot. 2,082 2,182

, Total 201,886 203,324 , '

o Water. Loss 9.0% " 5,906 5,952 

.'rotal water Produced 65,620 66,135

9. Postage (effective June 30, 1988) - $0.0205. per billing
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APPENDIX C
Page 3

SAN JOSE WATER COMPANY

Income Tax'ca1culation

1989 1950

' . (Dollars in thousands)
Operating Revenue (authorized rates) - 67180.0 69150.0

Expenses
Payroll :
Purchased Power
Purchased Water
Pump Tax
Other O- & M
Cther A & G
Business License
Franchise Tax
Uncollectibles
Taxes Other than Inconme
Transp. Depreciation
Interest Expense
Other

Total Deductzon

State Tax‘Depreciatxon
- Net ' Taxable Income
State Corp. Franch. Tax 9.3%

Federal Tax Depreciation
State Income Tax
Less Deferred Revenue
Net Taxable Income
Fed. Income Tax 34.12%
less ITC
Add Unrecov tax
Total Federal Income Tax

Total Income Tax

6,019.0

5,107.0

13,320.0

3" 935'-:0

5,260.0
'30.0 -
149.7
155.9

2,045.7
(223.1)

3,809.0-
(3.0)

49,887.2

6,124.0

0 11,168.8
1,038.7

4,715.0
1,038.7
104 .6
11,434.5
3,901.5.
- (9-2)
5.9
3,898.2

4,936.9

(END OF APPENDIX C)

6,348.0
S’, 151 .f°' ) ’
13.406.0
10,387.0
4,115.0.
'5,489.0
30.0
154.1
160.4.
2,126.2

(257.9)

3,936.0
- (3.0)
5'1" 04109

6,324.0
11,784.1
1.095.9°

4,869.0
1,095.9
130.5.
12,012.7
4,098.7
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APPENDIX D
Page 1

SAN JOSE WATER COMPANY

Comparison of typical bills for residential metered customers

of various usage level and average level at present and authorized
rates for the year 1989.

General Metered Service
(5/8 % 3/4=inch meters)

At Present At Authorized Percent
Monthly Usage Rates ‘Rates Increase

(Cubic Feet)

0

. ‘II’ | $8.54

13.42
23.16
28.04
32.92
52.41

101.16

(END OF APPENDIX D)
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ORPINION.

SUERALY

San Jose Water Company (SJW) requests a rate increase of
$4,483,000 (7.18%) in 1989, $1,203,600 (1.78%) 1990, and -
$1,203,600 (1.75%) in 199). SJIW requests a rate of return on rate
base of 1l.74%, 11.77%, and 11.88% for 1989,/1990, and 1991 and a
constant return on equity (ROE) of 13.75%./ SJW’s last authorized
rate of return on rate base was 11.70%,/11.76%, and 11.80% for
1984, 1985, and 1986, with a constaq;/koz of 14.5%. Thus, the
requested returns are lower than those previously authorized. -

The Commission Advisogy/ﬁnd Compliance Division, Water,
Auditing and COmpliance Branches-(CACD) and the Division of
Ratepayer Advocates, Financxal and Econcmic Analysis Branch (DRA)
recommend a rate decrease ot $4,295,000 in 1989, $52,400 in 1990,
and a rate increase of %}62 ,400 in 1991. DRA recommends a return
on rate base in the ra?ge of 10.40-10.66% for 1989, 10.48-10.74%
for 1990, and 10.57-10.83% for 1991. DRA requests that the ROE be

/7
set in the range ://11’74-12'25%. DRA recommends a specific return

on rate base of 10.53%, 10.61%, and 10.70% foxr 1989, 1990, and
1991, with a constant ROE of 12%. ,

We 3§£clude that it is reasconable to order SIW to
reduce its rates for the future by $1,324,400 (1.9%) from the
present efté&tive rates. We authorize 56% common equity in SJIW’s
capital ﬁyructure for 1989, 55% in 1990, and 53% in 1991. Based
upon th&s phased decrease in common equity, we consider reasonable
a rate of return on rate base of 10.48% for 1989, 10.67% for 1990,

-83% for 1991 and a return on common ecquity of 11.75%,for
1989, 12% for 1990, and 12.25% for 1991.
Our authorized rates reflect the resolution of numerous
sputed issues in this proceeding. We agree with CACD that
ommercial consumption for 1989 and 1990 will be‘highér than
projected by SJW. We decline to disallow all expenses for SJIW
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INTERIM OPINION

SUmmMATY ‘ .

San Jose Water Company (SJW) requests a rate increasd of
$4,483,000 (7.18%) in 1989, $1,203,600 (1,78%) in 1990, and
$1,203,600 (1.75%) in 1991. SJIW requests a rate of returnbn rate
base of 11.74%, 11.77%, and 11.88% for 1989, 1990, and 1961 and a
constant return on equity (ROE) of 13.75%. SJIW’s last Authorized
rate of return on rate base was 11.70%, 11.76%, and -80% for
1984, 1985, and 1986, with a constant RCE of 14.5%,/ Thus, the
requested returns are lower than those previously/authorized.

The Commission Advisory and Compliance Division, Water,
Auditing and Compliance Branches (CACD) and Division of
Ratepayer,Advoéates, Financial and Econemic Analysis Branch (DRA)
recommend a rate decrease of $4,295,000 in/1989, $52,400 in 1990,
and a rate increase of $162,400 in 1991./DRA recommends a return
on rate base in the range of 20.40-20.64% for 1989, 10.48=10.74%
for 1990, and 20.57-10.83% for 1991. /ORA requests that the ROE be
set in the range of 11.75-12.25%. recommends a specific return
on rate base of 10.53%, 10.61%, and 10.70% for 1989, 1990, and
1991, with a constant ROE of 12%

We conclude that it reasonable to oxder SIW to reduce
its rates for the future by $£39,100 (0.34%) from the present
effective rates. We authorjfze 56% common equity in SJW’s capital
structure for 1989, 55% ip/ 1990, and 53% in 1991. Based upen this
phased decrease in commof equity, we consider reasonable a rate of
return on rate bace of A0.48% for 1989, 10.67% for 1950, and 10.83%
for 1991 and a return/on common equity of 11.75% for 1989, 12% for
1990, and 12.25% fo «

Our authgrized rates reflect the resolution of numerous
disputed issues 1f this proceeding. We agree with CACD that
commexrcial consuhption for 1989 and 1990 will be higher than
projected by SIN. We disallow~al; axpense$ zo: SIW |

L~
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employee’s personal use of vehicles. However, we disa%}pw”all
costs associated with vehicles where personal use onm vehicles is
50% or greater. We grant SJW’s requested’amount;Q cash deposits
for its operating bank account. We deny CACD’s request f£or new
appraisals of SJW property sold to SJW Land Company (SJW Land). In
accordance with Decision (D.) 89-05-065, w deny SJW’s request for
additional tax expense for unbilled revenues. In that decision we
denied the same request by the CAlltornia Water Service Company and
SJW. in a Joint Petition for Modz:icat&on of D.88-01-061, our order
adjusting rates in accordance with the 1986 Tax Reform Act.

We ordexr the estimates /pf consumption authorized in this
proceedzng to be used in calculating consumption in SJW’s
memorandum account, which wag/approved in D.89=-04-041.

Table 1 shows the SJW requested, CACD/DRA recommended,
and Comm;ssion adopted summ/;y of earnings at present rates and

authorized rates for thr/testyeaxs-1989 and 1990. Appendix D
dered decrease in residential customer

shows a sample of the o
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enployee’s personal use of vehicles. We also disallow the
price f£or all vehicles where personal use on vehicles is
greater. We grant SJW’s requested amount of cash deposyts for its
operating bank account. We deny CACD’s request f£or n abpraisals
of SIW property sold to SIW Land Company (SJW Land)./ Instead, in
accordance with Decision (D.) 86=01-026, we order $6W €O establish
a program to offer for public bid all parcels of Zand that have
been in rate base and were either later transfeyred to SJW Land, or
which SJIW wishes to transfer in the future. s program will be
submitted to CACD which will make any recommgndations on the
program in the next phase of this proceedipg. In accordance with
D.89~05=065, we deny SIW’s request for agditional tax expense for
unbilled revenues. In that decision we/denied the same request by
the California Water Service Conmpany ahd SIW in a Joint Petition
for Modification of D.88=-01~061, ouy/ order adjusting rates in
accordance with the 1986 Tax Reforf Act. ‘ '

We order the estimates/of consumptiorn authorized in this
proceeding to be used in caleculAting cbnsumptioh in SJW’s
memorandum account, which was/approved in D.85=04-041.

Tables 1 and 2 shglv the Commission adopted summary of ‘
earnings at present rates And authorized rates for the test years
11989 and 1990. Appendix/D shows a sample of the residential
customer bills. | AR
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Table 1

, San Jose Water Company
Adopted Summary of Earnings
(Dollars in Thousands)
1989

Adopted
at
Present Ratgé C Au;h. Rates

Operating revenues $70,968.2 * $67,862.8

Operating expenses
Purchased water
Purchased power. -

Punp tax

Payroll

Other O & M

Other A & G

Business license

Taxes other than income
Depreciation '

Subteotal
Uncollectibles
Franchise tax
State income tax
Federal income tax

Total operating expenses
Net~operatingfrevenués
Rate Base‘

Rate of Return

rrent rates based on Resolution No. W=3459,

ated July 19, 1989

[

", 320.0
5"- 615. o
10,855.0
6,019.0
3 ’ 530 - 0
5,260.0
30.0
2,045.7
4,965.2
51,639.9
164.6
158.2
1,327.4
4,859.0

58,149.1
12,819.1

104,694.4

12.24%

13,320.0
5,615.0
10,855.0
6,019.0
3,530.0
5,260.0
30.0

. 2,045.7

4,965.2
51 r 639. 9
157.4
A51.3
1,039.0
3,899.3

- i — — i

567886.9'
10,975.9

104,694.4

10.48%
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Table 2

. San Jose Water Company
Adopted Summary of Earnings
(Dollars in Thousands
: 1990 ‘

Adopted
at

Present Rates Rates

Operating revenues $71,573.1 $69,840.2

Operating expenses
- Purchased water
Purchased power

Pump tax

Payroll

Other O & M

Qther A & &

Business license ‘
Taxes other than income
Depreaeciation

. Subtotal

Uncollectible
Franchise tay

State income tax
Federal income tax

Total operatihg expenses

Natvopexaﬁing revenues
Rate Base

Rate of Return -

* _Current rates based on Resolution No. W-3459,

dated July 19, 1989

13,406.0 -
5 r 660. 0

10,965.0

6,348.0"

3,709.0
5,489.0
- '30.0
2,126.2
5,147.3

52,880.5
166'0 O‘”"

159.5
1,258.0

- 4,635.9

59,099.9

12,473.2
107,238.7

11.63%

13,406.0
5,660.0
10,965.0
6,348.0
3,709.0
5,489.0
30.0
2,126.2
5". 147-3
52,880.5
162.0
155.7
1,096.4
4,098.1

58,392.7

11,447.5

107,238.7

10.67%
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(MAT) requirements. SJW complained that this was not a proper
document of which official notice could be taken and was not
presented as evidence in the proceeding. No response was received
from CACD or DRA. Accordingly, we have not used this. document in,
the conclusions we reach in this order. h{///

The following discussion addresses issues which are
disputed and some issues which are not disputed. gnéisputed
matters are discussed to record SJW compliance 3}£h prior
Commission orders or to authorize tariff rule changes. Other

matters not in dispute have been reviewed and/kound reasonable and
are not discussed below.

Utility Backaxround

SJW. became 2 wholly owned subsidiary of San Jose Water
Corporation (STW Corp.) in 1985. At/that tiume SIW Corp. acquired
all outstanding shares of SJW common stock. In 1987, residents of
California owned €7% of SJW Corp.’s stock. SJW Corp. has one other
wholly owned subsidiary, SIW Land Company (SJW Land).

SIW/3 service area/éonsists-oz approximately 1324 square
miles in- Santa Clara Count{'encompassing the cities of San Jose,
Los Gatos, Monte Serano,/Saratoga, Campbell, Cupertino, and Santa
Clara. The center of the service area is flat sloping up te
foothills in the scuthwest and northeast. The southwest portion of
the service area is/gordered by mountains; the northeast portion
extends into-adjad@nt foothills. '

SJW’s irater sources are: 148 wells located in various
parts of Santa/Clara Valley: runoff from the watersheds of Los
Gatos, Saratoga, and Alamitos Creeks; and water purchased from the
Santa Clara alléy Water District (District). SJW’s water contract
with the District expires in 2051. In 1987, SJIW delivered 50.4
million gallons of water to a total of 198,704 custonmers.

SJW chlorinates and filters watexr from the watersheds in
several filter plants. SJW intends to meet new customer growth in
198i;91 by water-purchasesfin“order‘tqnavoid.ovardrafts'of

-7 -
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Clara. The center of the service area is flat slopfing up to
foothills in the southwest and northeast. The scffthwest portion of

the service area is bordered by mountains; the nbrtheast portion
extends into adjacent foothills. T
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underground water. SIW performs more tests for water quality than
required by the County Health Department, and its water guality
meats the required standards.

.-+ -  SJW has approximately 2,257 miles of transmission and
distribution mains ranging in sizes up to 48 incn/; in diameter.
Watexr distribution is made to 51 different prossure zones. An
automatic computer telemetry control system/éberates and monitors
water service. The system can be operated and monitored manually
if required. Total utility plant is vuiﬁed at 5213 millien,:
producing $65.5 million in revenues/pn 1987.

SIW has made numerous improvements in the quality of its
customer billing and account record—keepzng in the past three to
four years. SJW’s punch card bmllzng system was converted to a
paper billing system %to comply with the Commission’s repor: caxd
billing requirements disc%gsed in D.84-03-055. SJW installed a
hand-held computer meter reading system which has inproved the
productivity of meter readers. This system gives the lccation of a
meter, the meter number, usage history, and tests for meter
accuracy. SJW instaiied computerized ' cash remittance machines to
accept bill payment and automatically deposit customer checks.
SJW’s general ledger has been transferred to a computer system.

SJW /requests a rate of return on rate base of 11.74% in
1989, 1l1. 77 in 1990, and 11.88% in 1991 and a constant ROE of
13.75%. DRA.recommends a rate of return on rate base ranging from
10.40%-10/66% in 1989, 10.48%-10.74% in 1990, and 10.57%-10.83% in
1991 and/zhat the adopted ROE be within the range of 11.75% to
12325fy/ within these ranges, DRA recommends specific rates of
return on rate base of 10.53% in 1989, 10.61% in 1990, 10.70% in
1997, and a constant 12% ROE.

The parties present different perceptions of SIW’s
classlflcation within the utility industry. SJW compares itself
<with electric, gas, and- telecommunication,utilxties. DRA comparesf
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SJW’s water sources are: 148 wells located in various
parts of Santa Clara Valley; runoff from the watersheds of Los
Gatos, Saratoga, and Alamitos Creeks; and water purchased from the
Santa Clara Valley Water District (District). SJIW s water contra
with the District expires in 2051. In 1987, SJIW delivered 50,4
million gallons of water to a total of 198,704 customers.

SJW chlorinates and filters water from the watersieds in
several filter plants. SIW intends to meet new customer growth in
1989-91 by water purchases in order to avoid overdrafty of
underground water. SJIJW performs more tests for wate) quality than
required by the County Health Department, and its #
neets the required standards.

SJW has approximately 2,257 miles ofAransmission and
distribution mains rangingﬁin sizes up to 48/inckes in diameter.
Water distribution is made to 51 different firessure zones. An
automatic computer telemetry control sys operates and monitors
water service. The system can be operafed and monitored manually
if required. Total utility plant is Yalued at $213 millien,
producing $65.5 million in revenuesAn 1987.

SJW has made numerous igfrovements in the quality of its
customer killing and account regfrd-keeping in the past three to
four years. SJW’s punch card )illing system was converted to a
paper billing system to complir with the Commission’s report card
billing requirements discusfed in D.84=03-055. SJIW installed a
hand~held computer meter peading system which has inmproved the
productivity of meter refders. This system gives the location of a
meter, the meter numbely, usage history, and tests for meter
accuracy. SJW instal)Yed computerized cash remittance machines to
accept bill payment And automatically deposit customer checks.
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SJW with other publicly traded water utilities. This dirf ence of
perception guides each party’s application of the same, general
finance principles and selection of comparable companies-to
recommend rates of return. The different views tg;d to different
recommended capital structures and calculations ©f expected ROE. ..

SJW. and DRA’s estimates for long-term debt had a minor .
difference in 1990. DRA agrees with SJW’s average debt costs for
1989 and 1991 of 8.87% and 9.23%, respectively. However, DRA’s
average debt cost (effective rate) for 1990 is .l1l1l% higher than
that of SJW, 9.05% versus 8.94%.

DRA used a straight arithmetic average of beginning- and
end-of-year debt costs for priof’years to calculate the effective
rate in 1990. SJW .used an average weighted in proportion to the
time the debt is outstandiag. DRA’S method is consistent with

prior Commission treatment. therefora, we adopt DRA’s effective
rate of 9.05% for 1990J/

The capitdi structure defines the sources of capital
costs. Each source of capital can be translated to a percentage of
total capital. he components of the capital structure are long-
term debt, preferred stock, and common equity. SJW has no
preferred st?ck-

Common equity was the most debated component of the
capital structure. At the end of 1988, SJW’'s common equity ratio
was 57.%}%. SIW’s requested and DRA’s recommended capital
structures for 1989, 1990, and 1991 appear in the following table:

Long-Term Debt 47.00% 47.00% 47.00% 41.20% 41.25% 41.41%
common Equity _352.00 _53.00 53,00 _58.80 _58.75 _58.59

100.00% 100.00% 100.00% 100.00% IOOuOO% 100.00%
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13.75%. DRA recommends a rate of return on rate base rangi
10.40%-10.66% in 1989, 10.48%~10.74% in 1990, and 10.57%-

1991 and that the adopted ROE be within the range of 1

12.25%. Within these ranges, DRA recommends specifig/rates of
return on rate base of 10.53% in 1989, 10.61% in 1990, 10.70% in
1992, and a constant 12% ROE. '

The parties present diffcrent perceg¥fions of SJW’s
classification within the utility irdustry. /SJW compares itself
with electric, gas, andltelecommunicatiqn tilities. DRA compares
SIW with other publicly traded water utifities. This difference of
perception quides each party’s applicafion of the same general
finance principles and selection of omparable companies to
recommend rates of return. The different views lead to different
recommended capital structures ayd calculations of expected ROE.

SIJW and DRA’s estimapes for long-term debt had a minor
difference in 1990. DRA agraés with SIJW’s average debt costs for
1989 and 1991 of 8.87% and #.23%, respectxvely. However, DRA’s
average debt cost (effect e rate) Zor 1990 is .11% higher than
that of SJW, 9.05% vers

DRA used a glraight arithmetic average of beginning- and
end-of-year debt cosfs for prior years to calculate the effective
rate in 1990. SJWAused an average weighted in proportion to the
time the debt is utstanding. DRA’3 method is consistent with

prior Commissio treatment. therefore, we adopt DRA’s effective
rate of 9.05% Loxr 1990.

Te capital structure defines the sources of cap:tal
| Eafh source of capital can be translated to a percentage of
total capgltal. The components of the capital structure are long-
.~ preferred stock and common equity. SJW has no
prefe ed stock.
Common ecuity was the most debated component of the
capjfal structure. At the end of 1988, SJWfs common equity ratio

-’




A.88-09-029 ALJ/PAB/§t

SJW requests a higher level of common equity for tde,test
years 1989 and 1990 .and attrition year 1991. DRA imputeelgommon
equity below the existing ratio to reduce the revenue requirement
for common equity costs collected from the ratepayer.” SJW and DRA
based their respective recommendations for capitaz/etructure on
their independent analysis of STW’s business and financial risk.

- Dusiness Risk

Under general finance principles, the balance between the
percentage of debt and equity is- determined by the degree of
business risk and financial risk. he level of business risk of a
company depends upon the reliabiYity of its revenues, the degree of
technological change, and the ‘tatus of other unique occurrences in
the industry.

In the opinion of DRA’s witness, Ms. Siegal, watexr
utilities do not face the same degree of technolegical change and
‘utility bypass faced/by electric utilities. DRA considers water
utilities to have advantages over electric utilities. Water
utilities supply~'/commodity which is renewable and, unlike
electric utili es, earn a return on construction work in progress.
These factors ead DRA to conclude that SJW has more steady.,
predictable xevenues and less business risk. The less business
risk a company faces, the more debt it may take on because it is
assured of meeting fixed payment obligations. Because of its low
business risk, DRA considers SJW capable of assuming more debt and
lower/equity ratios.

SJW considers the uncertainty of new Environmental
Protection Agency (EPA) testing standards, the lack of normal
rainfall, and potential loss of revenues during the existing

/dxought to indicate a high business risk.
FPinancial Risk

The level of financial risk of a c¢ompany is determined by
the proportion of a company’s debt to permanent capital (leverage).
The larger the debt payments, theilarqer the financial risk of not
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was 57.51%. SJIW’s requested and DRA’s recommended capital
structures for 1989, 1990, and 1991 appear in the rol;owing table:

DRA | STW

1282 4290 1201 1289 . 1290 23

Long-Term Debt 47.00% 47.00% 47.00% 41.20% 41.25y" 41.41%
Common Equity _53.00 _53.00 .53.00 5. 72 '

100.00% 2100.00% 100.00% 100.00% 10—00%, 100.00%

SIJW requests a higher level of common eg ty for the test
years 1989 and 1990 and attrition year 1991. DRA/imputes common
equity below the existing ratio to reduce the rgvenue requirement
for common equity costs collected from the r-lepayer- SJW and DRA
based their respective recommendations for gapital structure on
their independent analysis of SJW’s business and financial xrisk.

Busipess Risk ' '

_ Under general finance principles, the balance between the
percentage of debt and equity is defermined by the degree of
business risk and financial risk./ The level of business risk of a
company depends upon the reliability of its revenues, the degree of
technelogical change, and the/Status of other unique occurrences in
the industry.

In the opinion of DRA’s witness, Ms. Siegal, water
utilities do not face th¢ same degree of technological change and
utility bypass faced b electric utilities. DRA considers water
utilities to have advintages over electric utilities. Water
utilities supply a ¢bmmodity which is renewable and, unlike
electric utilities/ earn a return on construction work in progress.
These factors leall DRA to conclude that SIW has more steady,
predictable revgnues and less business risk. The less business
risk a company faces, thgfmore debt it may take on because it is
assured of nmfeting fixed payment obligations. Because of its low
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meeting those payments. A company lowers the financial risk by
increasing equity. .As a company becomes more leveraged, the cost
of its debt will increase and the return required on new debt
isguances will increase. Such a company must .weigh-the benefit of
' choaﬁer debt against the increased financial risk of higégr/}ixed ‘
payments. The existence of more debt means lessvcommggfequity and
the loss of financial flexibility that common equity. allows.
Common equity financing gives management the fingpcial flexibility
of reducing or suspending dividend payments in times of business
hardship. In order to provide reliable s::gice, a company must be
able to pay its bills and meet demands for/growth without facing
financial instability. -
' . The financial stability of & company is measured by bend
ratings. Bond rating agencies r ,' the financial standing of watex
utilities in the categories of: /total debt to permanent capital,
pretax interest coverage, and dnternal cash flow to permanent
capital. Spandard-and Poog;s, a well-respected bond rating agency,
establishes henchmark st;pdards for these three measures. Bond
ratings range from a l?y of BBB, A, AA to a high of AAA. SJW ranks
AAA in all three categories for water utilities. When compared
with an electric utiIZ:y's-benchmarks,.which are more strict than
water utility standérds, SJW ranks AAA in total debt to permanent
capital and pretax interest coverage and AA in internmal cash flow.

DRA considers SJW to be very stable financially based
upen the thred/tinancial indicators. DRA asserts that the
ratepayer does not benefit from high bond ratings in SJW’s case
because SJW’s debt ratio, pretax interest coverage and cash flow
exceed the levels required to obtain AAA and AA ratings. SJW’s
pertorg;nce on these financial indicators is achieved at the
expense oOf more expensive equity financing.

In DRA’s opinion, SJW could lewer the levels of its
pexformance on these indicators and still meet the xequirements for
al;uperior bond rating. High bond ratings are needed only to
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business xisk, DRA considers SIW capable of assum;ng more debt 2
lower equity ratiocs.

SJW considers the uncertainty of new Environmentad
Protection Agency (EPA) testing'standards,‘the lack of
rainfall, and potential loss of revenues during the ex stzng
drought to indicate a ‘high business risk.

The level of financial risk of a compy is determined by
the proportion of a company’s debt to permanepf capital (leverage).

5 .mhe larger the debt payments, the larxger th¢/ financial risk of not
d y’meeting those payments. A company lowersAhe financial risk by
g increas;ng,equity. As a company becomeg/more leveraged, the cost
oL Lts~debt will increase and the ret required on new debt
issuances will increase. Such a ‘comfany must weigh the benefit of
, cheaper debt against the increasedffinancial risk of higher fixed
"ﬂMQ*payments. The existence of moreflebt means less common equity and
; ;fthe'loss of financial flexibilify that common equity allows.
© " Common equity financing gives/hanagement the financial flexidility
of reducing or suspending difidend payments in times of business
hardship. In oxder to proylide reliable service, a company must be
able to pay its bills and/meet demands for growth without facing
financial instability. / . | '

The financial/ stability of a company is measured by bond
ratings. Bond rating/agencies rank the financial standing of watexr
utilities in the catfgories of: <total debt to permanent capital,
pretax interest covgrage, and internal cash flow to permanent
capital. Standard/ and Poor’s, a well-respected bond rating agency,
establishes bencinark standards for these three measures. Bond
ratings range ffom a low of BBB, A, AA to a high of AAA. SJIW ranks
AAA in all ee categories for water utilities. When compared
with an elg€tric utility’s benchmarks, which are more strict than
water utility standards, SJW ranks AAA in total debt to pernmanent
capita and pretax interest coverage and AA in ;nternal cash ' flow.
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obtain a low interest rate for new debt. SJW does not plan large
debt financing in the test years. Thus, the ratepayer is not
beneriting from SIW’s high level of equity which generates
.. -excessive.levels of internal cash. DRA recommendsfimpe;ing a more - . -
reasonable level of common equity which would reduce/the revenue
requirement collected from the ratepayer. - I//i : '
' SJW witness Meyer testified that bond/ratings must be
maintained regardless of whether bond Lssuegcés are contemplated
for current years. 'In his opinion, it ;g/not possible or practical

to raise and lower these ratings by adjusting common equity when
debt is to be issued. ‘

DRA used outside Lndicators to verify’that SIW’s equity
ratio is unreasonable. - DRA,compared 11 water utilities throughout
the nation meeting three criteria: listed in C. A. Turner’s
Utility Reports; realizasion of 70% of revenues rrom water
operations; and regular trading of stock.t

DRA's‘analys{/tshows that 3JW’s average year equity ratio

.. rose from 39.13% in 1978 to 59.30% in 1987, even though in 1984,

the Commission’s authorized returns were based upon an equity ratio
of 56%.

DRA.:éund that the same comparable water utilities’
common equity/éatios averaged 40.12% for 1983-1987 and 38.22% for-
1978=1987. SJW’s average common equity for five years is 56.25%
and for ten years is 50.42%. In the last five years, SIJW’s common
equity ratio is 1l6% higher than, comparable water utilities.

R

1 American Water Works, California Water Service, Connecticut
Water Service, Consumers Water, Elizabethtown Corxrporation, The
Hydraulic Compary, IWC Resources Corporation, Middlesex Water

Company, Philadelphia Suburban, Southern California Water, and
/Unxted Water Resources.. ‘ ‘
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DRA considers SJW to be very stable financially based
upon the three financial indicators. DRA asserts that the
ratepayer does not benefit from high bond ratings in SIW’s case
because STW’s debt ratio, pretax interest coverage and cash flow
exceed the levels required to obtain AAA and AA!ratings. SIw/
performance ¢on these financial indicators is achieved at the
expense of more expensive equity financing.

In DRA’s opinion, SIW could lower the levels of its
performance on these indicators and still meet the reglirements for
a superior bond rating. High bond ratings are needgd only to
obtain a low interest rate for new debt. SJW doef not plan large
debt financing in the test yvears. Thus, the rafepayer is not
benefiting from SJW’s high level of equity which generates
excessive levels of internal cash. DRA reg¢bmmends imputing a more
reasonable level of common equity which wbuld reduce the revenue
requirement collected from the ratepayer.

/,

STW witness Meyer testified that bond ratingé.must be
maintained regardless of whether bdﬂﬁiissuances.are contenplated
for current years. In his opinidn, it’is-ngt‘possible-or practical
to raise and lower these ratings by adjusting common equity when
debt is to be issued.

DRA used outsigéd indicators to verify that SIW’s equity
ratio is unreasonable. RA compared 11 water utilities throughout

the nation meeting th e c:iteria:, listed in C. A. Turmer’s
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SJW’s pretax interest coverage ratio has e:«:ceecle_.c’!.,f‘t"i';:'t:.‘/o':~
the comparable group since 1983. In the past two-yearg,SUW’s
coverage was 6.7x and 6.l1x compared with that of the group, 3.2x
and 3.4x for the same years. R Y

DRA believes this equity growth is because cash flow has
consistently exceeded cash requirements. DRQ(?geq the .ratio of .
internal cash flow to net construction og;lﬂ&s to show the excess
cash generation ;n the past ten years.)/0ver the last five years
SIW’s ratio of cash to construction costs averaged nearly 120%,
with cash available surpassing cash/geeds. DRA majintains that this
excess cash has fueled the»growep in common equity. '

DRA believes SIW’s low dividend payocut rate helped to
.inc;ease the high equity ragioa SJW. has paid'oug an average of 63%

_in-the past ten years compared to the group average of 71%. SIW
has pursued a policy of JYow dividend payout in spite of its 11.45%

- ten=-yeax average gro ! in dividends and earnings. . (The group’s
ten-year average growth in dividends and earnings is 6.31%.) SJW
plowed earnings-bagk into the business, increasing common equity,
the sum of contributed capital and retained earnings.

DRA derived its recommended 53% common equity ratic from
a review of re#goszof the comparable water utilities. The company
with the highest common equity within the comparable group has a
ratio of 5%3 as of January 1989, even though the group average is
42%. DRA Qoes not recommend imputing the group average because it
is a sharp reduction from SJW’s 1987 level of common equity,

.- e . -

59.30%, .
// DRA. believes common equity will continue to grow during
the test period unless curtailed in this proceeding.  Since
digidends are paid out only to SJW Corp., DRA is concerned that any
cash build-up transferred to the unrequlated holding company will
:%nanqe unrequlated ventures. Ratepayers should only’ pay for

services rendered, not finance unregulated business ventures, in
DRA’s opinion. . '
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Utility Reports; realization of 70% of revenues from water
operations; and regular trading of stock.t ,

DRA’S analysis shows that SJW’s average year e ‘
rose from 39.13% in 1978cto-59,36*”in 1987, even though An 1984,
the Commission’s authorized returns were based upon ay equity ratio

DRA found that the same comparable watey utilities’
common equity ratios averaged 40.12% for 1983-1987 and 38.22% for
1978-1987. SJW’s average common equity for f£#e years is 56.25%
and for ten years is 50.42%. In the last fjle years, SIW’s common
equity ratio is 16% higher than comparable/water utilities.

SJW’s pretax interest coveragefratioc has exceeded that of
the comparable group since 1983. In - past two years SJW/s
coverage was 6.7x and 6.1x compared th that of the group, 3.2x
and 3.4x for the same vears.

DRA believes this equity/ growth is because cash flow has
conSistently exceeded cash requirements. DRA used the ratio of
internal cash flow to net consgfuction 6utlay3-to'show the excess
¢ash generation in the past t¢n years. Ovexr the last five years
SIW’s ratio of cash to constiuction costs averaged nearly 120%,
with cash available suxpasignq cash needs. DRA maintains that this
~ excess cash has fueled -growth in common equity-

DRA believes SOW’s low dividendlpéyout rate helped %o
increase the high ecujty ratio. SIW has paid out an average of 63%
in the past ten yearf compared to the group average of 71%- SIW
has pursued a poligh of low dividend payout in spite of its. 11 45%

1 AmerigAn Water Works, California Water Service, Connecticut
Water Servife, Consumers Water, Elizabethtown Corporation, The
Hydraulic £ompany, IWC Resources Corporation, Middlesex Water

Company, hiladelphia Suburban, SOuthern California Water, and
United WAter Resources.
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: SJW. considers DRA’s imputed capital structure to be a

! penalty when coupled with its recommended 12% ROE. SJIW accuses DRA
of being subversive by imputing 53% common equity andf;ecommendinq

72" 12% ROE. SJW considers it more logical for DRA,tp/;ecommend

maintaining the existing capital rxatios and ﬁyaxd an ROE below
11.75% due to SJW’s less risky capital structure.  However, in -
SJW’s opinion, DRA did not make these recommendations bhecause they
would not be approved by the Commission. Therefore, DRA
recommended a scenario of capital iyructure and ROE which achieves
the same result of reducing intexnal cash.

SJW performs two calculations to show DRA’s common equity
and ROE recommendations are/pot consistent. First, SJW calculates
an ROE of 11.70-11.74% tog/a989-91 using SJW’s requested capital
structure, DRA’s recommended rate of return, and the undisputed
debt cost. Second, M@yer explained that if 53% equity is imputed,
this results in a l%pit of 47% debt. In SIW’s case, debt is issued
in the form of boeﬂs. At the end of 1987, SJW’s debt ratio was

. 42.37%. . Therefore, to achieve a 47% debt ratio, SIW would need to
. impute bonds to/ this level, which increases its weighted cost of
debt and lowers the return on equity. If a 47% debt ratio is.
imputed, aq/éddltional $4.8 million in bonds is presumed to have
been. 1ssued during the period 1984-1987. If SJIW had issued an
additional $4.8 million in bonds,’ ‘it would have an additional debt
cost 01/11.3% during this period, giving a higher average cost for
bonds" Performing the rate of return calculation with this
additional debt cost, the resulting return on equity is 11.90% for
1%#&- Thus, applying DRA’s recommended imputation of higher debt
§p~SJW's requested capital structure results in an ROE lower than
DRA’s recommendation. SJW considers this shortzall in ROE to be a
,hidden penalty against the utility.
/ In order to impute a 47% debt ratio or an additional $4.8
million in bonds, SJW alleges it must have sufficient assets to
secure such an issuance. If it subtracts the additional assets

'.}.
’ '
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required by this imputation of debt from its total available
assets, it has insuffilclent assets ($2.8 million) to secure debt
which may be needed for unanticipated expenses, such’gs’;dditional
facilities whick may be mandated by new EPA regulg;ibn. Under this
scenario, in order to meet gnanticipated costs, would be forced
to- secure second mortcgage bonds at a higher cost” to the ratepayer.
Thus, SIJW alleges a 53% common equity ratio/Gannot be reached in
three years because its bonding limits bave recently reached their
capacity. SJW argues that the impu?gd/iatios are recommended
without warning or opportunity for to achieve the level.
imputed.

Meyer testified thqf SIW reduced its common equity in
1986 and 1987 by paying digidends to SIJW Corp. in response to
CACD’s advice torkeep-coepon equity below 60% or penalties may
occur. SJIW interpreted this remark to mean a 60% common equity
ratio was reasonabl:}//ézz paid $12.07 million in dividends to SIW
Corp. in 1986 andi% nillion in 1987, reducing common equity to a
1987 level of 57.63%. (In 1988 SJW paid out $5.25 million in
dividends, brianhg the common equity ratio to its present level of
57.51%.) SJIW elied on its efforts of reducing equity in 1986 and
1987 to'plaed'them~within an acceptable equity ratio range. SJW
considers‘pRA's recommendations in this proceeding to violate
CACD’s informal advice upon which SJW relied. DRA responds that
SJw.pad/go reason to rely on CACD’s advice as being Commission
policy{

SJW. challenges DRA’s comparakle companies as ones which
deﬁive only 70% Qf revenues from water service, have unknown
sources of supply and varying regqulatory policies. Seven of these
selected companies have ten-year average dividends and earnings
growth rates of 1.58% to 6.12% compared with SJW’s rate of 11.45%.
SJW. peints out that SJIJW’s rates are $14 less on an annual basis
than those of comparable companies, showing no harm has occurred to
STW’s ratepayers by its level of common equity.
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SJIW axrgues that this cash was generated by 1986v -
investment tax credits and accelerated tax depreciation. In 1987,
SJW’s cash flow was increased by increased sales. Thus, th
“increase in cash was not because of SIW’s conscious ettort to do s0
but because of external factors.

| SJW. considers the substitution of SIW sgtp.'s_statistics
to represent SJW to be a serious flaw in DRA’s lysis. SJIW
alleges it and SJW Corp. are two distinct companies with different
assets and capitalization. Although DRA cdffected this criticisn
by providing statistics for both SIW and/QJw Corp. in its tables,
SJW asserts that the text of DRA’s wr ten testimony referring to
SJW and SJW Corp. as the same company ‘is unreliable.
Discussion

' We agree with DRA that SJW is more comparable with water
utilities than electric, gag//;nd telephone utilities for business
risk comparison purposes.,/mlthough water utilities may face
business risk, it is not /as great as that faced by electric, gas,
and telephone utilities/, as discussed by DRA.

. We conside:/EJW’ financial risk to be low based upon the
financial factors cdﬁsidered in bond ratings. We agree that SJW’s
existing financiar/factors are excessive-tg‘maintain the highest
bond ratings. We disagree with SJW that the present excessive
internal cash generation and pretax interest coverage are needed to

acquire addxtéonal capital and obtain favorable interest rates on
new debt.

Excessive levels of common equity'burden the ratepayer
with excessive rates. Ratepayers do not receive a tax benefit fox
paying/@his revenue requirement on equity as they do from the tax
deduction allowed for debt interest payments. We do not believe
SJW/s bond ratings will be affected by a reduction in common
eqd&ty. A reduction in the level of SJW/s common equzty will allow

tho ratepayer to share in SJW's.healthy t;nanczal state: by reduced

rates. |
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SJW’s analysis of bond costs and capacity presuming a
historical 53% equity level and 47% debt level is a hindsight view .-
which is marginally relevant to its existing capital ratio status?
Our purpose is not to blame SIW because its presant_equity;ia/{_
increasing but to resolve the dilemma in which it puts th i
ratepayer. Nor do we find that DRA’s recomméndati:::/y{{i penalize
SIW if implemented in steps as discussed below. DRA‘s recommended
equity level is made within the context of its redgﬁmended 12% ROE.
It 'is not DRA’s recommendation that SJW’s requgé%ed-equity levels
be used in conjunction with DRA’s recommended rates of return. We
believe this is a distortion of DRA'S-recoﬁ;endations by SIW.

We find that DRA’s imputed comimon equity of S53% is
reasonable when compared with the rapnge of common equity of
comparable water utilities (34% to 53%) and the average common
equity of comparable watexr ﬁtilit{:: (42%). We agree that imputing
this average would be too large’a reduction in common ecuity to.
authorize in one step. '

We find little/justification by SIW to raise its equity
ratio above the last auﬁporized level of 56%. Its arguments
consist of attacks on DRA’S recommendations. Therefore, in 1989 we
authorize common qu}ﬁ& of 56%.

The record shows that SIW’s common equity has been
reduced by its d%yidend~payout policy. SJW’s alternative methods
of reaching the /S53% level of common equity do not include an
analysis of any anticipated dividends to be paid out in 1989, 1990,
or 1991. We/expect any dividends paid will reduce common equity.
SIW allegg; increasing debt to 47% will increase interest expense
to the rgxepayer. This analysis is incomplete without following
through /to calculate the benefit to the ratepayer of an additional
tax deduction for interest expense. Based upon the incompleteness
of gpéh of these-analyses,’we cannot agree that a 53% equity ratio
cannot be reached. However, in order to give SIW sufficient time
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and the opportunity to achieve 53% eqdity, we impute 55% equity in
1990, and in 1991 we impute DRA’S recommended equity Yevel of 53%.
Return On Equity
Rate of return recommendations are querned by two

. Jandmark U.S. Supreme Court decisions,

SAREQVENeT] s)niel-Ve 2 Nol: agt -

(1923) 262 U.S. 679, and the

Natural Gas Company (1944) 320 U.S. 59Y- The principle in these
cases is to set rates for public utixities which: are not only - -
sufficient to assure the provision/é: adequate service, but which
allow the utilities to raise capital. By this standard, the ROE
should be ¢commensurate with rerurns on investmepts-in other
enterprisesfhaving correqunding risks and should assure 2

financial integrity of the utility which maintains its credit and
attracts capital. é///u

Both parties AGsed the standards from these cases of
attracting capital and/comparable earnings in its analysis in this
proceeding. However, the application of the standards are based
upon the parties’ respective perception of SIW’s classification
within the utility industry. SJIW perceives itself as similar to
electric, gas, sand telephone utilities. DRA perceives SJW as
similar to oSher water utilities. ‘

Both parties used the Discounted Cash Flow (DCF) and the
Risk Premidﬁ (RP) financial models to justify their ROE
recommendations, yet derived different conclusions based upon their
comparable utilities and applications of the methodology.

' The DCF model is based on the premise that the current
market price of a share of common stock equals the present value of
anti?ipated dividends plus future stock price, discounted by the
investor’s expected return. By translating this premise into a
mathematic equation and transposing the equation, the investor’s
expected”ROE equals the expected dtvidend vield (the next expected
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dividend divided by the current market price) plus future div;dend
growth. 2 .

DRA.applxed the DCF model to its 12 comparabl ter
utilities, including SJW Corp. From this analysis, DRA.derived
_..average dividend yields of 6.07% for three months ’& 6.01% for six
. months. K To. these yields, DRA applied an average of historical and
sustainable growth rates of 5.52%, obtaininq/tuture expected
returns averaging 11.90% for a three-monﬁp/alvidend yield and
11.84% for a six-month dividend yield. ,DRA considers the group .-
results to balance any biases in the data, such as high or low
dividend growth rates. DRA included SIW Corp. as a representative

of SJW to weigh the results w::g/company-specific data. DRA used
the group results in its reco ded specific ROE.

SIW applied the Dcrfmodel to its own stock price,.and
historical dividends and edén;nqs growth for the past five-year and
- ten-year periods. No comparable companies were used. SIW derived.
ROE estimates o: 13. 62% to 21.48% based upon ten-year growth and
15.89% to 17.83% baged upon five-year growth.

B:.sx_zxmm .

The RP/hodel is based upon the premise that common equity
investors face more risk than debt holders because they receive
returns rrom/residual revenues after debts are paid, thus requiring
higher returns than debt holders. The difference between the
return fo;/&ebt holders and common stock investors is the risk
premiun)yhich is added to the debt interest rate to obtain the
commen equity return. An average risk premium calculated over an

r =Dl/PO + g

where r = the investor’s expected return on equity;

Dl = the expected dividend in the next period:
PO = the market price in the current period; and
g = the expected future dividend growth rate.
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extended time period is preterred to balance past variances”in
prexiums. '

DRA used the RP financial model to verify the results

.. derived. from the DCF model. DRA applied the RP nmodel:to the same . ..

comparable group of utilities obtaining a ranqg/éi,expected ROEs
from 11.95% to 12.53%. DRA compared SJW’s gpst earnings, common
equity ratios, and growth with the comparable group, concluding
that SIW exceeded the group average in these categories.

i Using the results of the DCE/gnd RP models, SIW’s past -
earnings, and its judgment, DRA recommends a range of ROE of 11.75%
to 12.25% and a specific ROE of 12%.

‘ SJW applied the RP modéi to five California electric,
gas, and telephone utilitie:%/éﬁtaining4a range of historical
'ROEs from 12.70% to 13.10% and an average historical ROE of 12.81%. .
SJW. applied the model to séi California water utilities?
obtaining a range of 1987-authorized ROEs from 12.00% to 13. oo% and
an average ROE of 12. 71*. The combined 1987 average authorized ROE
for all of the utilities selected by SJW is 12.75%. Adding the
average risk premium from these utilities, 3.11%, to SIW’s current
imbedded cost o{/debt, 10.86%, SJW calculated a. return of 13.97%
under this method.

SJwW ppl;ed the RP model to SJW's historical author;zed

ROEs from 1975-1984. SJW. obtained an average historical ROE of

13.02% an /projected ROEs for 1988, 1989, and 1990 or 15 ,19%,
15. 22%, and 15.29%.

/

3 /Paciric Gas and Electric Company, Southern California Edison
Company, San Diego Gas & Electric Company, Southern California Gas
chpany, and General Telephone Company of California.

4 california American wWater Company, California Water Service
Company, Dominquez Water Company, Park Water Company,. Southern
Calxtornia Water Company, and’ Suburban Water Systems.
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Using the results from the DCF and RP models, jgggment
and factors of business risk (technological changes and the

drought)., SIJW recommends 13.75% as a reasonable return for the
future. &

sJw criticized DRA’s procedure of saldcting the company - - ..
with the poorest financial performance and lowest ROE within its
comparable group to use in its recommendatiéh. SJW asserts that if
DRA’s recommendation for return on rate base is adopted, it will
have the lowest return within DRA’s comparable group.

SJW. cutlines factors which are relevant to the Commission

in setting SJW’s ROE:
1. The Commission’s/acceptance of this

application was/delayed because inadequate
staff was available to process the
application.” The delay in accepting this
application” impacts SJW’s earnzngs for
198%5. .

2. SJw’s earnings will be affected by lower
consumption under SJW’s existing water
rationing program.

3. New technology has prompted new, more
stringent standards for water testing.
///Pending EPA regulation may require changes

in existing facilities and additional
testing.

/m. SJW considers. its management achievements
in the past three to four years to warrant
consideration in setting its rate of
return.

Discussion

We select DRA’s comparable companies for analysis over
SJW's list of electric, gas, and telephone utilities because the
latter utilities face greater business risks of bypaSS—and

technological change than water utillties as-discussed by DRA
dhove-

7
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DRA’s comparable utilities are preferred over sqg;s(/,,”'

comparable water companies because they are listed by C.

Turner’s Utility Reports with verified financial deta” are publicly
traded, and derive at least 70% of revenue from wa:er operations.
Even though 5 of the 12 companies derive up to-&Ot of their
revenues from nonwater operations, 7 derive’pver 98% of their
revenues from water operations. We devneffhccept SJW’s. comparison
of its own historical financial data ag/a comparison which meets
the standard set by the Bluefield and/Hope decisions, cited above.
We interpret these cases to mean that a valid comparison is one
nade with other enterprises.

We f£ind that SIW Corp. derives 98% of its revenues from
SJW; therefore, DRA’s references to- SJW Corp. are synonymous with
SIW. We agree with STW that its growth and earnings are on a
higher scale than the ageéages of historical growth and earnings of
DRA’s group. We tind/SSWAmore comparable with the companies having
a higher financial standing of DRA’s group rathexr than the group
averages. We believe it is appropriate to consider the higher end
of DRA’S comparabie analysis in setting SJW’s return. However, we
must also consider SJW’s equity level, discussed below.

We do not agree that the delay in accepting this
appliCation/ie cause for a greater rate of return. Any such delay
means that /SIW. is authorized to earm 14.5% ROE on slightly lower
rate base/and expenses until our decision in this proceeding is

efzectivé- This delay may not have caused as significant an impact
as SJW/argues.

We cannot agree that loss of revenue during the drought
is cause for a greater rate of return. We have authorized a
nemorandum-account procedure to allow SJW the opportun}ty teo
uecover any such losses. (D.89~04-041l.) We consider that
(procedure adequate to compensate SIJW for any revenues lost and to
*minlm;ze the business risk encountered by the drought. Any
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consideration for such revenues in SIW’s ROE would bhe double
recovery. , , . '
We believe it is premature to compensate’§3w in its ROE
for possible technology changes in the water ineystry until new
requirements are mandated. To do so would be e speculation at
this time. Should technical changes-sign%ﬁic&ntly impact the
revenues of water utilities, it is our practice to institute an
investigation to adjust the rates of'aldfaztected water utilities
for unanticipated expenses_rather-thdﬁ increase rates on a case-by- .
case basis. _ ,

Based on the above considerations and the higher results
of DRA’S analysis, we consider/an'ROE in the range of 11.75% to
12.25% to be reasonable. ,Haégver, both parties agree with the
premise that ROE varies-%péérsely'ﬁith the level of common equity.
Therefore, because we order a phased reduction of common equity, we
also order-a phased increase in ‘ROE. 'During the test year 1989,
SJW is authorized te/éarn 11.75% ROE. During the test year 1990,
SIW is authorized to earn 12% ROE. During the year 1991 when 53%

common equity shaXl be imputed, we authorize SIW to. earn 12.25%
ROE. ' '

The/:ollowing.tablg shows our adopted capital structure
rgndnrates of return: ' : :
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Long- and Short~Term Debt 44.00%
Common Equity 26,00
Total 100.00

1990

Long- and Short-Term Debt  45.00° : :
Common Equity 25,00 ' —£.60
Total - 100,00 | » 10.67%

Long~ and Short-Term Debt  47.00 .23 | 4.34%
Common Equity 23,00 - £.49
Total 10.83%

Operating Revenues

SJW’s estimated operating revenues for 1989 and 1990 are
based upon the estimated numbe:/pf customers to be served during
the test years and their projected consumption. SJW serves
residential, commercial, indéstrial public authority, other
utility, and a category of/ “other” customers. SJW and CACD agree
on the estimated number of customers in 1989 and 1990. They agree
. on the total consumption by all customers except commercial
customers £for these years. (SIW. includes reszdentzal customers in
its totals for commercial customers.)

Parties An rate proceedings have used the Modified Bean
(Bean) Method of /estimating customer consumption since 1977. The
goal of the Bean.Method is to estimate normal consumption in a
future year er normal weather conditions. Data containing the
recorded temperature, rainfall and consumption for the past 30
years is input into the Bean Method computer model. The data is
obtained /arom a weather station in the approximate location where
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consumption will occur. Bean Method quidelines dictate that data -~
from abnormal years, for example, a drought year, should not be
used. - | ‘

, The Bean model uses the 30 years of temperature and
rainfall data to calculate the normal temperature and normal
rainfall. The hodel generates one consumption estimate for each
range of consecutive years from 13 years.tovslyeérs. Each Bean run
is given ratings by the computer to rank the efficiency of the data
contained in the computer run. The user of the model selects the
estimate of consumption from the range of years with the highest
efficiency ratings. The user then verifies that this estimate is
reasonable.

Both SJW and CACD used the Bean Method in this
proceeding, yet derived a different estimate for commercial
customer consumption. However, SJW and CACD agree that the normal
temperature for the pasttso years calculated under the Bean mgﬁhod
is 60 degrees and the normal rainfall is 13.54 inches. Drought
years were not excluded from these averages.

The Bean model generated the following actual rainzall
temperature and consumptxon'

Jeax . Rain Iemperatuxe ‘
(inches) (degrees) (CeL/vyr.)

8.19 59.6 216
17.14 60.9 238.8
15.12 . 60.4 247.5
14.04 60.4 253.6
15.58 61.3 261.2
19.57 59.2 247 .8
24.25 60.9 256
11.55 60.7 283.3
10.69 59.7 279.2
13.61 61-6 278.4
10.34 61.5 286.8

(Exbibit 4, p. 2)
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The Bean model generated the following estimated
consumption for the, corresponding periods:

: 1/ Inve;péal

Years consumption Red. McSee
(CeL/yx.)

1977=-87 284.5 0.935 0.035 .
1978-87 283.0 0.971 0.019
1979-87 281.6 0.966 ' 0.019
1980~87 280.7 0.961 0.021
1981-87 278.9 0.963 0.022
1982-87 268.2 0.97 0.020 .
1983=87 271.7 . 0.997 0.007 .

1/ hegression coefficient. The mimber closest to
1.000 is the curve best fitted to the data input.

2/ Standard error divided by ,the mean. The smaller the
number, the better the correlatxon 0 the data input-

(Exhibi /;, p.2)

Mr. Houck, witness for SJW, selects 271.7 hundred cubic
feet (Ccf) per customer.as‘yhe most accurate estimate generated by
the Bean model. In comparing Bean estimates with actual
consumption in 1982, 1995: 1986 and 1987, actual consumption is
higher than predicted by the Bean model. SJIW asserts actual
consumption is hmgher/ﬁecause these were not normal years. SIW
relies on the prem;s@ that consumption is low when there is more
than average rain;all and consumption is high when temperatures are
higher than normal In 1983 the rainfall was higher than normal.

‘In 1986 and 19%7 there was less rainfall and higher temperatures

than normal. sed upon its presumption, SIW considers this

estimate reliable and adopts it for an estimate of consumption in

poth 1989‘aPé 1990.

ys. Hood, witness for CACD, agrees that 271.7 Ccf is an
accurate 9alculation under the Bean method. However, CACD does not

consider the Bean estimate to be reliable because Bean estimates of

1984, 1985, and 1987 consumption were lower than actual
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consumption. In D.84-01-042, CACD and the utility used the Beaz//,/’“
Method to produce estimates for years 1984 and 1985 consumption of

256.4 Ccf per customer. For 1987, the Bean Method produced.an
estimate of 271.5 Ccf for commercial customers. Recorde
consumption was 283, 279, and 287 Ccf for commercial cﬁgtomers,
respectively, in the same years. Therefore, CACD rejects. the Bean
estimate for 1989 and uses an alternative approach, which is the
procedure advised in Bean quidelines. CACD’s alterpative approach
'is to average recorded consumption for the most recent three years,
1985-1987. CACD recommends that 281.3 C¢f be used for commercial
Customer consumption in 1989 and 1990. /EACD diagrams historical

- commercial customer qonsumptionfto‘suppbrt its recommendation.
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consumption in.1982, 1983, 1986 and 1987, actual consumption is
higher than predicted by the Bean model. SJW asserts actual
consumption is higher because these were not normal years. SJ?>//
relies on the premise that consumption is iow when there is m
than average rainfall and consumption 15~high when tempera

higber than normal. In 1983 the rainfall was higher than/normal.
In 1986 and 1987 there was less rainfall and higher tepferatures
than normal. Based=upon its presumption, SJW considgfs this
estimate reliable and adopts it for an estimate of/£onsumption in
both 1989 and 1990. '

Ms. Hood, witness for CACD, agrees t 271.7 Ccf is an
accurate calculation under the Bean method. owever, CACD does not
consider the Bean estimate to be reliable bhfcause Bean estimates of
1984, 1985, and 1987 consumption were lowgr than actual _
consumption. In D.84-01-042, CACD and the utility used the Bean
Method to produce estimates for vears £984 and 1985 consumption of
256.4 Ccf per customer. For 1987, @ Bean Method produced an
estimate of 271.5 Ccf for commercixl customers. Recorded
consumption was 283, 279, and 28 Ccf for commercial custonmers,
respectively, in the same yearg. Therefore, CACD rejects the Bean
estimate for 1989 and uses ar/alternative approach, which is the
procedure advised in Bean gMidelines contained in the supplement to
Standard Practice U-25. @ACD’s alternative approach is to average
recorded consumption foy/the most recent three years, 1985-1987.
CACD recommends that 261.3 Ccf be used for commercial customer
consumption in 1989 And 1990. CACD diagrams historical commercial
customer consumptign to support its recommendation. g

/
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San Jose Water Com pany,
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In STW’s opinion, CACD’S averaging of actual consumption
for three years is a rejection of temperature and rainfall-data and
the Commission-approved method of estimating consumption” that has
prevented prolonged litigation of this issue in rate proceedings
for the past 20 years. By using a high cansumpt%gﬁ/zztimate, SIW
believes CACD is attempting to penalize SIW for high earnings in
the dry years, 1986 and 1987. Should the Commission adopt CACD’s
estimated consumption, SJIW requests consideration be given for the
additional) expenses incurred during the pXst three years for
delivering purchased water which is more expensive than delivering
water from its reservoirs. SJIW bases/this request on the
difference in its costs to deliver watexr when rainfall is low,
which occurred in 1985-1987. SJW, calculates. surface supplies were
short an average of 1,230 millich gallons (mg) per year during this
period.

Discussion

In reviewing the/commercial consumption trend diagrammed
by CACD and shown above,/We also believe the Bean estimate of
271.7 Cct is unreliab%,, SITW finds this estimate reasonable based
upon a presumption that when rainfall is high, consumption is lower
than normal; and wgdﬁ temperatures are high, consunption is higher
than normal. SJW/includes the drought year of 1977 and years
follewing the drought in its estimate of a normal year.

* We txnd this presumption is not true for 1983 when the
temperature was roughly normal (60.9 degrees) and rainfall was at
its highest/level in ten years (24.25 inches). In 1983 consumption
inereased /(256 Ccf) over its 1982 level (247.8), not decreased. 1In
addition/ SJW’s normal year includes 1977 which should be excluded
under Bean guidelines as a unique year. It is very likély that the
years 978 and 1979 should also be excluded as an adjustment period
aftey the drought. ‘ _

In analyzing CACD’s diagram of customer usage from 1975
to/1987, we see a marked change in the usage trend ‘from the periods
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-0f 1979-1983 and 1984-1987 which is not entirely explained by the

lower rainfall in the latter period. In comparing 1980 consumpticn

of 254 Ccf with 1986 consumption of 278 Ccf, the consumptigp in

1986 is significantly higher even though these. are‘Epeftwo.years )

closest to the Bean normal rainfall and temperatura. Therefore, we,
- conclude SJW’s estimate of 271.7 Ccf is unxeliable. based upon the: .

recent different trend in usage.

Under the circumstances of having a marked shift in the
consumption trend, we believe the threafpear average of recorded
consumption is more reliable. We d not consider this conclusion
to be a rejection of the Bean method but an application of
alternatives when a Bean estimate does not appear reasonable.
Therefore, we adopt CACD’s esti;ate for commerczal customer
. consumption.

We find it unreasonable to grant SJW’s request for
additional distribution expenses incurred from 1985~1987. This
issue is one to be resolved in a future proceeding which reviews
SJW/s memorandum account and issues surrounding the drought.

We order the following estimated number of customers in
each customer cagegory and the consumption by each category which
we authorize in this decision to be used in the calculation of

STW’s authorxzed memorandum account from the date it was approved
in D. 89—04-041.
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_Commercial . 197,999 199;299" . _291.3 L 2§1.3
Public Authority 1,448 1,48§o TT3,000 ' 3,000

Industrial - 84 84 ' 11,619 11,619

Other Utilities 28 =28/ _11a @ _all

Subtotal 199,804 14,912 14,912

Private Fire
Protection —2.,082

Total : 201,886

Unbjilled Revenues
| SJW inclucdes a cre%}t in revenues and a corresponding
expense for unbilled revenues of $2.65 million in 1989 and $2.67

million in 1990. CACD regﬁ@ed these amounts. The parties agreed
to resolve this issue ag/dictated by a decision on the Califormia
Watexr 'Service Company/SJW Joint Petition for Modification of
D.88=-01-061 in I.86-1Y=-019. (This investigation explored utility
recovery in rates for additional tax expense related to the removal
of tax credits an@/&eductions in 1986.) We recently denied the
joint petitioners” request in D.89-05-065. Accordingly, we remove
the credit in Sngnues-and corresponding additional tax expense in
this proceedigg.

SRUC _Reimbursement Fee

ggh.included $918,000 for 1989 and $925,000 for 1990 in
revenues 3nd expenses representing the amount of regulatory fees
paid und?r Public Utilities Code § 401 et seq.,, the annual fee
collect9d by the utility and remittgd for Commission
administration. CACD removed these amounts based upon our policy

to exclude these fees from rates. SJIW did not dispute this issue.

\S
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We adopt CACD’s treatment of this fee as appropriate and
reasonable.

Allocation of Ad-inistrative
and General Expenses

Although the parties stipulated to the amoue, of
Administrative and General (A&G) expenses, CACD recommends
additional allocation procedures. SJW management estimates
employee time spent on capital projects. SIW presented no
documentation to support its estimates. czgg/ézzomnends that SIW
be ordered to develop procedures for the alIocation of A4G expenses
to capital accounts.

SJW. disputes this recommendatdion. SIW witness Meyer
testified that allocation of A&G exgyﬁges is based upon employee
estimates of the time spent on the projects. No records of
employee time devoted to each project are maintained. The work
performed on these projects is intermingled within the average work
schedule. In Meyer’s opinion/ the ratepayer is not disadvantaged
by either an overestimate o underestimate of allocated
construction costs. An overallocation increases the rate base and
depreciation; an underal}/Eat;on increases the current expense and
removes the amount fxam/;arnmngs in rate base.

We agree tﬁgt documentation of employee hours and other
relevant records should be maintained to support amounts allocated
to capital accounts/n We will oxder SIW to develop such procedures

and present for CXCD’s review within 90 days from the effective
date or this dec&ﬁion.

saﬁ/’SJW.Corp_, and SJW Land share the same facilities,
staff, and expenses. SJW does not allocate expenses or charge for
its siste:/company's use of SIW facilities. Both parties agree

<

that these¢ charges are minimal. However, CACD requests that an
allocatioh procedure be developed and used.
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”

Meyer, SJW’s witness, opposed CACD'S-recommendatign’ég;t
allocation procedures be developed for expenses shared by . Coxrp.
and SJW Land. Meyer considered this recommendation premature since
these expenses are minimal for SJW Corp. and nonexist/ht for SIW
Land. It is not known whether these companies wiL- ‘have staff or
an office. An allocation of projected expenses; y these companies
is made at the beginning of the year. Expenses are controlled by
these set percentages. | '

We agree that the ratepayer should not be charged for
facilities, staff, or expenses used ox incurred by sister
subsidiaries, even though these charges are small. We believe an
allocation procedure should be in pYace now anéd, for use in the
future should the amount of thecg/éipenses increase. We will oxderx
SIW to develop procedures to allocate common expenses incurred by
. SJW to its sister-subsidiary and holdzng company.

Congexvation Plan

The Util;ties.water Management Planning Act requires
utilities with over 3, OQO customers to prepare and adopt a water
management plan for ¢o /ervation. In D.86~05-064, we required
water utilities to present a conservation plan pursuant to the Act.
SJW. presented its paan in this proceeding for our approval.

SJIW. coordznates conservation efforts with its reta;l
suppliers, the Santa Clara Valley Water District (District) and the
City of San Jege (City). The District sponsors conservation films
and speakers to schools and service ¢lubs. Conservation
informatiog/ée distributed to public schools. The City supplies
and installs conservation kits in all city residences. The kits
contain low flow shower heads and toilet dams to reduce water
capacity/ in toilets. The City contacts businesses and industrial
users to encourage conservation. SJW sends conservation reminders
in water bills and provides a history of usage on the bill. SIW
insti?uted an Employee Award Program for identlzyzng unaccounted
for water loss which has reduced such usage.
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CACD has no objections to SIW’c conservation plan. We
£ind the plan to be ‘reasonable.

- ' A0tility
e e 9 1985

All Other Operations

1230

‘Op. Transp. $ 577,000 $ 614,800//$ 649,000 S 703,000
op‘l erh- SerV- uﬁ_‘m w‘ . mm —m‘m

. Total . 1,841,200 1,952, 6; 2,296,000* 2,339;000‘
All Other Maintenance

~ Maint. Purch. Serv. _1,001,100 .1£059.700 _1.100,000 —1.155.000
0 Total $2,842, 30%3, 012,600 $3,306,000 $3,494,000
) , |

(Exhibit’16, p. 3-5)

Rurchazed Services / : =

Certain STW’s Opef&tion and Maintenance (0&M) services
are purchased by contractéfwith,outside vendors (”70p. Purch. Serv.”
and ”"Maint. Purch. Serg;; above). SJW estimates these 0&M expenses
for 1989 and 1990 based upon its recorded expenses for 1983-1987 as
$2.66 million and $2459-million; respectively. SJW adds 5%
inflation for eacg/%est year to its recorded 1987 expenses to
derive its projection.

CACD dﬁsputes this methodology. CACD derived an expense-
per~customer factor for each of the years 1978 to 1987. These
factors wer$/ﬁdjusted for inflation based on the constant 1987
dollar, then averaged. The ten-year average was then multiplied by
the predicted number of customers and nenlabor inflation factors
for 1989/and 1990 to estimate expenses‘af'$2;27“milliqn~and $2.40
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Purchased Servigces

and "Maint. Purch. Serv.” akhove). SJW estimates these

for” 1989 and 1990 based upon its recorded expenses f£o 1983-1987 as
$2.66 million and $2.79 million, respectively.

. inflation for each test year to its recorded 1987 Axpenses to
derxve its projection.

CACD disputes this methodology. CACH derived an expense-
per~-customer factor for each of the years 19% to 1987. These
factors were adjusted for inflation based of the constant 1987
dollax, then averaged. The ten-year averife was1thenAmu1tipiied by
the predicted number of customers and nofilabor inflation factors
for 1989 and 1990 to estimate expensesof $2.27 million and $2.40
million, respectively. CACD’s inflatfon factors are taken from the
November 1988 monthly Data Resourcey, Inc. publication. These are

standard factors recommended for ufe in.rate proceedings by CACD
Advisory Branch.
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million, respectively. CACD’s inflation'factors are taken from <he
November 1988 monthly Data Resources, Inc. publication. whese are
standard factors reconmended for use in rate proceedings by CACD

Advisory Branch.

CACD
Lakor _  _Nonlakox

Teility

1988 1.040 1.054 1.050 1.050
1989 1.046 1.053. 1.050 1.050
1990 1.046 1.051 1.050 1.050

(Exhibit 16,/p. 3-1)

SIW rebuts CACD’s position by testimony from Ms. Vip and
Mr. Yoo that water testing expenses and expenses for water quality
equipment are un@grestimat€, in its application. It is the opinion
of these witnesses that pending EPA regulation and new legislation
mandating increased water testing will increase testing expenses in
the future. These wigﬁésses cannot estimate the increased testing
or facility expenseg/tntil these requlations are final.

SJW argques that its requested purchased services expenses
for 1989 and 1990/are already invalidated by 1988 recorded
expenses, which are higher. SJW alleges that 1988 recorded expense
levels will coﬂtinue in 1989 and 1990. SJW comsiders CACD’s
constant dolaar method, an average of 1978-1987 expenses, too low
of a starting point for 1989 and 1990 estimates. SJW points out
that CACD’S estimate for 1988 is also below recorded expenses for
1985-88;//&hisis.true for both 0&M expenses. SJW concludes that
both it/ estimates and those of CACD are too low but makes no
recommendation for higher estimates.

Discussion

' We envision that any increased testing, main protection
or additional facilities required by new EPA regulations will
affect all California water utilities. If this occurs, our normal
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Inflation Factors
‘ veility
lakor _ - Nonlahow

1.040 1.054 1.050°
1.046 1.053 1.050
1.046 1.052 1.050

(Exhibit 16, p. 3=1)

SIW rebuts CACD’s position by testimony frxrof Ms. Yip and
Mr. Yoo that water testing expenses and expenses fof water quality
equipment are underestimated in its application.
of these witnesses that pending EPA regulation nd new legislation
mandating increased water testing will increafe testing expenses in
the future. These witnesses cannot estimaty the increased testing
or facility expenses until these regulatighs are final.

SIW argues that its requested furchased services expenses
for 1989 and 1990 are already invalidafed by 1988 recorded
expenses, which are higher. S5SJIW allgges that 1988 recorded expense -
levels will continue in 1989 and 1960. SJIW considers CACD’s
constant dellar method, an avera of 1978-1987 expenses, too low
of a starting point for 1989 and 1990 estimates. SJIW points out
that CACD’s estimate for 1988/is also below recorded expenses for
1985~88. This is true for Joth 0&M expenses. SJIW concludes that
both its estimates and thobe of CACD are too low but makes no
recommendation for highef estimates.

: ,

We envisieon/that any increased testing, main protection
or additional facilifies required by new EPA regulations will
affect all Califorpia water utilities, and when this occurs, our
normal practice j5 to issue a separate investigation into the
matter and/or dérive special procedures at the .Commission to allow
all utilities/an opportunity to recover unexpected.expenses.
However, we 1so believe that these expenses will notfdec:ease in




. s
. .

A.88-09-029 ALJ/PAB/4t

practice is to issue a separate investigation inteo Epe matter
and/or derive special procedures at the cOmm1551oe/to allow all
utilities an opportunity to recover unexpected expenses. The fact
that these expenses may occur does not justir an award of higher
expenses in this proceeding. SJIW gives no estimated amount of
additional expenses to award. Therefore, 6; must base purchased
service expense estimates on recorded expenses plus inflation.

We find that CACD’s constag;/AOIIar“method is a more
accurate and reasonable method of estimating purchased service
expenses because it levelizes historical expenses to minimize
fluctuations and applies nonlabor inflation factors which are more
specifically related to the O&M services being purchased by SIW.

We adopt CACD’s estimate £or46&n purchased serv;ces.
Transportation Expenses

SJW requests aﬁbroval of the total transportation
expenses for 28 campagy vehicles and the cc;responding purchase
price for the vehicles in rate base. SJW pays maintenance,
insurance, and gasolzne expenses for these vehicles. These
vehicles are ass&gned to designated SJW managers to conduct utility
businessrdurinq/the day and provide employee availability. 24 hours
a day to-respond to after-hour emergencies or attend business
meetings. There are no restrictions on the use of the vehicles.
Personal use of the vehicles occurs before and after business
hours. gPersonal use of company vehicles during business hours
would result in an employee being disciplined or fired.)

A mileage log is kept by each employee assigned a company
vehicY¥e which indicates whether the dailyluse of the vehicle is for
business or personal use. These logs are maintained by SIW

Ao , .
piymarzly for tax purposes. The personal use of these vehicles is
sgported to the Intermal Revenue Service (IRS) as part of an

ngployee’s gress income.

According to SJW, this policy is cheaper than
compensating the designated employees for transportation costs and
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the near future. Since current expenses are already in excess of
either forecast we will accept SIW’'s forecast for purchased sevice

expenses. Therefore, we bhase purchased service expense eetimates
on recorded expenses plus inflation.

Ixansportation Fxpenses

SIW requests approval of the total transportatién
expenses for 28 company vehicles and the corresponding/furchase
price for the vehicles in rate base. SJW pays maint
insurance, and gasoline expenses for these vehicleyl :
vehicles are assigned to designated SJW managers/to conduct utility
pusiness during the day and provide emplcyee ayailability 24 hours
a day to respond to after-hour emergencies oy attend business
meetings. There are no restrictions on thy use of the vehicles.
Personal use of the vehicles occurs befoplk and after business
hours. (Personal use of company vehic s during business hours
would result in an emplovee being dig€Ciplined or fired.)

A mileage log is kept by A£ach employee assigned a company
vehicle which indicates whether the daily use of the vehicle is for
business or personal use. Thesf logs are maintained by SJIW
primarily for tax purposes. e personal use of these vehicles is
reported to the Internal Reybnue Service (IRS) as part of an
employee’s gross income.

According to SJW, this policy is cheaper than
compensating the desigpAted emplovees for transportation costs and
is an‘employment incejfitive. Maintaining control over the
maintenance and replhcement of vehicles is the most efficient way

for SJW to assure feliable employee transportation to conduct
utility business./
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is an employment incentive. Maintaining control over the

maintenance and replacement of vehicles is the most efficient way

for SJW to assure reliable employee transportation to conduct
utility business. -

CACD recommends a transportation expense reduction of

“$38,120 representing all personal usage’ and rate base exclusion’ of

$133,123 for 57% of the purchase price of related vehicles for each
test year based upon an average of/57% personal use of 18 company
vehicles. During the hearing, CKQD increased its transportation
expense disallowance by $5,555/based upon SJW witness Meyer’s
testinony of greater pexsonal usage miles associated with the 28
vehicles, raising the CACD/recommended transportation expense
reduction to- $43,675.

CACD’s vehicle-related reductions are based upon a review
of mileage logs of 18/vehicles. The total numbexr of personal use

" ‘miles, 194,109, is multiplied by 22.5 cents. The mileage allowance

oz-22.5-cents-was,ﬁrescribed‘by the IRS and the State Franchise Tax
Board in 1987.

CACD,recommends a rate base disallowance of $16,000
representing 50% of the purchase price of the company president’s

- luxury vehicle. CACD considers this expense unreasonable.

Consisten:#with‘itsVpersonal use recommendations for other
vehicles,” CACD recommends that all personal use of this vehicle
($9;2009/be excluded from transportation expense.

// In connection with these expenses, CACD recommends that
SIW record better details of the business purpose, transaction
conducted and person contacted in mileage logs in the future.

o SJW argues that the Commission has never made a
disallowance to transportation expense or rate base such as
recommended by CACD in a Class A water utility rate proceeding.
SJW cites the California American Water Company-Monterey District
(Cal-American) rate oxder, D;89-02e067,;as:a recent case where the
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. ¥
CACD recommends a transportation expense reduction of

$38,120 representing all personal usage' and rate base exclusion of
$133,123 for 57% of the purchase price of related vehicles for each
test year based upon an average of 57% personal use-of 18 company
vehicles. During the hearing, CACD increased its transportation
expense disallowance by $5,555 based upon SJW witness Meyer’s
testimony of greater personal usage miles associated with the 28
vehicles, raising the CACD recommended transportation expense
reduction to $43,675.

CACD’s vehicle-related reductions are based upon/a review
of mileage logs of 18 vehicles. The total number of pergonal use
miles, 194,109, is multiplied by 22.5 cents. The milexge allowance
of 22.5 cents was prescribed by the IRS and the Staty Franchise Tax
Board in 1987. ,

CACD recommends a rate base disallowangle of $16,000
representing 50% of the purchase price of the ¢gompany president’s
luxury vehicle. CACD considers this expense easonable.
Consistent with its personal use recommendations for other
vehicles, CACD recommends that all persondl use of this vehicle
($9,200) be excluded from transportatioci expense.

In connection with these expenses, CACD recommends that
SJW record better details. of the busdiness purpose, transaction
conducted, and person contacted inlaileage legs in the future.

disallowance to transportation fexpense or rate base such as
recomnended by CACD in a Clasf A water utility rate proceeding.
SIW cites the California Amefican Water Company-Monterey District
(Cal-American) rate order,/D.89-02-067, as a recent case where the
Commission rejected a simflar traﬁsportation disallewance proposed
' by CACD. o

‘ SIW. witness Meyer testified that SJW has 28 company
‘vehicles, not 18. UsAng 28 mileage legs, SIW’s calculation of the
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Commission rejected a similar transportation disallowance proposed
by CACD. '

R4

SJW. witness Meyer testified that SIW has 28 company
..vehicles, not 18. Using 28 mileage logs, SJW’s calcuI/fion of the -
apportionment of 1987 business and personal use isé/ 53% business
and 47% persconal use. , SR

CACD agrees that this calculation is correct if 28
mileage logs are used. This varies from its calculation of 43%
business and 57% personal use because it/ased a sample of 18
mileage logs. Should the Commission choose SIW’s method to
calculate usage, CACD recommends an dditzonal $3,000 reduction in
1989 and $19,000 in 1990 for transportation expense due to the
different methodology and that the percentage of usage be
multiplied by the total cost of 27 vehicles, or $290,704. (CACD
‘calculates expense and rate 'ase‘disallowances for the luxury
vehicle separately.) This/é:tal does not include the purchase
price of five vehicles whﬁch is unavailable. As an alternative,
CACD recommends meutxng an average purchase price of $12,000 per
vehicle for these five vehicles, which results in a total purchase
.price of $350,704 for 27 vehicles, CACD's alternate recommendation
if SJW’s method is,adopted.

SIW agrees to the CACD recommended exclusion from rate
base of Sls,oog/ror the purchase of a luxury automobile for its
president’s use. SJW does not agree that the personal use of this
vehicle orxr any vehicle should be excluded from transportatzon
expense or, rate base.

,Mayer testified that a reimbursement of $.09 per mile is
the appropriate factor to use in calculating any disallowance.
Meyer alleges this is the same factor used by the IRS.

/ Meyer opposed CACD’s recommendation to maintain
additional recorxds of business use. Meyer considered such

additional record—keeping unnecessary and burdensome. He taestified
. .
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apportionment of 1987 business and personal use is: 53% business
and 47% personal use.

CACD agrees that this calculation is correct if
mileage logs are used. This varies from its calculatiop/of 43%
business and'57%vpersonal use because it used a samp
mileage logs. Should the Commission choose SJW’s
calculate usage, CACD recommends an additional $7,000 reduction in
1989 and $19,000 in 1990 for transportation exyense due to the
different methodology and that the percentagé of usage be
multiplied by the total cost of 27 vehicled, or $290,704. (CACD
calculates expense and rate base disallgfances for the luxury
vehicle separately.) This total does Aot include the purchase
price of five vehicles which is unavAilable. As an alternative,
CACD recommends imputing an averagy purchase price of $12,000 per
vehicle foxr these five vehicles, Ahich results in a total purchase
price of $350,704 for 27 vehiclés, CACD’s alternate recommendation
if SIW’s method is adopted. .

SIW agrees to the CD recommended exclusion from rate
base of $16,000 for the pyfchase of a luxury automobile for its
president’s use. SJW dogfs not agree that the personal use of this
vebicle or any vehicle Ahould be excluded from transportation
expense or rate base.

Meyer testAfied that a reimbursement of $.09 per mile is
the appropriate fagdtor to use in calculating any disallowance.
Meyer alleges thif is the same factor used by the IRS.

Meyer fopposed CACD’s recommendation to maintain
additional recgrds of business use. Meyer considered such
additional reford-keeping unnecessary and burdensome. He testified
had not objected to-appiicant's present records of
business ajd personal use contained in its mileage logs.

Discussion . '

We cannot aQree that our recent Cal-Anerican rate case
order, P.89-02~067, shows this Commission’s blind endorsement of

- 38 =
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that the IRS had not objected to applicant’s present records of
- business and personal use contained-in its mileage logs.
Discussion

_ We cannot agree that our recent Cal-American rate case
order, D.89-02-067, shows this Commission’s bl%glrend9rsement of
all personal use of company-owned vehicles. Adl such policies are
subject to our continuing review for necefgary'revisionsrand
abuses. We do not find the facts.regaré}ng perscnal use in the
Cal-American proceeding to be comparag;e with those in this
proceeding. In Cal-American, personal use of three company~owned
vehicles was 6.1%, 12.49%, and 26%/ but the propriety of these
levels of personal use was not explored. (In Cal-American, CACD
recommended that all personal WSe be disallowed, a position which
we rejected.) . . .

In this proceeding, total personal use of vehicles is
approaching the 50% threshold allowed by the IRS for business
deductions. (26 U.s.c7xi § 280 F(b) (1984); Int. Rev. Code of
1988, § 280 F(b).) Twelve of the 28 vehicles exceed this limit.
While the percentagd/ot personal use of company vehicles was small
in the Cal-American proceeding, we consider this issue a legitimate
inquiry in this/ﬁéoceeding where personal use is significanzly
higher. 'The anount of personal use being recquested by SIW warrants
reasonablevjeﬁtitication.

Although SJW alleges this policy is cheaper than a policy

of transpe;tation'expense reimbursement, it offers no analysis to
support this allegation.

SJW argues that its personal use is'a reasonable salary
incen%}ve. However, SJW gives no analysis to support this
al;egation. SJW did not show the salaries of its designated _
employees nor the additional salary expenses it would need to incur .
in /order to compensate such employees for loss of use of their
company-owned vehicles. Wiﬁhout this evidence we cannot find that
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all personal use of company=-owned vehicles. All such policies ar
subject to our continuing review for necessary revisions and
abuses. We do not find the facts regarding personal use in t
Cal-American proceeding to be comparable with those in this
proceeding. In Cal-American, personal use of three compa
vehicles was 6.1%, 12.45%, and 26%, but the propriety of
levels of personal use was not explored. (In Cal=Amerjcan, CACD
recommended that all personal use be disallowed, a pofition which
we rejected.) However, more recently in the San Ga¥riel Water
Company case, D.89-09=048, we found that commutin [ expenses for
executives were not an expense which the ratepayérs should bear.
In this proceeding, total personal yée of vehicles is
approaching 50%. Twelve of the 28 vehicles ¢xceed this linmit.
While the percentage of personal use of compfany vehicles was small
in the Cal-American proceeding, we considgr this issue a legitimate
inquiry in this proceeding where perso use is significantly
higher. The apparantly high level of personal use being requested

by SIW requires a substantial showing/of ratepayer. benefit to be
justified.

Although SJW alleges thif policy is cheaper than a policy
of transportation expense reimbuysement, it otfefs no analysis to
suppert this allegation.

SJW argues that its /personal use is a reasonable salary
incentive. However, SIW givgs no analysis to support this
allegation. SJW did not shiw the salaries of its designated
employees nor the additional salary expenses it would need to incur -
in order to compensate sych empicyees for loss of use of their
company-owned vehicles./ Without this evidence we cannot find that
SIW’s personal use polAcy is, as it contends, cheaper than
lncreasmng salaries.

SJW.alleg - the assignment of vehicles is to assure the
availability of supervisoery personnel on a 24-hour basis in case of

- On cross-examination, SJW’s witness Meyer was

1
!
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asked about the use of the assigned vehicles. Meyer admitted tha
few employees assigned vehicles responded to emergencies. Thes
employees used company cars after business hours for business
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SJW’s personal use policy is, as it contends, cheaper than
increasing salaries.

SIW alleges the assignment 6: vehicles is to assure ﬁhaf/

‘availability of supervisory personnel on a 24-=hour basis in ca%e of -

"~ a utility emergency. On cross-exanination, SJW’s witnesg;ﬂgfer was
asked about the use of the assigned vehicles. Meyer admitted that
few employees assigned vehicles responded to-emerggac{;s-‘ These
employees used cars for business purposes only onoccasion. The
option of a car pool for company-owned vehiclgg/has not been
considered by SJW. Emergency crew members are not assigned a

company car. f///

Based upon this testimony anq/'ack of statistical
analysis -of its policy, we find that SUW has not carxied its burden
of proof to justify the existing g;xééntage of personal use of 12
company-owned vehicles. 1In addi}ion, the evidence of CACD is also
insufficient to show that our existing policy to allow a small
percentage of personal use g}ould‘be reversed. Since we have
insufficient evidence to agree with either party, SJW or CACD, we
éhall'disallowvall transpd%tation expenses on each vehicle where
personal use is 50% or géeater‘and reduce the rate base by the
purchase price of‘thegé vehicles. According to IRS standards,
these vehicles do- not meet the requirement of 50% business use for
purposes of businsé; deductions. Under such circumstances, these
expenses are unreasonable for ratemaking purposes. This reduction

involves the 12/&ollowingrvehicles-in‘Exhibit~7, p- 1z
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purposes only on occasion.
owned vehicles has not been considered by SJIW.
members are not assigned a company car..

Based upon this testimony and lack of statiftical
analysis of its peolicy, we f£find that SIW has not carried its burden
of proof to justify the existing percentage of pexsonal use of 12
company-owned vehicles. We agree with CACD on ¥he issue of
transportation expense, and we will disallow 1l personal use
miles. Further, for each vehicle where personal use is 50% or
greater we will reduce the rate base by e purchase price of these
vehicles. TUnder such circumstances, thefe expenses are

unreasconable for ratemaking purposes. his reduction involves the
12 following vehicles in Exhibit 7, '

Cax Total Business 4 Personal Personal Use as a
No, Miles J —Use 3 of Total Miles
13 23,616 » 941/ 17,675 : 75%
997 10,119 A 8,163, 8l
27 13,126 . 8,398 64
951 11,145 58 7,558 - 68
28 , 21,678 . ' 6,546 56
51 9,086 3 : 5,614 62
1l 13,159 /5,87 7,285 55
969 13,293 4 5 7,882 59°
18 26,801 ' 482 20,319 76
959 10,430 ' 6,770 65
6l 11,475 4 ’ 8,492 74
60 —8.292 —2. 328 64

Total 162,229 ' 8 110,036
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Total _ Business Personal Personal Use as a
Miles —Use _ - Usge :

23,616 5,941 17,675
10,119 1,956 8,163 -
13,126 4,728 8,398
11,145 3,587 7,558
11,678 5,132 6,546

9,086 3,472 5,614
13,159 5,874 7, zss
13,293 5,411
26,801 6,482
10,430 3,660
11,475 2,983

5’292 3 58

Total 162,220 52,184

IRS instructions for b:;iness-deductions specify that a
taxpayer may use a standard mileage rate of 22.5 cents a mile for
the first 15,000 miles of bus; ess use of an automobile that is not
fully depreciated. This standard mileage rate is a simplified
method of calculating all the operating and fixed costs of the
automobile. Where transportation expenses are deductible as a
medical expense the stan/ard mileage deduction is 9 cents. SJIW
witness Meyer explained the latter deduction does not include all
operating costs.

The record shows that SJW pays all operatxng costs for
the vehicles ass%gned to employees. Therefore, 22.5 cents is the
appropriate mlleage rate to use in this proceeding. Accordingly,
the total mileage for vehicles with personal use which exceeds 50*
shall be mul% plied by 22.5 'cents. We calculate this
. transportation expense reduction to be $36,500 (162,200 nmiles x
$.225) . . ,

The rate base reduction for the purchase price of
vehlcle with 50% or greater personal use involves the same
vehicles listed above. The purchase prices for these vehicles
wh;ch‘@e adopt are listed in Exhibit 66, p. 1 (column 4) and p. 4.
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automobile. Where transportation expenses are deductible as a
medical expense the standard mileage deduction is 1l cents.
witness Meyer explained the latter deduction does not include L1l
operating costs. )

The record shows that SIW pays all operating cogts for
the vehicles assigned to employees. Therefore, for the/twelve
vehicles 11.0 cents is the appropriate mileage rate
proceeding. Accordingly, the total mileage for v
personal use which exceeds 50% shall be multiplied by 11.0 cents.
We calculate this transportation expense reductdon to be $12,104
(110,036 miles x $.11). For the other 16 vehdcles, 22.5 cents is
used. The transportation expense reduction/is $18,916 (84,073
miles X $.225). Total transportation expénse adjustment is $31,020
($12,104 + $18,916). - o :

- The rate base reduction for/the purchase price of
vehicles with 50% or greater personyl use involves the same
vehicles listed above. The purchySe prices for these vehicles
which we adopt are listed in ExpAbit 66, p. 1 (column 4) and p. 4.

This CACD exhibit provides mozé complete information than SJIW’s
Exhibit 7: ' ‘ '

Should Be In
-

'$ 14,464
14,414
14,496
14,272
11,009
13,807
14,464

. 32,054
14,364
10,729
14,975

—b.974

otal Purchase Price 5184;6223
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This CACD exhibit provides more complete in:crmation than SJW’s
Exhibit 7:

Shouldee In
SAI_KQ-

13 . S 14 464 :
997 14,424

27 14, ' 496..
951 A : .'14,272'

28 _ 11,00
51

11 , |

969 o 2,054
18 : | 14,364

959 ' a /10,729
61 14,975
60 —14.974

Total Purchase Price /. 1 7$184,022

We adopt a rate base disallowance of $184,022. (The
Luiury vehicle is one of the vehicles with 50% or greater personal
use; therefore, it is included in our calculation of transportation
expense reduction and.ragg/gase disallowance.)

We agree that ’s mileage summaries are incomplete for
our purposes of verit ng the business and personal use of company
- vehlcles. These mileaqe summaries contain space to record the
purpose of each trip. However, no details other than ”“business” or’
7personal” is recorded. We believe CACD’s request for more
compiete information on the mileage summary is reasonable to track
the use of SIJW vehicles. To accommodate CACD’s request for better
record-keeping, a new £orm is not needed. SJIW need only adopt
better procedures for completing its existing form. Accoxdingly,
we»will s der SJW to provide details of the business purpose,
transaction conducted, and person contacted on these existing
mileage forms. FEach trip need not be listed with a mileage
separately. The present practice of totaling miles is satisfactory

if/a summary of purpose(s), transactlon(s), and person(s) contacted
is- added. '
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.

We adopt 2 rate base disallowance of $184,022. (The
luxury vehicle is one of the vehicles with 50% or greater personél
use; therefore, it is included in our calculation of transpo
expense reduction and rate base disallowance.) .,

We are concerned about the apparantly hign level
personal use for these vehicles on which the utility also darns a
rate return. We have disallowed these vehicles from raty¢ base in
this decision. However, if SJW wishes to make a showi
next rate case application that Commission policy shoxdld allow
vehicles and personal usage in rates, they are welcgime to make that
showing. We also put all other water utilities or/notice that
personal milage and vehicles used as personal velicles will not
necessarily be found prudently included in rate5, and that a clear

and convincing showing will be required to influde such costs in
the future.

We agree that SJW’s mileage s ries are inconplete for
our purposes of verifying the business 3fd personal use of company
vehicles. These mileage summaries confain space to record the

purpose of each trip. However, no dgtails cother than ”“business” or
"personal” is recorded. We believe/ CACD’s request for more
complete information on the mileade summary is reasonable to track
the use of SIW vehicles. To acfommodate CACD’s request for better
record-keeping, a new form is/not needed. SJW need only adopt
better procedures for complgting its existing form. Accordingly,
we will order SJW to provife details of the business purpose,
transaction conducted, d person contacted on these existing
mileage forms. Each t¥ip need not be listed with a mileage
separately. The pregent practice of totaling miles is satisfactory

if a summary of pu ose(s), transact;on(s), and person(s) contacted
is added.
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Rate Base
SIJW and CACD disagreed on two rate base expenses: plant
additions and working cash. '

(e o— - Rlant Additions

DR N I

CACD analyzed SJW’s 1989 construction budget and excluded
an electronic cash processing project ($11,300) which was/éanceled
in 1988. CACD moved the replacement of bowl units ($13,500) from
1988 to 1989 based upon SJW’s rescheduling of this project. We
find these plant account adjustments regsonable égéiusa they
reflect more updated SJW planning of these-proigcts.

CACD recommends amounts for the contipgency construction
budget, which are $164,700, $153,500, and $Y41,209 lower than SJW
in 1988, 1989, and 1990. Contingencies are unexpected ‘
expenditures, such as facility failures/or plant releocation
mandated by government agencies.

SJW bases its estimate on/historical budgeis yet
presented no basis for this metheg. CACD used the average of the
past three years’ recorded expenses, 1985-~1987, and added inflation
factors recommended by the CACD Advisory Branch. CACD used a
three-year average bhecause tﬁase expenses fluctuate and are

- somewhat unpredictable. We consider CACD’s estimate for

contingency expenses as r';sonable and adopt it.
¥orking cash

SJW includes/an average bank balance of $650,000 per
month in its working/ash allowance. SJW calculazes this is the
monthly amount needed to pay bills and generate bank credits to pay
the larger portio/ of bank charges for the account. CACD reduces
this amount to $200,000 arguing that the reduced amount is
sufficient :or/ﬁ%erating purposes.

SJW maintains accounts at three banks: Security Pacific,
for daily opgrations: Bank of America, for investments; and First
Interstate,/tor amounts to be refunded to ratepayers for advances.

In March og April, 1987, SJIW nmoved. its operating account from Bank
) T | "

- 43 -
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All Other Operations

Op. Transp. S 615,000 $ 653,000
Op. Purch. Serv. 557,000 1,630,000

Total 2,172,000 2,283,000
All Other Maintenance

Maint. Purch. Serv. _1.100.000

Total $3,272,000 $3,438,000

' .
m

Rate Base

SIW and CACD disaxgreed on two rate base expenses: plant
additions and working ca

CACD analyzéd SJIW’s 1989 construction budget and excluded
an electronic cash yYrocessing project ($11,300) which was canceled
in 1988. CACD moyed the replacement of bowl units (513,500) frem
1988 to 1989 baskd upon SIW’s rescheduling of this project. We
find these plajt account adjustments reasonable because they
reflect more Apdated SIW planning of these projects.

: CD recommends amounts for the contingency constructicn
budget, whAch are $164 700, $153, 500 and $141,200 lower than SJIW
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in 1988, 1989, and 1990. Contingencies are unexpected
expenditures, such as facility failures or plant relocation
mandated by government agencies. |

SJW bases its estimate on historical budgets
presented no basis for this method. CACD used the avefage of the
past three years’ 'fecorded expenses, 1985-1987, and Added inflation
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of America to Security Pacific where requirements for a line of
credit and bank charges are lowef;  Bank of America required a.
customer with a line of credit to maintain as a cash balance 10% of
the line of credit, or $650,000 in SJW/s case. Security Pacitic
does not have this requirement. It allows applicant to /accumulate
6.27% interest on its balance as a credit toward pagyant of bank
charges. SJW estimates that a ninimum average ba%pnce of $650,000
will generate sufficient credits to pay the majority of bank
¢harges. In 1987, SJW maintained a minimum average balance of
$650,000 at Security Pacific generating $68,751 in total credits.
However, monthly credits in excess of monthly charges may not be
accumulated. The total bank charges were $78,430. SJW applied the
allowable credits and paid the difference, $17,425, in cash.

'In the test years, SJW intends to keep the operating
account balance as low as possible with a $650,000 minimum average
balance. This minimum average ¥s based upon its monthly revenues
and outstanding hills. Any excess cash will be invested at Bank of
America to earn 7% interest

In rebuttal to‘FACD’s,recommendation, SIW presented
Exhibit 8, a list of 1987 checks drawn on the operating account.
All of the checks ar:/té; amounts greater than $200,000. In SJW’s
opinion, this balance will be insufficient to meet most monthly
‘bills outstanding. /With such a balance, SJW alleges it will not
earn enough credit’s to pay menthly bank charges.

Should/the Commission adopt a minimum cash allowance of
$200,000, both/SIW and CACD agree that the allowance for bank
expenses should be increased by $26,590. In addition, for any day
this accounh/was overdrawn, applicant would be charged the prime
rate daily/en the overdraft. No calculation of these charges was
made.

We agree with CACD that paying $26,590 in additional bank
charges is signiticantly'cheaper for the ratepayer than $650,000 in
cash deposits. However, we are persuaded by Meyer’s testimony and
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In rebuttal to CACD’s recommendation, SJW presented
Exhibit 8, a list of 1987 checks drawn on the operating acco
All of the checks are for amounts greater than $200,000. Ip/SJIW’s
opinion, this balance will be insufficient to meet most mofithly
bills ocutstanding. With such a balance, SIW alleges it Avill not
earn enough credits to pay monthly bank charges. ‘

Should the Commission adopt a minimum cas)f allowance of
$200,000, both SJW and CACD agree that the allowayce for bank
expenses should be increased by $26,590. In addition, for any day
this account was overdrawn, applicant would b charged the prime
rate daily on the overdraft. No calculatic of these charges was
made.

We agree with CACD that paying’ $26,590 in additional bank
charges is significantly cheaper for the ratepayer than $650,000 in-
cash deposits. However, we are peraﬁgded by Meyer’s testimony and
Exhibit 8 that a minimum balance $650,000 is needed to pay debts
as they become due. CACD presenged no evidence to show that a
$200,000 balance is sufficient/to pay monthly debts. Therefore, we
adopt STW’s requested cash balance of $650,000. '
Rate Design

The parties have reached agreement on the following rate
design issues which we $ind reasonable and-adopt:

1. Increases in/revenues are to be applied uniformly to the
General Metered Schedlle (No. 1) and Resale Service (No. 6). SJW
proposes a 200% incfease in rates for private fire protection
service (Schedule fNo. 4). CACD recommends the use of industry
standards to establish rates per inch of service connection
diametex of $3.¢0 in 1989, $3.50 in 1990, and $4.00 in 1991. SIW
did not disput¢ CACD’s recommendation. We f£ind CACD’s
recommendatiofl to be reasonable. :

2. Tofal revenue from service charges under authorized rates
shall not gkceed 50% of the fixed costs, pursuant to D.86-05~064.
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Exhibit 8 that a minimum balance of $650,000 is needed to pay debts
as they become due.  CACD presented no evidence to show/that a
$200,000 balance is sufficient to pay monthly debts. / Therefore, we
Wadopt-SJW'S-requested‘cash balance of $650,000.
" Bate Design
The parties have reached agreement on the tollow;ng rate .
design issues which we find reasonable and adopt'

1. Increases in revenues. are to bg/applzed unifornly to the
General Metered Schedule (No. 1) and Reaale Service (Ne. 6). SIW
proposes a 200% increase in rates for przvate fire protection
service (Schedule No. 4). CACD recommends the use of industry
standards to establish rates per iﬁah of service connection
diameter of $3.00 in 1989, $3.50/in 1990, and $4.00 in 1991. SJIW
did not dispute CACD’s recommepdation. We find CACD’S '
recommendation to be reasoneple. . ‘

2. Total revenue from service charges under authorized rates
shall not exceed 50% o:/pﬁ; fixed costs, pursuant tQID.86-05-064.

3. Lifeline rates are to be eliminated, pursuant to
D.86~05-064.

4. Service charge rates for 3/4 inch meters are to be
eliminated and‘sepstituted with charges to customers at
5/8 x 3/4=-inch 9eter rates.

ITaxiff Rule Changes -

we/ﬁave reviewed the proposed tariff rule changes and
arguments cx the parties regarding these rules. We find the
:ollcwing/tarmtf rule changes reasonable and authorize their
implementation as follows:

}A Rule 98 shall include the imposition of a $4.75 service
charge on a customer who submits a check which is returned because
of jmsufficient funds. This charge offsets the bank charge to SIW
fot’iuch a transaction. This change was not disputed. _ |

2. Rule 1l B.l, paragraph 1 shall include a collection

charge when it is necessary to discontinue service due to
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/
nonpayment of the bill. This charge was authorized by the //'

Commission in D.83-06=-065, OIR 7, our order revising and cIErizying
wataer utility tariff procedures and practices for terminntinq
service in response to the Public Utilities.Regulatory Policies act -
(PURPA). This charge was not disputed.

B 3. Rule 11 C.1 shall contain an increase n the restoration
of service charge from $10 to $15 during regular working hours and
$15 to $20 during other hours when service is restored during these
hours at the customer’s request. SJIW represented that other
companies have this charge. SJW complaihed that CACD had agreed to
the increase but objected io-pursuieg/rhis request without a review
of General Order (GO) 103. ., In response, SIW requested a review of
.the Commission’s procedure and i CACD prevails that a special
Jinvestigation into GO 103 be ordered so this change can be made.

We do not agree that a generxc investigation is needed to authorize
an exception to oux regulat{ons in G0 103. Should this GO need
revising, CACD may recommend a special 1nvestigatlon.
, 4. SIW proposes/a new construction and temporary metered
service policy. CAcq/requests that SJW provide, by advice letter,
a proposed standard form for this rule. We authorize this advice
letter filing. . ‘

STW agréed to withdraw its request for a $7.50 service
restoration che’ge-
Gain on _Sale of Tand
' SJw/requests approval of a transfer to ratepayers of the
$534,000 garﬁ from the sale of utility property. In 1987, SJIW sold
over 4.5 acres of utility property to SIW Land for $2,242,000, or
approxamately $9.70 per square foot. At the time of the sale, the -
book va;ue of the property was $1,140,465. The land consisted of
4.5 acres adjacent to SIW’s offices near downtown San Jose and a
parcel’acroes the street from the offices of approxlmately 35,763
square feet. In compliance with D.85~06~023, the order approving -

/ , ‘ _

J
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3. Lifeline rates are to be eliminated, pursuant to
D.86=05~064. '

4. Service charge rates for 3/4 inch meters are to/be
eliminated and substituted with charges to customers at
5/8 x 3/4-inch meter rates..

Tariff Rule chandes

We have reviewed the proposed tariff rul¢ changes and
arquments of the parties regarding these rules.
following tariff rule changes reasonable and aufhorize their
implementation as follows:

+ 1. Rule 9B shall include the impositifn of a $4.75 service
charge on a customer who submits a check ¢h is returned because
of insufficient funds. This charge offseffs the bank charge to SIW
for such a transaction. This change wag/not disputed.

2. Rule 11 B.l, paragraph 1 sha)l include a collectioen
charge when it is necessary to disconfinue service due to
nonpayment of the bill. This charge¢ was authorized by the
Commission in D.83-06-065, OIR 7, pur order revising and clarifying
water utility tariff procedures »nhd practices for terminating
service in response to the Publdc Ttilities Requlatory Policiles Act
(PURPA) . This charge was not/disputed.

3. Rule 11 C.l1 shall £ontain an inc¢rease in the restoration
of service charge from $10 /o $15 during regqular working hours and -
$15 to $20 during other hfurs when service is restored during these
hours at the customer’s fequest. SJIW represented that other
companies have this charge. SJIW complained that CACD had agreed to
the increase but objefted to pursuing this request without a review
of General Oxder ( 103. In response, SJIW requested a review of
the Commission’s pyocedure and if CACD prevails that a special
investigation intd GO 103 be ordered so this change can be made.

We do not agree yYhat a generic investigation is needed to authorize
an exception to/four regulations in GO 103. Should this GO need
revising, CACD/may recommend a special investigation. )
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4. SJW proposes a new construction and temporary mehéred
service policy. CACD requests that SJW provide, by advife letter,
a proposed standard form for this rule. We authorize
letter filing.

SIW. agreed to withdraw its request for 3/$7.50 service
restoration charge when, to avoid discontinuance/of sexrvice, a
customer makes payment in full at the time a . employee arrives
to post a 24 or 48 hour notice of discontinuafice.

Gain on Sale of Land

SIW requests approval of a trangfer to ratepayers of the
$534,000 gain from the sale of utility pfoperty. In 1987, SIW sold
over 4.5 acres of utility property to AJW land for $2,242,000, or
approximately $9.70 per squarxe foot./ At the time of the sale, the
book value of the property was $1,340,465. The land consisted of
4.5 acres adjacent to SIW/3 officds near downtown San Jose and a
parcel across the street from - offices of approximately 35,763
square feet. In compliance w D.85=-06-023, the order approving
the establishment of SJW Land/, SJW is holding the gain in a
suspense account pending a final order in this proceeding.

CACD requests adfustments in the gain calculation raising
the amount to $647,455 asserts that the valuation of the
property is inadequate. / CACD requests that $647,455 be transferred
to the ratepayers over/the next three years in this proceeding and
that SJW be ordered provide three additional independent
appraisals of the pyoperty by appraisers certified by the American
Institute of Real YXstate Appraisers (Member, Appraisal Institute or
MAI) within three¢/ months to determine the value of the property on
December 31, 1996. In a future advice letter filing, the
difference betyeen SIW’s appraisal and the average of the three
additional appraisals would be transferred to the ratepayer.

In/CACD’s investigation of property value, it found:

oore had insu:!icient documentation of his property
valuations The valuation was. dated one year prior to the sale.
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the establishment of SJW Land, SJW is holding the gain in a
suspense account pending a final order in this proceeding.

CACD requests adjustments in the gain czlculation raising
the amount to $647,455 and asgserts that the valuation/pf the
property is inadequate. CACD requests that $647,455/be transferred
to the ratepayers over the next three years in this proceeding and
that SIW be ordered. to provide three additional /independent
appraisals of the property by appraisers certi?ied by the American
Institute of Real Estate Appraisers (Member, Appraisal Institute or
MAI)'within three months to determine the/value of the property on
December 31, 1986. In a future advice ‘étter filing, the
difference between SIW’s appraisal and the average of the three
additional appraisals would be traegégrred'to-the ratepayer.

: In CACD’s investigation of property value, it found:

1. Moore had insufficient/docunmentation of his property
valuation. The valuation was dsted'one‘year'prior to the sale.
Moore’s use of the income approach in his property valuation is
unsubstantiated. Moore did/mot include all renmtal income in his
income analysis. Moore éiﬁ not consider future development plans
in his valuation. CACD also contends that the comparable sales
approach is equally ag/é:plicableas Moore's-income'approach.

Moore is not MAI-certified. '

2. The transd&tion‘was not at arm’s length. Moore and
Weinhardt, SJW’s president, are social acquaintances. Moore has
represented SJW‘}n past real estate transactions and would be hired
for such matters in the future.

3. 7The recording of the transaction is confusing and
circular. zyértransaction was for SJW Land to advance the amount
of the purchase price to SJW for construction projects. However,
the constriction projects were on the books.of SIW Land. The funds
advanced by SJW Land were obtained by a ”capital contridution” from
SIW. Corp/ The funds were obtained by S&W.Corpuffrom'SJW’s-dividend
pay_mentL - ' - -
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Moore’s use of the income approach in his propertj valuation is
unsubstantiated. Moore did not include all rental income in h;s
income analysis. Moore did not consider future development plans
in his valuation. CACD also contends that the conparable sale
approach is equally as applicable as Moore’s income ‘approach
Moore is not MAl-gertified.

2. The transaction was not at arm’s length. Moore¢/ and
Weinhardt, SJW’s president, are social acquaintances.
represented SIW in past real estate transactions and fould be hired
for such matters in the future.

3. The recording of the transaction is copfusing and
circular. The transaction was for SIW Land to 4dvance the amount
of the purchase price to SJW for constructiorn/projects. However,
the construction projects were on the books/of SJW Land. The funds
advanced by SJW Land were obtained by a “dapital contridution” from
SJW. Corp. The funds were obtained by SJN Corp. from SIW’s dividend
payments.

4. In 1986 parcels comparable/with the land sold were sold
for $13.74 to $30.02 per square fodgt.

CACD considers the trapSaction between affiliates to
warrant close scrutiny and apprAisal by independent, MAI=~certified
appraisers. CACD contends t the valuation performed by SIW’s
real estate consultant, Mooye, was outdated and lower than the
market value of the propeyly indicated in CACD’s investigation.

SIW agrees to LACD’s adjustments to its gain calculation
to eliminate a 6% saley commission, raise the state income tax rate
from 9.3% to 9.6%, and deduct the state income tax expense in
calculating federal /income tax expense to increase the gain to
$647,455. SJIW doef not dispute CACD’s recommendation te apply the
gain to rates oveft a three~year period. However, SJW contests
CACD’s recommendation for new appraisals.

SIW fonsiders. its consultant one of the most qual;:ied in

- the San Jose/area. Moore has 20 years of experience ;n the ]
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4. In 1986 parcels comparable with the land sold were sold
for $13.74 to $30.02 per square foot. ‘

CACD considers the transaction between a:filiates/to
warrant close scrutiny and appraisal by independent, MAI~certi£ied
appraisers. CACD contends that the valuation pertorméé by SIW’s
real estate consultant, Moore, was outdated and. lower than-the
market value of the property indicated in CACD's/investigation.

SJW agrees to CACD’s adjustments ro/{ts gain calculation
to eliminate a 6% sales commission, raise the state income tax rate
from 9.3% to 9.6%, and deduct the state 'ncome tax expense in
calculating federal income tax expens ¢ increase the gain to
$647,455. SJIW does not dispute CACD’s recommendation to apply the
gain to rates over a three-year Beriod. Howevex, SJW contests
CACD’s recommendation for new appraisals. .

SIW considers its-sonsultant one of the most qualified in
the San Jose area. Moore has 20 years of experience in the
commercial real estate market for downtown San Jose and is a
licensed real estate broﬁer and member of the San Jose Board of
Realtors. Moore has 5eéently"worked on projectszor;Barclay(s
Bank, the Housing Authority of Santa Clara County, the Garden
Alameda, Santa Clara Savings and Loan, and Bradfore Manufacturing
Company. He has/ﬁﬁ excellent reputation in the business community.

' SJIW. contends that its consultant has already subritted a
correct propert§ valuation based upon three independent appraisals.
Mooxe used t§e same methods and information as an MAI-certified
appraiser. is evaluation is based upon three verifying opinions
from-other/é:praisers who- valued the property at $6.85 to $12 per
sq. ft. /kt the time of the evaluation, future development plans
were un&nown and existing zoning classifications were used. The
existence of continuing water rights and access to SJW wells on the
property sold distingquishes it from the parcels CACD considers
conmparable. Several of the comparable propertieS-used by CACD had
buildings at the time of the sale of SIW vacant 1and, making- them

»
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commercial real estate market for downtown San Jose and is a
licensed real estate broker and membex of the San Jose Board
Realtors. Moore has recently worked on projects for Barel
Bank, the Housing Authority of Santa Clara County, the
Alameda, Santa Clara Savings and Loan, and Bradfore
Company. He has an excellent reputation in the busiress community.
SJW contends that its consultant has alxdady submitted a
correct property valuation based upon three indegendent appraisals.
Moore used the same methods and information as MAI=-certified
appraiser. His evaluation is based upon threé verifying opinions
from other appraisers who valued the properfy at $6.85 to $12 per
sq. £t. At the time of the evaluation, fyture development plans
were unknown and existing zoning classiffcations were used. The
existence of continuing water rights ayd access to SIW wells on the
property sold distinguishes it from tlie parcels CACD considers
comparable. Several of the comparalle properties used by CACD had
buildings at the time of the sale0f SIW vacant land, making them
incomparable. In SJW’s opinion,/no property in San Jose was
comparable to the land sold.
STW requests that GACD’s recommendation for additional
appraisals be rejected becaySe neither this Commission nor state

s of utility property be performed by

We agree thit neither this Commission nor state law
requires that properfy be valued by MAI-certified appraisers. We
do not find that tie facts in this proceeding to warrant such a
requirement. SJW/ s consultant Moore is qualified to appraise SJIW
property sold to SJW Land based upon his real estate licensing and
20 years of experience in commercial real estate transactions. The
additional:re irement that such an appraiser be MAI-certified does

| a more reasonable appraisal. '
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incomparable. In SJW’s opinion, no property in San Jose wa

s
comparable to the land sold. {/////
SJW requests that CACD’s recommendation for additional

appraisals ‘be rejected because neither this-CQmmissioykpor state
law requires that appraisals of utility property be performed by .
- MAX certified appraisers. : v Mee

Discussion

We agree that neither this Commission nor state law
requires that property be valued by'MAI-cg;titied appraisers. We
do not find that the facts in this proceeding to warrant such 2
requirement. SJW’s consultant Moore i qualified to appraise SIW
property sold to SJW Land based upon/his real estate licensing and
20 years of experience in commerc;di real estate transactions. The
addifional'requiremeﬁt that sﬁch/gn appraiser bhe MAI-certified dces
not guarantee a more reasonable appraisal.
' ‘We do not find that Moore’s association with SIW’s
president in the past or in the future disqualifies his opinion in
this proceeding. We belaeve his evaluation is reasonable because
it includes the opinio /or three other independent appraisers. We
cannot accept CACD’s valuation because of the distinctions between
its‘comparable properties and the property sold. The existence of
water rights and \ccess to utility wells on the property sold is a
signiticantlimepdiment to a future buyer, affecting the selling
price of the property. Likewise, the existence of structures on
property afzects the property value. There is no indication from
- SIW. witnessés testifying on this issue that a development plan

changing . the value of the property existed in 1987, as implied by
CACD.

-

CACD criticizes SIW’s recording of the transaction, yet
it ig not clear what abuse has occurred. Since these are corporate
afi#&iates, we do not find it unusual that money paid by SIW Land
is’advanced by SIW Corp. or that these funds were dividends derived
from SJW. We believe the‘importaﬁt,transaction't6'reviéw-is;the
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While we do not find that Moore‘’s association wi
president in the past or in the future disqualifies his opdnion in
this proceeding, it is this Commission’s pelicy to close)ly review
all transactions between utilities and their affiliateg. “ This
issue has risen in prominence as California’s utilities have
diversified into other areas. The issue of transfef;ing land from
a utility to its corporate land development compasly has arisen
before. When PacBell requested to transfer progerty from rate base
to another Pacific Telesis affiliate in the bySiness of real estate
business, the Commission stated in D.86-01=026,

*We will adopt MeCrary’s recommendatién to oxrder PacBell to
openly solicit competitive bids in/disposing of owned real
property which has been in its rafe base, aside from
instances where it is sold thrgdgh condemnation. We believe
this is a minimal step but ond vital to ensure PacBell’s
ratepayers are protected frof potential abuses from self-
dealing inherent with the Liversified Telesis corporate
structure.”

We believe this is A sound policy which should be
continued to assure ratepaygdrs are protected. It is our belief
that market bids will provide better information as to the correct
value of this land. c:yégstent with D.86-01-026, we will order SJW
to establish and operate under a competitive bidding pfocessrand
procedure for disposing of land which is removed from ratebase, and
it shall dispose offsuch property under that procedure s¢ long as
it has an affiliaye in the real estate business. Staff will review
the program SJW Fdopts for receiving competitive bids and present
any recommendatfons it may have on whether SIW’s program should be
modified in next phase of these proceedings.

We finderstand that the properties in this proceeding have
already beey transferred to SIW Land under the terms of the orxder
permitting/SIW to diversify into the real estate business.
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.

The purpose of this condition was to allow the Commission to revi
SJW’s program in operation. By this Decision we order that the/
transferred properties be submitted for public bid under the
of the property transfer program to be established in the n
phase of this proceeding. |

~ The second‘phase of this proceeding will review thy property

transfer program, and the appropriate expenses and rate/ treatment
for related costs.

Attrition Year 1991

SJIW does not dispute CACD’s recommendayion for 1991
attrition allowances. We find these recommendafions to be our
normal policy on. attrition and, therefore, reysonable. The revenué
requirementlror'1991 is computed by adding t e bperational_qnd“
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receipt of the proper amount by SIJW for the property. ‘§Jw provided
these canceled checks for review in the proceeding. Therefore, we
have no basis upon which to void the transaction.

We find CACD’s adjustments to the gain of $534,000 to be
reasonable. We will authorize the transfer of $647,455 to the
ratepayer. However, if this gain is credited to-the ratepayer
monthly in equal increments over a three- ear periocd, 1989-1991, it
is miniscule. Therefore, we authorize the entire amount to be
credited to customer bills over the péxt 12 months.
Attrition Year 1991

SJW does not dispute c&cnfs recommendation for 1991
attrition allowances. We fan/these recommendations to be our
normal policy on attritien and therefore, reasonable. The revenue
requirement for 1991 is computed by adding the operational and
financial attritions to the adopted rate base for 1990 and the net-
to-gross multiplier.

The adjustment is computed as follows:

[(Oper/Attr.) + (Fin. Attr.)) (1990 Rate Base)
(net-to-gross multi.]

(0.0061) + (0.0016)) [107,238,700] [1.681.2]
$1,388,200 |

Based upon our adepted Summary of Earnings, we could
order a redﬁction in rates in 1989 of $3,105,400 or 4.1%, and
autnorizg/rate increases of $1,977,400 or 2.9% in 1990, and
$1,388,200 or 2.0% in 1991. However, an alternative is to order
one set/of revenue requirement calculations for the three-yeay
perxod/based upon a constant, levelized reduction in revenues of
$1, 324 400 or 1.9% for this period. This method was ordered in our
previous D.88-01-025 for Southern California Water Company. This
ayé;rnat;ve w;ll result in better administrative efficiency and
econonmy for SJW, its customers, and the Commission. This levelized
constant rate reduction will be adopted. Average customer bills
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financial attritions to the adopted rate base for 1990 and the net-
to-gross multiplier. | '
The adjustment is computed as follows:
[(Oper. Attr.) + (Fin. Attr.)] ' [1990 Rate_ Base]
" [net-to-gross multi.] r////

= [(0.0061) + (0.0016)] [107,238,700F [1.6812)

= $1,388,200 |
Igvelized Rates

Based upon our adopted Summary oﬁjzarnings, we could

order a reduction in rates in 1989 of $3,10%5,400 or 4.1%, effective
for 3 1/2 months in 1989, and authorizg/fgte increases .of $591,200
or 0.83% in 1990, and $1,388,200 or 2.0% in 1991. However, an
alternative is to order one set of reavenue requirement calculations
for the three-year period based upon a constant, levelized
reduction in revenues of $1,324,¢60 or 1.9% for this period. This
method was ordered in ouxr previcus D.88=-01-025 for Southern
California Water Company. This alternative will result in better
administrative efficiency and economy for SJW, its customers, and
the Commission. This levdlized constant rate reduction will be
adopted. Average custeyé: bills will bev:educed by approximately
0.40% per month under Ahis plan. (Appendix D.)
Pindi ¢ Fact

L. SJIW prondes satisfactory water service and the water
. furnished meets carrent state drinking water standards.

2. SOW h¥s complied with our order in D.86~05-064 to submit
in its next rafe proceeding a reasonable water management plan for
conservation/and with our order to institute report card billing.

3. SJW and DRA have a minor difference of .11% in the
estimated"berage debt costs for 1990. DRA’s method of calculating
is reascnable.

: 44/ SJW is comparable with DRA’s list of publicly traded
water companies for purposes of establishing a common equity ratio.
SIW’s/1987 level of common equity is 16% greater than the
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will be reduced by approximately 1.2% per month under this plan.
(Appendix D.)

Findings of Fact
o 1.. SJW provides satisfactory water service and the wate
furnished meets current state drinking water standards.

4

- 2. SIW has complied with our order in D.86-05-064 t6 submit

in its next rate proceeding a reasonable water management plan for
conservation and with our order to institute report card bkilling.

3. SJW and DRA have a minor difference oz 1% in the
estimated average debt costs for 1990. DRA’s method of calculating
is reasonable.

4. SJW is comparable with DRA‘s list/of .publicly traded
water companies for purposes of establigp&gga common equity ratio.
SJW’s 1987 level of common equity is 16% greater than the 4
comparable group average of 42%. The highest level of common
equity within the comparable group,/ excluding SJW Coxp., is 53%.
Inputing a level of 53% common equity is more reasonable than
imputing the group average of «2%.

5. SJW requests a comm/; equity ratio of 58.80%, 58.75%, and
58.59% in 1989, 1990, and‘}991, which is above the level of 56%
authorized in its last rate decision, D.84-01-042. SJW provided
little justification fof’mncrea51ng its common equity ratio level.

6. The financial stability of a company is measured by bond.
ratings. SJIW’s findﬁcxal data for pretax interest coverage and
internal cash flow/for 1983-87 exceeds the level for AAA ratings
for water util%}f;s by Standard. and Poor’s. SJW’s financial data
for pretax interest coverage and internal cash flow for 1583-87
exceeds the level for AA ratings for electric utxlitzes by Standard
and . Poor'sv/

SJW is. financially stable according to Standa:d and
Poor’s f nancial indicators.
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comparable group average of 42%. The highest level of common
equity within the comparable group, excluding SJW Corp., is 53%.
Imputing a level of 53% common equity is more reasonable than
imputing the group average of 42%.

5. SJW requests a common equity ratio of 58.80%, -.75%, and
58.59% in 1989, 1990, and 1991, which is above the levgl of S6%
authorized in its last rate decision, D.84-01-042. provided
little-juStificationlzor increasing its common e y ratio level.

6. The financial stakility of a company i neasured by bond
ratings. SJW’s financial data for pretax intepkst coverage and
internal cash flow for 1983-87 exceeds the lefel for AAA ratings
for water utilities by Standard and Poor’s./ SIJW’s financial data
for pretax'interést coverage and internal/cash flow for 1983-87
exceeds the level for AA ratings for elgltric utilities by Standard
and Poor’s. )

7. SJIW is financially stable Accordiny to Standard and
Poor’s financial indicators. - )

8. SJW could lower the leybls of Standard and roor’s
financial factors and still megf the requirements to retain its
existing bond ratings.

9. High bond ratings/are needed to obtain a low interest
rate for new debt. SIW’sfability to obtain low interest in the
future should not be afffcted by lowering common ecuity.

'10. Ratepayers df not benefit from exceeding the financial
levels required to ohfain the highest bond ratings.

11. DRA’s comfarable publicly traded water utilities are
reasonable, yet SIN is more accurately compared with the comparable
water utilities t rank above the financial averages of the
group. SJW’s hfstorical growth and earmings exceed the group
average. ' . '

12. In/he last five years, SJW’s ratio of cash to
constructiof costs ;veragéd nearly 120%, with cash available
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8. SJW could lower the levels of Standard and Poor/

rate for new debt. SJW’s ability to obtain low
. future should not be affected by lowering comm

10. Ratepayers do not benefit from exc ding the financial
levels required to cbtain the highest bond fatings.

1l. DRA’s comparable publicly traded water utilities are
reasonable, yet SJW is more accuratelgy/ompared with the comparable
water utilities that rank above the f¥nancial averages of the
group. SJW’s historical growth an&/ arnings exceed the group
average. ] / , \

" 12. In the last five years/ STW’s ratio of cash for
construction cost to construct@bn costs averaged nearly 120%, with
¢ash available surpassing cd/ needs. SJW’s construction needs for
1989 and 1990 de not justi: the requested level of common eguity.

. 13. SJw’s dividend/’ yout ratio of 63% compared to the group
average of 70% helps to/ ncrease the high equity ratio.

14. SJIW’s calcul ions of 11.70% to 11.74% ROE and 11.95% ROE
are based upon the e( sting capital structure, which DRA does not
recommend.’

15. DRA’s refommended imputation of 53% common equity is
reasonable,. but/ Ces not allow SJW the opportunity to actually
adjust its co n equity to this level if this common equity is
imputed in 19 :

S paid dividends to SIW Corp. in 1986 of $12.07
million, i 1987 of $9 million, and $5.25 million in 1988. SJW’s
lty declined after these payments.

17JC/DRA!5 substitution of SJW Corp. for SJW in its

comparx 1ve financial analysis is relzable smnce 98% of SJW Corp.’s
revenues are derived trom SIW. :
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surpassing cash needs. SJW’s construction needs for 1989 and 1990
do not justify the requested level of common equity. .

13. SJW’s dividend payout ratio of 63% conmpared to the
average of 70% helps to increase the high equity ratio.

4. SJIW’'s calculations of 11.70% to 11.74% ROE and 1
are based upon the existing capital structure, which DRA Hdoes not
recommend. .

15. DRA’s recommended imputation of 53% common quity is
reasonable, but does not allow SJW the opportunity - actually
adjust its common equity to this level if this copfon equity is
imputed in 1989. ' , '

16. SJIW paid dividends to SJW Corp. in 198¢ of $12.07
million, in 1987 of $9 million, and $5.25 mildion in 1988. SJIW’s
comnon equity declined after these payments,/

17. DRA’s substitution of SIW Corp.
comparative financial analysis is reliabXe since 98% of SIW corp.’s
revenues are derived from SJW.

- 18. SJW’s DCF analyses based o & comparable group of
electric, gas, and telephone utilitfes and its own historical
financial data are unreasonable. /AHRA’s comparable‘groupfis
reasonable. '

19. DRA’s DCF analysis hfised on a comparable group of
publicly traded water utilitfes, including SJW Corp., yielded an
estimated ROE of 11.90% foy a three-menth dividend yield and 11.84%
for a six-month dividend field.

20. DRA’S RP analybis based on a comparable group of publicly
traded watexr utilities/fyielded an estimated ROE in the range of
11.95% to 12.53%. '

2l. SJW’s DCF Analysis based upon its own stock price,
historical dividends, and growth yielded an estimated ROE of
13.623~21.48% foy/ 10-year growth and 15.89%-17.83% for S-year
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18. SJW’s DCF analyses based on a comparable group of
electric, gas, and telephone utilities and its-own.bigtorical
financial data are unreasonable. DFA’s comparable/éroup is
reasonable. _

19. DRA’s DCF analysis based on a comgprable group of
"publicly traded water utilities, including - Coxrp., yielded an
estimated ROE of 11.90% for a three-month/gii:dend yield and 11.84%
for a six-month dividend yield. |

20. DRA’s RP analysis based on/a comparable group of publicly
traded water utilities yielded an eStimated ROE in the range of
11.95% to 12.53%. ‘ d///

21. SJW’s DCF analysis based upon its own stock price,
historical dividends, and ggpd%h yvielded an esqima;ed ROE of
13.62%-21.48% for lO0-~year growth and 15.89%-17.83% for S-year
growth.

22. SJW’s RP analysis based on a comparable group of
electric, gas, and telephone utilities yielded an estimated range
of average historicaI(ROE of 12.70~13.10% and average historical
ROE of 12.81%. |

23. SJW’s RP analysis based on SJW’s historical authorized,
ROEs yielded an/average ROE of 13.02% and projected ROEs of 15.19%,
15.22%, and 15.29%. o

24. S{W.and‘DRA agree that the ROE varies inversely with the-
level of cgmmon equity under general finance principles.

25. return on common equity of 11.75% for 1989, 12% for
1990, agﬁ/?é;zs%-for 1991, based upon the authorized level of
common equity, is comparable to an investment in utilities selected
by D /as similar to SJIW.

';ZG. For ratemaking purposes, % level of common equity of 56%,
55%, and 53% for 1989, 1990, and 1951, respectively, will allow
ratepayers to share in the financial health of SJW.

/7ﬁ 27. A return on rate base of 10.48% for 1989, 10.67% for
1990, and 10.83% for 1991, based upon the DRA’s comparative
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22. SJW’s RP analysis based on a comparable group of
electric, gas, and telephone utilities yielded an estimated ran
of average historical ROE of 12.70-13.10% and average histori 1
ROE of 12.81%. g

23. SJW’s RP analys;s based on SJW’s historical aut rized
ROEs yielded an average ROE of 13.02% and projected ROEY of 15.19%,
15.22%, and 15.2%9%.

24. SJW and DRA agree that the ROE varies invgtsely with the
level of common equity under general finance pringiples.

25. A return on common equity of 11.75% f£p& 1989, 12% for
1990, and 12.25% for 1991, based upon the aut)forized level of
common equity, is comparable to an investm in utilities selected
. by DRA as similar to SJIW. :

26. TFor ratemaking purposes, a leyel of common equity of 56%,
55%, and 53% for 1989, 1990, and 1991/ respectively, will allow
ratepayers to share in the financia) health of SJIW.

27. A return on rate base off10.48% for 1589, 10.67% for
1990, and 10.82% for 1591, based/ﬁpon the DRA’s comparative
analysis, judgment, and the i/yﬁl of common equity, is comparable
to an investment in utilities’ selected by DRA as similar to SJW.

28. Contrary to COmm&g;icn policy, SIW included in its
revenue calculations the Amount of reimbursement fees for
Commission administratigh collected by SIW and remitted to the
Commission pursuant tof Public Utilities Code Section 401 et sed.

29. SJIW providdd insufficient documentation of amounts
allocated from admjhistrative and general expenses to its capital
account. SIW proyided insufficient documentation of expenses
incurred by SIW fFhich are common to SJW, SIW Corp. and SIW Land.

30. Weathbkr adjusting CACD’s estimate of annual commercial
customer consymption of 281.3 Cef to 272.8 Ccf more accurately
reflects the/recent trend in consumption and is more reasonable

B¢fan estimate of 271.7 Ccf used by SIW tor calculate
revenues for 1989 and 1990..
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analysis, judgment, and the level of common equity, is” comparable
to an investment in.utilities selected by DRA as simllar to SJW.

28. Contrary to Commission policy, SIW included in its
revenue calculations the amount of reimbursemqnt fees for
Commission administration collected by SIW and repitted to the.
.Commission pursuant to Public Utilities gode Section 401-et-seq.

29. SJIW provided insufficient doopmentation of amounts
allocated from administrative and general expenses to its capital
account. o

30. SJIW provided insufficient documentation of expenses
incurred by SJIW which are oommon/io-SJW SJW Corp. and SJIW Land.

31. SJW presented a conservation plan which accomplishes the
goal of pPromoting water co 'Qvation in its service area.

32. SJW’s request foxr’ other operation and maintenance
purchased services is incomplete and speculative, unlike CACD’s
‘method of levelizing hiatorical expenses to minimize fluctuations
and applying nonlabor/inflation factors specifically related to
these services.

33. SJW does/not justify transportation expenses or including
in rate base the/purchase price for 12 assigned vehicles with
personal use of /50% or greater. CACD dcoes not justify its request
to reverse the/existing Commission policy to allow a small
percentage of personal use of company owned vehicles.

34. SJW's construction budget includes a project which has
been cancergd and a project which has been rescheduled. CACD
removed the canceled project and placed the rescheduled project in
the year/ in which the expense will be incurred.

3 . SJW presented inadequate basis for its estimate of
contlngency construction expenses; CACD based its estimate on the
average of recorded expenses for 1985~1987 and’ added inflation
racyérs recommended by the CACD Advisory Branch.

36. SJIW presented a summaxy of checks for amounts of $200,000
or greater to justify its‘estimate-or'maintaining an average bank
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31. SJW presented a conservation plan which accomplishes the
goal of promoting water conservation in its service area.

32. SJIW’s request for other operation and maintenance
purchased services is based upon 1987 recorded expenses plusy
inflation, unlike CACD’s method ¢f levelizing historical e
to minimize fluctuations and applying nonlabor inflation/Lactors
specifically related to these services.

33. SJIW does not justify personal transportatigh expenses or
including in rate base the purchase price for 12‘as£§:ned vehicles
with personal use of 50% or greatex.

,-——>: 33a) In D.85-09-048 the Commission policy/was to disallow all
commute expenses for executives associated wi company owned
vehicles. '

34. SJW’s construction budget includes a project which has
been canceled and a project which has'bdék rescheduled. CACD
removed the canceled project and placgd the rescheduled project in
the year in which the expense will he incurred. '

35. SJW presented inadeguat asis for its estimate of

contingency construction expenses; CACD based its estimate on the
.average of recorded expenses for 1585-~1937 and added inflation
factors recommended by thesgg:D Advisory Branch.

36. SJIW presented a ary of checks for amounts of $200,000
or greater to justify its estimate of maintaining an average bank
balance of $650,000. D based its estimate of the average bank
balance on total expenées and presented no analysis of checking
account transactionsfto justify its estimate of an average bank
balance of $200,00

37. SJW reqyests approval of an increase in the restoration
of service chargeé from $10 to $15 during reqular working hours and
$15 to $20 durizg other hours when service is restored during these
hours at the dﬁstomer’s request, based upon the same charges by
other utilitfes. Contrary to CACD’s assertion, we may authorize

-case deviations from GO 103. .
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balance of $650,000. CACD based its estimate of theaverage/bégk
balance on total expenses and presented no analysis of chﬁfkinq_
account transactions to justify its estimate of an average bank
balance of $200,000. ' .

37. SJW requests approval of an increase in restoration ..
of service charge from 510 to $15 during regqular working: hours and -.-
$15 to $20 during other hours when service is reééored'duxing these
hours at the customer’s request, based upon the same charges by
other utilities. Contrary to CACD’s assertign;'we may authorize
such case-by-case deviations from GO 10%’

38. CACD requests that SIW’s proposed new construction and
tenporary metered service policy contain a proposed standard form
which will be presented in an,adv%ge letter in the future.

39. CACD’s properties selected as comparable with 4.5 acres
of land (which was not included/gn~rate base) sold by SIW in 1987
are not sufficiently similar./ It is not mandatory that property
valuation be performed by appraisers certified by the American

Institute of Real Estate Aﬁbraisers. SJW’s income analysis
'perrqrmed'by a qualified/ experienced, licensed broker is
sufficient to establish/the value of this land. . SJW requests that
the gain on the sale-dé this land be transferred from a suspense
account to the ratepayer. SJW does not dispute CACD’s adjustment

to the gain or its/recommendation to spread the gain over a three-
year period.

40. The ounts of operating revenues, operating expenses and
rate base and é&ch element thereof shown in Tables 1 and 2, ”At
Authorized Rates,” represent a fair and reasonable determination of
the revenue/requirement for test years 1989 and 1990.

41. The reduction in annual revenue authorized by this

decision,ﬁﬁ order to produce the adopted rates of recturn is
$1,324,400‘in L989y 1990, and 199l. '

o p e
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38. CACD requests that SJW’s proposed new ceonstruction
temporary metered service policy contain a proposed standard/form
which will be presented in an advice letter in the future.

39. It is the Commission policy that before utility/land that
has been in rate base can be transferred to an affiliatdd real
estate company, that such land must be offered to pub)Xic bid in
order to determine the fair value of the land.

40. The amounts of operating revenues, operafing expenses and
rate base and each element therecf shown in Tables 1 and 2, ”At
Authorized Rates,” represent a fair and reasonable determination of
the revenue requirement f£or test years 1989 ayd 1990.

41. The reduction in annual revenue aythorized by this
decision in order to produce the adopted rxtes of return is
$239,200 for 1989, 1990, and 1991. v

42. CACD’s proposed rate design gfidelines are consistent
with D.86-05-064 in which we adopted ¥ flatter rate designm policy,
and are reasonable.

43. SJW and CACD agreed to a¥ide by the Commission’s decision
in the California Water Service gompany/SJIW Joint Petitioen for
Modification of D.88-01-061. D.89-05=065 we denied joint

petitioners’ request for addifional tax expense for unbilled
revenues.

44. The decreases in present rates and charges required by
this decision are justified and are reasonable; present rates and
chargas, insofar as th dit:er from those prescribed by this

decxs;on, are zor the utura unjust and unreasonable.
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42. CACD’s proposed rate design guidelines are consistent///’
with D.86~05~064 in-which we adopted a flatter rate design poiicy,
and are reasonable. I

43. SJIW and CACD agreed to abide by the Commission’s decision
in the California Water Service Company/SIW Joint Pg;dézon fox
- Medification of D.88~01-061. In D.89-05-065 we_denied joint -
petitioners’ request for additional tax expense for unbilled
revenues. '

44. The decreases in present rates aeg charges required by
this decision are justified and are rgasepable: present rates and
charges, insofar as they differ from t%pse prescribed by this
decision, are for the future unjust and unreasonable.

1. A constant reduction iq/revenues-of $1,324,400 or 1.9%
during 1989, 1990, and 1991 is reasonable based upon our adopted
results of operations for SJW.

2. SJW has complied with the requirement in D.86-05-064 of
filing a reasonable utili:y/@ater management plan for conservation.
3.  SJW’s request t¢ recover additional tax expense for
unbilled revennes-should/%e denied pursuant to D.89«05-065 which

denied the same requegF{ '

4. Lifeline rates should be eliminated from SJW’s rate
design pursuant to-D(§6705-064.

5. “Total reyénue from service charges under authorized rates
should not exceeé/%b% of the fixed costs pursuant to D.86~05~064.

6. A uti%ity’s analysis of its own historical financial data
is not sufrici?nt‘comparative-analysisvtc~set a rate of return.

7. The /application should be granted to the extent provided
by the rollowing oxder.

8. Béé;use of length of hearings in this proceeding and the
need to esﬁéblish current rates immediately, this order should be
effective, today. S | :

J
/
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conclusions of Iaw
1. A constant reduction in revenues of $239,100 or 0.

3. SJW’s request to recover additional tax
unbilled revenues should be denied pursuant te D.
denied the same request.

4. Lifeline rates should be eliminated ffrom SIW’s rate
design pursuant to D.86-~05~064.

5. Total revenue from service chargey under authorized rates
should not exceed 50% of the fixed costs pyrsuant to D.86-05-064.

6. A utility’s analysis of its owp/historical financial data
is not sufficient comparative analysis Yo set a rate of return.

7. The application should be gpinted to the extent provided
by the following order.

8. Because of length of heafings in this proceeding and the
need to establish current rates jfhmediately, this order should be
effective today.

9. Additional hearings Are required to establish an
appropriate program for S to transfer land from rate base to its
agfiliate SIW Land. Hearfngs are also appropriate to consider
ratemaking treatment of Meferred taxes on the land transfers.

1. San Jose/Water Company (SJIW) shall immediately file for
its company, to b effective S days after today, the reduced rate
schedules and tayriffs attached as Appendix A. This filing shall
comply with Gegeral Order Series 96. The ravised schedules shall
apply only € service rendered on and a:ter their ezrectiVe date..
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QRDER

IT IS ORDERED that:
‘1. San Jose Water Company (SJW) shall immediately file for ..
its district, to be effective 5 days after today/,the reduced
- - rate schedules and tariffs attached as Appenqquh. .This £iling. -
shall comply with General Order Series 96. /mhe‘revised-scheQules
shall apply only to service rendered on and after their effective
‘date. .o

2. Common equity of 56% shall be imputed in SIW’s 1989
capital structure effective today. fFommon equity of 55% and 53%
shall be imputed on January 1 for I990 and 1991, respectively.

3. SJW is authorized to :&le an advice letter regarding a
new construction and temporary etered service policy. 'SIW. shall
provide in this filing a progpsedfstandard form for this' rule.

4. SJW shall develpg/procedures, inc}uding standards for
supporting decuments, to allocate Administrative and General
expenses to capital proj éts. The procedures shall be mailed for
review within 90 days from the effective date of this decision to:
Commission Complian:7/;nd-Advisory'Division, Auditing and
Compliance Branch, 505 Van Ness Avenue, San Francisco, CA 94102.

S. SIW shaliﬁ develop procedures to allocate commen expenses
to SJW Land and SUW Corp., including standards for supporting
documents. The/procedures shall be mailed for review wzthzn 90
days of the eﬂfect;ve date of this decision to: Commission
Compliance %Pd Advisory Division, Auditing and Compliance Branch,
S05 van Negﬁ Avenue, San Francisco, CA 94102.

6. SJW shall provide more information in its mileage logs by
indlcating the business- purpose, transaction conducted, and person

contacted for- each trip or a summary of this Lnformatzon where it
is-appropriate.

/
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2. Common equity of 56% shall be imputed in SJW’s 1989
capital structure effective today. Common equity of 55% and 53%
shall be imputed on January 1 for 1990 and 1991, respectively.

3. SJIW is authorized to file an advice letter regarding a
new construction and temporary metered service policy.
provide in this £iling a proposed standard form for this rulel

4. SJIW shall develop procedures, including standardsy/ for
supporting documents, to allocate Administrative and Gengfal
expenses to capital projects. The procedures shall be

Compliance Branch, 505 Van Ness Avenue, San Franc'vco, CA 94102,

5. SJW shall develop procedures to allocayfe common expenses
to SIW Land and SJW Corp., including standards/for supporting
documents. The procedures shall be mailed f£4r review within 90
days of the efifective date of this decisiof teo:r Commission
Compliance and Advisory Division, Auditi g and Compliance Branch,
505 Van Ness Avenue, $San Francisco, C¢A/94102.

6. SJIW shall provide more infgfmation in its mileage logs by
indicating the business purpose, tyansaction conducted, and person
contacted for each trip or a s ry of this information where it
is appropriate. :

7. The consumption estdmates authorized in this decision
shall be used in calculating any loss revenues in SIW’s memorandum
account from the date thejfaccount was approved in D.89=04-041.

8. SJW’'s recuest Lo recover additional tax expense for

unbilled revenues is d¢hied pursuant to D.89=-05=065 which denied
the same request. ‘

9. Within 90 fAays from the effective date of this order, SIW
will establish and pperate under a competitive bidding process and
procedure for dispbsing of land which is removed from rate base,.
and it shall disfose of all such land under that procedure so leong
as it has an affiliate in the real estdtejbusiness; CACD shall
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7. The consumption estimates authorized in this decision
shall be used in calculating any loss revenues in SIW’s memorandum
account from the date the account was approved in D.89-04-041.

' 8. SJIW’s request to recover additional tax expense for
unbilled revenues is denied pursuant to D.89-05~065 ;
the same request. | : |

9. SJW shall transfer $647, 455 from the exnstlng suspense
account to the ratepayer to reduce the revenué/chpmrement under
special conditions in the adopted tarmrr schedules in Appendlx A,

This order is efzectlve today.

, at/San Franc;sco, Calizcrnla.
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-

review the program SJW adopis':or receiving competitive bids and
present any recommendations it may have on whether SJW’s program
should be modified in the next phase of of these proceedings.
10. SIW shall retain $647,455 in the existing suspe
account until our final decision in th;s procaedxng.
This order is effective today.

,Hat~5an Francisco,

Pateq . OCT 1 278
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SAN JOSE WATER COMPANY
Schadule_Nb. 1

GENERAL METERED SERVICE

APPLICABILITY

Applicable to general metered water service. i, ;//
TERRITORY

Portions of Cupertino, San Jose and Santa.CIaqgf/:;d in Campbell,
Los Gatos, Monte Sereno, and Saratoga and in contiguous territory in
the County of Santa Clara. C - ‘

RATES

Per Meter
Service Charges: Per Month

For 5/8 x 3/4=-inch neter
For 3/4-inch metex
For l-inch meter
For 1-1/2-inch meter
For 2=inch meter
For 3=-inch /meter
For 4~inch meter
Foxr - 6=inch meter
For 8=inch meter
For 10~inch meter

$4.35
4.35
7.30
10.00
12.50
25.00
34.00
53.00
81.00
108.00

The Service Charge is A readiness~-to-serve charge which is W)
applicable to all metered service and to which is to be added B
the charge for water’used computed at the Quantity Rates. (T)

Quantiﬁ;/RAte:
Per 100

cu." rt. - - - - L] - - - - - =» - - . Ll - 0.932 (R)

P T T T T R R R
" ¥y % 8 8§ & 8 3
-!‘.'.....«
T T . L L T T T T
O T T Y T T T Y I )
« 9 8 & 8 9 3 B 0
8 9 3 3 Y 2 B 8
LI T T I R B L
[ I I N L )
* 5 5 8 % 5 3 5 8
[ TR DY TR NN BN BN N B ]

SPECIAL CONDITION

1. Customers who receive water deliveries for agricultural
purposes under this schedule, and who present evidence to the utility
that such deliveries qualify for the lower punp tax rates levied by the
Santa Clara Valley Water District for agricultual water, shall receive
a credit of 13.7 cents per 100 cubic feet on each water bill for the
quantities of water used during the period covered by that bill.

2. ' Due to the transfer to rate payers of the gain from sale (W)
of land, an amount of $0.266 is to be deducted from each water bill I
for twelve months from the effective date of this tariff filing. (N

3./ All rates are. subject to the reimbursement fee set forth on (L)

Schedule No. UF. (L),
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APPENDIX A
Page 2

SAN JOSE WATER COMPANY
Schedulae No. 6

" RESALE SERVICE | ////////

APPLICABILITY | //////
Applicable to all water service furnished for resale purposes.

Portions of Cupertino, San Jose and Santa Clara, and in Campbell,

Los Gatos, Monte Sereno, and Saratoga and in co lquous territory in
‘the County of Santa Clara. o

RATES

.Perinetar
Per Month

For 5/8 x 3/4-inch meter $3.85 - -
For 3/4=-inch meter 4.40 -
For l-inch metex 5.90
For 1-1/2=inch metet 8.00
Forx 2-inch merer 10.50
For 3~inch neter 19.00

. 28.00

Foxr 4-inch /meter
For G-inqﬂ/zeter 43.00
66.00

For 8-inch meter
For 1L0-inch meter 92.00

Service Charges:

LI TR TR R I I L I I
» % ¥ ¥ ® 8 85 8 8
[ IO I I B
[ I T R S N I I
L 20N TR T TR N T B R I
[ T TR Y T TN T IO B )
[ 20N TR DR RN TN TN TN N N )
LR A i
[ T T T TR TR TN N B ]

-
-
-
-
-
[ 3
-
]
-
-

Quantity Raﬁ;,
Per 100 Cla ft. - =

The Service Charge is a readiness-to-serve charge which is
applicable to all metered service and to which is to be added

the charge ::;/water used computed at the Quantity Rates.

SPECIAL~CONPITION

1. //ﬁhe to the transfer to rate payers of the gain from sale
of land,/an amount of $0.266 is to be deducted from each water bill
for twelve months from the effective date of this tariff filing.

2. All rates are subject to-the reimbursement fee set forth
on Schedule No. UF. ' ‘ : ' <
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SAN JOSE WATER COMPANY
Scnedulo No. 4

PRIVATE FIRE PROTECTION SERVICE

APPLICABILITY

Applicable to all water service furnished to privately owned fire
protection systems. '

Portions of Cupertino, San Jose and Santa’Clarxa, and in Campbell,

Los Gatos, Monte Sereno, and Saratoga and/in contiquous territory in
the County of Santa Clarxa. .

RATES

Per service connection

' ' Per month
2~inch service : . $3.00

3«inch service 4.30
4-inch service 5.60
6=inch service , 9.50
8=inch service : 15.00

25.00
36.00

SPECIAL CONDITION

1. The fire protectio service connection shall be installed by the
utility and the cost paid by the applicant. Such payment shall not be

subject to refund. The facilities paid for by the applicant shall be
the sole property of the applicant.

2. If a distribution main of adequate size a private fire protection
system in addition to all other normal service does not exist in the
street or alley Aadjacent to the premises to be served, then a sexvice
main from the nearest existing main of adequate capacity shall be
installed by the utility and the cost paid by the applicant. Such
payment shal}/not be subject to refund.

3. Service/hereunder is for private fire protection systems to which
no connections for other than fire protection purpeses are allowed and
which are /xegularly inspected by the underwriters having jurisdiction.

4. Due to the transfer to rate payers of the gain from sale (N)
of land, an amount of $0.266 is to be deducted from each water bill |
for twelve months from the effective date of this tariff filing. (N) .

.
(L)

5. All rates are subject to the reimbursement fee set forth
“on Schedule No. UF. : ‘
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R 1

Table 164

Rule No. 9 '
RENDRRING AND PAYMEBNT OP BILLS (Continwed)

Payment of Bills

Bills for service are due and payxble upon presentation,
and payment may be made at the ¢ommercial office of the
utility or to any representattfve of the utility‘autho-

rized to make collections. /Collection ¢f ¢losing bills
may be nmade at-tho time o prosantation. If a gustomgr
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V.
Table 16-B

Rule No. 11

‘ ‘ (Continued) L
na aqu ro//:/;ent a collectio (N)

: .50 when Ué ity's representativ

makes a' ca ystomepr' rem 3 (a) to
discontinu ervige for =payment or (b) to
post a 24 or u&:ﬁou ot d tipuapce,
and, to ay (1sconty vige e

ustomer makes D ¢
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SBE_WATER MPAN

Table 16-C

Rule No. 11

D;SCO#T;NUANCE AND RESTORATION OF SERVICE /Continued)

C. Restoration of Service

1. Restoratio Serv

Where service has been discontinued for violation of
these rules or for nenpaf;ent of bills, the utility

may charge $15.00 for ‘atorntion of service during (I)
regular working hoprs/:r $20.00 .for restoration of (1)
service at otber than regular workingﬂhOura when the
customer has requested that the restoration be made

at other thin raéular-workiné~ﬁours.
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JOSE WATER COMPAN

Tadble 16=D

Rule No.

e i ——

ONSTRUCTION AND OTHER TEMPORARY METENED SERVICE . ...
APPLICABILITY (%)

Applicable to all portabdle uetg;ﬂd water service fur-
nished for construction and other temporary purposes.

TERRITORY
Portions of Cupertino, S&n Jose, and Santa Clara, and in
Campbell, Los Gatos, Monte Serenc, and Sar;toga and in
contiguous territory {n the County of Santa Clara.

RATES .
Currently effective monthly service charge for the appli-

cable 3/4, 1, 2/andr3.1nch meter asd quantity rates
listed 1n-$o§ﬁdulo No. 1 General Metered Service will
apply to service furnished under this schedule.

TO*Obtai/'wltOP service under this =zchedule arn applicant
sust first apply for and obtain written permission from
the uVélity.

Applfcant will be required to deposit with the utility
the/amount, showa in the'tablo below, which corresponds
to/the size and type of meter used.

Non=Refundable
Size of Refundadble Handling Total

Mater Depoais Charge Deposlt

3/4 inch  $ 240.00 $10.00 $ 250.00
1-inch’ 390.00 10.00 400.00
2-inch 1,240.00 10.00. 1,250.00
3-1nch 1,540.00 10.00 1,550.00
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SAN _JOSE WATER COMPANY

Schedule No. _

. CONSTRUCTION AND OTHER TEMPORARY METERED SERVIC

'Sgggga; Copdition = Continued

The refundable deposit 13 based on two times the cost of
" the applicable meter. The refundadble/deposit less (a)
the cost of any repairs other thag/égoso due to normal
depreciation, and (b) any outstanding unpaid water dills,
will be returned to the cuatomdg'upon return of the meter
to the utility.

'3.. On the last working day of /each month the customer shall
call-in or mail-in to the utility the readings on the
peter or meters used'?y/gim_ All such read information
must contain the meter number and reading as of the last
working day of the fonth. The utility will bill the
customer monthly dnder its General Metered Service,
Schedule No. 1 pn the basis of such reading. Failure to
30 potify theutility will result in imposition of a
monthly charge of $25.00 per meter in addition to the
monthly charges under such Metered Service Schedule.
Failure o 3o 0otify the utility for a period in excess
of 60 ii;a will result in loss of permit ﬁo retain such
portabile meter and forfeiture of meter deposit.

4. No :dgh-metor may be retalned for a period in excess of
year. Failure to returs a meter to utility at the
end of one year will result in the denial in the future
/&} such temporary service.
5. /Whan a person takes water from a fire hydrant or other
//// outlet without firsat baving obtained written permisaion
from the ﬁtilitr, the utility shall asseass a - fine of
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SAN JOSE WATER COMPANY

Sohedule No. _

CONSTRUCTION AND OTHER TEMPORARY METERED SERVICE (Continued)

$200.00 per occurrence against suob person-and.shall .con-
fiscate any connections used for such unauthorized tak-
ing. When a person has writﬁé;~pcruission to draw water
from the utility's service area, but fails to use the
meter supplied while drawing water, the utility shall
a3se3s a fine of 350.00'per‘oocurronco against such
person; the failure to use such meter a second time shall
result in loss of pmé;it to-retn%n a portadble nmeter, for-
feiture of the nétd; deposit and denial 1n»thc‘ruture

of such temporary service.. | o
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Date

Account. MNo. Meter Size

q_*w.MWM_,N;nqmq:_bopobitog

Busainess Address

Billing Address //

/

Person in Charge of Billing //

Amount-of Deposit ' //

Location of jJob //

... .Permission to use water until '
on which date meter and couplings will de returned (see over)

Customer accepts the meter described above subject to the pro-
visions of the attached Rule __ of San Jose VWater Conpany.
Customer further sgrees to mply with the requirements attached.

Customer | Otility

I, _ On behalf of SAN JOSE WATER:

acknowledge reo&gpt'or'meter- COMPARY, I

and-couplingS from San Jose acknowledge receipt of the

Water Company and agree to

return meter and couplings on deposit set forth abdove.

or bdefor SAN JOSE WATER COMPANY

. By- :
Custonmer Utility
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MPORTAN NFORMATION - R AREPULL

A depoait for temporary water service i3 required and is
bassd upon the size of the water noto; The depoait,
~tess the cost of any repairs, othor than thoso due Lo
vt s v DOrRAl depreciation, and any outst nding unpaid bills,
' ‘ ‘will be returned to the customon//:on return of the
meter. ‘

The Fire Department has askied that we renind customers
requiring temporary water service to use oaly approvod'
hydrant spanner wrenches when taking water from fire

__bydrants. See nttaohéa instruotion on the hook-up to the
fire hydrants.

The cuaﬁomorr by/acceptance of this agreement, shall de
. responsible  for any damage to fire hydrants, the water
systen, and/or water meter which results from the use

herein authorized. The cost of repairs over the amount

/
of the depoait shall be pald as 300n as the amouat
thereof fé known.- "

The customer shall defend, indenmnify, and hold the water

utili/y, its officers and employees, harmless fron and
agafast, all claims and/or liabilities for isnjury to

peorson or persons, or-danage to property arising out of
he exercise of the permiaaidnthorein given.

The customer shall oagso using water at any time upon
request of a utility or fire department representative.

The customer sball use the metor-supplied by the utility
at all times wbile drawing water. The drawing of water
other tban through the meter provided by the San Jose
Vater Cdnpany is sdbjoqt to a $50.00 ponilty per oocur=
rence. . | |
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3

Repeated offense will result in loss of permib/€;-obtain
a portadble meter and forfeiture of meter deposit.

TERMS: ‘

The customer shall call-in or mail-in Apost-marked) to
the utility the meter readings on-%}o last workipng day of
each month. Pailure to cgnply w%}b this provision will
result in a $25.00 monthly coharge in addition to the
monthly meter and quantity ohaé&os, Continued fallure %o
comply with the meter reading requirement will result in

loss of permift to obtain a/portadle meter and forfeiture
of meter deposit.

Additional permits wildl not be granted to any persom or
entity which has not/paid a past due agccount.

The customer shall return the meter to utility for an
annual check-up Aand maintenanoo.' Fallure to return the
meter annually/will result in utility not granting a
permit in th tuturo.

(END OF APPINDIX A)
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SAN JOSE WATER COMPANY

(INTENTIONALLY LEFT BLANK SINCE A LEVELLZED
CONSTANT RATE IS ORDERED BY THXS DECISION)
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SAN JOSE WATER COMPANY

Adopted Quantities

San Jose Water Company
l. Water Production :
Wells
Surface Supply
Purchased water

Total

KCct

Purchased Water Expenses

Santa Clara Valley Water Dist. (7-1~89)
Purchased Water (MG)
Unit Cost ($/MG)
Total Cost

Pumped Tax '
Santa Clara Valley Water Dist. (7-1-89)

Quantity (MG)
Unit Cost ($/MG)
Total Cost

Purchased Power
Supplier - PG&E (1-1-89)
Production (KCcf)
Kwhr per Cef/
Rwhx

Unit Cost ($/Kwhr)
Total Cos

 Ad Valorem Taxes
' Tax Rate
-

]
/

/1989

35,025
4,813

27,632

67,470

20,670

$644 .47
$13,321,195

26,201

© $414.30
$10,855,074

67,470

0.9417

63,540,798
1 0.088369
55,615,000

$1,47£,900.

1.13%

20,801
" $644.47
$13,408,620

| 26,466
$414.30
$10,964 ,864

- 68,000
0.9423
64,076,230
0.088333.
$5,660,000

$1,521,800
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SAN JOSE WATER COMPANY
Adopted Quantities

6. Number of Services by meter size

Schedule No.1,/ Schedule

1989 ‘ 1989

169,649

3,186

19,199
2,491

[y

COHRABWAEHO
(8]

CORrRRHRMELLAEVO

N
-0 |
[
[+

| 201,114
7. Meter Sales (Ccf)

Schedule No.l Schdule No.6

0=-3 ccf 6,690,611 6,735,290 ‘ o 0
Over 3 ccf 54,396,489 54,831,510 310,000 310,000

Total 61,087,100 61,566,800 310,000 310,000

8. Number of Service and Usage

No. of Service - Kecf  Ave Usage = ccf
1989 : 1990 1989 1990

Commercial 197,999 199,299 56,062 281.3 281.3 .
Public Auth rity 1,448 1,486 4,458 3,000 3,000 .-
Industrial 84 84 976 11,619 11,619
Other 245 245 70 70 0.2 0.3
Other Utilities 8 28 310 310 1l.1 11.1

Subtotal 199,804. 201,142 61,397 61,877 14,912 14,912’
Priv Fire Prot. 2,082 2,182 :

Total 201,886 203,324
Water Loss 9.0% 6,073 6,123

Total Water Produced 67,470 68,000

9. Postage (effective June 30, 1988) - $0.205 per billing
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SAN JOSE WATER COMPANY
Income Tax Calculation

198 1990

(Ddilars in thousands)

Operating Reﬁenue (authorized rates) 67862.8 69840.2

Expenses
Payroll :
Purchased Power
Purchased Water
Punp Tax
Other 0 & M
Other A & G
Business License,
Franchise Tax
Uncollectibles
Taxes Other than Income
Transp. . Depreciation
Interest Expense
Other

Total Deduction

State Tax Depréciation
Net Taxable Income/
State Corp. Franch. Tax 9.3%

Federal. Tax Depreciation
- State Income Tax _
Less Deferred /Revenue .
Net Taxable Income
Fed. Income /Tax 34.12%
Less ITC .
Add Unrecov tax
Total Federal Income Tax

Total Income Tax

6,019.0
5,615.0.
13,320.0
10,855..0-
3,530.0
5,260.0"
15%.3
157.4
2,045.7

(223.0)
©3,809.0

(3‘.\0)

6" 124 -0
11,172.4
'1,039.0

4 ,715‘&0'
1,039.0

104.6

11,437.8
3" 902‘.6

- (9.2)
5.9

. 3,899.3

4,938.3

(END OF APPENDIX C)

6,348.0 -
5,660.0
13,406.0
10,965.0
3,709.0
$,489.0
*30.0
155.7
2,126.2
(257.0)
3,936.0
(3.0)
51,726.9

6,324.0
11,789.4
1,096.4

4 "869'- (o}
1,096.4
. 130.5
12,017.4.
4 '1100'-4
(8.2)
5.9
4,098.1

5,194.5
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APPENDIX D
SAN JOSE WATER COMPANY

Comparison of typical bills for residential metered customers

of various usage level and average level at present and authorized
rates for the year 1989.

General Metered Service .
- (5/8 x 3/4=4inch meters)

V4

At Present At Authorized Percent
Monthly Usage Rates Rates ~ Increase

(Cubic Feet):

$8. 54 | $9.01
3.41 13.67
23.16 . 22.99
(Average) 26.48 26.16
32.91 32.31
52.41 | 50.95
101.16 : 97.55

!

(END OF APPENDIX D) .




