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S3mmarv 
San Jose Water Company (SJW) requests a rate increase of 

$4,483,000 (7.18%) in 1989, $1,203,600 (1.78t) in 1990, and 
$1,203,600 (1.75%.) in 1991. SJW requests a rate of return on rate 
:base of 11.74%, 11 .. 77%, and 11 .. 88% tor 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 
198:4" 1985·, and 1986, with a constant ROE of 14.5%. Thus, the 
requested returns are lower than those previously authorized. 

The Commission Advisory and Compliance Oivision, Water, 
Auditing and compliance Branches (CACO) and the Division of 
Ratepayer Advocates, Financial and Economic Analysis Branch (ORA) 
recommend a rate decrease of $4,.29$,000 in 1989', $5-2,400 in 1990, 
ana. a rate increase of $162,400 in 1991- ORA. 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% tor 1991. ORA requests that the ROE :be 

set in the range of 11.,75-12 .. 25%.. ORA recommends a specific return 
on rate :base of 10.53%,. 10.61%, and 10.70% tor 1989, 1990, and 
1991, with a constant ROE of 12%. 

We conclude that it i$ reasona:ble to· order SJW to reduce 
its rates tor the future by $239,100 (0.34%) trom the present 
eftective rates.. We authorize 56% common equity in $JW's capital 
structure tor 1989, 5-5.% in 1990, and 5-3% in 1991. BaseCi upon this 
phased decrease in common equity, we consider reasona:ble a rate of 
return on rate :base o,'! 10 .. 48% for 1989, 10.67% tor 1990, ancl 10.83% 
for 1991 and a return on cownon equity of 11 .. 75% for 1989,'12% tor 
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 SJW. We disallow all expenses tor $JW. 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 tor its operatinq 
bank account.. We deny CACO"s request tor new appraisals of SJW 

property solc1 to SJW Land Company (SJW Lanc1).. Instead, in 
accorc1ance with Decision (0.) 86-01-026, we orderSJ'W to establish 
a proqram to· offer for public bid all parcels of land· that have 
been in rate base and were either later transterrec1 to SJW Land, or 
which SJW wishes' to· trans·fer in the future.. This program will be 
submitted to CACO whiCh will make any recommendations on the 
program in the next phase of this proceec'unq.. In accordance with 
0.89-05-065·, we deny SJW's request tor additional tax expense for 
unbilled revenues. In that decision we .denied the same request by 
the California Water Service Company and SJW in a Joint Petition 
for Modification of 0 .. 88-01-061, our order adjusting rates in 
accordance with the 19'86 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 0.89-04-041. 

Tables 1 and 2 show the Commission adoptec1 summary of 
earnings at present rates and authorized rates for the test years 

. . 

1989 and 1990. Appendix 0 shows a sAlDple of the. residential 
customer bills. 
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Table 1 

San Jose Water Company 
Aaoptea SUlnlIlary of Earnings 

(Dollars in' Thousands)' 
1989 

Operating revenues 

Operating expenses 
Purchased water 
.PUrchased power 
Pwnp;tax. '. 
Payroll 
Other 0 & M 
Other A & G 
Business license 
Taxes other than ineome 
Depre'cia tion 

• 
Su)jtotal 

Uncolleetibles. 
Franehise tax 
Stateineome tax 
Federal income tax 

Total operating expenses 

Net operating revenues 

Rate ,'Base 

Rate of. Return 

Adopted 
. at 

Present Rates 

13,320·.0 '* 
5-,,107.0 ." 

10,.2'82'.0 ." 
6·,.019.0, 
3,935· .. 0 
5-,260.0 

30.0 
2',045.7 
4,965 .. 2' 

50',. 9'63.9 
l60 .. 9' 
154.6 

1,2'41 ... 7 
4,5-73.7 

5·7,,094.9 

12,.27S .. 2 

104,,694 .. 4 

11.73t· 

, 

ALT-COM-JBO/mmm 

Adopted 
at 

Auth. Rates 
--------------

$~7 ,,180.0 '* 

13,320.0 ." 
5·,107.0 ." 

10',282 .. 0 '* 
&,019 .. 0 
3,935-.. 0 
5-,260 .. 0 

30'.0' 
2,04S.7 
4,.965.2 _ .. _-----

50,.963 .. 9 
l55.9: 
149' .. 7 

1,03S .. 7' 
3,S98 ... 2 

56,206 .• 3 

10·,973.7. 

104,694~4 

10.48% 

." CUrrent rates based on Resolution No .. W-3459, dated July 19, 1989 
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Ta:ble 2 

San Jose Water Company 
Aaoptea summary of Earnings 

(Dollars in Thousands) 
1990 

operating revenues 

Operating expenses 
Purchased water 
Purchased. power 
Pump, 'tax ' 
Payro'll 
Other 0'& M 
Other, A & G 
Business license 
Taxes other than income 
Depreciation 

• Su:btotal 
trncollecti:bles 
Franchise tax 
State income tax 
Federal ineome tax 

Total operating expenses 

Netoperatinq revenues 

Rate Base 

Rate of Return 

Adopted 
at 

Present ,Rates 
-. .. _----------

$69,967 ",5: • 

13,,406wO '* 
$,151_0· 

10,.3,8'7.0- ':. 
6,,.348 ... 0 
4 ,,11S-~0 
5,48'9 .. 0 

30~0 
2,126.2, 
5-,.147.3 ----........ -

5-2,.199' • .5-
162; .. 3 
155-.9' 

1,.171.5-
4,,348.0 

58,037.3 

11,.9:l-0 .. 2 

107,238' .. 7 

11.,12% 

ALT-COM-JBO/lI'IlI'IlI'I 

Adopted 
at 

Auth. Rates 
~--~-------~-

$69,150.0· ...... 

13',406.0 • -
5',151'.0 • -

10',387.0 • l--
6,348-.. 0 
4,1150.,0. 
5,.4.89.0' 

30'.,0 
2,,126 .. 2 
5,147 ... 3 ,.,---... -~ .. , . 

52,19'9.5-
160.4 
154"':1 

1,.095 .. 9 
4,096'.4, 

57,706.4 

11,.44:3.6 

107,238.7' 

10'~67% 

• CUrrent rates based on Resolution No. W-3459 r dated July 19, 1989 
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'PUblic Comments 
In January, 1989, s~ notified its customers by bill 

inserts and local newspaper publications of this application and a 
public meeting to· discuss the application. 

CACO 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 representative was assigned to investi9ate this 
complaint~ The complaint was subsequently resolved~ One·customer 
expressed satisfaction with the service. ~here were no· other 
public comments. 

PUblic participation hearings were held on Februarj 2, 
1989 in San Jose. ~he only customer to comment sent a written 
statement. ~his customer opposes the rate increase and asks why 
the November 3 public meeting was not transcribed and why a publi~ 
vote on the rate increase was not taken at that meeting. The 
assiqned administrative law jUdge (AIJ) .responded in writing that 
the publiC'S opportunity to- comment on the application is durin9 
our public participation hearing and that·no·publicvote. is 
required. 
EVidentiary Hearings 

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

Atter the submission of briefs, SJW wrote a letter to the 
assigned ALJ objecting to- CACO/DRA attaching t~ its brief a 
membership brochure published by the. American Institute of Real 
Estate Appraisers-whic~explained the:Member, Appraiser Institute 
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(MAl) 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.. According-ly, we have not usee! this document'in 
the conclusions. we reach in this ord'er. 

The Proposed Decision of AIJ Bennett was mailed to 
parties on August 7, 1989. Comments. and replies to comments to the 
Proposee! Decision were filed ):)y ):)oth parties.. We adopt SJW's 
suggestion to, calculate levelized rates from the effective date of 
September 1989 rather than January 1, 1989. We have made the 
technical and factual corrections as suggested by ):)oth parties. We 
have chang-ed four conclusions reachee! in the proposed decision. We 
have revised the sales forecast" the foreeast of operating 
expens~s, modifiee! the transportation expense disallowanee to', be 
consistent with with our last wa,ter rate case ore!er 0' .. 89-09-048, 
and we will order SJW to, solicit public bids for the property that 
was in rate base and was subseque~tlY'moved transferred to the 
affiliate land company. 

The following diseussion 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 ane! 
are not diseussed below .. 
utility Background 

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

SJW's service area consists of approximately 134 square 
miles in Santa Clara County encompassing the cities of San Jose" 
Los Gatos,. Monte Serene,,- Saratoga, campbell, CUpertino,. and Santa 
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Clara. The center of the service area is flat sloping 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, Saratoqa~ and Alamitos creeks: and water purchased from the 
Santa Clara Valley Water District (Oistrict). $JW's water contract 
with the Oistrict expires in 2051.. In 1987,. SJW delivered 50,413 

million C]Allons of water to a total of 198·,704 customers. 
SJW chlorinates and filters. water from the watersheds in 

several filter plants. SJW intends to· meet new customer growth in 
1989-91 ~y water purchases in order to avoid 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. 

SJW has approximately 2,2"5·' miles of transmission and 
distribution mains ran9in9. in sizes up to· 48 inches in diameter • 
Water distribution is made to· Sl different pressure zones. An 

automatic computer telemetry control system operates and monitors 
water service. The system can be operated and monitored manually 
if required.. Total utility plant is valued at $213 million, 
producinq $65·.5· million in revenues in 1987. 

SJW has made numerous improvements in the quality of its 
customer billinq 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 
billinq requirements discussed in D .. 84-03-0SS. 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 tests· for meter 
accuracy. SJW· installed computerized cash remittance machines to 
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accept bill payment and automatically deposit customer checks. 
SJW's general iedger has been transferred to a computer system .. 
Rate of Return· 

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%. ORA. recommends a rate of return on rate base ranging from 
10 .. 40%-10.66% in 1989, 10 .. 48%-10 .. 74% in 1990, and 10.5-7%-10.83% in 
1991 and that the· adopted ROE be within the range of ll_75% to· 
12 .. 25%. Within these ranges,. ORA recommencis specific rates of 
return on rate base of 10 • .53% in 1989, 10.61% in 1990,. 10.70% in 
1991, and a constant 12% ROE. 

The parties present different pe:rceptions of SJW.' s 
classification within the utility industry. SJW compares itself 
with electric, gas, and telecommunication utilities. DRA compares 
SJ'W with other publicly traded water ut.ilities. This difference of 
perception guides each party's application of '~e same general 
finance principles and selection of comparable companies t~ 
recommend rates of return.. The different views lead to different 
recommended capital structures· and calculations of expected ROE. 

SJW and ORA's estimates for lonq-term debt had a minor 
difference in 1990. ORA agrees with SJW,.s average debt costs for 
1989 and 1991 of 8 .. 87% and 9.23%, respect:i.vely.. However, ORA's 
average debt cost (effective rate) for 1990 is .. 11% higher than 
that of SJW, 9.05% versus 8.94%. 

DRA. used a straight ari thmet·ie average of beginning- and 
end-of-year debt costs for prior years 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 commiss.ion treatment; therefore,. we adopt ORA"s effective 
rate of 9.05% for 1990. 

capij;ol structure 
The capital structure defines the sources of capital 

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

• 

• 

Common equity was the most debated component of the 
capital structure., At the end of 1988, SJ'W's common equity ratio 
was 57.5·1%. SJW's requested and ,ORA's. recommended capital 
structures for 1989, 1990, and 199'1 appear in the, following table:. 

12&, m 
~ l2.iQ. .un ~ m..2. .un 

Lonq-Term Debt 47.00% 47.00% 47.00% 41.20% 41.2-5% 41.41% 
Common Equity ~~IQQ 5~ & Q.Q. ~~IQQ ~alaQ ~a.:Z2 ~a...2~ 

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 199'1. ORA imputes common 
equity below the existing ratio, to reduce the revenue requirem~nt 
for common equity costs· collected from the ratepayer. SJW and ORA 
based their respective recommendations for capital structure on 
their independent analysis of SJW,' s- business and financial risk. 

ImsinessJtisk 
Under general finance principles, the balance between the 

percentaqe of debt and equity is determined by the deqree of 
business risk and financial risk. The level of business risk of a 
company depends, upon the, reliability of its- revenues, the deqree of 
technological change, and the status of other unique oeeurrenees in 
the industry. 

In the opl.nl.on of ORA.'·s witness, Ms. Siegal, water 
utilities do not face the same degree of technoloqical change and 
utility bypass faced by electric utilities. ORA considers water 
utilities to have advantaqes over electric utilities. Water 
utilities supply a commodity' which is renewable and·, unlike 
electric utilities, earn a return, on construction, work inprQ9X'ess • 
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These factors lead DRA to conclude that SJW has more steady, . , 

predictable 'revenues 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 assuminq 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 
drought to indicate a high business risk. 

Financial Rist 
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 ~~e 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 reQucing or suspending dividend payments in times of business 
hardship. In order to provide relial:>le 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 Dond 
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 ratingageney, 
establisbes benchmark standards tortbese three measures. Bond 
rating'S range from a low of BBB-,. A~· AA to- a high of MA.. SJW 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. 

ORA considers SJW to be very stable financially based 
upon the three financial indicators·. ORA asserts that the 
ratepayer does not benefit from high bond ratin9s in $JW's ease 
because SJW·'s debt ratio,. pretax interest coverage and cash flow 
exceed the levels required to obtain AAA and AA ratings.. SJW's 
performance on these financial indicators is achieved at the 
expense of more expensive equity financing. 

In ORA's· opinion,. SJW could· lower the levels of its 
performance on these indicators and still meet the requirements tor 
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 
exc:~ssive levels. of internal cash. ORA. recommends imputing a more 
reasonable level of common equity which would reduce the revenue 
requirement collected from the ratepayer. 

SJW witness Meyer testified that bond ratings ~lust be 
maintained re9ardless of whether bond issuances are contemplated 
for current years. In his opinion, it is. not possible or practical 
to' raise and low~r these ratings by adjusting common equjLty when 
debt is to be issued. 

Cgmparative.Al)aly§is 
ORA used outside indicators to verify that SJWl's equity 

ratio is unreasonable. DRA compared 11 water utilities throughout 
the nation meeting three criteria:' li'sted-. in C:. A. Turner's 
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Utility Reports; realization of 70% of revenues from water 
operations; 'and reqular tra4ing of stock. 1 

ORA's analysis shows that SJW's. aver~ge year equity ratio
rose from 39.13% in 1978 to 59 .. -30% in 198.7, even though in 1984, 

the commission's authorize4 returns were based upon an equity ratio, 
of 5-6%. 

ORA found. that the same comparable water utilities' 
conunon equity ratios averaged 40.12% for 1983-1987' and 38.2-2'% for 
1978-1987. SJW's average common equity for five years is 5&.25% 

and for ten years is 50 .. 42%. In the last five years, SJW's, common 
equity ratio, is 16% h.igher than comparable water utilities .. 

SJW's pretax interest coverage ratio· has exceeded that of 
the comparable group since 1983. In the past two· years SJW's 
covera9,e was 6.,7x and 6·.-.1)(; compared with that of the group, 3.2x 
and 3.4X for the same years. 

DRA believes this e~it¥ growth is because cash flow has 
consistently exceeded cash requirements. ORA used the ratio of 
internal cash flow to net construction outlays to show the excess 
cash qeneration in the past ten years. OVer the last five years 
SJW's ratio· of cash to construction costs averaged nearly 120%, 

with cash available surpassing eash needs. ORA maintains that this 
excess cash has fueled the growth in common equity. 

ORA believes- SJW's low 4ividen4 payout rate helped to 
increase the high equity ratio·. SJW h~s paicl out an average of 63% 
in the past ten years compared to the group average of 71%. SJW 
has pursued a policy of low dividend payout in spiteo~ its 11.45% 

1 American Water Works, Cali~orni~ Water Service, Connecticut 
Water Service, Consumers Water, Elizabethtown Corporation, The 
Hydraulic Company, IWC Resources corporation" Middlesex Water 
Company, Philadelphia Suburban, Southern California Water, and 
United Water Resources.' 
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ten-year average 9'rowth in dividends and earnings. (,rhe group's 
ten-year average growth in dividends and earnings is 6.31%., SJW 

plowed earnings back into the business, increasing common equity, 
the sum of contributed capital and retained earnings. 

ORA derived its recommended 53% common equity ratio from 
a review of ratios ot the comparable water utilities.. The company 
with the higbest common equity wi thin the comparable group· has a 
ratio ot 5-3% as ot January 1989, even though the Cj'l:'oup- average is 
42%. ORA does not recommend imputing the group average because it 
is a sharp· reduction from SJW"s 1987 level ot common equity, 
59 .. 30%. 

ORA 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-., ORA. is concerned that any 
cash build-up- transferred to- the unregulated holding company will 
~inance unresu1ate4 ventures. Ratepayers should only pay for 
services rendered, not tinance unregulated business ventures, in 
ORA's opinion. 

SJW considers ORA's imputed capital structure to be a 
penalty when coupled with its recommended, l2% ROE. SJW accuses DR>. 
ot being subversive by imputing 53% common equity and recommending 
12% ROE.. SJW considers it more logical for ORA to recommend 
maintaining the existing capital ratios and award an ROE below 
11.75% due to SJW's less risky capital structure. However, in 
SJW's opinion, ORA did not make these recommendations because they 
would not be approved by the Commission. Therefore, ORA 
recommended a scenario ot capital structure and ROE which achieves 
the same result ot reducing internal cash. 

SJW performs· two calculations t~ show ORA's common equity 
and ROE recommendations are not consistent. First,. SJW calculates 
an ROE ot 11.70-l1.74% tor 1989-9l usinqSJW's re~ested capital 
structure,. ORA'-s recommended . rate of return, and the undisputed. 
debt cost. Second, Meyer explained that if 53% .equityis i%llputed;' " 
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this results in a limit of 47% debt. In SJW's case, debt is issued 
in the form ot bonds. At the end ot 1987, SJW's del::lt ratio was 
42.37%. Therefore, to achieve a 47% debt ratio, SJW woulC!. need. to
impute bonds to this level, which increases its weighteC!. cost ot 
debt anC!. lowers the return on equity. It a 47% debt ratio· .is 
imputed, an additional $4.8- million in l::londs is presumed to have 
been issued during' the period. 1984-1987. If SJW had issued. an 
additional $4.8 million in bonds, it would have an additional del::lt 
cost of 11.3% during' this period, g'iving' a higher average cost tor 
bonds. Pertorming the rate of return calculation with this 
additional del::lt cost, the resulting return on equity is 11.90% tor 
1989. Thus, applyinq DRk's recommended imputation of higher debt 
to SJW's requested capital structure results in an ROE lower than 

ORA's recommendation.. SJW, considers this shorttall in ROE to- l::le a 
hidden penalty aqainst the utility. . . 

ln order to impute a 47% del::lt ratio or an additional $4.8 

million in bonds, SJW alleqes it must have sufficient assets to 
secure such an ~ssuance. If it subtracts the additional assets 
required by this imputation of del::lt trom its total available 
assets, it has insutficient assets ($2.S million) to secure debt 
which may be needed tor unanticipated expenses, such as additional 
facilities whieh may l::le mandated by new EPA regulation. Onder this 
scenario, in order to meet unanticipated' costs,. saw would be torced 
to, secure seeond mortgag'e bonds at a higher cost to· the ratepayer • . 
Thus" SJW alleges a S3% common equity ratio· cannot be reached in 
three years because its bonding limit$ have recently reached their 
capacity. SJW. argues that the imputed ratios are recommended 
without warning or opportunity tor SJW to· achieve the level 
imputed. . 

Meyer testified that SJW reduced its common equity in 
1986 and 1987 by paying dividends toSJW corp. in response to, 
CACO's advice to· keep common equity below 60% or penalties may 
occur. SJW in;terpreted: this remark to· mean a 60%' common ,. equity 
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ratio was reasonable. SJW paid $12.07 million in dividends to SJW 
Corp·.. in 1986 ancl $9 mil~ion in 1987 I reclucinq common equity to a 
1987 level of ~7. 63%.. (In 1988 SJW paid out $5·.25· million in 
diviclencls~ bringing the common equity ratio· to its present level of 
S7.S1%.) SJW relied on its efforts of reclucing equity in 1986 and 
1987 to place them within an acce~table equity ratio range. SJW 

consiclers ORA's rec~m:m.endations in this proceeding to violate 
CACO's informal advice upon which SJW relied. ORA responds that 
SJW had no reason to rely on CACO's advice as. being- Commission 
policy. 

~ challenges ORA'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 dividend~ and earnings 
growth rates of 1.58% to 6·.12% compared with SJ'~Vs 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 
SJW's ratepayers by its level of common equity. 

SJW argues 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. Th~, the 
increase in cash was not because ofSJW's conscious effort to- do· so· 
but because of external factors·. 

SJW considers the sUbstitution of SJW corp.'s statistics 
to represent SJW to, be a serious flaw in ORA'~ analysi~. SJW 

alleges it and SJW Corp., are two, distinct companies with different 
assets and capitalization. ~though ORA corrected this criticism 
by providinq statistics for both SJW and SJW Corp: .. in its tables, 
SJW asserts that the text of ORA,'s written. testilnony referring to 
SJW and 'SJW Corp-. as the same company is unreliable. 

Discussion 
We aqree with DRA that SJW is more comparable with water 

utilities than electric, gas,. and telephone utilities for business. 

-16· -
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risk comparison purposes. Althou9h water utilities may face 
business 'risk, it is not as great as·that faced by electric, qas, 
and telephone utilities, as discussed by ORA. 

We consider SJW·' s financial risk to be low based upon the 
financial factors considered in bond ratings. We agree that SJ'W'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 coveraqe are needed t~ 
acquire additional capital andobtain·favorable interest rates on 
new debt. 

Excessive levels of common equity burden the ratepayer 
w;i.th excessive rates. Ratepayers do not receive a tax benefit for 
payin9 this revenue requirement on equity as they do from the tax 
deduction allowed tor debt interest payments. We do not believe 
$JW's· bond ratinqs 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 SJW's healthy financial state by reduced 
rates. 

SJ'W.' s analysis ot bond costs and capacity presuming a 
historical 5,3% equity level and 47% debt level is a hindsiqht view 
whic~ is marginally relevant to its existing capital ratio status. 
Our purpose is not to blame SJW because its present equity is 
increasing but to· resolve the dilemma in which it puts the 
ratepayer. Nor do, we tind that ORA's recommendations will penalize 
SJW if implemented in steps as discussed below. ORA's recommended 
equity level is made within the context of its recommended l2% ROE. 
It is not ORA's recommenda.tion that SJW's requested equity levels 
be used in conjunction with ORA's. recommend.ed rates of return. We 
believe this is a distortion of ORA's. reeommend.ations by SJW. 

We' find that ORA'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 averaqecom:mon 
equity otcomparable water utilities. (42'%l~ We aqreethat imputinq 

l7 -



• 

• 

A.S8-09-029 ALl/PAB/jt '* 

this average would. be too large a recluction in common equity to 
authorize in one step. 

We find little justification by SJW 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 reeord shows that SJW's- common equity has been 

reduced by its clivid.end. payout policy. SJW·'s alternative :rnetho<1s 
of reachinq the 53%- level of common equity d.o not include an 
analysis of any anticipated dividencl.s to be paid out in 1989, 1990, 
or 1991. We expect any d.ividencl$ paid will reduce common equity/-" 

·SJW alleges increasinq 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 cleduction for interest expense. Based upon- the' incompleteness .\. 

\ 

of both of these analyses, we cannot aqree that a 53% equity ratio- ~ 

cannot be reached. However, in order to· give SJW sufficient time 
and the opportunity to- achieve 53% equity, we impute 5-5% equity in 
1990, and in 1991 we i:rnpute ORA's recommended equity level of 53%. 
Re1:urn on Egui~ 

Rate of return recommendations are governed. by two 
landmark 'Cj. SO. Supreme Court decisions, Bluet'ield Water WOtts and 
Improvement Company; ys. Th~ West Virginia PUblic Seai>e commissioD 
(1923) 262 'Cj .5. 679', and the Federal Power CommiSsion ys , Hop~ 
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 ot adequate service~ but which 
allow the utilities to- raise capital. By this standard, the ROE 
should be commensurate with returns on investments in other 
enterprises havinq'corresponding risks and.:. shoul<1· assure a 
tinancial inteqrity of' the utility whieb. maintains its credit and 
attracts capital. 

- 18 -
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Both parties used the standards from these cases of 
attracting capital and comparable earnings in its analysis in this 
proceedinq. However, the application o~ the standards are based 
upon the parties' respective perception of SJVt's classification 
within the utility industry. SJW perceives itself as similar to 
elGctric~ gas, and telephone utilities. DRA perceive~ SJW as 
similar to other water utilities. 

Bo'th 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 
compara:ble utilities- and applications of the methodo~o9Y. 

Discounted cash Flow 
The OCF model is :based on the premise that the current 

lIlarket price of a share of common stock eq'l.1als the present value of 
anticipated ~;vidends. plus future stock price,. discounted by the 
investor's expected return~ By translating this premise into a 
mathematic equation and transposing the eq'l.1ation, the investor's 
expected ROE equals the expected dividend yield (the' next eY.pected 

,I. , 

dividend divided· :by the current market price) plus future dividend 
(JroWth. Z '. 

ORA applied the OCF model to its 12 comparable water 
utilities, including SJW Corp.. ,From this analysis, DRA derivee 
average dividend yields of 6.07% for three months and 6.01% tor six 
months-. To these yields, ORA. applied an average of historical and 
sustainable groWth rates of· 5 .. 52% ,. obtaining futur.e expected 
returns averaging· 11 ... 90% fora tbree-monthdividend yield.ana 

2 r. D1/PO -+- g 

where r. the investor's expected return on equity; 
D1 - the expected dividend in the next period; 
PO - the market price in the·current.period; and 
9 - the expected :future dividend growth· rate .. 
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11.84% for a six-month divi~end yield. ORA considers the qroup 
':z:esults to balance any l:>iases in the data, such as hiqh or low 
dividend growth rates~ ORA included SJW Corp. as a representative 
of SJW to· weiqh the results with company-specific data. ORA used 
the group results in its recommended specific ROE. 

S3W applied the DCF model to- its own stoek pricer and 
historical dividends and earnings growtn for the past five-year and 
ten-year periods.. No comparable companies were used .. .' SJW derived 
ROE estim~tes ot 13.62% to' 21 .. 48% based upon ten-year9'%'owth and 
15.89% to 17'.83% based upon five-year qrowth. 

Risk EXemi~= 
The RP model is based upon the premise that common e~ity 

investors face more risk than debt holders because they receive 
returns from residual revenues atter de):)ts are paid,. thus re~iring 
higher returns than debt holders~ The difterence.~etween the 
return for debt holders and common stock investors is the risk 
premium ~iQich 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 
premiwns .. 

D~used the RP' financial model to· verify the results 
derived from the DCFmodel. ORA appli~d the RP model to the same 
comparable group of utilities obtaining a rangQ of expected ROEs 
from 11.95% to 12.53%. ORA. compared SJW's past ~arnin9's, COmlnon 
equity ratios, and growth with the comparable group,_ concluding 
that SJW exceeded the group averaqe in these categories. 

Usinq the results· of the OCF and RP- models, SJWl s past 
earnings, and. its judgmen.t, ORA .recommends a ranqe of ROE of 11.75% 
to l2.25% and a specifie ROE of 12t. 

. - 20 -
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SJW applied the RP model·to· five california electric, 
gas, and teleph~ne utilities3 o~taining a range of historical 
ROEs from 12.70% to 13.10% and an average historical ROE of 12.81%. 
SJW applied the model to· six California water utilities4 

o~taining a range of 198·7-authorizea ROEs :from 12aOO% to 13.00% and 
an' average ROE, of 12a71% .. The' combined 1987 average authorized ROE 
for all of the utilities selected ~y SJW is 12.75%. Adainq the 
average risk premium· from these utilities, 3 .. 11%, to SJW's current 
imbeddea cost of aebt~ 10.86%, SJW ealculated a return of 13 .. 97% 
under this method. 

SJW applied the RPmodel.to SJW's historical authorized 
ROEs :from 1975-1984. SJW obtainea an average historical ROE of 
13.02% ana pro:rectea ROEs tor 1988, 1989, ana' 1990 of 15..19%, 
15.2'2%, ana 150.29%. 

TJsinc;" the results from' the OCF and RP~ mod.els, j ud91l1ent 
and factors. of business risk (technological changes and· the 
drought)." SJW recommends 13.75% as a reasonable return tor the 
future. 

SJW eriticizea ORA's proceaure of selecting the company 
with the poorest tinancial performance ana lowest ROE within its 
comparable group· to use in its recommendation. SJW asserts. that it 
ORA's recommendation for return on rate base is aaopted~ it will 
have the lowest return within DRA."s comparable'_,9TouP. .. 

3 Pacific Gas and Electric Company, Southern California Edison 
Company, San Diego Gas & Electric.company, SOuthern 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 
California water Company, and Sul:)urban wate~ Systems .. , 
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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 ~ecause inadequate 
staff Was available to-process the 
application. The delay in accepting this 
applic4tion impacts SJW's earninss for 
19S9. 

2. SJW's earnings will ~e affected ~y lower 
consumption under SJW's existing water 
rationing program. 

3. Newtechnoloqy has prompted new, more 
stringent standards for water testinq. 
Pending EPA regulation may require changes 
in existing facilities and additional 
testing. 

4. SJW considers its management achievements 
in the past three ~o· four years to warrant 
consideration in setting its rate of 
return • 

Discussion 
We select ORA's comparable companies for analysis over 

SJW's list of electric, gas, and telephone utilities ~ecause the 
latter utilities face sreater ~usiness risks of bypass and 
technological change than water utilities as discussed ~y ORA 
above. 

DRA's comparable utilities are preferred over SJW's 
comparable water companies ~ecause they are listed ~y C. A. 
Turner's Utility' Reports with verified financial data,. are publicly 
traded, and derive at least 70% ot revenue tromwater operations. 
Even thouSh 5, of the l2 companies. derive up t~ 30% of their 
revenues from nonwater operations, 7 derive over 98% of their 
revenues from water operations. We do not accept SJW's. comparison 
of its own historical financial data as a comparison which meets 
the standard set ~y the Bluefield and'~ d.ecisions.,. cited a~ove .. 

- 22 -
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We inte.rpret these cases to mean that a valia. comparison is one 
made wi th ot~er enterprises. 

We fina. that SJW Corp'. derives 98% of its revenues from 
SJW; therefore, ORA's references to SJW Corp •. are synonymous with 
SJW. We aqree with SJW that its growth and earnings are on a 
higher scale· than the averages of historical growth and earnings of 
ORA's group·. We find SJW more comparable with the companies having 
a higher financial standing of ORA's group' rather than the group 
averages. We believe it is appropriate to- consider the higher end 
of ORA's comparable analysis in setting $JW'S return. However, we 
must also consia.~r SJW's equity level, discussed below. 

We a.o not agree that the .. delay in accepting this 
application is cause for a greater rate of return. Any such delay 
means that S~R is authorized to· earn 14.5% ROE on slightly lower 
rate base and expenses until our decision in this-· proceeding is 

, , f. 

eftective. This delay may not have caused as Significant an. impact 
as SJW argues • 

We cannot agree th~tloss 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.89-04-041.) We consider that 
procedure adequate to· compensate SJW tor any revenues lost and to 
minimize the business risk encountered by the drought. Any 
consideration for such revenues inSJW's ROE would be double 
recovery. 

We believe it is premature to· compensate SJW in ~ts ROE 
for possible technology changes in the water industry until new 
requirements are mandated.. To do, so wQuld be pure speculation at 
this time. Should teChnical changes significantly impact the 
revenues of water utilities, it is our practice to- institute an 
investigation to-adjust the rates of all affected water utilities . 

. tor unanticipated expenses. rather than. increase rates on a case-by
case basis. 

- 23 -
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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 reasonable. However, both parties a9'X'ee with the 
premise that ROE. varies inversely with the level ot common equity. 
Theretore, because we order a phased reduction of common equity, we 
also order a phased increase in ROE. During the test year 1989', 
saw is authorized to earn 11.75%, ROE. During, the test year 1990, 
SJW is authorized to earn 12% ROE. During' the year 1991 when S3% . . 

common equity shall be imputed,.. we authorize SJWto earn 12' .. 25% 
ROE __ 

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

Adopted. capital strust;ure and RAte ot Return 

.. .l.2§2' 

capital Weighted Component Ratios ~. ~g~:t 

Long- and Short-Term Debt 44~00% 8 .. 87% 3.,90% Common Equity 56.00. 11.7$ ~.~a Total 100 .. 00 10.48'% 

.122.2' 
Long- and, Short-Term Debt 45-.,00 . 9.05- 4.07% Common Equity 55.02 12-.00 ~.~Q Total 100.00 10'.67% 

.l2.2.l 

Long- and Short-Term Debt 47.00 9.23 4':34% Common Equity 53. Q'~ 12.2'5, ~I~~ Total 100·.00%. 10.83% 

Operating Revenues 

SJW's estimated operating revenues tor 1989 and 1990 are 
based upon the estimated number of customers to, be served during 
the test years and' their projected consumption.. SJW serves 
residential,. commercial, industrial,. public authority, other 

- 24 -
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utility, and a cateqory ot ""other"" customers. SJW and CACD aqree 
on the estimated nu:mber ot customers in 19'89 and 1990. They aqree 
on the total consumption by all customers excep~ commercial 
customers for these years. (SJW, includes residential customers in 
its totals for commercial customers.) 

Parties in rate proceedings have used the Modified ~an 
(Bean) Method of estimatinq' customer consUlUption since 1968. The 
goal of the Bean Method is to· estimate normal consumption in a 
future year under normal weather conditions. Oata containing the 
recorded temperature and rainfall for the past 30 years, is input 

. into the Bean Method computer model. The data is obtained from. a 
weather station in the approximate location where consUlUption will 
occur. 

The Bean model uses th~ 30 years of temperature and 
rainfall data to calculate the normal temperature and normal 
rainfall. The model qenerates 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 run. 'l'he user of the model seleets the 
estimate of consUlUption from the range of years with 'the highest 
effiCiency ratings. The user then verities that this estimate is 
reasonable. 

SJW used the Bean Method in this proceeding, and CACD 
used a three-year average to derive a different estimate for 
commercial customer consUlUption. However, SJW and CACD a9'%'ee that 
the normal temperature for the past 30 years calculated ,under the 
Bean method is 60 de~reesa.nd, the normal rainfall is 13.54 inches. 
Drouqht years were not excluded from,' these averages:. 
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The Bean.model used the following adjusted rainfall~ 
temperature and consumption data':' 

~ bin ::t1Jn:Q~X:A:t],U':~ S:S2D§l.UD12:t.ign (inches) (degrees) (Ccf/yr .. ) 
1977 8.19 59.6· 216 
1978' 17.14' 60 .. 9' 238 .. 8 
1979 15· .. 12' 60 .. 4 247 .. 50 
198-0 14 .. 04 60 .. 4 253.6 
1981 15,.58, 6l .. 3 261 .. 2 
1982 19 .. 507 59 .. 2 247.8 
198'3 24.25- 60.9 2~ 
1984 11.550 60.7 283,.3 
1985- 10~69 59.7 279.2 
1986 13.61 61 .. 6 278.4 
1987 10.,34 61 .. 5· 28-6.8 

(Exhibit 4~ p. 2) 

The Bean model generated the following estimated 
consumption for the corresponding periods: 

1.1 

2..1 

~I 
Inverse2-1 

X~At~ ~~n~lolml2:t.iQJl :tI~~~~ (Cct. Iyr. ) 

1977-8·7 284 .. 5- 0.935· 0.035 
1978-8-7 283.0 0.97'1 0 •. 019 
1979-8·7 281.6 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 input .. 

(Exhibit 4, p .. 2) 

Mr. Houck, witness for SJW, selects 271 .. 7 hundred cubic 
feet (Ccf) per custoxner as the most accurate estimate generated by 
the' Bean model •. In coxnparinq Bean.estimates with, actual 
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In SJW's· opinion, CACO's averaqinq ot actual consumption 
tor three years is a rejection ot temperature an~'raintall data and 
the commission-approved method ot estimating consumption that has 

prevented prolonged litigation ot this issue ~n rate proceedings 
tor the past 20 years. By usinq a high consumption estimate, SJW 

believes CACO is attempting to penalize SJW for high earnings in 
the dry years·,. 1986 and 198-7. Should the Commission adopt CACD,'s 
estimated consumption, SJW re~ests consideration be given for the 
additional expenses incurred during the past three years for 
delivering purchased water Which is: more expensive than dElliverinq 
water trom its reservoirs_, SJW bases this request on the 
difterence in its costs to deliver water when ra:infall is low, 
which occurred in 1985-198'7 ~ SJW calculates surface supplies were 
short an average,ot 1,.230· million gallons (mg) per year during' this 
perioCl., 

Piscussion 
In reviewing the commercial consumption trend diagrammed 

by CACD and shown above, we also believe the Bean estimate ot, 
271.7 Cct is unreliMle.. SJW tinds this estimate reasonable ~ased 
upon a presumption, that when rainfall is high" consu:nption' is' lower 
than normal; and,when temperatures are high,. consumption is higher 
than nOn:lal_ 

We tind this presumption is not true tor 1983 when the , 
temperature was roughly normal (60.9 degrees) and raintallwas at 
its, highest level in ten years (24.25- inches). In 1983 consumption 
incrf1ased. (256. cct) over its· 1982 level (247~8), not decreased. 

In analyzing CACO's diagram of cu~tomer usage trom 1975 
to 1987, we see a marked change in the usage t~end trom the periods 
of 1979-l983 and 1984-1987 which is· not entirely explained by the 
lower rainfall in the latter period. In comparing' 1980 consumption 
of ZS4 Cct witn 1986· consumption of 278' cct, the eonsumption in 
1986 is· significantly higher even,thoug'h these are the two years 
elosest to- the Bean normal raintall and temperature'" "thereto:re,.. we' 
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conclude SJW's estimate ot 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 circumstanees of having a. marlce(! shi~.t in the 
eonsumption trend:, we believe the three-year average of recorded 
consumption is more reliable tor the' purpose of estimating 
consumption in the proeeeding.. However, we believe that the data 
should be weather adjusted'.. Accordingly,. we will adopt the CAC'O 

average for the last three years., but weather adjusted to-·272.8 
cct. 

We tind it unreasonable to grant SJW's request to' adjust 
future consumption estimates tor additional distribution expenses 
based upon those incurred from 1985-1987. This iss.ue is one to· be 
resolved in a future proceeding whieh reviews SJWrs memorandum 
account and issues surrounding the drought~ 

We order the following estimated number ot customers in 
eaeh eusto~er.cate90ry and the consumption by each category Whieh 
we authorize in 'this d.ecision to· be used in. the calculation o·t 
SJW's authorized memorandumaceount from the date. it was approved 
in 0 .. 89-04-041: 

authorized CUstomers and CODsumP1;ism 

Qls:tomer CM;egorv IQ~~l Cll.:i~gmtu::~ Eat. ,l.vs. S:~D~mc;:tlS2n 
(Cc~) 

commercial 
PUblic Authority 
Industrial 
Other 
Other.Oti1ities 

Subtotal 

Private Fire 
ProtectiOl:l 

Total 

~. ~ 

197,,999 199,299 
1,448' 1',.486-

84 84 
245 245-

26. 28 

199,,8'04 201,.142 

2,082 2.182 

201,88·6 203,324 

- ~O·-

J.nO. ll2J. 
272.8, 272 .. 8' 
3,000 3,000 ' 

11,..619' 11,.619 :' 
286 280' 

11,.071 11,.071 • 

~ 
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Vnbilled Reyenueli 
SJW includes a credit'in revenues and a eorrespondin9 

expense tor unbilled revenues of $2.650 million in 1989 and $2.67 
million in 1990. CACO' remo~ed these amounts. The parties agreed 
to resolve this issue as dictated by a decision on the calitornia 
Water Service company/SJW Joint Petition for Moditieation ot 
0.88:"'01-061 in ):.86-11-019. (This investi9ation explored utility 
reeovery in rates tor additional tax expense relatea to-the'removal 
ot tax credits and deductions in 198-6· .. ) We recently denied: the 
:!,oint petitioners' request in 0.89-05-065·. Accorciingly, we remove 
the credit in revenues ana corresponding additional tax expense in 
this· proceeding. 

CPQ'c EeiMurselWlt lee " 
SJW included$91S,000 tor 1989 and $925,000 tor 1990 in 

revenues and expenses representing the amount of regulatory tees 
paid under Public Utilities Code § 401 ~ ~,the annual tee 
collected by the utility and remitted for commission 
administration. CACD removed these ~ounts based upon our policy 

, . 

to· exclude these fees from'rates .. SJW did not dispute this issue. 
We adopt CACO's treatment ot this tee as appropriate and 
reasonable. 
Allocation or Adm;~jstrative 
and. General Expmses . 

Althou9h the parties stipulated to the amount of 
Administrative and General (A&G) expen$es~ CACD recommends 
additional allocation procedures.. SJW management estimates 
employee time spent on capital projects .. , SJWpresented no 
documentation to support its estimates. CACO recommends that SJW 
~e ordered to develop procedures for the allocation of A&G, expenses 
to, eap:i.tal accounts. 

SJW disputes this recommendation.. SJW witness Meyer 
testified that allocation ot A&Gexpenses is ~ased upon employee 
estimates of the time spent on these projects~ No records ot 
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employee time devoted to each project are maintained. 'rhe work 
performed on these projects is intermingled within the aver~ge 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 underallocation incraases the current expense and 
removes the amount from earnings in ra~e base. 

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

SJW, SJ'!'1 Corp:., and SJW Land share the same facilities, 
staff, and expenses. SJW,does not allocate expenses or charge for 
its si~ter company"s use of SJW facilities. Both parties aqree 
that these cha~9'es are minimal. However, CACD request,s 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 SJW Corp. 
and SJW Land. Meyer considered this recommenclation premature since 
these expenses are minimal for SJW, Corp .. and. nonexistent for SJW 

Land.. It is not ~own 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. tor use in the 
future should. the amount of these" expenses increase. We will order 
SJW to> d.evelop· procedures to allocate common expenses incurred by 

SJW to its sister-subsidiary and holding: company • 
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Conservation Plan 
The Utilities Water Management Planninq Act re~ires 

utilities with over 3,000 customers to preparG and acopt a water 
manaqement plan tor conservation. In 0 .. 86-05-064" we require4 
water utilities to present a conservation plan pursuant to the Aet. 
SJW, presented 1t$ plan in this procee4inq tor our approval. 

SJW coordinates conservation etfort~ with its retail 
suppliers, the Santa Clara Valley WaterOistrict (Distriet) and the 
city of San Jose (City). The District sponsors conservation films 
and speakers to, schools, and service 'clubs.. Conservation 
information is distril:>utec:l to' pul:llic 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 contaets Dusinesses'and industrial 
users to, encourage conservation. SJW. sends conservation reminders 
in water bills and provides .. a history of usaqe on the bill. SJW 

instituted an Employee Award Proqr~ tor identifyinq unaccounted 
tor water loss which has reduced such usaqe • 

CACO has no objections t~ SJW's conservation plan. We 
find the plan to be reasonable. 
Operation and 'Maintenance ~nses 

SJW's estimates tor purchased services and transportation 
expenses are disputed: by:' CACD • 
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fllXChAsed Se:cyjees 
Certain SJW's Operation and Maintenance (O&M) services 

are purchased ~y 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.. SJ'W adds S% inflation for each test year t~ its 
recorded 1987 expenses to- derive its projection. 

CACD disputes this. methodology. CACD derived an expense
per-customer factor for each of the years 1978· to 1987. These 
factors were adjusted for inflation ~ased on the constant 1987 
dollar, then averaged.. The ten-year average was then multiplied })y 
the predicted nu~er of customers and nonla~or 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 Oata Resources, Inc. pub1ica:eion.. These are 
standard factors· recommended for use in, rate proceedings })y CACD 
Advisory Branch • 

1988 
1989 
1990 

Inflation PAct~S 

CACD 
La90r NonlAR2r 

1.040 
1.046. 
1.046 

1 .. 0$4 
1.05·3 
1.OSl 

Utility 
Lab2r N2nlabor: 

1.050 
1.050 
1.050' 

1.050 
1.OSO' 
1.050 

(Exhibit 16·, p., 3-1) 

SJW rel:>uts CACD's position by testimony from Ms .. 'tip 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 incre,ased water testing will increase testing expenses in 
the future. These witnesses cannot estimate the increased testing 
or ,facility expenses until these req:ulations are tinal •. 
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SJW argues that its requested purchased services expenses 
tor 1989 and. '1990 are already invalidated by 1988 recorded 
expenses, which are higher. SJW alleges that 1988· re.cor4ed expense 
levels will continue in 1989 ~nd 1990. SJW consider$ CACD's 
constant dollar method,. an average ot 1978-1987 expenses, too low 
ot a starting point tor 1989 and 1990 estimates. SJW points out 
that CACD's estimate for 198·8 is also· below recorded expenses for 
1985-88. This is true for both O&M expenses. SJW concludes that 
both its estimates and those of CACD are to~ low but makes no 
reconunendatl.on 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, 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 allow 
all utilities· an opportunity to recover unexpected expenses.. 
However, we also believe that these expenses will not decreaze in ~ 
the near future. Since. current expenses are already in excess ot 
either forecast we will accept SJW·' s forecast for purchased service 
expenses. Therefore, we base purchased service expense estimates 
on recorded expenses plus intlation. 

lXanSDOrtation Expenses 
SJW requests approval of the total transportation 

expenses for 28 company vehicles and the corresponding purchase 
price tor the vehicles. in rate base. SJW· pays maintenance, 
insurance, and gasoline expenses tor 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 ot the vehicles occurs be tore and atterbusiness 
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hours. (Personal use of company vehicles during business hours 
would result in an employee being disciplined or tired.) 

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

According to· SJW, this policy is cheaper than 
compensating the designated employees tor transportation costs and 
is an emploYDIent 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 recorn:mends a transportation expense reduction ot 
$38,l20 representing all personal usage and rate base exclusion of 
$133,123 tor 57% of the purchase price of related vehicles for each 
tes~ year based upon an average of ~7% 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. 

CACO"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 2'2-.5-. cents. The mileage allowance 
of 22.5 cents was prescribed by the IRS and the State Franchise Tax 
Board in 1987. 

CACO 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~ 
Consistent with its personal use recommendations for other 
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vehicles, CAcO.recommends that all personal use of this vehicle 
($9,200) be -excluded from transportation expense .. 

In connection. with these expenses, CACO recommends that 
SJW record better details of the business purpose, tra~ction 
conducted, and person contacted in mileage logs in the' future. 

SJW argues that the Commission has never made a 
disallowance to· transportation expense or rate base such as 
recommend.ed by CACO in a Class A water utility rate proceeding_ 
SJW cites the California American WAter Company-Monterey District 
(Cal~American) rate order, 0.8:9-02-067, as a recent ease where the 
Commission rejected a similar transportation disallowance proposed 
by CACO. 

SJW witness Meyer testified that SJW ha$ 28 company 
vehicles,. not 18·.. Usin9' 28' mileage logs,. $JW'S calculation of the 
apportionment of 198:7 business and Z'ersonal use is: 53% business 
and 47% personal use. 

CACO agrees that this calculation is correct if 28 
mileage logs are' used. This varies from its calculation of 43% 
business and 5·7 % personal use because it used a sample of 18 
mileage logs.. Should the Commission choose SJW's method to 
calculate usage, CACD recommends an additional $3,000 reduction in 
1989 and $19,.000 in 1990 for transportation expense clue to the 
different methodology and that the percentage of usage be 
multiplied by the total cost Of 27 veh~cles, or $290,704. (CACO 
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, 
CACO 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 f<;>r 27 vehicles, CACO"s alternate recommendation 
if SJW's method is adopted. 

SSW agrees to· the ~CO recommended exclusion from rate 
base of $16·,000 for the purchase of a luxury automobile for its 
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president's use. SJ'W 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 calculating any disallowance. 
Meyer alleges this is· the same factor used by the IRS. 

Meyer opposed CACO"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 o):)jected 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 
su):)ject 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, CACO 
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 ~e ratepayers should bear. 

In this proceeding, total personal use of vehicles is 
approaehing 50%. Twelve of the 28 vehieles exeeed this limit. 
While the percentage of personal use of eompany vehieles was small 
in the Cal-Alneriean proeeeding, we consider this issue a legitimate 
inquiry in this proeeeding where personal use is significantly 
higher. 'l'he apparently high level of personal use being requested 
by.SJW requires a substantial showing of ratepayer benefit to· be 
justified. 
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Al~h~u9h SJW alleges this policy is cheaper than a policy 
of transportation expense reimbursement~ it offers no analysis to· 
support this allegation. 

SJW argues 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 
SJW's personal use policy is,. as it contends, cheaper than. 
increasing salaries. 

SJW alleges the assignment of vehicles is to assure the 
avail~ility of supervisory personnel on a 2:4-hour basis. in case of 
a utility emergency. On cross-ex~inat~on, $JW's witness Meyer was 
asked about the use of the assigned vehicles:. Meyer adm.ittec:i· that 
few employees assigned vehicles responded. to. emergencies.. These 
employees used company cars after business hours for business 
purposes only on occasion. The option of a car pool tor company
owned vehicles has not been considered by SJW. Emergency crew 
members are not assigned a company car. 

Based upon this testimony and lack of statistical 
analysis of its policy,. we find that SJW has not carried its burden 
of proof to justify the existing perc~ntage of personal use of lZ 
company-owned vehicles. We agree withCACD on the issue of 
transportation expense, an4 we will disallcw all perscnal use. 
miles. Further, for each vehicle where ,ersonal use is 50% or 
greater we will reduce the rate base by the' purchase price ot these 
vehicles.. Under such circumstances, these expe;'lse~ are 
unreasonable for ratemaking. purposes.. This reduction involves the 
12' following vetdcles. in Exh.ibi t .'" P·. 1: 
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Car Total Business Personal Personal Use as A 
H2..c.. 1!l1J.~~ lZ~~ ll~~ ! Q! ~Q~Al ~lll 

13 23,616, 5,941 17,675 75% 
997 10,119 1,956 8,,163 81 

27 13,126 4·,728 8" ,.398 64 
951 11,.145· 3,58.7 7,558: 6S 

28· 11,678 5,.13Z 6·,546 ~ 
51 9,086 3',.472 50,614 62 
11 13,.15,9 5,874 7,,28$ .55 

969 13,293- 5·,411 7,882 59 
18 2'6,801 6,482 20,319' 76 

959 10,430 3,660 6,770 65-
61 11,.475 2,.983 8,.492 74 
60 8',292' 2,958 5f~34 64 

Total 162,220 52,18'4 110,036 

IRS· instructions for business deductions specify that a 
taxpayer may use a standard mileag'e rate of 22' • .5- cents a mile for 
the first l5·,000 miles of business use of an automobile that i$ not 
fully aepreciated. 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 i$11 cents.. SJW 
witness Meyer explainea the latter deduction aoes 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 ll.0 cents is the appropriate mileag'e rate to use in this 
proceeding. Accordinqly, the total mileag'e ,for vehicles with 
personal use which exceeds Sot 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, 2'2 .. 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 -+- $18·,916) • 
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Th~ rate base reduction for the purchase price of 
vehicles with 50% or greater personal use involves the salDe 
vehicles listed above~ The purchase prices for these vehicles 
whiell.we adopt are listed in Exllibit 66, p. 1 (column 4) and p~ 4. 
TbisCACD exhibit provides more' complete information·tban:'$JW's 
Exhibit 7: 

Car No. 

13 
997 

27 
95·1 

28 
51 
11 

969 
18 

959 
61 
60 

Total Purchase Price 

Shoulde ' Be In 
C0mPany"s . Exhibit 7 

$. 14,464 
14,414 
14,.496'·· 
14.".272 . 
11,;009· 
13,807' 
14,464' 
32-,,054 
14,364'· 
10,.729 
14,.975' 
14.974 

$184,.022 

We adopt a rate base disallow~nce of $184,022. (The 
luxury vehicle is one of the vehicles with 50% or qreater personal 
use; therefore, it is included in our calculation of transportation 
expense reduction and rate ~ase 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 ;n 
this decision. However, if SJW wishes to· make a showing 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,. anCl that a clear 
and convincing showing· will 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 ~usiness and perso~ use of company 
vehicles. ,~hese mileage summaries contain space to record the 
purpose of each trip. However, no- details other than *~usiness* 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 
~etter procedures for completing its existing form.. Aecoraingly, 
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)' conteleted 
is added. 

All Other Operations 

Op. Transp. 
Op. Purch. Serv. 

~otal 

All Other Maintenance 

Maint. PUrch. Serv. 

Total 

Bate Base 

1989 
ADOP'l'ED' 

1990 

$ 615,000 
1. 557,000 

2',172,000 

1.100.000 

$3,272,000 

$ 653,000-
1,630.000 

2,283,000 

1,155 .. 000 

$3,4'38,000 

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

Plant Additions 
CACD analyzed SJW's, :1.989 construct:i.on budget and excluded 

an electronic cash processing project ($11,300) which was canceled 
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in 1988. CACO moved the replacement of bow: units ($l3,500) ~rom 

1988 to 1989'based upon SJW's rescheduling of this project. We 
find these'plant account adjustments reasonable because they 
reflect more updated SJWplanning of these projects. 

CACO recommends amounts tor the contingency construction 
budget, which are $l64,700, $l53,500, and· $l4l,200 lower than SJW 
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 tor this method. CACD used the average ot the 
past three years' recorded expenses, 1985-l987, 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 tor 
contingency expenses as reasonable and adopt it. 

Kgrking cash 

SJW includes an average bank balance of $650,000 per 
month in its working cazh allowance.. SJW 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. CACO reduces 
this amount to $200,000 arquing· that the reduced amount is 
SUfficient for operating purposes. 

SJW maintains accounts at three banks: Security Pacific, 
tor daily operations; Bank of America, for investments;: and First 
Interstate," for amounts to- be refunded to- ratepayers tor advances. 
In March or April, 1987, SJW moved its operating account from Bank 
of America to Security Pacific where requirements for a line'of 
credit and bank charges are lower. Bank ot America required a 
customer with a line of credit to· maintain as a cash ~alance 10% of 
the line of credit, or $650,000 in SJW's case. security Pacific 
(lees. not, have this requirement.. It allows applicant to- accumulate 
6.27% interest on its balance asa credit toward pay,ment of bank. 
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charges. SJW estimates tb.lt a ml.nl.mum average balance of $650,000 
will generate sUfficient c:edits to' pay the majority of bank 
charges. 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 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· C\CD's recommendation, SJW presented 
Exhibit 8,. a list of 1987 checks drawn. on the operating account. 
All of the checks are for amounts greater 'Chan $200,000. In SJW's 
opinion, this balance.will be insufficient to meet'mostmonthly 
bills outstanding_ With such a balance, SJW alleges it will not 
earn enough credits to paY,monthly bank charges • 

Should the Conunission adopt a minimum cash allowance of 
$200,000, both SJW and CACO agree that the allowance for bank 
expenses should be increased by $26,590. In 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 si9nificantly cheaper for the ratepayer than $650,000 in 
cash deposits. However, we are persuaded by Meyer's testimony and 
Exhibit 8 that a minimum balance of $650,000 is needed to· pay debts 
as· they become due. CACO presented no evidence to show that a 
$200,000 balance is SUfficient to· pay monthly' debts. Therefore, we 
adopt SJW/s. requested cash balance of $650,.000. 
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Bza$e 'Design 
The parties have re~ched 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). SJW 

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. SJW 
did not dispute CACo's recommendation. We find CACo's 
recommendation to be reasonable. 

2. Total revenue from service charges under authorized rates 
shall not exceed 50% of the fixed· costs, pursuant to 0.86-05-064. 

3. Lifeline rates are to be eliminated, pursuant to 
D.86-05-06·4. 

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. 

~ritt Rule~Change$ 

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: 

l. Rule 9B shall include the imposition of a $4.75 service 
charge on a customer who submits a che'ck which is returned because 
ot insufficient funds,.. This charge offsets the bank charge to SJW 
for such a transaction. This change was not disputed .. 

2. Rule II S.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 0.83--06-065" OIR 7, our order revising an~ clarifying 
water utility tariff procedures andpractiees. for terminating-
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service in response to the Public Utilities Regulatory Policies Act 
(PURPA). 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 reqular working hours and 
$15 to- $20 during other hours when service i~ restored during these, 
hours at the customer's request_ SJW represented that other 
companies have this charge. SJW complained that CACC,had agreed to 
the increase but objected to pursuing this request without a review 
of General Order (GO) 103. In response, SJW requested a review of 
the Commission's procedure anc1 if CAce prevails. that a special 
investigation into- GO 103 be ordered so' this change can be made. 
We c10 not agree that a generic investigation is,neec1ed to, authorize 
.an excep:tion to our requlations in GO 103. Should this GO need 
revising, CACo may recommend a special investigation. 

4 • SJW proposes' a new construction and temporary metered 
service poliey. CACo 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 tor a $7.5? service 
restoration charge when, to avo,id discontinuance of service" a 
customer makes payment in full at the time a SJWemployee arrives 
to· post a 24 or 48: hour notice of discontinuance. 
GAin on SAle- Qf' Lans! 

SJW 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 Land for $2,2'42,000, or 
approximately $9.70 per square foot. At the time of the sale, the 
book value of the property was $1,,140,465,. Tbe land consisted· of 
4.5, acres adjacent to, SJW's offices. near c1owntown San Jose and a 
parcel across the street from the offices of approximately 35,763 

I 

square feet. In compliance with 0 .. 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 • 
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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 $647,4SS 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 
MAl) within three months to, determine the value of the property on 
December 3l, 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 CACO's investigation of property value, it found: 
l. Moore had insuffieient 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 i~ 
unsubstantiated. Moore clid not include all rental· income in his 
income analysis. Moore did, not consicier future development plans 
in ~s valuation. CACD also· contends that the eomparable sales 
approach is equally as applicable as· Moore's income approach. 
Moore is not MAl-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 acivance the amount 
of the purchase price to, SJW for construetion proj'ects ... 
the construction projects were on the ,books of SJW Land. 

However, 
The funds 

advanced by SJW Land were obtained by a ~capital contributionH from 
SJW, Corp. The funds were obtained- by SJW Corp., from SJW's dividend 
payments. 

4. In 1986 parcels comparable with the land sold were sold 
for $l3.74 to $30.02 per square foot.' 

- 47 -



• 

•• 

A.S8-09-02-9 A1J /PAB/jt '* • 

CACO considers the transaction between affiliates to 
warrant close.scrutiny and appraisal by independent, MAl-certified 
appraisers. CACO contends that the valuation performed-by SJW'S 
real estate consultant, Moore" was outdatec:1 anc:1 lower thAn the 
market value of the property indicatec:1 in CACO's investigation. 

SJW agrees to CACO's adjustments to' its qain caleulation 
to· eliminate a 6% sales commission, raise the state income tax rate 
from 9.3% to 9.6%, anc:1 deduct the state income tax expense in 
calculating federal income tax expense to increase the gain to 
$647,455·.. SJW does not dispute CACO's reeommendation to· apply the 
gain to rates over a three-year period. However, SJW contests 
CACO'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 me~er 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 Garden 
Alameda, 
Company. 

Santa Clara Savings and Loan, and Bradfore Manufacturing 
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 MAl-certified 
appraiser. His evaluation is based upon three verifying opinions 
from other appraisers who-valued the property at $6.85- to $12 per 
sq. 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 distinquishes it from, the parcels CACO considers 
comparable. Several of the comparable properties used by CACO had 
buildings at the time of the sale of SJW vacant land, making them 
incomparable.. In SJW"S o?inion, no· property in· San Jose was 
comparable to' the land, sold:. 
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SJW requests that CACO's recommendation for additional 
appraisals b~' rejected because neither this Commission nor atate 
law requires that appraisals of utility property be performed by 
MAl certified appraisers •. 

Discussion 
We aqree that neither this. Commission nor state law 

requires that property be valued by MAX-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 lieensinq 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 SJW's 
president in the past or in the future disqualifies his opinion in 
this proceeding, it is this Comxnission'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 Coxnxnission stated in 1).86-0l-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 sold 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 Telesis corporate 
structure .. " 

We believe this isa sound policy which should be 
continued to assure ratepayers are protected. It is" our. belief 
that market bidS will provide better in!ormationas ":0 the'correct 
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value of this lana. Consistent with 0.S6-01-026" we will order SJW 

to establish and operate under a competitive biading process and 
procedure .for disposing of lana which is removed from rate base, 
and it shall dispose of such property under that procedure so long 
as it has an a,ffiliate 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 $JW'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 SJW Land unaer the terms of the order 
permitting SJW to diversify int~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 ter:m.s 
of the property transfer program to be established· in the next 
phase of this proceeding. 

'I'he second phase of this proceeding' will review the property 
transfer program, and the appropriate expenses and rate treatment 
for related costs., 
Attrition Year 129'1 

SJW does not dispute CACD's recommendation for 1991 
attrition allowances. We find these recommendations to be our 
normal policy on attrition and, therefore, reasonable. 'I'he revenue 
requirement tor 1991 is computed by adding· the operational and 
financial attritions to the adopted ~ate base for 1990 and the net
to-gross multiplier. 

The adjustment is computed as follows: 
(Oper. Attr.) + (Fin. Attr.» (1990 Rate Base) 
(net-to-qross multi.) 
- (0.0061) + (0.0016») (107,23a~700] (1.6812] 
- $1, 3S'S, 2'00 
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keYelizgs1 Ratn 
Bas'ed upon our adopted summary of Earnings, we could 

order a reduction in rates in 1989 of $2,l96,000 or 3.l%, effective 
for 3 l/2 months· it. 1989, and Authorize rate increases of 
$1,970,300 or 2 .. 9% in 1990, and $1,.388,2'00 or 2 ... ~t in 1991 .. 
However, an alternativei$ to· order one set of revenue requirement 
calculations for the three-year period based upon a constant,. 
levelized reduction in revenues. of $239,100 or 0 .. 34% tor this 
period. This method was ordered in our previous 0.88-01-025- for 
Southern Calitornia Water Company. This alternative will result in 
better administrative efficiency ar.d economy tor SJW~, its 
customers, and the Commission. This levelized constant rate 
recluction will be aclopted. 
linding$. of Fact 

1. SJW provides satiSfactory water service and the water 
furnishecl meets current :.tate drinking water standarcls. 

2. SJW has complied with our order in 0.86-05-064 to s~mit 
in its next rate proceeding" a reasonable water management plan for 
conservation and with our order to institute report card ~illing .. 

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

4. SJW is comparable with ORA's list of publicly traded 
water companies. tor purposes of establishing a common equity ratio·. 
SJW'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. 5-3% .. 
Imputing a level of 53% common equi.ty is more reasonable than 
imputing the group average of 42% •. 

5·. SJW requests a conunon equity ratio- of 58.80%, 5-8 .. 7~, and 
5-8.59% in 1989, 1990,. and 1991, which is above the level of 56% 
authorized in its last rate c1ecision, 0 .. 84-01-042.. SJW providec1 
little justification for increasing its common equity ratio, level .. 
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6. The financial stability of a company :i.s measured by :bond 
ratings. SJW's financial data for pretax interest coverage and 
internal casb flow for 1983-87 exceeds the level for AAA rat:i.ngs 
tor water utilities by Standard and Poor's. $JW's financial data 
tor pretax interest coverage and internal, cash tlow for 1983-87 
exceeds the level fO.r AA ratinqs for electric utilities by St4n4ard 
and Poor's. 

7. SJW is financially stable according to, Standard and 
Poor's financial indicators., 

S. 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. SJW's ability to, obtain low interest in the 
future should not be affected by lowering common equity. 

10. Ratepayers do, not benefit from exceeding the financial 
levels reql.lired to obtain the highest' bond ratings, .. 

11. DRA's comparable publicly trac1ed water utilities are 
reasonable" yet SJW is more accurately compared with thecomparal:>le 
water utilities that rank above the financial averages of the 
group. SJW's historical growth and earnings exceed the qroup 
average. 

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

13. SJW's dividena payout ratio of 63% compared to the group 
average of 70% helps to, increase the high equity rati~. 

14. SJW,'s calculations of 11.70% to 11~74% ROE and 11.95% ROE 
are based upon the existing capital !:tructure,. which DRA does not 
recommend. 

15-. ORA's recownended imputation of 5-3% common equity is 
reasonable,. but does not allow SJW. the, opportunity to actually 
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adjust its common equity to this level it this common equity is 
imputea in.J:989. 

16-. SJW paid c1iviaenas to SJW Corp·. in 1986 of $12.07 
million, in 1987 of $9 million, and $5-.25- million in 1988.. SJW's 
common equity declined after these payments. 

17. ORA's sUbstitution of SJW Co~. for SJW in its 
comparative financial analysis is reliable since 98% of SJW Corp.'s 
revenues are derived trom ssw. 

18. SJW's OCF analyses based on a comparable group of 
electric, gas, ana telephone utilities and its own historical 
financial data are unreasonable. ORA's compar~le qroup.is 
reasonable. 

19. ORA's DCF analysis basea on a comparable group of 
publicly traaed water utilities, inclUding SJW Corp., yielded an 
estimated ROE of 11.90% for a three-month dividend yield and 11.84% 
for a six-month dividend yield. 

20. ORA's RP- analysis based on a comparable group· of publicly 
traded water uti~ities yielded an estimated ROE in the range of 
11.95%. to· 12.5·3%" 

2l. SJW's OCF analysis- based upon its own stock price,. 
historical diviaends,. ana growth yielded an estimated ROE of 
13.62%-2'1. 48% tor lO-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 yieldea an estimated ranse 
of average historical ROE of 12'.7'0-13·.10% and average historical 
ROE of 12.81%. 

2'3. SJW's RP- analysis based· on SJW's historical authorized 
ROEs yielded an average ROE of 13 •. 02% ana projected ROEs of 15-.19%, 
15.22%, and 15.29%. 

2'4. SJW and ORA.. agree that the ROE varies inversely with the· . ' , 

level of common equity under general finance principles .. 
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• 25-. A return on common equity of ll.75% for 1989, l2% tor 

• 

1990, and l~.;25% for 1991,. based upon the authorized level of 
common equity, is comparable to, an investment in utilities selected 
by DRA. as similar to SJW·. 

26. For ratemakin9' purposes,. a l~vel ot common equity ot 56%, 
55%, and 53% for 1989, 1990, and 1991,'respectively, will allow 
ratepayers to share in the financial health of SJW .. 

27.. A return on rate base of 10 .. 48% for 198·9, 10 .. 67% for 
1990, and 10.83% for 1991, based upon the ORA's comparative 
analysis, judg'ment, and the level of common equity, is comparable 
to' an investment in utilities selected· by DRA as similar to SJW. 

28.. Contrary to Commission poliey, SJW included in its 
revenue calculations the amount of reimbursement tees for 
Commission administration collected by SJW and remitted to the 
Commission pursuant to PUblic Utilities Code Section 401 ~ ~ 

29. SJW provided insufficient documentation of amounts 
allocated from administrative and general expenses to its ~ital 
account.. SJW provided insufficient documentation of expenses 
incurred by SJW which are common to' SJW,SJW· Corp. and SJW Land .. 

30. Weather adjusting CACO's estimate of annual commercial 
customer consumption of 28l.3 Cct to 272.8 Ccf more accurately 
reflects· the recent trend in consumption and is more reasonable 
than the Bean estimate of 271.7 Cc! used by SJW to- calculate 
operating revenues tor 1989 and 1990. 

31. SJW presented a conservation plan which accomplishes the 
goal of promoting water conservation 'in its serVice-area. 

32. SJW.'s request for other operation. and' maintenance 
purchased services is based upon 1987 recorded expenses. plus 
intlation, unlike CACO's method of levelizing historical expenses 
to minimize fluctuations and applyin9 nonlabor inflation factors 
specifically related to· these services .. 
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33. SJW does not justify personal transportation expenses or 
including in rate base the purchase priee for 12 assigned vehicles 
with personal use of sot or greater. 

34. In 0 .. 89-09'-048 the Commission poliey was to disallow all 
eommute expenses fo~ executives associated with company owned 
vehicles. 

3S. SJW's construction budget includes a project which has 
been canceled and a project which has been rescheduled.. CACO 
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 198:5-1987 and added inflation 
factors recommended by the CACDAdvisory Branch. 

37. SJW presented a suuary of checks. for amounts of $200,000 
or greater to: justify its estimate of maintaining,an average bank 
balance of $65-0,000. CACDbased its estimate' of the averaqebank 
balance on total expenses and presented no: analysis of ehecking 
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 charqesby 
other utilities. Contrary to CACO's assertion, we may authorize 
such case-by-case deviations from GO 103. 

39. CACD requests that SJW's proposed 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 sueb land must be ?ffered to public bid in 
order to- determine the fair value of the land .. 
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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, NAt 
Authorized Rates," represent a fa·ir 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 
$2'39,100 for 1989, 1990,.. and 1991 .. 

43. CACO's proposed rate desiCJn guidelines. are- consistent 
with 0.86-05-064 in which we adopted a flatter rate design poliey, 
and are reasonable. 

44. SJW and CACO agreed to· abide by the Commission's decision 
in the California Water Service company/SJW Joint Petition for 
Modification· of 0.88-01-06·1. In 0.89-05-065· we denied jOint 
petitioners' request for additional tax expense for unbilled 
revenues. 

45·. The decreases in present rates and charges required by 
this decis·ion are justified and are reasonable;: present rates and 
charqes" 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 reasonaDlc based upon our adopted 
results of operations for SJW. 

2. SJ'W. has complied with the requirement in D.86-05-064 of 
filing- a reasonal:>le utility water manag-ement plan for conservation. 

3. SJ'W's request to· recover additional tax expense for 
unbilled revenues should be denied pursuant to' 0.89-05-06S which 
denied the same request. 

4. Lifeline rates should be eliminated from SJ'W's rate 
design pursuant to· 0.86-0S-064. 

S. Total revenue from-service charqes under authorized rates 
should not exceed 50% of the fixed costs pursuant to' 0 ... 86-05-064 .• 
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6·~ A utility's analys,is of its own historical financial c1ata 
is not sUffic'ient comparative analysis to set a rate ot return~ 

7. The application should· be granted to· the extent provided 
by the following order. 

S. Because of length of hearings in this proceeding and the 
need to establish current rates ilnmediately, this oraer should be 

effeetive today. 
9. Additional hearings are required to establish an 

appropriate program for SJW to transfer land trom rate base t~ its 
affiliate SJW Lana.. Hearings are· also appropriate to consider 
ratemakinq treatment o't deterred taxes on, the land transters. 

IT' IS ORDERED that~ 
1. San Jose Water Company (SJW) shall immediately tile for 

-, 

• 

its company, to be effective $ days after today, the reduced rate 
schedules ancl tariffs attached as Appendix A. This filing Shall.' 
comply with General Order series 96·.. The revised schedules shall 
apply only to service renclerecl on and atter their eftective date. 

2. Coltlmon equity ot 56% shall ):)e imputed in SJW.'s 1989 
capital structure ettective today. Common equity ot 5st and 53% 
shall be imputed on January 1 tor 1990 and 1991, respectively. 

3. SJW is authorized to tile an advice letter regarding a 
new' construction and temporary metered service policy. SJW shall 
provide in this f:l.ling a proposed standara torm tor this rule. 

4. SJW shall develop procedures, including standards tor 
supporting documents, to allocate Administrative and General 
expenses to· capital projects. The proce<1ures shall be mailed tor 
review within 90 days from the effective date ot this. decision to: 
Commission Compliance and Advisory Division, Auditing- and 
compl,iance Branch, 505, Van, Ness Avenue·,. San Francisco'" CA 94102 .. 
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~ s. SJW shall develop procedures to allocate common expenses 
to SJW Land "and SJW Corp., includinq standards tor supporting 
documents. 'I'he procedures shall l:>e mailed for review within 90 
days of the effective' date of this decision to·: Commission 
compliance and Advisory Division, Auditinq and Compliance Branch, 
505 Van Ness Avenue,. San Francisco, CA 94102. 

6,. SJW. shall provide more information in its mileage logs by 
indicatinq 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 calculatinq any loss revenues in SJW's memorandum 
account from the date the account was approved in 0.89-04-041. 

S. SJW's request to recover additional tax expense for 
unbilled revenues is denied. pursuant to 0.89-05-065- which denied 

." .,." .' the same request .. 
9. Within 90 days from the effective date of this order, SJW 

will establish and operate under a competitive biddinq process and 
procedure for disposinq of land which is removed from rate base,. 
and it shall dispose of all such land under that procedure s~ lonq 
as· it has an affiliate in the real estate business.. CACD shall 
review the proqram SJW adopts for receiving competitive bids and 
present any recommendations 11: may have on whetherSJW's program 
should be modified in the' next phase' of of these ' proceedings, .. 

"I, .• 

,r, 
...... ,' 

''',!' 

- SS -

. "" , ... , "' ...... 



A.88-09-029 AlJ/PAB/jt 

10. SJW shall retain $647,45$ in the existinq suspense 
aCCQunt until our final decision in this proceedinq. • 

This order is effective today. 
Dated October 12, 1989, at San Francisco,I" California. 

G.. MITCHELL' WILle. 
President 

FREDERICK R .. ' DO'DA ' 
STANLEY ,W~ HOLET1' 
JOHNS ... OHANIAN 
PATRICIA K.ECKER'l' 

Commissioners. 
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APPLICABILITY 
-~---------...,-

APPENDIX A 
Page 1 

AI.T-COM-JBO/mmm 

SAN JOSE WA'rE'R COMPANY 

Schedule No. 1 

Applical:lle to-general lnetered water service. 

TE:RRITOR~ 
_ .... ___ IIIIW ... _ .. 

Portions of Cupertino, San Jose and Santa Clara, and. in Calnpbell, 
Los Gatos, Monte Sereno:, and Saratoga and in conti9'Uous terri to:t;{ in 
the CO'llnty o,t Santa Clara .. 

RATES -----
Service Charqes~ 

. . ... .... 

Per Meter 
Per Month 

$4.35 For 5/8 
For 
For 
For 
For 
For 
For 
For 
For 
For 

x 3/4-inch lneter 
3/4-inoh meter 

l-inch meter 
1-1/2-inch meter 

2-inch. meter 
3-inon lneter 
4-inch meter 
6-inch meter 
a-inch meter 

· . .. . . .. .. ,. 

4.35, (R) V' 
7.:Z0 

10.00' 
.. .. . .. .' · . . . . "'- . .. . . 

... ... .. . . · . . . . . . . . . . . . . - . . . 
10-inch meter 

'rhe Servioe Charqe is a readiness-to-serve charge which is 
applioable to all metered service and to whioh is to- ):)e added 
the c:harg'e tor water used c:omputedat the Quantity Rates. 

Quantity :Rate: 

12 .. 50 
25-.00 
34 .. 00 
53-.00 
a1.00 

10S.00 

('l') 
! 

('l') 

Per 10·0 cu. ft. .. .' '" .. .' .. .,' .' . ... . .. . ,. ,. ,. 0.947 (R)V 

SPECIAL CONDITION 

1. Customers who receive water deliveries tor agricultural 
purposes under this schedule, and who present evidence to the utility 
that such deliveries' ~qu.ality for the lower p'lllnP' tax. rates levied :by the 
Santa Clara Valley Water District tor aqricultual water, shall receive 
a credit of 13.7 cents per 100 cubic teet on each water ):)ill for the 
qu.anti ties ot water· 'used during' the period covered by that bill. 

2. All rates are' ,su):)j'ect to, the- r~i~ursement tee ut torth on 
Schedule No-.. 'O'F .. 
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APPLICABILI'I''':l --_ ... - ......... ----.. -

APPENDIX A . 
Page 2 

SAN JOSE ~TER COMPANY 

Sehed.ule No. 6 

RESALE SERVICE 

Applicable .to all water service furnished for resale purposes .• 

TERRITORY -................... -
Portions of CUpertino·, San Jose and Santa Clara, and in campbell, 

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

RM'ES· 

service Charges: 

For 5/8 
For 
For 
For 
For 
For 
For 
For 
For 
For 

x 3/4-inch meter 
'3/4-inch meter 

l-inch meter 
l-1/2-inch meter 

2-inch meter 
3-inch meter 
4-inch.meter 
6-incb. meter 
8·-inch meter 

10-inch. meter 

Quantity Rate: 

· . . . . . . . . .. . . .. 

· . . . .. ~ . . .. . . · ...... ~ .. 
.. ... . . 

., • e· •. • 

Per Meter 
Per Month 

$3.85· 
4.40 
5.90 
8.00 

10.50 
19.00 
28 .. 00 
4'3 .. 00 
66 .. 00' 
92.00· 

Per 100 cu. ft .. ~ . . . . . . . . ., . . ,. . . . 0.686 'R)V 

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

SPECIAL CONDITION 
-----------~----~ 1. All rates are subject to the reimbursement tee set forth 
on'Sehedule No. UF • 

(T) 
I 

('1') 
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APPENDIX A 
Paqe 3 

, SAN JOSE W~ER COMPANY 

Sche4ule~ No.. 6 

RESALE SERVICE 
---------~~--... 

" , 

Appl'icable to· all water service ,furnished for resale purposes. 

---------
Portions of·Cupertino,. San Jose and Santo!. Clara, and in Campbell, 

Los Gatos, Monte Sereno, and Saratoqa and· in contiguous territory in 
the County of Santa Clara. 

RATES* 
... _----

Service Charqes: 

For 5/8 
For 
For 
For 
For 
For 
For 
For 

. For 
For 

x 3/4-inch meter 
3/4-inch meter 

l-inch meter 
1-1/2'-inch meter 

2'-inch meter 
3-ineh meter 
4-inch meter 
6-:i.nch'meter 
8~ineh meter, 

10-inch meter 

· . . . . . . . . . . · . . . . . . · . . . 
• • • .. • • .. .. e, 

• • .. ... • .. • • a' 

~ . . . .. . . . . . . . . .. · . . . . . . . . . . 
• .. • • .. .' • e· .. .~ .. · .... ' ...... . 

Per Meter 
Per Month 

$3.85-
4.40 
So.90· 
8 .. 00 

10.S<l 
19.00' 
2$. .. 00' 
43.00 
66.00 
9Z .. 00' 

.; 

Quantity Rate:, 

Per 100 cu. ft., . . . . . . . . . . . . . . . ~ '0.68'3 . (R) / 

The Service Ch.arge is a readiness-to-serve charqe Which. is (T) 
'applicable to· all metered'service and to which is to. be aclded I 
the ch.arge to'r water used computed at the Quantity Rates. ('1') 

SPECIAL CONDITION 
--~--~---~--~----
1. Due to· the transfer to, rate payers of the qain from sale eN) 
of land, an amount of $0.2'66 :i.s to· be deducted from each. water bill I 
tor twelve months from. the eftectivedAte of this tariff tiling. (N) 

2'., All rates are subj ect to the reimbursement tee set forth on ,Schedule No .. 'C1F. (L) 
(L) 
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Paqe 4 

SAN JOS~ V~TE~ COM?ANI 

'1' ab le 16, • .1. 

Rule No.9 

'Rl::NDERI N'G AN'']), P A!M'E'N1' or 'SILtS (Coa.t1nue4) 

B. Pa.:rmellt or B:Ul" 

B1ll" to~ .:IerYioe are 4ue and parable upon pre"ea.tat10a., 
and p:l.7ment ma.7 'be made at. tlle commercial orr1ce 0: the 

ut1lity or to any repre~entative 0: the utility autho

rized to ma.ke eolleeti0·n,,- Collection· or clo~111g bi11~ 

may be made at the time or pre".ntat101l. If a ~u~too@r 

tender" a ebeek 1~ pay~ellt or ac.v b~ll ac.d "uob eh,ek 1~ 

not bettored by the ou"tocer's bapk. tbe ut!11ty m~y 

a""e"" the eu"tOC!1er a badeheek~erv1oeehar;te of $4.15. 
T 
on 



e· 
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A • 8 8 - 0 9- 0 29 ", A!l£)EmlIX A 
·l>·~~e S 

s,ur .TOSS: V1TER COM?A~'! 

'tatlle 16-'2 

Rule No· .. 11 

D..I.SCONT1N'U'I\NCC; AND R=:S~OR.\TION OF SC;i{7!CZ (Collt1nued) 

B.l.l • 
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SAN 305£ VATER COMPANX 

t&b·le 16-C 

Rule No. 11 

DISCONTINUANCE AND RESTORATION OF SER'VICE (Co~t1~u.ed.) 

c. Re3torat10n or Serv1ce 

Where "erv1c'e ha" been 41"cont1nued. ror violat10n or 

the3e ru.le.3 or tor nonpayment. or b111~, the u.t111ty 

may charge *, 5.00 tor re"to·rat10n or :urv1ce <1ur1nz (I) 

regula.r vorki.o.g ho·ur:70 or- .$20.00 tor r~"'to·rat10n o·r (I) 

service a.t o·ther. than· regular vorking. ho·ur" ",hen .the 

cU3t0ll1er ha" requ."ted that. the re,,·to:at10'11· b~·ma.d.e 

at o·ther than reSular lIork1ng,hour3 • 
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Pa9~7' ' . 

sur .rOSE VATER eOM'PA~"!' 

'I a'o le 16·-D 

Schedule No. 9C 

CONSTROCTION AND OTKER TEM'PORARI METZ~ED SERVICE 

A PP'L I CAB I t ITA 
Ap.p,l.ica'ol~ t.o· all p·ol:"table. metel:"ed vater :sel:"v1ce t'ur

tJ,.13b.ed to'1:" c0l13truct1ol1' a;nd othel:" tempol:"a.ry pUl:"p03e3. 

TERR!TORY 
P'ol:"t1ou" or Cup·ert1no, San Jo·~e, and Sallta Clara., an4' in 

Camp.bell., Lo·,,· Gato:s, Monte Sereno, and Saratoga a:d in 

cont1guou" t.err1to·r:r in t-he COUllty ot Santa Clara. 

RATES 
Currelltly etrect1ve mouthl::r ".rv1ce charge tor the a"l1-

cable 3/4, 1, 2' alld 3' :tuch meter &lld q,uant1ty rate3 

l1'3ted in Schedule No ... r .. · General Ketere4 Service will 

ap-ply to· :service turni:1·h·~4' undel:" thi3 :schedule ... 

SPECI At CONn lTION 

1.. 'ro o'ota1n ",'atel:" :ser'V1~e und'er t~is :schedule all a;,l1ca:t 

must t1r:st ap'ply to·r alld o'ota1n vritten permission' tro~ 

the utility. 
2. App,l1eant 1oI1.ll b~e req,uired to 4epos1t ",ith the ut1l1~y 

the amount., :sho·vn ill the table 'o'eloV', vb.1ch correspond" 

to· the :s·1ze and t.yp,e or m~ter used. 

N'o I1-Retund:a'o le 
S1ze 0: Re tu nda'o 1 e Ral1d'lh,g Total 
Mete~ De20·s1t Char-s,e Depos1~ 

3/4 111cb. $ 240-.00 $10.0·0 $ 25·0' .. 00 
1-1nch 3·90.00: 1 0 ~oo 400.00 
2-1Z1Ch 1 ,240.00:. 10.00 t ,250.00' 

3-il1ch 1 ,.5-40.00 10.00 1,550.00' on 
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SAN JOSZWA.TER COMPA.NY 

Sc-hod. ule 110. 9C 

CONSTRUCTION AND OTHER' TEM?ORAR! M1!TERE'D SERVICE 

Soee1al Condition - Co~t1~ued. 

'the retund.,a,ble d.epo~.tt 1" ba"ed. 00. tvo time::! the co"t ot 
the appl1c-able meter.. 'the r,etulld.a'O-le d.epo~1t- le~" (a) 

the C03t or any repair" ~th.r.thall th03. d.u. to nor:al 

d. ep rec 13. t-10'tl. I' and. (b) any 0 ut" t-and.1ng unpaid. va te r '0·111", 

will be ret-urned. to the eu,,~omer upon ret-urn o~ the met-e~ 

to the ut111ty. 

Ou the la"t- vorking day ot each motl.th the cu"tomer :shall 

call-in 0 r mail-in to th~ utility the read.111S~ 01:1. the 

meter or meter:s u"ed. b-y bolm. 111' "uch read. intor:u.tioll 

mu"t- conta.1n the metltr ,Zlullber and.' reacting &" or the la"t 

",.ork1ng d.:3.y o-r the month. The ut111t1 will bill the 

cu"tomer monthly und.t&r it", General Met-ered: Ser'r1ce, 

Sched.ule No. 1 00. th~ ba~1" ot ~ueh rea.d.io.g. Failure to 

:so' uo,t-1ty the ut111ty vill re"ult- 1n impo·,,1t10·n or a. 

monthly charge ot $2'5,.00 pe'r meter, 1nad.d.1t100. to 'the 

mon thly charge" und.er :such .. Ketered. Service Sched.ule. 

Failure to :so not1ry the u't111t1 to·r a. period in exce"" . . 
0: 60 d.ay,:" w111 re"ult i~lo"" o,t permit to retain "uch 

port-able met-e~ and. rorte1ture or meter, depo,,,1t .. 

4. No .:such meter ma.y be reta1Jled. to,r a per10~4' in exce"" o~ 

one year. Failure t-o re~urn a meter to utility a't the 

end. or O'lle :year v111 re:s,ult in the 4en1al: 111 thetut.ure 

ot "uch temporary "ervic~_ 

5 .. jlhell a per::lon take" vater trom a t1re hyt!rallt or other 

o,utlet witbout- t1r::!t having 01:lta.1ned.writteo. per:n13.:si0C. 

trom· t.he u't1,11ty, theut1l1t,. 3ha.ll a3,3e:S3, a t1c.~ ot 

(N) 

(N) 
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SAN JOSE VAT"E'R COMPA.NY 

Sohedule lio. 9C 

$200.00 per OCC\lrrellCe aga1n:st :such per~on a.lld. "hall con- eN') 

t'1:scate any co-nnection:s u:sed. tor ,,\lcb. unauthorized. tak-

ing.. Whee. & per:soe. ha."wr1tten permi,,,1on to draw Va.ter 

rro~ ~he ut111ty':s :servi~e area~ but t'a!l:s to u:se the 

meter "up'plied. v1111e d.rawing va.ter, the utility :lha11 

a,,:s-e:l:S a rine or $5·0.00 p·e: occurree.ce a.gain:lt :such 

per'-~n-;: the failure to U3e ,uch meter a :second. time :shall 

re:sult ill 1033 or p-ermit to' retain a portab 1~ meter, ro-r-
• t'eiture or the meterC:epo:s1t an<1' denia.l in the ruture 

or such telllpo'rar1 :servic-e. 

,~ 

-- , 
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Sag Jo~e V~ter Compaoy 
Form NO-.. 15 

Temporary V!t,r S,rv1ee Dep9~1t Ree,1pt 
Date ______________________ __ 

Aeeo un t NO·e _____________ _ 

Name or Depo~1tor 

Bu~ine~~ A.d.d.re~~ 

B1111ng Ad.4ro~:1 

Per~on in Charge or B:1.11ing 

Amount or Depo:s1t 

Location or jo-'b-
. 

Meter S,1ze 

P·erm1:s~1oQ to u~e water unt11 ____ ........ ~------~""':"'-------~---
on wh1ch d.ate meter and coup·11n63 ..",11 1)e returned. ",ee over) 

Cu"t.omer accept". the meter d.e:scr1bed above "ubject to the pro
v1:s10·n:s o-r t.he a.tt.ache4 Rule __ o-r San Jo"e Vater Co'mpan:r. 
Cu~tom~r further agree:s t.o coopt,. with the' r,gu1remeat:s attaebed. 

Cu~tomer 

I, 

acknowle4ge rece1pt or met.er 

and coup11ng" rrom- SOLa - Jo-:se 

Water Company and agree to 

return meter and. coupl1ng:s oa 

Cu~tomer 

'. 

tJt111ty 

On beha1r or SA.N JOSE jU.TER 

COMPANY, I 

acknovled.'ge receipt or the 

SAN JOSE V:A.TER COMPA.NY 

By ____ ~~ __ ------------
Utility 
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IM1?ORTAN't' INY01UU't'ION- READ CIREfULL! 

1. 1 depo~1t tor tomp~rary vater service is required. a~d 13 

1)·a".d UpOIl the :s·1ze or the .... ater lIlet.er. 'rhe c:tepo:s1 t, 

le:s:s the co:st. ot allY repair:s, other thall tllo:se d.ue to' 

normal 4eprec1at.1co., alld any out:st.u4ing unpaid b1113, 

..... 111 tle ret.urned.· .to- the ca,,·tomer upon retur::l. o·r the 

meter. 

2. The Fire Department. ha:s a"k~d that .... e remind eu:stolller3 

requiring tempora.ry water "ervice to u"e on11 approved. 

4. 

. 
h,yd.rant :spa.AAer wre~che:s vhenta.k1ng .... J.ter.trom tire 

hydrant". See atta.ched 1n"truction oa the hook-up to tho 

'rhe ca"tomer,. b,y acceptance ot th1:s agreeme:t, :shall be 

re:spon:s11)·le tor any damage to tire h:rd.rant", tlle .... ater 

:sy:stelll~ and/o~ vater lIlete~ which re:sult:s tro= the u:se 

here1o. aut.ho·rized·. 'rhe co:st. ot re,a1r:s over the a::ou::I.t 

or the depo:s·1t :shall b·e pa1<1 a:s· :soo~ a:s the &IIlOU1\t 

thereot 1:s k1\OVll· .. 

. 
The customer :shall d~t~nd, indemnity, J.nd hold the vater 

utility, its o·rricer:J and emp.loye.':s, harml.,:s trom and 

ag.ain:s-t, all claim:s and/or 11abi11tie" ror i:1.jury to 

per:Jotl. or p,er:so,n:s, o,r damage to property ari:s1::1.g out 0: 
the exerci:se or th~ perm1:s:s1oo. herein g~ven-

5. The CI.l:stolllor :shall eoa:se u"ing' va.ter a.t atty t1m.e upo~ 

reo.\1e~t. or a util1ty or tire department ropre:se~tative. 

6 • The cu"tomer "hall u:so the meter supp-l1ed by the ut1l1ty 

at all t1me3 wb,ile draW111g va.ter. 'tho dran:.g or va-tel' 

o·thel' than throu'gh. tho meter pro,v1<1ed. by the San Jo"e 

Water CO'lIlpanj'" l:s"ub·jec·t to a. '$5,0.00 penalt;r per- o.eeur

rellee' .:' 

. ,. 
" .. 
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APPENOIX A 
P~ge '2 

Repeated orren"e n11 re"u1t 1n lo"" or permit to o1)ta,1n 

a porta"ble meter and. rorte1~ure or meter 4epo~1t. 

7. TERMS:' 

The eu,,~omer "hall call-in o·r mail-in (po.3-t.-marked.·) to 

t.he ut111tY.tbe meter reading" on the 1.a."t working <1ay or 

each month.. Failure t.o' comply nt.h t.h1" pro-r1,,10·n 'Will 

re"ult in a $25-.0·0 monthly charge in a<1<11t:ton to· the 

monthly lIl/!lter and. <L,uant1'ty charge". Continued. ta,11ure to 

comply vith the meter reading requirement nll re"u1t :tn 

10"" or p·erlllit to o "b·t a. in, a, portable meter and rorreiture 

or meter 4epo~1t. 

8. .1441tional permit" n1l not be. gruted t.o a.n)" per"o,n or 

entity which ha" not 1'.1.14 a pa"t 4ue account .. 

9. The cU3tomer shall r~turn the meter to utility tor an 

annual check-upanc1 maint·enance.. Fa.ilure to', return the 

meter annually w111 .re"ult :tnutility no·t·granting a 

permit in t.he tuture._ 

(END OF APPENDIX A) 
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ALT .. COM-.jBO/mmm 

,SKN JOSE WATER COMPANY 

(INtENTIONAL~~ LEFT BLANK SINCE A LEVE~IZED 
CONSTKNTRATE IS ORDERED BY THIS OECI~ION) 
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SAN JOSE WA~ER COMPANY 

San Jose Water company 

1. Water Pro4uction : KCcf 
Wells 
Surface Supply 
Purchased Water 
~otal 

2.- Purchased Water Expenses 

Adopted Quant.i ties 
--~--~~---~-------

Santa Clara Valley Water Dist. (7-1-89) 
Purchased Water (MG) 
Unit Cost ($/MG) 
Total Cost ($ in thousands) 

3 • PUmped lJ:'ax 
Santa Clara Valley Water Dist. (7~1-89) 

Quantity (MG) 
Unit Cost ($/Mer) 
lJ:'otal Cost ($ in thousands) 

4. Purchased Power 
Supplier -PG&E (l-1-89) 
Production (KCcf) 
Kwhr'per Cct 
K'whr 
Unit Cost ($/Kwhr) 
lJ:'otalCost ($ in thousands) 

5. Ad Valorem 'taxes ($ in· thousands) 
Tax Rate 

" 

1939 1990 .... --'-"~ ---~ .. --
33,,175- 33,515 

4,8·13 4,813 
27,,632' 27,807 V 
65,.620 6-6,135- V 

20,670 
$644.47 
$13,321 

20,801 V 
$644.47 
$13,40-6 

24,.817 
$414 ... 30 
$lO,282 

25,071 
$414 .. 30 
$10,387 . 

65,620 6-6,.125 
0.94l7 0.9423 . 

61,794,.3·54: 62,319,011 
0.082652', 0.082'652 

$5,.107 $5,.15·1 

$1,479 
l ... 1:2% 
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APPENDIX C 
Pag'e 2 

SAN JOSE WA~ER COMPANY 

A4opte4 Quantities 
------------------

6-. N~er of Services by meter size 

• 

5/8 x 3/4 inch 
3/4 

1 
1 1/2', 

2 
3 
4 
6 
8 

10 

Meter Sales (Ccf) 

0-3 ccf 
Over 3 cct 

':eotal 

Sche4ule No.,l 
---~-------~---~-

1989 1990 

169, &49 170,765-
3,186- 3,206 

19,'l99 19',3-2'8: 
2, .. 491 2,5,10 
3,809 3,792 

974 1,,038 
292 296-
145, 146, 

30 3,2' 
1 1 -------- ~-- .... .,---

199,.776 201,ll4 

Schedule 1 
6,490,440 6,,533,804 

52 ,913 ,687 53, 338, 9'6·3 
-------~-- ~--------~ 59,404,127 59,872,767 

8. Nu:m.ber of Service and t1sag'e 

No. of Service 
1989 1990 

Usage 
1989 ------- ------- ------

Commercial 197,,999 199,299 
PUblic Authority 1,448 1,.486 
In4ustrial 84 8·4 

54,014 
4,344. 

976' 
Other 245, 2'45· 
O~er Utilities 2'8, 28 

70 
310 

--~-..... - --.. -... ~- ------
Subtotal 199,804 201,142 . 

Priv' Fire Prot_ 2>;082 2,'182 
59,714 

------- ...... _---
':eotal 20l,.,88'6- 203,324 

Water: Loss 9.0% 5-,906· . :, ~ .otal W~ter Pro4uced 65,620 

'. " . ~ 

AI.'l'-COM-JBO/mmm 

Sche4ule No .. 6 
- ______ ..... _ .. 'tIIt ___ _ 

1989 1990 

o 0 
1 1 
4 4 
3 3 

14 'l4 
4 4 
1 1 
1 1 
o 0 
o 0 

28 28 

Schedule 6 
° 0 310,000 310,000~ 

~------ -------
310,000 310,000 

- Kccf Ave Usage - cct 
1990 1989 1990 

------' ----_ ... ---~ .. 
54,36,9, 272 .. 8 272.8: 

4,458 3,000 3,0~0 
976· 11,619 11,.619' ' 

70 286 2$6 
3,10 11071 11071·' ------

60,183 

5,952 . 

66,135 

9. Postag'e (effective June 30, 1988) - $0.0205· per billing' 
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APPENDIX C 
Paqe 3 

AL'l'-COM-JBO/mmm 

SAN JOSE· WATER COMPANY' 

Income T.ax: Calculation 
----------------------

1989 1990 

Operating Reven\J,e (authorized rates) 
(Dollars in thousands) 

6·7180.0 69150.0 

Expenses 
payro·ll 
Purchased Power 
Purchased Water 
. Pump Tax 
Other 0 & M 
Other A. & G 
Business License 
Franchise 'l'ax 
O'ncollectibles 
'l'axes Other than Income 
'l'ransp.. Depreciation 
Interest Expense . 
Other 

'l'otal Deduction 

State 'l'ax Depreciation 
Net''l'ax~le Income 

6; 019· .. 0' 
5,.107 .. 0 
13,320~0 
10,.2:8·2; .. 0' 

3,935._0 
5',.260.0 

30:.0 
149· ... 7.·. 
155.9 

2,045.7' 
(223 .. 1) 

3 ,a09. 0' 
(3 •. 0) 

49, 8S7 .:2' 

6,.124.0 

State Corp .. Franch-. 'l'ax: 9.3% 
11,.168 •. 8 

1,038.7' 

Federal 'l'ax: Depreciation 
State Income'l'a~ 
Less Deferred Revenue 
Net 'l'axable Income 
Fed .. Income 'l'ax 34 ... 12% 

Less I'l'C 
Add tTnrecov tax 

'l'otal Federal Income 'l'ax 

Total Income Tax: 

4,715-.. 0 
1,,03a.7 

104 •. 6· 
11,,4.34.5-

3,9'01 .. 5· 
(9'.2) . 
5.9' 

3,898.2 

4,936-.9 

(END OF APPENDIX C) 

6,348.6:' . 
5,151.0 

13,.406·.0 
10, 3S7 •. 0; 
4,11S:~0 . 
5,.489~() 

. 30.0 
154 .. 1 
160.4 

2,126-.. 2' 
(25,7.9) 

3, 93·-6·~" 
. p .. O') 

5,1,041.9-

6 ,32'4 ~O 
11,784.1. 

1,.09'5.9' 

4,869.0 
1,.095.9 

130.5· 
12 ,012~7 

4,098.7 
(8'.2) 
S .. 9: 

4,096· .. 4: 

5,192.4 
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APPENDIX )) 
Paqe 1 

SAN JOSE WA~ER COMPANY 

Comparison of typical bills fer residential metered customers 
ef various usage level and averaqe level at present and authorized 
rates for the' year 1989. 

General Metered S~rvice 
(5/8 x 3/4-inch meters) 

~~-~~----------~--~~-----------~--~~-------------------~---~~--------~ 
Monthly Usage 

At Present 
Rates 

At Authorized 
'Rates 

Percent 
Increase 

-----~~----------------------~~~----------~----~~----------~---------~ (CUbic Feet) 

500 $8 .. 54 $9.09 6.41% 

1000 13,.41 13.82 3~03 

2000 23,.16, 23 .. 29' 0.55· 

2500 (Mean) 28.04 28.03 -0.05 

3000 32.,91 32.76 -0.46 
5·000 5,2 •. 41 51 .. 70 -1.:36· 

10000 101.16 99.05, " -2.09 

(END OF APPENDIX 0) 
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San Jose Water Company (SJW) requests are increase of 
$4,483,000 (7.18%) in 1989, $1,203,600 (1.78%) ~990, and ' 
$1,203,600 (1.7s-t) in 1991. SJW request~s.r e o1! :return on rate 
base of 11.74%, 11.77%, and 11.88% for 1989 1990, anel 1991 and a 
constant return on equity (ROE) o1! 13.75% SJW's last authorized 
rate of return on rate base was 11.70%,/11.76%, and 11.80% for 
198:4, 1985, and 1986, with a constant;./ROE o1! 14.5%. Thus, the 

/. i requested returns are lower than those prev:Louslyauthor zed."· 
The Commission Adviso~and Compliance Division, Water, 

Auditinq and Compliance Branches (OCD) and the Division of 
, / 

Ratepayer Advocates,. Financial an'i· Economic Analysis Bran.6h (DRA) 
/' . . ., 

recommend a rate decrease O'! $4,,2950,000 in 1989", $52,400 in 1990, 
/ 

and, a rate increase o't $1-62',400 in 1991. DRA recommends a return 
" /. " 

on rate base ~n the ranqe o1! 10.40-10.66% 'tor 1989, 10.48-10.74% 
I 

for 1990, and 10.5·7-1,0.83% 1!or. 1991. ORA requests that the ROE be 
/ 

set in the ranqe 01!/11 .. 75-12.2'5%.. ORA reco:m:mends a specific return 
on rate base of 1~S3%, lO.61%;' and' 10 .. 70% for 1989, 1990, and 

I 
1991 , with a constant ROE of 12'%.-

We coriclude that it is reasonable to· order SJWto . / " 

reduce lots rates for the future by $·1,324,400 (1.9%) from the 
present eft/ctive rates. We authorize 56% co:m:m.on equity in" SJW's 
capital stfucture tori 1989,55% in 1990, and 53% in 1991 .. Based 

• I,. ." upon th~. phased decrease l.n co:m:mon equity, we consl.der reasonable 
a rate f return on rate base ot 10.48% tor 1989, 10.67% tor 1990, 
and 1 .8-3% for 1991 and a return on common equity of 11 .. 7~.for 
1989, 12% for 1990, and 12.25% for 199'1 .. 

Our authorized rates retlect the resolution ot nu:merous 
sputed issues in this'proceedinq_ We aqree with CACO that 

ommercia1 consu:mption for 1989 and 1990 will be hiqher than 
proj'ected by SJW. We; deeline to disallow all expenses: for SJW 

-z-
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Sl1mmAry 
San Jose Water company (SJW) requests a rate increas 

$4,483,000 (7.18%) in 1989, $1,.203,600 (1 .. 7S%) in 1990, and 
Sl,203,600 (1.75%), in 1991.. SJW requests a rate of return n rate 
base of 11.74%, 11 .. 77%, anel l1.8"8% for :1.989, :1.990, and· 1 :I. and a 
constant return on equ.ity (ROE) of 13.75%. SJW's last uthorized 
rate of return on rate base was 11~70%, 11.76%,. and .80% for 
1984, 1985, and 1986, with a constant ROE of :1.4 .. $% 

requested returns are lower than those previousl 
The Commission Ad.visory and Complianc Oivision, Water, 

Auditinq and Compliance Branches (CACO) and Oivision.ot 
Ratepayer Advocates, Financial' and Economic alysis Branch (ORA) 

recO'mlnend a rate decrease, of $4,295,000' i 1989, $52,400 in 1990, 
and a rate increase of $162,.400 in 1991., ORA. recommends a return 
on rate base in the range of 10 .. 40-10.. % for 1989,. 10 .. 48-10.74% 
for 1990, and 10.5·7-:1.0.83% tor 1991 .. AA.requests, that the ROE:be 
set in the range of 11.75-12.25%. 
on rate base of 10.53%~ 10.61%, a 
1991, with a constant ROE of 12% 

recommends a specific return 
10,.70% for 1989, 1990, and 

We conclude that it' reasonable to order SJW to· reduce 
its rates tor the future by $. 39,100 (0 •. 34%) from'the present V 
effective rates. We author'ze 56% common equity in $JW's capital 
structure for 1989, 55% i 1990, and 53% in 1991. Based upon this 
phased- decrease in comxno 'equity, we consider reasonable, a rate of 
return on rate bae.e of 0.48% tor 1989, 10.67% for :1.990, and 10.8~% 
tor 1991 anc:l a return on common equity of 11,,, 7S% for 1989, 12-% for 
1990, and :1.2.25% fo 1991. 

Our auth ized rates reflect the resolution of numerous 
disputed issues this proceedinq~ We agoree with CACO that 
commercial cons ption for 19'89 and 1990 will be hiqher ~n 
projected. by S 'We disallow all expenses tor SJW 

- 2- -
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. 

: employee's personal use of vehicles. However, we disallow~all 
,,/ 

costs associated with vehicles Where personal use o~vehicles is 
50% or greater. We grant SJW's requested amount o~cash deposits 

, / 
for its operating bank account. We deny CACD'~equest for new 
appraisals of SJW property sold to SJW, Land COmpany (SJW Land). In 
accordance with Decision (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 CAlifor.aia Water Service Company and 
/ 

SJW. in a Joint Petition for Modification of D.88-0l-061, our order 
adjusting rates in accordance with~e 1986 Tax Reform Act. 

. . " We order the estimates /,t consumption .authorized in. this 
proceeding to be used in calculating consumption in $JW's 

" / 
memorandum· account, which was.;approved in D.89-04-04l. 

Table 1 shows the $JW. ·requested. CAC~/DRA. recommended, 
and com:m.iss:lo'n adopted s~ry of earnings at present rates and 

/ 
.'. authorized rates tor the ;test years 1989 and.' 199,0. Appandix. D 

shows a sample of the o~ered' decrease in residential customer 

• • 

bills • 

- 3, -
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employee's personal use of vehicles. 
price for all vehicles where personal use on vehicles is 
qreater. We grant $JW'S requested amount ot cash depos 
operating ban~ account. We deny CACD's request: tor n 
of SJW property sold "to SJW Land Company (SJW Land) .. 
accordance with Decision (D.) S6-01-02&, we order 

Instead, in 
to- establish 

a progrAm to otter tor public bid all parcels of and that have 
been in rate base and were either ~ater transfe eel to $JW' Land, or 
which SJW wishes to transter in the tuture. s program will be 
submitted to· CACD which will make any reco ndations on the 
proqr~ in the next phase ot this proceedi In accordance with 
D.89-05-06S, we deny SJW's request for a itional tax expense tor 
unbilled revenues. In that decision w denied the same request by 
the california Water Service company d SJW in a Joint Petition 
for Mo<1ification of 0.88-01-061, ou order adjustinq rates in 
accordance with the 1986, Tax Reto ,Act .. 

We order the estimates of consumptior. authorized in this 
proceedinq to be used in calcu tinq consumption in SJW's 
memorandum account, Which was approved in 0.89-04-041. 

Tab,les 1 and 2' sh the Commission adopted summary ot 
earnings at present rates 

, 1989: and 1990 .. 
customer bills. 

authorized' rates tor the test yea:rs 
shows a Sample ot the residential 

- 3 -
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Table 1 

, San Jose Water Company 
Adopted ,summary of Earnings 

(Dollars in 'thousands). 
1989' 

Operatinq revenues 

Operatinq e~penses 
Purchased water 
Purchased.: ,power. 
Pump" tax 
Payroll 
Other 0 & M 
Other A & G 
Business license 
Taxes other than 
De]?reciation 

SU):)total 
Oncolleetibles· 
Franchise tax 
State income tax 
Federal income t,ax 

/ 
Total operatinq· expenses 

Net, operating!.revenues 

Rate Base' / , 

Rat. of tle'turn 

/ 

Adopted 
at 

Present Rate 
------~--~-~ I' 

$70,968 .. 2 * ' 
/ 
·,320 .. 0 * 

5",615·.0· ." 
10,855-.. 0 * 

6-,.019 .. 0 
3,5·3,0 .. 0 
5·,,2'60.0 

30.0 
2,045.7 
4,.96S~Z --------

51,639' .. 9 
164 .. & 
158'.2' 

1,3,27 ... 4 
4,859'.0' 

- ... --_ ... _-

12,819.;1 

1.04,694 .. 4. 

* ~ent rate .. based on Resolution Nc>. W-3459', ~~d July 19, 1989 
L. . 

- 4 -

Adopted 
at 

Auth .. Rates 
.. ----------~-

$67,8:62.8, * 

13,320.0 ." 
$0,6150.0 ." 

10, 85S .. 0' ." 
&,.019' .. 0 
3,530.0 
5',260 .. 0 

30 .. 0 
. 2,045-.7 

4,.96$0 •. 2' 
.... -----~-. 
5-1,.639-.9 

15-7.4 
.15-1 •. 3 

1,.039.0' 
3,899'.3 

-.... ---~--
56·,886.9 

10,9750.9' 

104,.694 .• 4 

10 .. 4~ 
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Table 2 

San Jose Water Company 
Adopted summary' of Earnil)g's 

(Dollars in Thousand~ 
, 1990, / 

Operatin~ revenues 

Operatinq expenses 
, Purchasecl water 

Purchased power 
Pump' tax 
Payroll 
other,O & M 
Other A & G' 
Business license 
Taxe~ other than 1ncome 
Oeprec~~~1on/ 

Subtotal 
'O'ncollec:tible 
Franchise tai 
State income" tax 
Federal in~ome tax 

I 
Total operatinq expenses , I ' ' 
Net, operatinq revenues 

I 
Rate/ase 

Rate of Return, ' 

I 

Adopted a:e 
PreseDt Rates , , 

---------------
$71,'5-73.1 .. 

13,406-.. 0' .. 
5 " 660~. 0- ." 

10, 9'5S.~0 ." 
6.,,348' ... 0' 
3,709'.0 
5,489 .. 0 

'30.-0 
2,126-_2' 
50,,147.3 

--------
52',88-0' • .5-

166-.0', 
159.5 

1,2'58,.0 
4,635-.9, , 

59,099.,9 

12,,473-... 2' 

107,238'.,7 

11.63% 

~~ CUrrent rates based on'Resolution No. W-3459, 
elated July 19,. 1989 

- 5 -

Adopted 
at 

Auth. Rates 
~--.. -----~ .. -

$69,.840.2' ." 

13,406 .. 0' ." 
50,660.0 ." 

10,9650 .. 0, ." 
6,348.0 
3,,709:.0 
5,,.489.0 

, 30.0' 
2,.126.2 
S,,147.3 ------_ .. -

52',.880.S 
, 162'.0' 

155-.7 
1,,096-_4 
4,093..-1, -.-------

58,,392 .. 7 

11,.,447 .. 5-

107,238: .. 7 

10.67% 

.. 
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(~) requirements. SJW complainea· that this was not a propeL 
document of which official notice could· ~e taken and was not 
presented as evidence. in the proc:eed.inq. No response was reJ vea 
from· CACD or DRA. Accordinqly, we have not used_ this ... <1ocument in._ 

the conclusions we reach in this order. .~ 
Tbe followinq discussion addresses issues w~eh.are 

disputed ana some issues which are not disputed.. una1sputed. 
/ 

matters are discussed to- record SJW compliance w:i..th prior 
. / 

Commission orders·or to· authorize tariff rule chanqes. other 
matters not in dispute have been reviewed an~found reasonable and 
are not discussed ~elQw. . / 
vtil;LPr BackgrounsS . 

SJW· became a wholly owned .suJ:>sicUary of San Jose Water 
corporatio~ (SJ'W co:cp-.) in 1985·... At!' thb.t t:iJ4e SJW cOl:p .. ac.:J,Uired. 
all outstandinq shares of SJW com=6n stock. In 19~7: residents of 
Cali~ornia owned 67% o~ SJW. co~'S stoe~. SJW Corp. has one other 
wholly owned subsidiary, SJW Land company (SJW Land) • 

SJW's service areal consists· ot approximately 134 s~e 
~iles in-Santa Clara count1 encompassinq the cities of San Jose, 
Los Gatos, Monte serenol Sarat~a, campbell" CUpertino, and santa 
Clara. The center ot,fhe serviee area is ~lat sloping' up· to 
foothills in the southwest and northeast. The southwest portion of 
the serviee area isl~ordered ~y mountains; the northeast portion 
eKtends into aclj alent foothills. . . 

I ' 
sJW.'s~ater sources are: 148 wells locatecl in various 

parts of santa;fclara Valleyr runof~ trom· the watersheds ot Los 
Gatos, Saratoqa, and Alamitos Creeks; and water purchased from the 
Santa ClaraJValley Water District (District). $JW's water contract 
with the ofstrict expires in 20S1. In 1987, SJW delivered 50.4 

millio~allons of water to a total ot 198,704 customers. 
SJW chlorinates and tilters water ~rom·the watersheds in 

severa filter plants. SJW intends to meet new customer qrowth in 

198971 by water purchases. in o:rder to-- avoid- overdratts -ot 

I 

- 7 -
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Clara~ The center of the servioe area is flat slo nq up to 
foothills in the southwest and northeast. The so thwest portion of 
the servioe area is bordered by mountains7 the' 
extends into adjacent foothills.. 
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/ 
underground water. SJW performs more tests for water quality than 
required by the county Health Department, and its water ~lity 
meets the requ.ired standards. ' / 

, - , - SJW has approximately 2,257 miles of transmission and 
distribution mains' ranging in sizes up· to 48 in~s in diameter. 
Water distribution: is made to, Sl different pressure ,zones. An 

automatic computer telemetry control syste~perates and monitors 
water service. The system can be operat~and monitored manUally 
it requ.ired. Total utility plant is v&~ed at $213 million,· 

/ ' 

producing $65,. S million in revenues :Ln 1987. 
SJW has maele numerous imro~ements in the quality of its 

customer billing· anel account record-keeping in the past three to, 
. / . 

tour years. SJW's punch card billing, system was converted to a 
pap~~ bil~ingsystem, ~o· compl~ with ~e Commission's repor: carel 
billing requirements discusted in 0.84-03-055. SJW installed a 

, / ' 

hanel-held computer meter~eading, system which has improved ,the 
productivity of meter 7eaelers. This system gives. the loeation ot a 
meter, the meter number, usage history, and tests tor meter 
accuracy. SJW inst&1led computerized'cash remittance machines to 

I accept b,ill payment anel automatically deposit customer checks .. 
SJW',s general lec(qer has :been transferred to a computer system. 

Bate ot Re1jum~ . 
SJ'W: requests a rate ot return on rate base ot 11.74% in 

1989, 11.17 in 1990, and 11 .. 88% in 1991 and a constant ROE of 
/ 

13.75%.. DR).. recommends a rate of return on rate base ranging trom 
10.40%-1;: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 o·f 11.75% to 
12'.25%/ Within these ranges,. ORA recommends specific rates ot 
retum on rate base ot 10.53% in 1989', 10.61% in 1990, 10.70% in 
199i and a constant 12% ROE. I The parties present different perceptions of SJW's 
;aassification within the utility industry. ~ compares itselt 

.('With electric, qas, anel telecommunication. utilities. ORA. compares 

- '8 -
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SJW's water sources are: 148 wells locatecl in various 
parts of Santa Clara valley; runoff from the watersheds of Los 
Gatos, Saratoga, and Alamitos creeks;. and water purchasec1. from the 
santa Clara Valley Water District (District). SJW~s water contra 
with the District expires in 205·1. In 1987, SJW delivere4 50',4 
million gallons of water to a total ot 198,704 customers. 

SJW Chlorinates. ancl filters water from the water in 
several' filter plants.. SJW intends to meet new customer rowth in 
1989-91 ~y water purchases in order to avoid overdraft . of 
underground water. SJW performs· more tests for wate quality than 
required by the County Health Department,. and its ter quality 
meets the requirec1. stanaarc1.s. 

SJW has approxiv..tely 2,.257 miles of ransmission and 
d.istribution mains ranging in sizes up to 48 nches in diameter. 
Water distribution is ucle to, 51 clitferent ressure zones.. An 
automatic computer telemetry control sys operates and monitors 
water service. The system can be oper ed anc1. monitored manually 
if required. Total utility plant is alued at $213 million, 
producing' $65,.5 million in revenues n 198--7. 

SJW has made numerous i rovements in the quality of its 
customer ~illing and account re rd-keeping in the past three to· 
tour years. illing system was converted to a 
paper billing' system to· CO'll1p with the Commission's report card 
billing' requirem~nts discus ed in D.84-03-0SS. SJW installed a 

hand-held computer meter adinq system which has improved the 
productivity of meter re clers. This system gives the location of a 
meter, the meter numbe , usage history, anc1.· tests for meter 
accuracy. SJW instal ed computerized cash remittance machines to 
accept bill payment ncl automatically deposit customer checks. 

has been transferred' to· a computer system. 
Rate ot Ret;um 

SJW rests a rate of return on rate base of 11.74% in 
1989, 11.77% i . 1990, and 11 .. 88% in 1991,. and a constant ,ROE of 
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SJWwith other publicly traded water utilities. This 4iff ence of 
/' 

perception guides each party's application of the same.qeneral 
. /. 

finance principles and selection of comparable compan±es to 
/ 

recommend rates of return. 'rhe different views lead to 4ifferent . /' 
ree01lCDended capital structures and calculatio~f expected ROE. - -

, SJW; anel ORA's estimates for long-term debt had a lDinor -
/ 

difference in 1990. ORA, agrees with· SJW'~veraqe debt costs for 
1989 and, 1991 of 8,.87% and 9.23%, respectively. However, ORAl's 
average debt cost (effective rate) f~1990 is .11% higher than 

that of SJW, 9.05% versus 8:'.94%. / . 
ORA used a straight ar~thmetie averaqe of ~eqinninq- and 

- / end-af-year debt costs for prior years to calculate' the effective 
rate in 1990. SJW,used., an av~raqe weiqhted in proportion to- the 

'/ '-time the debt is, outstandiaq. DRA's method is consistent with 
I 

prior C01lCDission treatmeut: therefore, we adopt DRA'S effective 
rate of 9.0S%- for 1990/ - . , 

capital struc:turel 
I. 'l'he capital structure d.efines the sources of capital 

costs. Each sour~ of capital can ~e translated. to a percentaqe of 
I 

total capital. ;The components of the capital structure are lonq-
term deJ:>t, pr~erred stock, and eommon equity. SJW has. no. 
preferred stock. 

I Common equity was the most de~ated component of the 
capital st~c::ture. At ~e end of 1988:, SJW's common equity ratio 
was 57.Sit. SJW's requested and ORA's recommended ~apital 
structuies for 1989" 1990, and 1991 appear in the followinq table: 

~ ~' 

ill2' ~ l2..U ~ ~ 122.1 

LOnq-Term- Debt 47.00% 47'.00% 47.00~ 41.20% 41.25% 41.41% 
co_on Equity 53,00 53.00 53,00 ...58',80 ~8'.7S 58,59 

100.00% 100 .. 00% 100 .. 00% 100.00% 100· .. 00% 1.00 .. OO~ 

- 9, -
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13.75%. ORA. recommends a rate o! return on rate :base rangi from 
10 .. 40%-lO.66% in 1989, 10 .. 48%-lO .. 74% in 1990, and 10 .. S7%- .. 83% in 
1991 and that the adopted ROE :be ,within the ranqe ot 1 5% to 
12.25~. Within these ranqes,. ORA recommends speciti 
return on rate base ot 10.53% in 1989, 10.61% in 1 in 
1991, and a constant 12% ROE. 

The parties present different perce loOns ot SJW's 
classification within the utility i~dustry. SJW compares itself 
with electric, qas, and telecommunication tilities. DRA compares 
SJW with other publicly traded water ut' ities. 'l'his difference of 
peroeption guides each party's applic ion of the same general 
finance principles, and selection of omparable companies to. 
recommend rates of return. Tbe d' ferent views lead to, different 
recommended capital structures a . calculations of expected ROE. 

s for long-term debt had a minor SJW and DRA's estima 
difference in 1990. ORA aqr 
198:9 and 1991 ot 8' .. 87% and 

s with SJW's average debt costs for 
.23%, respectively. However, ORA's 

e rate) ~or 1990 is .ll% hiqher than 
8.94%., 

average 
that of SJW, 9.05~ vers 

ORA. used a 
end-ot-year debt cos: s tor prior ye."rs to calculate the etfeetive 
rate in 1990.. SJW sed an, average weiqhted in. proportion to' the 
time the debt, is utstanding. DRA's method is consistent with 
prior Commissio treatment: therefore,. we· adopt ORA's effective . 

9 ... 0S%. or 1990. 

T e capital structure defines the sources of capital 
h source of capital can ~e translated to'a percentaqe of 

tal. The components of the capitalstrueture are long-
, , 

term de,. preterred' stock, and common equity., SJW has no 
ed stock. 

Co:mmon equity: was the most c1ebatedcomponent of the 
al structure. At the, end of 1'988:, SJW's common equity ratio 

.. r" 

- 9 -
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SJW reques~s a higher level of common equity'tor th~test 
years 1989 and 1990 ,and attrition year ,1991. ORA fmputes common 

,/ 
equity. below the existing ratio to reduce the revenue r~irement 
tor common equity costs collected from· the ratepaye~~ SJW and ORA 
based their respective recommendations tor. capi~~structure, on . , '/' 
their independent analysis of SJ'W'a business and financial risk. 

, :DJ.1S1ness Risk"' / 

Under general tinance principles, the balance between the 
percentage ot debt and· equity is det~ined by the degree of 

/ 
business risk and financial risk. ~he level of business risk ot a 
company depends upon the reliability ot its revenues, the deqree ot 

/ 
tecbnoloqical change, and Le tatus ot. othe.r unique occurrences in 
the industry. , 

. " 

. In the opinion/ot ORA's.. witness, Ms. Siegal, water 
utilities do not tace the same degree ot technological change and 

'utility bypass taced;b:Y electric utilities. ORA considers water 
utilities to, have advantages over electric utilities. Water 
utilities supply ~ commodity which is reneWable and, unlike 
electric utilit!'es, earn a return ,on construction work in progress. 

I . ' I 

'l'hese taetor~ead ORA. to conclude that SJW has. more st.eady, , 
predictable;reVenues and less business risk. The less business 
risk a company faces, the more debt it may take on because it is 
assured ot meeting fixed payment obligations. Because of its low 
businesi' risk, DRA.. considers SJW capable of assuming more debt and 
lowerjequity ratios.. I 

I _ ~ SJW considers the uncertainty ot neW' Environmental 
Protection Agency (EPA) testinq standards, the lack of normal 
?intall, and potential loss ot revenues during the existing 

rought to indicate a hiCJh business risk., 
- :Financial Risk 

The' level of financial risk of a company is determined by 
the proportion of a company's. debt t<> permanent ea.pital (leverage) .. 
The larger the debt payments, the larqer the ~inancial risk ot' not' 
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was 57.5l%. SJW's reque$ted. and ORA's: recommended. capital 
structures for 1989, 1990, and 1991 appear 'in the followinq table: 

~ SJ:H 

w..2; lli..Q. ~ ~ ~ 

Long-Tem Debt 47.00% 47.00% 47.00% 41.20% 41.41% 
common Equity 53,00 53,QQ 53,00 58.80 sa, 59, 

100.00% 100.00% 100.00% 100.00% 100.00% 

SJW requests a higher level of common 
years 1989 and 1990 and attrition year 1991. 'l'lnt~1]'!"~~s common 
equity below the existinq ratio to reduce the ~~~A.\"A requirement 

SJW and ORA 
structure on 

financial risk. 

for common equity costs collected. from the 
based their respective recommendations for 
their independent analysis of SJW's 

Business Risk 
Under general f±nance the balance between the 

percentage of debt and equity is a.e:~el:'1ll.l.nea.'· by the deqree of 
business risk and financial risk. level of business risk of a 
company depends- upon the reliab ity of its revenues,- the deqree of 
technological change, and the tus ot other unique occurrences in 
the industry. 

In the opinion 
utilities do not face 

ORA's witness, Ms. Siegal, water 
same deqree of technological chanqe and 

utility bypass faced electric utilities. DRA considers water 
utilities to have d~~nt:a~res over electric utilities. Water 
utilities supply a OOlnmC)Q1ty which is renewable and, unlike 

earn a return on construction work in' progress. 
ORA to, conclude that SJW has more steady, 

electric utiliti 
These factors 1 
predictable and less business risk. The les~ business 

faces" the more debt it may take on because it is 
fixed payment Obligations,.. Because of its low 

risk a 

10-
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meeting those payments. A company lowers the financial risk by 
increasing equity.~As a company becomes more leveragec1, the cost/ 
of its debt will increase and the return required. on new c1ebt ~ 
issuances -will increase. Such a company must .weigh-·the beneUt -of . . / 
cheaper debt against the increased financial risk ot higher fixed 

/' -payments. The existence of more debt means less common/equity and 
the loss of financial flexibility that common equit~allOWS. 
Common e~ity tinancing gives management the financial flexibility , 
of rec1ucinq or suspending dividend payments in~imes, ot business 
harc1ship. In order to provic1e reliable serv~ee, a company must :be 

able to pay its bills and meet demands for/qrowth without facing 
financial instability. ~ -' 

'!'he tinanc:Lal stal:>ility ot~ company is measured by bond. 
ratings.' Bond ratinq ~gencies rank(the financial standinq' ot water 

/ 

utilities in the ~ategories Of:~total debt to permanent ~pital, 
pretax interest coverage, an~nternal cash flow to- permanent 
capital.. S~darc1 and poor;s" a well-respected bond ratinq agency, 
establishes benchmark st~ards tor these three ~easures. Bond 
ratings ranqe trom a low/of BBB, A, AA to. a high of AAA. s.:rw ranks 
AAA in all three eateFies for water utili ties.,.. When compared 
with an electric utUity's ):)enchmarks, . which are more strict than 

water utility stan~rdS, SJW ranks AAA,in total c1ebt to permanent 
capital, and pret~ interest coverage and AA in internal cash flow. 

ORA considers SJW to be ,very' stable. financially based. 
upon the threertinancial indicators. ORA asserts that the 
ratepayer dots not ):)enefi t from high ~ond ratin9s in SJW·' s case 
because S1' s debt ratio,. pretax interest eoverage and cash. flow 
exceed the levels required. to o):)tain AAA and AA ratings. SJW's 
performarice on these financial indicators is achieved at the 

/ ' 

expense of more expensive equity financing. 
. / In DRA's opinion, SJW eould lower the levels of its 

performance on these inc1ieators and, still meet the requirements for 
/ " a. auperl.or bond rating. 'Kiqh bonc1 ratinqs, are neec1ed only to 

V . " . 

- 11 -
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business risk, ORA considers SJW capable of assuming ~ore debt 
lower e~ity ratios. 

SJW considers the uncertainty of new Environmen 
Protection Agency (EPA) testinqstandards, the lack of ~~ 
rainfall, and potential loss, of revenues during the e 
drought to indicate a'high business risk. 

financial Risk 
The level of financial risk of a comp y is determined by 

.'. the proportion of a company's debt to per.mane capital (leverage). 
I~ 

;~,Xhe larger the debt payments, the larger th financial risk of not 
, ...... ,..~ . 
::/I-meeting'thQse payments. A company lowers e financial risk by 

,.~.. ,",' ~. _l·.~/·':, I . . 

increasinq~::equity. As a company :become more leveraged" the cost 
ot::.it~;~~];t' will increase and the ret required on new debt 

, .... ' , .... , .. 
issuatic.es~; will increase.. Such a 'co any must weigh the benet'it of 

. che~p~r'debt against the increased inancial risk ot' higher fixed. 
. ~-·:<.,:.~ay.ments. The existence ot' more ebt means less- COmlnon equity and 

,,, .............. ~-

,:.,.·~':,:·'~<·~tlle""::J.oss of financial flexibil y that common equity allows. 
·.:':<·~:common equity t'inancing gives nagement the t'inancial t'lexibility 

ot' reducing or suspending d' idend payments in times of business 
hardship·. In order to- pro de reliable service, a company must :be 

~;,.' ) .... 
, ...... .# 

'. 

able to pay its bills and eet demands tor growth without facing 
financial instability. 

ratings. 
utilities 

stability ot' a company is measured by bond 
gencies rank the financial standing of water 

in the cat gories ot: total debt to permanent capital, 
pretax interest cov rage r and internal cash flow to· permanent 
capital. Standar and Poor's, a well-respected, bond rating agency, 
establishes bene rk standards for these three measures. Bond 
ratings range om a low ot' BBB, A, AAto' a high ot' AAA. SJW ranks 
AAA in all ee categories for water utilities. When compared. 
with an el tric utility'S benchmarks, which are more strict·. than 

ity standards, SJ'W· ranks AAA . in. total debt to permanent 
coverage and AA in internal cash;, floW". 

I 

- 11 -
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Obta~n a low interest rate for new debt. SJW does not plan large 
debt financing in th~' test years. Thus, the ratepayer is not 
benefiting trom SJW's high level ot e~ity Which generates 

.. . .• exc8Ssive·levels of internal cash. ORA recommends· imp~inq a more- .... 
reasonable level of.common equity which would reduC~the revenue 
requirement collected from· the ratepayer. . //. ~ ..., . 

SJWwitness Meyer testitied that bond/ratings must be 

• .' 

"" • 
• 

, / 

maintained regardless of whether bond issuances· are contemplated 
/ 

tor current y~ars. . In his opinion, it i~ot possible or practical 
to; raise and lower these ratings by ad)Qsting common equity When 
debt is to be issued. / . 

c.gwpvatiy§ AnAlysis . . 
ORA used outside indicators to verify that SJ'W'S· equity 

, / ' . . 
ratio is unreasonable. ' ORA compared 11 ~ater utilities throughout 
the nation meetint'l' three cri.teria:· listed· in C. A. 'l'Urner's 

':1 '/ 

Utility Reports.; realizat:i:on ot 70% ot revenues trom water 
operations; and regular,;frading ot stock.1 

ORA"s. analyStis shows· that SJW's average year equity ratio 
rose trom· 39.13%. in/978- to 59.,30% in 1987, even though in 1984, 
the Commission's authorized returns were based upon an equity ratio, 
ot 56%. I 

~ 

ORA fO'l.Uld that the same comparable water utilities' 
r 

common equity/ratios averaged 40'.12% tor 1983-1987 and 38.22% tor 
1978-1987.. /SJW.'s. average common. equity tor five years is 5& .. 2'5% 
and, tor ten'yean·is. 50 .. 42%. In the· last five years,. $JW's common 
equ.:lty ratio is 16%· higher than,compara))le water utilities .. 

" 

1 American Water Works, California Water Service, Connecticut 
Water service, Consumers water, Elizabethtown corporatio1:l, The 
Hydraulic Compan~, IWC Resources corporation, Middlesex Water 
,company, Philadelphia, Su):)urban.,.Southern California Water, and 

/ United Water Resources., 

- 12' -
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ORA considers SJW to be very stable financially based 
upon the three financi~l indicators. ORA asserts that the 
ratepayer does not benefit from high bond ratings in $JW's case 
because SJW's debt ratio" pretax interest eoverage and cash flow 
exceed the levels required to obta'in A}.A and AA ratings. 
performance on these financial indicators is achieved at 
expense of more expensive equity financing. 

In ORA"s, opinion, SJW could lower the levels 
performance on these indicators and still meet the 
a superior bond rating. High bond ratings are 
obtain a low interest rate for new debt. SJW 
deDt tinancing in the test years. Thus, the 
benefiting from SJW's· high level of equity .. ",.. ........ generates 
excessive levels of internal cash. ORA re<~lame!nQ,S ilnputing a more 
reasonalJle level ot common equity Which ""'-1, ... .1.1.1. 

requirement collected from the ra __ '~_J 
SJW witness Meyer testi , that bond ratings must be 

maintained regardless ot whether • issuances are contemplated 
for current years. In his op.u.~~,~, it, is not possible or practical 
to raise and lower these raL:.1L'J. .... S by a-:1justing common equity when 
debt is to- be issued. 

ratio is unreasonable. 
the nation meeting' \o,U.ln::~ 

indicators to verify that SJW's equity 
compared 11 water utilities throughout 

listed in C. A-.. Turner's 

- 12 -
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,/ 
SJW-' s pretax interest coverage ratio has exceeded/that ot . / 

the comparable group· since 1983. In the past tw~ year~'s 
coverage was 6-.7x and. 6.1x compared with that ot7e rou. P', 3 .. 2" 
and 3.4x,tor the same years. .' " " .,' .... -

••• .,..... ... IP". • 

DRA believes this equity growth is :because cash tlow has 
consistently exceeded cash requirements... DRA~ed the. rati~ o~ '. 
internal cash tlow to- net construction out;J(ay~ 'to 'show th~ . ex~~s 

~ 
cash generation in the past ten years.~ver the last five years 
SJW's ratio- ot cash to construction costs, averaged nearly 120%, 

with cash available surpassinq cas~eeds... ORA maintains that this 
excess cash has fueled the .growtl:liin common equity ... 

ORA. believes SJW.'s lo~ d.ivic1encl payout rate helpec1 to· 
.inc~ease the high equity ra~. SJW,has paid.· ou~ an average ot 63% 

in .. th6 past ten years comp«.red to, the qroup·average ot 71%. SJW 

. has pursued a policy ot ~6w dividend payout in spite ot its ll ... 45% 

. ten-year average qrowt.b!' in dividends and. earnings.. . (The group's 
/ 

ten-year average growth in divic1ends and earnings is 6 .. 3l%.) SJW 

plowed earnings bac~ into- the business, increasing common equity, 
the sum ot contrib~ted capital and retained earninqs • 

ORA'd~ivec1 its recommended 53% common equity ratio trom 
a review ot r~;tios ot the comparable water utilities.. 'l'he company 
with the hiq~est'common equity within the comparable qroup' has a 
ratio· ot 5.3/t as ot January 1989, even though the C]roup- average is, 
42%. ORA,I'-oes ~ot recomm~nd imputinq the group average because it. 
is a sharp reduction from SJW's 1987 level ot common equity, 

I 
59 •. 30%1 ' 

/ ORA. ~elieves common equity will continue to grow during 
the iest period unless curtailec1 in this proceeding. Since 

I 
aivfaenas ~re paid out only to SJW corp., ORA is concerned that any 
cash build-up transterred to, theunrequlatect holdinq company will , 
finance unrequlated ventures. Ratepayers should only pay for , ' -

services rend.ered,. not tinanceunreC]Ulnteci business. ventures,. in 
ORA's opinion • 

- 13 -
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Utility Report&i realization of 70% of revenues from water 
operations; and. regular trading· of stock ... 1 

, ORA's analysis shows that SJW's average year e 
rose from 39.13% in 1978: to 59,.30% in 1987, even though n 19,84, 
the Commission~s, authorized returns were ~ased upon a equ.ity ratio 
of 56%. 

ORA found that the same comparable wate utilities' 
common equity ratios averaqed 40.12%. for 1983-1 7 and 38.22% tor 
1978-1987. SJW'$ average common equity for f' e years is 56.25% 
and for ten years is 50 .. 42%. In the last f.' e years.,. SJW's common 
equity rati'o· is 16% hig-her than comparabl water utilities. 

SJW~s pretax interest coveraq ratio bas- exceeded that of 
the comparable g-roup since 198~. In . past two years SJWrs 
coverage was 6 .. 7x and 6-.1x compared th that· of the group, 3-. 2x 
and 3.4x for the same years.. , . 

ORA ~elieves this· equit growth j,s ~ecause cash flow has 
consistently exceeded cash requi aments.. ORA used the ratio of 
internal cash flow to- net co~ction outlays to- show the excoss 
cash generation in the past t years. Over the last five years 
SJW's ratio- of cash to cons - ction costs averaged nearly 120%, 
with cash available surpas.1.ng cash needs.. ORA. maintains that this 
excess cash has fueled-growth in common equity .. 

ORA believes JW's low dividend,payout rate helped to 
increase the hiqh equ y ratio·. SJW has paid out an average of 63% 
in the past ten; yea compared to- the group· average of 71% •. SJW' 
has pursued a poli of low div:idend payout· insp:ite of .its" 11 .. 45% 

1 Ameri n water Works, california water Service, Connecticut 
Water Serv' e" Consumers Water, El·izabethtown corporation, 'I'he 
HyClraulic ompany, IWC Resources Corporat:l.on, .. Middlesex Water 
Company, h:l.ladelphia Subur~an,. .Southern california. Water,. and 
'O'ni:ted ter Resources·. . 

- 13 -
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/ 
SJW, considers ORA's imputed capital structure ~~ a 

penalty when coupled with its recommended 12% ROE. SJW,.,aceuses ORA 
of being subversive by imputing 53% common equity~ecommendinq, 

;' ( .~ l'2t. ROE.. SJW considers it more loqical for ORA t.~ecommend: " ' 
/' maintaininq the existinq capital rAtios and. award., an ROE below 

, '/ 
11.75% due to- SJW,'s less ris~ capital s~cture'~: However, in 
SJW's opinion, ORA did not make these recommendations because they 
would not be approved by the commisSi~ T.nerefore, ORA 
recommended a scenario of capital structure and ROE which achieves 
the same result of reducinq inte~l cash. 

/ 
SJW performs two calculations to show ORA's common equity 

/ , 
and ROE recommendations are not consistent. First~ SJW calculates . / 
an ROE of 11.70.-11.74% for~989-91 usinq SJW's requ~sted capital 
struccure,. ORA's recommended rate of return, and the undisputed· 
debt cost. Second,. Me),'r explained that if 53%- eqUity is. imputed, 
this results in a limit of 47% debt~ In SJW's case, debt is issued 

/ 
in the form of bonds. At the end of 1987, SJW's debt ratio was 

/ 
42'.37%. ,'l'heretore, to· achieve a 47% debt ratio·, SJW would need to 
impute bonds tolthis level, which increases its weiqhted cost of 

I / 

d@t and lowers the return on equity. If a 47%. debt ratio- is. 
imputed, an;!additional $4.8 million in bonds is presumed tobave 
been. issued durinq the period 1984-1987. If SJWhad issued an 
additionai $4.8 million in bonds,..: it would have an additional debt 
cost Ot!11.3% during this period, giving a higher averaqe cost tor 
bond~ Pertorming the rate of return calculation with this 
add~ional debt cost, the resulting return on equity is 11.90% tor 
1~~. Thus, applying ORA~s recommended imputation of hiqher debt 
to· SJW's requested capital structure results in an ROE lower than 

I . 

ORA's recommendation. SJW considers this shorttall in ROE to- :Oe a 
/hidden penalty against the utility. . 

In order to, impute a 47% deb~ ratio or an additional $4.8 
million in bonds, SJW alleges. it must havesutticient assets to 
secure such an issuance. It it subtracts the add'itional assets. 

- 14 -
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, 

re~ired by this imputation of debt from· its total 
assets, it has insufficient assets ($2.8 million) to secure debt 
which may be needed for unanticipated expenses" such ~ddi tional 

., facilities whicl! may be mandated by new EPA requlat:l:'tn. trneler this 
'" 

• .' 

• 

scenario,. in order to meet ';Ulanticipateel costs~ would be forced. 
to·· secure second mortgage bonels at a higher cQ'St- to- the ratepayer. 
Thus, SJW alleges a S::% common equity ratio/'cannot be reached in 
three years because its bonding limits. ~e recently· reached their 
capacity. SJW argues that the impute~ratios are recommended 

~ 

without warning' or oP.portuni tyz:or to .achieve the level, 
imputed .. 

Meyer testified tha SJW reduced its common equity in 
~ 

1986 and 1987 by paying dividends to· SJW Corp. in. response to 
, / . 
CACO's advice to keep common equity below 60% or penalties may 

/ 
occur. SJW interpreted is remark to mean a 60% common equity 
ratio was reasonable. SJW paia $12'.07 million in d,ividends to- s:rw 
Corp. in 1986 and· $ million in 1987, reducing common equity to, a 

~ 

1987 level of 57.63%. (In 1988 SJW paid out $50.2'5, million in 
dividends, br1n~{ng the common equity ratio, to its present, level of 
5-7.5-1%.,) SJW !elied on its efforts. of reducinq equity in 198,6 and 
1987 to' place them within an acceptable equity ratio range. SJW 

/ 
considers DRA's recommendations in this proceeding to· violate 

I . 

CACD's in.formal aclvice upon which' SJW relied. DRA. responds that 
saw. ha~no reason to rely on CACO's advice as being Commission 
poli~ 

/ saw challenges ORA's comparable companies as ones which 
derfve only 70%· of revenues from water serviee~ have unknown 
sources of supply and varying regulatory polieies.. Seven. of these 

'1' d i . . . s&ecte compan es have ten-year average d~v~dends and earn~nqs 
growth rates of 1 .. 58% to, 6 .. 12% compared' with SJW's rate of 11.45%. 
saw. points out that SJW"s rates are $14 less. on an annual basis 
than. those' of comparable companies,. showinq no, harm. has occurred to 
SJW.'s ratepayers, by its level of common equity • 

• " ' - 15 -
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SJW arques that this cash was qenerated by 1986 ~ 

investment tax credits and accelerated tax depreciation. In 19$7~ 
SJW's cash flow was increased by increased sales. Thus, th~ 

, .,. 
increase in cash was not because of SJW's conscious effort .to do, so 
but because of external factors., . ,/ 

SJW. considers the substitution of SJW C~.'s statistics 
, / 

to represent SJW. to· be a serious flaw in ORA'S~lysis. SJW 

alleges it and SJW Corp·. are· two distinct co~anies with different 
/ assets and capitalization. Althouqh ORA. corrected this. cJ::,iticism 

by providing statistics for both SJW an~SJW Corp·. in its tables, 
" . . 

SJW asserts that the text of ORA' s ~ten testimony refe:~ing to 
SJW" and SJW corp·. as the same company 'is unreliable. : 

Discussion . 7 " 
We agree with ORA that SJW is more comp:u-able with water 

utilities than electric, gaS~and telephone utili~ies tor business 
risk comparison purposes. ~though water utilities may face 
business risk,. it is no~s great as that faced by electric, gas, 
and telephone utilities, as discussed by ORA., . . 

. We conside:/sJW's financial risk to be low base'cl upon the 
tinancial factors cc(nsidered in bond ratinqs. We agree tnat $JW's 
existinq financia~tactors are excessive· to maintain the highest 
bond ratings. W~ disagree with SJW· that the present excessive 

/. , 

internal cash generation and pretax interest coverage are needed to 
acquire addi~onal capital and obtain tavorable interest rates on 
new debt. / 

!Excessive levels of common equity burden the ratepayer 
I 

with excessive rates. Ratepayers do not receive a tax benetit tor 
paYino/this revenue r~quirement on equity as they do, from the tax 
deduction allowed for debt interest payments. We do not believe 
SJWr' bond ratings will be affected by a reduction in common 
eqJity_ A reduction in the level of $JW's: common equity.will allow 

'-.. . 
the ratepayer to· shar~ in SJW'shealthy financia:t state· ):)y reduced 
rates·. 

- 16- -
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SJW's analysis ot ~ond costs and capacity presuminq a 
historical 53% equity level and 47% debt level is a hindsiqht view /' 
which is marqinally relevant to its existinq capital ratio- stat~ 
OUr puxpose is not to- ~lame SJW~ecaW5e its present equity:,i~. ,. 
increasinq ~ut to- resolve the dilemma in Which it puts th~ _ 

- . ~ ratepayer; Nor do we tind that DRA'. recommendations 11 penalize 
SJW it implemented in steps as discussed ~elow.. D s recommended 
equity level is made within the context ot its recfommended 12% ROE. 
Xt'is not ORA's recommendation that $JW's re~tedequity levels 
~e used in conjunction with DRA's recommend.,l'rates of return.. We 
~elieve this is a distortion of ORA's rec~endations ~y SJW. 

We tind that ORA's imputed c~on equity ot 53% is 
reasonable whe~ compared· with the r~e ot common e~ity of . 
comparable water utilities' S34% to~3%) and the averas-e- eommon -
equity ot comparable water utilities (42%). We aqree that imputinq 
thisaveraqe would be too larq~a reduction in common equity to. 
authorize in one step~ ~ . 

We tind little )llstitication ~y SJW to raise its equity 
ratio above the last autborized level ot 56%. Its arguments 

/ 
consist ot attacks on DRA's recommendations. Therefore, in 1989 we 

/ authorize common equity of 56%. 
/ . The rec07.d shows. that SJW's common equity has been 

reduced by its d~vidend payout policy.. $JW'S· alternative methods 
of reachinq the;S3% level ot common equity do· not include an 
analysis of any anticipated dividends to- ~e paid out in 1989, 1990, 
or 1991. wtxpect any' dividends paid will reduce common equity. 
SJW alleqes increasinq debt to 47% will increase interest expense 

I 
to· the ratepayer. This analysis is incomplete without tollowinq 

/ 

throuqh/to calculate the be;z:1etit to- the ratepayer ot an additional 
tax deduction tor interest expense~ Based upon the incompleteness 
ot b?h of these analyses, we cannot aqree that a 53% equity ratio-70t be reached. However, in order to qive' SJw: sufficient· tilDe 
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and the opportunity to achieve 53% equity, we impute S5 equity in 
1990, an~ in 1991 we impute ORA's recommended equity~vel of 53%. 

Betgm On Eguity / _ 
Rate of return recommendations are qov-erned :by two 

/ 
-.~andmar" 0'. S. Supreme court decisions,. Bluetie14 WAter Works and. .. 

'111/' .. 1 . _ ,Improyement Company ys. The west V rg n a mIl.> Sern.ee COmml.ss OD_. ~_ •.• _ .. 
. /. 

(1923) 262 'O'.S. 679, and .the [edeal pown Commission vs. Hope 
btJ,lraI Gas Company (1944) 320' 'O'.S. 5~ The principle in these 
cases is to set rates tor public utiJ(ities which; are not only .. · .: 
sutticient to- assure the provisio~t adequate servi,ee,. :but whieh 
alloW' the util i ties to raise eapXtal. By this stanc3.arcl,. the ROE 
should be commensurate with re~urns on investments in other 
enterprises' having corresponc:tlnq risks and shouid' assure a 
tinancial inteqrity otZ th'/tility whiCh maintains its credit and 
attracts capital., 

Both partie$/ sea the standards trom these cases of 
attracting capital and comparable earninqs in its analysis. in this 
proceeding. Howeve~ the application ot the' standards are based 
upon the parties'~espective perception ot SJW's classification 
within the util~Y industry. SJW perceives itself as s~ilar to· 
electric, gas ,;and telephone utilities.. ORA. perceives SJW as 
similar to o~er water utilities. . 

Both parties used the Discounted Cash Flow (DCF) and the 
Risk premi~ (RP) finaneial models to' justify their·ROE 
reeommenclitions, yet derived different conclusions ):)ased upon their 

e utilities and applications. ot the methodoloqy .• 
Discounted SdSsh now 
the OCF moael is based on the premise that the current 

marlc price of a share of eommon stock equals the present value of 
anti6ipated dividends plus future stock price, discounted by the 
invektor's expected ret1J.rn. By translating this prem.ise into a 
mathematic equation and transposing the equation, the investor's 
expected ROE equals the expected 4ividend yield (the next expected. 

- 18 - . 
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/'-' 
dividend divided by the current market price) plus future dividend 
qro~ .. 2. . /' 

DRA applied the DCF model to its 12 comparabl~ter 
'" utUities, including- SJW Corp. From. this analysis, /ORA. .. d.erived . 

. ' __ "_' .. averaq,e dividend yields of 6.07% tor three months~d 6-.01% tor six 
months._ . '1'0. these y·ields, ORA applied an averag.e .ot historical and 

, • w _. .". ... ... _ 

• • 

sustainable c;rowth rates of ~.52t, obtaininC;/future expected 
returns averaqinq 11 •. 90% for a three-mont;vdividend yield. and. 
11.$4% ~or a six-month dividend Yiel~. RA considers the.qrou~ ... 
results to· balance My biases in the ata,. such as· hic;h or low 

. . 
dividend qrowth rates. ORA. included. SJW corp. as a representative 
of SJW to weiqh the results WitlyC'om.pany-specitic clata. ORA used. 
the group results in its recomm:ended. specific ROE. 

. SJW ~pplied the oc:i" model to· its. own. stock price,.. and 
historical dividends and ~rninqs qrowth for the past five-tear a~d 

/ 
ten-year periods. No, comparable companies we:;e used. SJW derived. . / 
ROE estimates of 13.64% to· 21.48'% based upon ten-year qrowth and 

15-.89% to- 17 .. 83% bas.ict upon five-year growth • 
. Bisk Pre:ai. . 

The RP~Od.el is based upon the premise that common e~ity 
1nvestors face/more ris~. than debt holders because they receive 
returns from;residual revenues after debts are paid, thus re~irin9' 
higher returns than debt hold.ers.. The difference betWeen the 
return for/debt holders and common stock investors is the risk 

I 

premium wh.ieh is added to· the debt interest rate to obtain the 
I . 

c~qu1tY return. An averaqe risk pr~um· calculated over an 

I 
&. r - Ol/PO + c; 

where r. the investor's expected return on e~ity; 
01 - the expected dividend in the next period;. 
PO - the market price in the current period;: and 

c; - the expected future dividend growth rate. 
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extended time period is preferred to, balance past 
premiums..; 

, ' , 

ORA ~sed the ~ tinancial model to verity resu~ts 

derived, trom, the OCF model. DRA applied the RP:.' :to: the same 
comparable qroup of utilities obtaininq· a ranq~t expected ROEs 

, / 
trom.· 11.95% to 12.53%. ORA compared SJW's past earninqs, common 

/ 
equity ratios, and growth with the comparalile qroup,,. cor..cl u<1inq 
that, SJW exceeded the group, average in tlfese categories-. , 

.. . Using the results of the ~E/and RP'models', SJ'W's past 
earnings, and its j.ud.gment,. ORA recommends a range of RO~ ot 11.75% 

/ 
to 12.25% and. a specific ROE of 12t. 

SJW applied the RP m~l to tive calitornia electric, 
gas, and telephone utilities3~btaining a range of historical 
ROEs. trom:, 12' .. 70% to· 13.10% .(<1 an average historiC4l ROE of 12 .. 8·1%. 
SJW· applied the model to, slx california water utilities4 

I 
obtaining a ranqe ot 1987-authorized., ROEs. from, 12'.,00% to, 13.00t and 

I 
an average ROE ot 12 .. 7~%. The combined 19~7 average au~~orize4 ROE 
tor allot the utilit'ies selected by SJW. is- 12'.75%. Adding the 

I 
average risk prem~u:m.· trom·these utilities, 3 .. 11%, to, SJW's current 
imbedc1ed cost otj1ebt, 10.86%, SJW-ealculated.a~ return of 13.9i% 
under this method., , . 

SJW~pPlied the RP model to SJW's historical authorized 
ROEs trom 1915-198'4. SJW. obtained- an average historical." ROE ot 
13 .. 02% andiprojeeted" ROEs tor 1988:, 1989', and 1990 ot 15~19%, 

1!>022%!d 15-.29% 0 

/ 
3 /Pacific Gas and Electric Company, Southern california Edison 

company, San Diego Gas & Electric Company,. Southern California Cas 
Company, and General Telephone Company of California. 

4 california American water Company,- Calitornia Water Service 
Company,. Dominquez Water CompanYr Park Water" Company" SOuthern 
calitornia Water company, and, Suburban. Watersystems.., ' 
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/ 
Using the results from the DCF and RP'models, ju~ent 

,/ 

and factors of business risk (teehnoloq~cal changes an~~e 
drought)., SJW recommends 13.75% as a reasonable retw:n ~or the 
future.:'. :'" ~.:/ :::--.. . 

SJW criticized DRA's procedure of sele'ctinq the company· ..... 
7 .' 

with the poorest financial performance and· lowest ROE within its 
comparable group· to use in itsrecommendat~n_ SJW asserts that if 
ORA's recommendation for return on rat~~se is adopted, it will 
have the lowest return within DRA's jomparable qroup. 

SJW outlines factors whicn are relevant to the commission 
in setting SJW's ROE: ~ 

1. The Commission's acceptance of this . 
application wa delayed because inadequate 
staf.f was ava,l:lable' to process the 
applieation./ The delay in accepting this 
applicatioxY impacts SJ'W.'s· earninqs for 

/ ,. 
I 

1989 •. / . '. 

2. SJw.'s earning'S will ~e a!!ected by lower 
consumption under $JW's existing water 
rationing program. 

/ 3. New technology has prompted new, more 
strinqent standards tor water testing-

j
Pendinq EPA requlation may ~equire changes 
in existing facilities and additional . 
testing .. . .' 

/
4. SJW considers· i tsmanagement achievements. 

. in:the past three to four years to warrant 

II consideration in setting its'rate ot 
return. 

DiKJlSsioD 
I We select DRA's comparable companies for analysis over 

SJW/s. list of electric," (Jas, and telephone utilities because the 
I . 

la~ter utilities face qreater.business risks ot bypas$ and 
t~~hnOloqical change than water utilities as: d'iscussed' 'by DRA 
ai,ove • 
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. .-~ 

ORA's comparable utilities are preferred over ~~ 
comparable'water companies because they are listed by ~. 
TUrner's Utility Reports with veri tied financial da~, are pUblicly 

. ,/ 

traded, anel derive at least 70% of revenue trom.·wa.ter operations. 
/ 

EVen though 5· ot the 12 companies derive up t~/30% ot their 
revenues trom· nonwater operations, 7 derive over 9S%.ot.their .. 
revenues trom.·water operations. We do not/(ccept SSW's comparison 
ot its own historical financial data a~a' comparison which meets 
the standard set by the 131uetield an~ decisions; c~ted above. 
We interpret these cases to mean ~ a valid comparison is one 

~ 
made with other enterprises. ~ 

We find· that SJW CO? .. derives 98% of its revenues from 
SJW.; theretore,. ORA's-. references to· SJW Corp·. are synonymous. with 
SJW.. We aqree with SJW thai its growtb. and earnings are on a 
higher scale than the a~~ages ot historical qrowth and earnings ot 
ORA"s group·. We finel ~ more comparable with the companies having 

.I 
a higher financial standing ot ORA's group rather than the qroup· 

/ .. 
averaqes. We believe it is appropriate to consider the higher end 
ot ORA's compar~e analysis in settinq SJW's return. However, we 
must also consiier SJW's equity level, diseussed below. 

/ .. . We do not aqree that the delay 1n accept1ng th1S 
apPlication;1s ca~se for a greater rate ot return. Any such delay 
means thatjSJW. is authorized to· earn 14.5% ROE on sliqhtly lower 
rate ~aseland expenses until our decision in this proeeeainq is 
ettecti../e.. 'I'his delay may not have caused as signifieant an impact 
as· sJW/arques. . 

;I We cannot aqree that loss of revenue during the' drouqht 
is cause tor a greater rate ot return. We have authorized a 

I d . memo ran um, account procedure to alloW SJW the opportun1ty to 
I • 

~cover any such losses. (0&89-04-041.) We consider that 
I 

(procedure adequate to compensate SJW for any revenues lost and to 
'lninimize the business risk' encountered. by the drough.t. . Any 

- 22 -
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.. / 
consideration tor such revenueS,1,',n SJW'S, ROE would ~e dO~~ 
recovery. /' . 

We believe it is premature to compensate SJW in its ROE 
" tor possible tecbnoloqy changes in the water industry until new 

, , ,/ 
requirements are mandated. To do, so would be~e speculati~n at 
this time. Should technical changes signi9-c:antly ilDpact the 
revenues ot water utilities" it is our p:z:actice to institute an 
investigation to' adjust, the rates of al1: affected water utilities 
for unanticipated expenses rather ~ increase rates on a case-by~ 
case basis. / : 

Based on the above cO~$iderations and, the higher' results 
ot ORA's analysis, we conside~ an 'ROE in theranqe of 11.75% to, 

/ 
,12_25% to ~e reasonable. ,However, both parties aqree with the 
premise that ROE v~ies i~erselY ~ith the level of common e~ity. 

/ 

Therefore, because we o:der a phased reduetion of common equity, we 
,I . 

also, order"a phased increase in 'ROE_ 'During the test year 1989, 

SJW: is. authorized t~arn 11.75% ROE. During the test year 1990', 
SJW is authorized to earn 12% ROE.. Durinq the year 1991 when 53% 

common equity shajl be imputed,. we authorize SJW to- earn 12'.25% 

ROE. / ' 

'l'he fOllowing, table shows our adop,ted capital structure 
and rates ot eturn: 

I 
~ ... / 
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Adopted capital structure and Rate or Return 

: COmponent 

Lonq- and Short-Term Debt 
Common Equity 

Total 

Lonq- and Short-'1'erm- Debt 
Common ECl'li ty 

Total 

Lonq- and Short~TermOebt_ 
Common Equity-

Total 

Operating Reyenues 

, -

1212 

capital 
Ratios 

44 .. 00' 
S6,00 

100.00 

", 

~ 

_8,,,87% 
11.75--

9.23 
12-.. 25. 

Weighted. 
Cost 

4.07% 
6,60 

10.67% 

4 ... 34% 
6.49 

lO.83% 

SJW's estimated operat:Lriq revenues for 1989 and. 1990 are 
based. upon the estimated numbe~ot customers to- be served. during 
the test years and their proje(cted consumption. SJW serves 
residential, commercial, in~strial, public authority, other 
utility, and a category otl"other" customers. SJW and CACO- agree 
on the estimated. number~t customers in 1989 and 1990~ '1'heyagree 
on_ the total consumption by all customers except commercial 
customers tor these ~ars. (SJW- includ.es resid.ential customers in 
its totals tor comm'rcial custo~ers.) 

parties;in rate proceedings have used. the Moaified Bean 
(Bean) Method ot;festimating customer consumption since 1977. The 
goal ot the Bean Method. is to estimate normal consumption in a 

I . 
future year ~er normal weather cond.itions. Data containing the 
recorded tem,erature-~ rainfall and consumption tor the past 30 
years. is input into- the Bean Method computer moclel., 'l'he data is 

I 

obtainedtrom, a weather station in the approximate location where 
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consumption will occur. Bean Method guidelines dictate that data /' 
fro~ abnormal years, t~r example, a drouqht year, should not be 
used. 

". . Tbe.Bean moclel uses the 30 years of temperature and 
'. . 

rainfall data to· calculate the normal temperature and normal . 
rainfall. The model qenerates one consumption estimate tor each 
ranqe ot conseeuti ve ye.ars from 13 years to· 5 years. Each Bean run 
is qiven ratinqs by the computer to· rank the efficiency of the data 
~ontained in the computer run. Tbe user of the model selects· the 
estimate of consumption from the ranqe of years with the hiqhest 
efficiency ratinqs~ The user then verifies that this estfmate is 
reasonable. 

Both SJW. anel CACD used the Bean Method. in this 
proceedinq, yet derivecl 3. ditterent est'imate for commercial 
customer consumption. However, SJW and CACO agree that the normal 
temperature for the past 30 years calculated under the Bean method 
is 60 deqrees and the nOr.tlll1l rainfall is 13.54" inches. Drought 
years were not excluded from these averaqes. 

The Bean model qeneratedthe following actual rainfall, 
temperature and consumption: 

~ EW' l~lnl2~tA:t~x:~ ~2D~mm:t~2n 
(inches) (deqrees) (cct./yr. ) 

1977 8.19 59.6 216· 
1978- 17 .. 14 60 .. 9' 238'.8 
1979' 15·.12- 60.4 247 .. 5-
1980 14 .. 04 60.4 253~6 
1981 1S..58 61 .. 3 261.2 
1982 19.57 59.2' 247.8: 
1983- 24 .. 25 60 .. 9· 2~ 
198'4 11.55- 60.7 283 .. 3-
1985- 10 .. 69 59.7 279.2 
1986, 13.61 61.6. 278: .. 4 
198·" 10.34 61 • .5- 286.8' 

(Exhibit 4, p • 2) 
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The Bean model qenerated the tollowing est~ted 
consumption ,for the.corresponding periods: 

Years Consumption 
(Cet./yr. ) 

1977-87 284.5- 0.935 0.035-
1978-87 283.0 0.971 0'.019 
1979-87' 281.6, 0.96& 0.,019 
1980-87 280.7 0.961 0.02'1 
,J.98J.-87 2'7$.9 0.963 0.022' 
1982~87 268.2 0.97 0.020 -
~983-87' 271 .. 7 0.,'7 0.007 

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

z/ Standard error divided bY/~e mean. The smaller the 
number" the better the correlation to the data input .. . I . 

(ExhibY 4, p.2) 

Mr. Houck, witness /or SJW, selects 271.7 hundred C'Ubic 
teet (cct) per customer,as Ithe most accurate estimate generated by 
the Bean model. In comparing Bean est:i.mates with actual 
consumption in 1982, 1981,. 1986 and J.987,. actual consumption i5 
higher than predicted l:>~ the Bean model. SJW asserts- actual ' . 
consumption is highe:/because these were not normal years. ,SJW 

relies on the premiie, that consumption is low when there is more 
than average rain~ll and consumption is high when temperatures are 

I . 

higher than normal. In 1983 the raintall was higher than normal. 
I 

,In 1986· and 1981 there was less rainfall and higher temperatures 
than n~rmal. "aased upon its presumption,. SJW considers this 
estimate rel~able and adopts it tor an est~te of consumption in 
both 1989 aJd 1990. 

I 
Ms. Hood,: witness' for CACO, agrees that 271.7 Ccf is an 

accurate dalculation under the Bean method. However, CACO does not , 
consider ~e Bean estimate to, be reliable because Bean e~timates 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 Bean /"" 
Method. to produce e,stimates tor years ::'984 and 19850 consumPti~n./o! 
25&.4 Cct per customer. For 1987, the Bean Method producec1/an 
esttmate ot 271.5 Ccf tor commercial customers. Recorde~ 

/ conswnption was 283, 279, and 2'87 Cct for commercial customers,. 
, '/ 

respectively, in the same years. Therefore,. CACD rejects the Bean 
/ 

estimate tor 1989 and uses an alternative approach, which i5 the 
procedure advised in Bean quideline5. CACD'~ternative approach 
'is to averaqe recorded consumption tor the;aost'reeent three years, 
1985-1987. CACD recommends,that 281.3 cot be used tor commercial 
customer consumption ill: 1989 and 1990;;/ CACD diaqrams historical 
commercial customer consumption to s~port its recommendation. 

, . 

/ 

/ 
/ 

/ 

/ 
I, 

/ 
/1 

, ~ 

/ 
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consumption in.1982, 1983, 198& and 198-7, aetual consumption is 
higher than predicted by the Bean model. SJW asserts actual 
oonsumption is hiqher becaus~ these were not normal years. SJW~ 
relies on the premise that consumption is low when there is m ~ 

than average rainfall and consumption is· high when tempera 
higher than normal.. In 198'3 the raintall was. hiqher tha normal. 
In 1986, and 1987 there was less'raintall anCl higher te 
than normal.. BaseCl· upon its. presumption, SJW consiCl s this 
estimate reliable and. ad.opts it tor an. est5Jnate of in 
both 1989 and 1990. 

Ms. Ho04~ witness tor CACO, agrees t 271.7 Ccf is an 
accurate calculation under the Bean method. owever" CACO Cloes not 
consider the Bean estimate to be reliable b cause Bean estimates of 
1984, 1985, an4 1987 consUlnption were low than aetual 
consumption. In D.84-01~042·, aCD' and e utility used. the Bean 
Method to, produce estimates tor years 98-4 and 1985 consumption of 
256·.4 Ocf per customer., For 1987, e Bean Method prod.uced an 
estimate ot 271-5· Ccf for oommerci customers.. Recorded 
consumption was 283" 279, anCi. 28 Ccffor com:meroial customers, 
respectively, in the same year.. Therefore,. ace rejects the Bean 
estimate for 1989 and uses a alternative approach, which is the 
procedure advised in Bean idelines containeCl: in the supplement to 
Standard Practice U-25,. CD's alternative approach is to average 

, . 
recorded consumption fo th~ most recent three years, 1985-1987. 
CACD recommends that1~3 ccf be used for commercial customer 
consumption in 1989 d 1990.. CACO diaqrams historical commercial 

its recom:mendation. 

- 21 -
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(Exh i bit 5,9 ) 
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In SJW's opinion, CACD's averaging of actual consump~ 
for three years is a rejection of temperature and raintal~ta and 
the commission-approved method ot estimating consumP~i~that has 

prevented prolonged litiqation ot this issue in rat~roceedinqs 
tor the past 20 years.. By 'using a high consumption' estimate" SJW 

believes CACO is attempting to' penalize SJW tor~gh earnings in 
the dry years, 1986- and 1987,. Should the commission adopt CACD's 
estimated consumption, SJW, requests consid~tion be given for the 
additional expenses incurred during the ~t three years tor 
delivering purchased water which is mOj8 expensive tha. n delivering 
water trom its reservoirs. SJW base~this request on the 
difference in, its costs to de~iv~r;water when rainfall is lOW, 
whi~h occurred in 19'85-1987. ~calculates ~urface supplies were 
short an average of 1,230 'million, gallons (lng) per year during this 

period. L 
piseussion " , 
In reviewing th commercial consumption trend diagrammed 

by CACD and shown. above,/we also- believe the Bean estimate ot 
271.7 Ccf is unreliabl~ SJW finds this, estimate reasonable based 
upon a presumption thit'when rainfall is highr consumption is lower 
than normal ~ and wh.fn. temperatures. are hiqh, consumption is hiqh.er 

/ 

than normal. SJWjincludes the clrouqht year of 1977 an~ years 
following the d~ou9'ht in its estimate ot a normal year'. 

·We ti~cl this presumption is not true for 1983 when the 
/ ' 

temperature was roughly normal (60 .. 9 deqrees) and rainfall was at 
its hi9hestjlevel in ten. years (,2'4 .. 25. inches). In 19'83 consumption 
increase;!:(256' cot) over its, 1982 level (2'47.8.), not decreased. In 
addition SJW's normal year includes 1977 which should be excluded 

, ' 

under ~ean guidelines as a unique year. It is very' liXely that the 
yearsj1978 and 1979' should also be excluded, as an adjustment period 
atteithe drought. . I In analyzing CACD's diagram otcustomer usage trom. 1975-
tL'1987, we see a marked changei~' the usage trend ·from.the periods 

- 29' -
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·ot 1979-1983 and 1984-1987 which is not entirely explained by the_ ...,..-. 
lower rainfall in the latter period·. In comparing 1980 consumption 
of 254 Cct with 1986· consumption of 278. Ccf,. theconsump:t:!O'n in 
1986· is significantly hiqher even though these· are, the:' two years 

/' 
closest to the Bean normal rainfall and temperature. Theretore, we, 

. /' ·conclude SJW.' 5 estimate ot 2'71.7 Ccf is unrelicle,. J~a.sed upon .the' _ _, 
recent different trend in usage. ~ 

Under the circumstances of having a marked shift in the 
consumption trend, we believe the threeCyear averaqe'ot recorded 
consumption is more reliable. We d~ot consider this conclusion 

/. to· be a r~jection of the Bean methOd but an application of / . 
alternatives when a Bean estimate does not appear reasonable •. 
Theretore, we adopt CACD's es~mate for commercial customer 

. consumption. . , / ' :. . 
We tind it unreasonable to·qrant SJW's request for 

additional distribution I'xpenses incurred 'from 1985-198·7 •. '!'his 
issue is one t~ be resolved in a tuture proceedinq which reviews 
SJW.'s memorandum· acco~t and issues surrounding' the droug'ht. 

. / 
we order/the following estimated number of customers in 

each customer category and the consumption by each categ'ory Which 
I 

we authorize in;thi$decision to· be used in the calculation of 
SJW.'s authorized memorandum account from the date· it was approved 

/ ' 

in D .. 8'9-04-04'l: . 
. / 

" .' / 
1 .. 

/ 
/ 
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Authorized Cgs:tqJIers' and Conmmrt;ion 

customer Category' 

" Commercial . 
Public Authority 
Industrial 
Other 
Other Utilities 

Subtotal 

Private Fire 
Protection 

Total 

:.tgtAl 

l2.a2 

197,999 
1,448: 

84 
245 
2~ 

199,804 

2.082' 

VDbi11ed Reyenges 

CUstomers 

~ 

199,299 281.3 
1,.486 ' , -' '3,000 

84 11,.619' 
245- 0.3 

2S' 11.1 

201,142' 14,912 

£s2 

ln1 

281. .. 3 
. 3-,,0'00 
11,619' 

0.3 
11.1 

14,91.2 

/ 
201,S'86/03,324 

SJW includes· a credit in revenues and a correspondinq 
expense :for unDilled revenuei of $2.65· million in 1989 and. $2.67 
million in 1990. CACD remived these amounts. The parties aqreed 

I 
to resolve this issue asjiietated by a decision on the california 
Water'serviee Company/sJW Joint Petition for Modification of 
0.8'8-01-06·1 in I •. 8'6-i-019. (This investiqation explored utility . 
recovery in rates, tor additional tax expense related to the removal 
of tax credits ano/deductions in 1986.) We recently denied the 
jo·int petitionerSI' request in 0.S9-05-065·. Accordinqly, we remove 
the credit in r~enues and corresponding additional tax expense in 
th

' , / .l.S proceed.l.nq .. 
I 

CPO'C Rejmburseaent Fee 
I 

SJW. included $91S,000 for 1989 and $925,.000 for 1990 in 
I , 

revenues ~d expenses represent.l.nq the amount of requlatory tees 
paid under Public Utilities Code § 401 ~ ~,. the annual tee 
collectea by the utility and remitted for Commission 

I 

administration. CACO removed' these amounts. based upon our policy 
I , 

to- excdude these tees trom, rates., SJW did not dispute this issue. 
/ .... 
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We adopt CACD's treatment of this tee as appropriate and 
reasonable. 
Al.locatiOD or Adwinis1:rative 
ADd- Genen.1 Bxpepses 

Although the parties stipulated to the amoun of 
/ Administrative and' General (A&G) expenses, CACD>orec~ends 

additional allocation procedures. SJW managemen;;estimates 
employee time spent on capital proj ects. SJWiSsented no
documentation to, support its estimates. CACD recommends that SJW 
be ordered to- develop procedures for the a ocation otA&G expenses 
to capital accounts. ~ 

SJW. disputes this recommenda~n. SJW witness Meyer ' 
testified that allocation of A&G exp~es is based upon employee 
estimates of the time spent on the~ projects. No records of 
employee time devoted to eaCh pr~ect are maintained. Tbe work 
performed on these prOjects~.s nterming~ed within· the average work 
schedule. In Meyer's opinion the ratepayer is not disadvantaged 
by either an overestimate 0 underestimate of allocated 
construction costs. An ov/rallocation increases the rate base and 
depreciation; an underal~cation increases the current expense and 
removes the amount from/earnings in rate base. ' 

We agree t~ documentation of employee hours and other 
rel~vant records sho;tld be maintained to· support amounts allocated 
to. capital accounts!. We will order SJW to· develop· such procedures. 
and present for ~O's. review within 90 days from, the effective 
date or this decision. . 
Allocation ot if9JRI9D Expenses 

SJW/ SJW. Corp.,. and SJW Land share the same tacil i ties, 
statt, and ~enses. SJW does not allocate expenses or charge for 
its sister j=0mpany"s u~e ot SJW faeilities. Both parties aqree 
that these" charges are. minimal. However, CACO requests that an 
alloeati . procedure be developed, and used .. 

- 32 -
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Meyer, SJW's witness, opposed CACD's recommendat~on~t 
/ 

all~cation procedures be developed tor expenses shared b~ Corp. 
and SJW Land. Meyer considered this recommendation premature since 
these expenses are minimal tor SJW Corp. anel nOiieX1,~iit"'tor SJW· -

Land. It is not known whether these eompanieswilrJ:. have statt or 
. , .. . an ottice.. An allocation ot projected ,expenses)bytheA companies· 

is. made at the beginning ot the year.. ExpenseS are controlled by 
these set percentaqes.. / .. .. _ , . 

. We agree that the ratepayer should not be"charged tor 
facilities, statf, or expenses used or/ncurred by sister 
subsidiaries, even thouqh these charq.es are small. We believe an 
allocation procedure should be in ~ce n~w and,for use in the 
t·uture should the amount ot thesL~~enses increase.. We will order 
SJW to· develop procedures to allocate common. expenses incurred by 
SJW to its sister-subsidiary ~d holding company~ 
t;gnserya1;ion nan.' / .. 

The Utilities Water Management Planning Act requires 
I 

utilities with over 3,00,0 customers to prepare and adopt a water 
management plan tor c~ervation. In D.86-05-064, we required 
water utilities to- present a conservation plan pursuant to the Act. 
SJW presented its- dan in this proceeding tor our approval. . 

SJW. coordinates conservation etforts with its retail 
suppliers, the ~nt~ Clara Valley water District (District) and the 
City of San JoS' (City). The District sponsors conservation tilms 

, I • • and speakers. ~o schools and serv1ce clUbs. Conservat10n 
informatio~~s distributed t~ public schools. The City supplies 
and instal~s conservation kits in all city residences. The kits 
contain ~w flow shower heads and toilet dams to reduce water 
capacit,rin toilets. The City contacts Dusinesses and industrial 
users to encourage conservation. SJW sends conservation reminde~ 
in watfr Dills and provi~es a h.istory of usage on the bill. SJ'W'. 

instituted an.Employee Award Program· tor icienti!yin9 unaccounted 
~ . 

tor water loss Which has reduced such usaqe. 
\ 
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CACD has no objections to" SJ'W's conservation plan. We 
tind the plan to be 'reasonable. 
Operation and lIAintenance BxpensM 

, ' .. . SJW's estimates tor purchased services and transportati~n.... .. 

6; 

• 

expenses are disputed by CACD. / 

~ ~ion !I!!cI. XAint:emmce I!!<p!msg / . 

All Other Operations 

. Op. Transp. 
Op. Pureh. Serv. 

Total 

All Other Maintenance 

Maint. PUrch. Sarv. 

Total 

CACD /Otility 
.1.98~9~· _______ 1~9~9~0 19J2 1290 

/ 
$ 577,000 $ 614,800 A- 649,000 $ 703,000 

1.264.200 1.338'.10Q/ "1.SS"OOQ 1.630,000 
,( 

2,.206·,.000' 2,339",000 1.,841.,200 l.Z00 
1,001,100 ·1.059~~ 1.100,000 1.1S5,092 

. $2,842,3003,01.2,600 $3,306,000 $3,494,000-

(Exhi]:)it 16" p.. 3-5-) 

/ 
PUrcbased ServiCes ,I 

Certain SJW's oper'ation and Maintenance (O&M) services 
I 

are purchased by contractS with outside vendors (HOp. Pureh. Serv. H 
I 

and HMaint. Purch. Serv/H above).. SJW' estimates these O&M expenses , 
tor 1989 and 1990 based upon its recorded:. expenses tor 1983-1987"a,s 
$2.66 milli~n and $z!79" million, respectively. SJW adds 5% 

intlation tor each,ltest year to its recorded 1987 expenses to 
I 

derive its projection. , 
CACD disputes this methodology. CACD derived an expense-

per-customer ~ctor tor each of the years 1978· to 1987. These 
tactors were/adjusted tor inflation based on the constant 1987 

I 
dollar, then averaqed. The ten-year averaqe was then multiplied by 

. I 
the pred:Lcted number ot customers and. nonl~or inflation tactors 
for 1.91 and. 1.990 to- esU .... te expenses ·of $2.27 milli()n and. $2.40 
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Pu~ehased ~tyices 

Certain SJW's Operation and Maintenance (O&M) aerv ces 
are purchased by contracts with outsid.e vendors ("Op •. Pur 
an~, "Maint .. Purch. Serv." above). SJW estimates these K expenses 
for::' 1989 and 1990 based. upon its recorded expenses 'to 1983-1987 as 
$2.6,6 million and $2.79 million, respeetively.. SJ'W dds S% 

, inflation tor each test year to' its recorded 1987 

derive its projection. 
CACO disputes this methodoloqy. CAe derived an expense

per-customer factor. for each· of the years 19 to, 1987. These 
faotors were adjusted, tor inflation based 0 the constant 1987 

dollar, then ave.raqed.. ':rhe ten-year aver e was then multiplied by 
the prec1ictec1 numl:ler ot customers and n labor inflation factors 
for 1989 anc1 1990 to estimate expenses ,'! $2 .. 27 million and $2.40 

million, respectively_ on factors are taken from· the 
November 1988, monthly Oata Resource " Inc.. p~lication. ~ese are 
stanciard. factors recommenc1ed tor u e in rate procee<1inqs by CACO 
Ac1'/isory Branch • 
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million, respectively.. CACO's intlation'factors are taken from the 
,/ 

November 1988 monthlv Data Resources, Inc. publication. ~ese are 
J . • / 

standard tactorsrecommended tor use in rate proceedin s by CACD 

Advisory Branch. 

+1988 
1989 
1990 

Inn.tiOD 'laC't9rs 

CACD· 
Labor Non 1 abor 
1.040 
1.046 
1.046 

1.054 
1 •. 053 
1 •. 051 

1.0$0 
1.050 
1 .. 050 

3-1) 

1.050 
1 .. 050 
1.050 

saw rebutG CACD's· po~'tion by testimony from Ms. ~ip and 
Mr. Yoo that water testing e~enses and expenses tor water quality 
equipment are underestimatea(in its application. It is the opinion 
ot these witnesse~ that pe£dinq EPA regulation and new legislation 
mandatinq increased watei testing will increase testing expenses in 
the future. These Wi~sses cannot estimate the increased testing 
or tacility expenses~til these regulations are final. 

SJW argu_ that its requested. purchasec1:'services expenses 
for 1989 and 1990;lare already invalidated by 198a recorded 
e?cpenses, which ;are higher. SJW alleqes that 1988 recorded expense 
levels will oontin'l.:.e in 1989 and 1990. SJW considers CACD's 

• I . 
constant dollar method, an average of 1978-1987 expenses, too low 
o~ a startin~ point tor 1989 and 1990 estimates. SJW points out 
that CACD'/ estimate for 198·8 is also· below recorded expenses tor 
1985-88. /This is true tor both O&M expenses. SJW concludes that 
both its/estimates and those ot CACD are too low but makes no 
recomme~dation for hiqherestimates. 

I Discussion 
" We envision that any increased testing,. main protection 

or ad~itional facilities required by new EPA requlationswill 
A:ffect All CaliforniA water utilities. If this occurs, our normal 

- 35· -
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1988 
1989 
1990 

CAC%) 
Labor ' Non1M9.t: 

1 .. 040 
1.046 
1.046 

l.054 
1.053 
l.051 

Utility 
~r Non 1 ap2X: 

1.050 
1.050 
1 .. 050 

(Exhibit l6, P·. 3-l) 

SJW rebuts CACO's position ~y testimony 
Mr. Y'oo that water testinq expenses and expenses t water quality 
e~ipxnent are underestimated in its application. It is the opinion 
ot these witnesses that pend.inq EPA requlation nd new leqislation 
mandatinq increased water testinq will incre e testinq expenses in 
the tuture .. These witnesses cannot estimat the increasedtestinq 
or facility expenses until these requlati s are final. 

SJW arques that its requested urcbased services expenses 
tor 1989 and 1990 are already invalid ed by 1988 recorded 
expenses, whicb are higher. SJW all ges that 1988 recorded expense 
levels will continue in 1989 and SJW,considers CACD's 
constant dollar method,. an avera ot 1978-1987 expenses, too low 
ot a startinq point for 1989 a 1990 estimates.. SJW points out 
that CACO's estimate for 1988 is also· ~elow recorded expenses for 
1985-88. This is true for oth O&M expenses. SJW concludes that 
both its estimates and th e of CACO are' too· low but makes no 
reeommendation for highe .estimates. 

12iscussion 
We envision that any increased testing,. main protection 

or additional taeil' ies required by new EPA requlations will 
affect all Califo ia wat~r utilities, and when this occurs, our 
normal practice' to· issue a separate investiqation into· the 
matter and/or rive speeial procedures at the·commission to· allow 
all utilities an opportunity to' recoverunexpecte<1,expens.es .. 

lso· believe that these expenses will not 'decrease :Ln 
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practice is to· issue a separate investigation into ~ . / 
and! or derive special procedures at th,e Commissl.0zyt0 ·allow all 
utilities an opportunity to recover unexpected ~enses. The fact 
that these expenses. may occur does not justify/an award of hi9'her 

'" expenses :in this proceeding.. SJW. gives no estimated amount of 
a4ditional expenses to award. -rherefore,/Ie :must base purchased 
service expense estimates on recorded expenses plus inflation. 

We find that CACD's constant/dollar :method is a :more 
/ 

accurate and reasonable method of, estimating purchased service 
expenses because it levelizes histbrical expenses to minimize 

I 
fluctuations and applies nonlabor inflation factors which are more 
specifically related to' the O&~ services being purchased by ssw. 
We adopt CACD's estimate fO~O&M purchased services. " . transportation ExpMses 

SJW requests approval of the total transportation 
expenses tor 28 company'vehicles and the corresponding purchase , . 
price tor the vehicles in rate base.. SJW pays, maintenance, 

, I' 
insurance, and gasoline expenses tor these vehicles. These 

I 
vehicles, are assi.gned to designated SJW managers to conduct utility , 
business during;the day and provide employee availability. 2'4 hours 
a day to respond to, after-hour emergencies or attend business , 
meetings. 'rl1ere are no restrictions on the use of the vehicles& 

I ' 
Personal use of the vehicles occurs, before and after business 
hours. (p~rsonal use of company vehicles- during business- hours 

I 
WOuld result in an employee being disciplined' or fired.) 

I A mileage log is kept by each employee assigned aeompany 
Vehi~ which indicates whether the daily'use of the vehicle is for 
business or personal use_ These logs, are maintaine4" by SJW 

prx~rilY for tax purposes. The personal use of these vehicles is 
~,~porte4 to, the Internal Revenue Service (IRS) as part' of an 

.employee's gross income .. 
'. Accorclin9 to, SJW, this policy is cheaper than 
compensatinq the designated employees for'transportation costs and 
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the near future. S,ince current expenses are already in excess of 
either forecast we will accept SJW's forecast for purchased sevice 
expenses. ~hereforer we base purchased service expense estimates 
on recorded expenses plus inflation., " 

transportation Expenses 
SJW requests approval 

expenses for 28· company vehicles and the correspond~ng 
price for the vehicles in rate base. SJW pays maint 
insurance, and gasoline expenses for these vehicle • 
vehicles are assigned to designated SJW manAgers o· conduct utility 
business during the day and., provide .amplc/yee a ilability 24 hours 
a day to· respond to after-hour emergenciEls 0 

meetings. There are no· restrictions on th use of the vehicles. 
Personal use of the vehicles occurs beto and. after'business 
hours. (Personal use of company vehic s d.uringbusiness hours 
would result in an employee being di iplined or tired .. ) 

A mileage log is kept by ach employee assigned a company 
vehicle whioh indicates Whether e daily use ot the vehicle is for 
business or personal use. ~hes logs are maintained by SJW 

primarily for tax purposes. e personal use ot these vehicles is 
reported to the Internal Re Servictl (IRS) as part of an 
employee's gross income. 

Aecording to. S 
co~pensating the desi 
is a,n employment inc 

, this policy ,is cheaper than 
ted employees for tranSportation costs and 

Maintaining control OVer the 
maintenance and rep cement ot Vehicles is the most efficient way 
for SJW. to, assure eliable emplo~ee tra~sportation t~ conduct 
utility 
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is an employment incentive. Maintaininq control over the 
, / 

maintenance and ,replacement of vehicles is. the most efficient way 
" ' / 

for SJW to assure reliable employee transportation t~conduct 
utility busine'ss. / ' . . 

CACD recommends a transportation expense reduction of 
. $3S,120 representinq all personal usaqe/ and rate~ base exclusion'" of 
$133,123 for 5.7% of the purchase pri,?e of related vehicles for each 
test year based' upon an averac;e of,/s,7% per~onal use of lS company 
v~icles. Durinq the hearinq, dcD increased its: transportation 
expense disallowance by $$,S5s/based upon SJW witness Meyer's 
testimony of qreater persona~usaqe miles associated with the 28 

Vehi~les, raisinq the CACDfiecommended tranSportation expense 
r~duction to- $43,,675· •. / . 

CACD's vehicle-related reductions are based' upon a review 
.. 'of mileaqe loqs of 10ehiCles... 'rhe total n\llllber of personal use 

miles, 194,109, is. multiplied. by 2'2".$ cents... 'rhe mileaqe allowance 
/ 

of 22.5· cents was ,prescribed by the IRS and the State' Franchise Tax 
I 

Board' in 19S7. .' 
I 

CACD/recommends a rate base disallowance of $16,000 
representinq/sO% of the purchase price of the company president's 

, luxury vehicle. CACD co~.iders this expense unreasonable ... 
consisten~iwith its personal use recommendations ,for other 
vehicles/, CAeD recommends that all personal use o'! this Vehicle 

! 

($9,200.) be excluded from transportation expense ... 

,I 
/ In connection with these expenses, CACO recommends that 

SJW record better details of the business· purpose" transaction 
I 

conducted,. and person contacted in mileaqe loqs. in the future.' 
'-.- SJW argues that the commission has never made a 

disallowance to transportation expense ,or rate base such as 
recommended by CACO in a Class A water utility rate proceeding'., 
SJW cites the California American Water Company-Monterey District 
(cal-American) rate or4er,. 0'.89-02'-067 ,as a. recent case where the 
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CACD recommends a transportation expense.reduction of 
$38,120 representing all personal usaqe' .and rate :base exclusion of 
$133,123 ,tor 57% of the purchase price of related vehicles tor each 
test year based upon an averaqe of 57% personal use'ot 18 company 
vehicles. Curing the hearing, CACD increased its transportation 
expense disallowance by $5,555· based upon SJW witness Meyer's 
testimony ot greater personal usage miles associated with the 
vehicle,s,. raisinq the CACO recommended' transportation expense 
reduction to $43·,675·. 

CACO'a vehicle-related reductions are based upon review 
ot mileage logs of 18 vehicles. The total number otper nal use 
miles, 194,109,. is multiplied' by 22.S . cents. The mile e allowance 
of 22.5 cents was prescribed by th~ IRS and the sta FranchiseTax 
Board in 1987. . 

CACD recommends a rate base disallow 
representinq 50% ot the purchase price ot the 
luxury vehicle.. CACD considers this expense 

mpany president's 
easonable •. 

consistent with its personal use recommend ions for other 
vehicles, CACD recommends that all perso 1 use of this vehicle 
($9,200) be excluded trom·transportatio 

In connection with these e 
SJW record better details· of the:bu ness purpose r transaction 
conducted,. and person contacted inl'mi1eaqe logs in the future. 

SJW argues that the C iS5ion has never made a 
disallowance to· transportation xpense or rate base such as 
recommended :by CACD in a Clas A water utility rate proceeding~ 
SJW. cites the Calitornia Am icanWater Company-Monterey District 
(Cal-American) rate order, 
commission rejected. a s 

, by CACD .. 

.89-02-067, as a recent case where the 
lar transportation disallowance proposed. 

vehicles, not. 18.': 
eyer testitied that SJWhas 2S company 

n9'.2·8 milea9'e loqsr SJW's ealculationo! the 
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Commission rejected a stmilar transportation disallowance proposed 
by CACD. // 

, SJW- witness Meyer testified that SJW has 28 company 
-vehicles, 'not 18. Using 28 mileage 109'5, SJW's ealcu·fation of the' ~ . 

,/ 
apportionment of 1987 business and personal use i~ 53% business 
and 47% personal use.. / - . . 

CACD aqrees that this calculation)~ correct ,if 28 
milea9'6 logs are used.. This varies trom iJ{s calculation of 43% 
business and 57% personal use because itltised a sample ot 18 

mileage logs.. Should the Commission cioose $JW's method to 
calculate usage, CACO recommends a~dditional $3,000 reduction in 
1989 and $19,000 in 1990 tor 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. (CACO 
'calculates expense and rate;{ase disallowances for the luxury 
vehicle separately.) Thi~total does not include the purchase 
price ot five, vehicles which is unavailable. As an alternative, 

/ 
CACO recommends imputing an average purchase price of $12,000 per 
vehicle tor these five/vehicles, which results in a total purchase 
·price ot $350,704 tof 27 vehicles, CACO'salternate recommendation 
if SJW's method is/~doPted .. 

,I 

SJW agrees to' the CACD recommended exclusion from, rate 
base ot $16.,00o/tor the purchase of a luxury automobile tor its 
president's use.. SJW c10es not aqree that the personal use ot this 
vehicle or ariy vehicle should be excluded trom transportation 

I 

expense or/rate base .. 
,-'Meyer testified that a reimbursement ot $ .. 09 per mile is 

the appropriate factor to use in calculating any c1isallowance. 
Meyer alle9'es this is the same tactorusec1 by the IRS. 

/ Meyer opposed CACD's recommendation to- maintain 
ac1di:t.ional recorc1s- of business·use.. Meye~ considerec1 such , . . 

ac1ditionalrecord-keepinq unnecessary andburc1ensome'. He testified 
.~ 
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apportionment of 1987 business and personal use is: 53% ]:)usiness 
and 47% personal use~: 

CACD agrees that this calculation is. correct if 
mileage logs are used.. 'l'his varies from its ca1eu1atio of 43% 
business and 57% personal use because it used a samp of 18-
mileage logs. Should the Commission choose SJW·'s thod to 
calculate usage,. CACD recommends an additional $ ,.000 reduction in 
1989 and $19,000 in 1990 for transportation e ense d.ueto the 
different methodology and that the percenta of usage be 
multiplied by the total cost of 27' vehic:l ,. or $290,704.. (CACt) 
calculates expense and rate base disall ances for the luxury 
vehicle separately.) 'rhis. total does ot include the purchase 
price of f;i;ve vehicles which isunav ilable .. As an alternative,. 
CACD recommends imputing an averaq purchase price of' $12,000 per 
vehicle for these five vehicles, hich results in a total purchase 

. price of $350,704 for 27 vehic 5, CACD's alternate recommendation 
if SJW's method. is l!.dopted .. 

SJW agrees to- the recommended exclusion from rate 
base o! $16·,000 for the p chase of a luxury automobile for its 
president'S use.. SJW do s not agree that. the personal use of this 
vehicle or any vehicle hould be excluded from transportation 
expense or rate base .. 

Meyer tes fied that a reimbursement ot $ .. 09 per mile is 
the appropriate fa tor to· use in calculating any disallowance .. 
Meyer alleges th' is the same factor used by the IRS-. 

Meyer pposed CACO's recommendation to maintain 
additional rec rds. ot business use. Meyer considered, such 
additional r ord-lteeping unnecessary and ]:)urdensome.. He testified 
that the I had not objected to, applicant'S present records ot 
business a d personal use contained in its mileage 109s-

Discussion 
We cannot agree that our recent cal-American rate case 

order, '. 89-02~067" shows this. Commission's blind endorsement of 
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that the IRS had ,not objected to, applicant's present records ot 
business and personal use contained/in its mileaqe,loqs~ 

Qiscgs8iOO ~ 
, ., We ca.nnot aqree t.b4t our recent cal-AlDeriean rate ,case 

orc:1er, 0,.89-02-067, shows this Commission's blinc! endorsement ot 
/" '. , 

all personal use ot company-owned vehicles. Ail such policies are 
subject to, our continuinq review 'tor necess/ry' revisio~' and 
abuses. We do- not find the tacts reqardi.~ personal use in the 
cal-American proceeding to »e comparAl:>le" with those in this 

~ , 

proceeding.. In Cal-American, persona1. use ot three company-owned 
vehicles was 6.1%, 12.49%, and 26Ybut the propriety o't these 
levels ot personal use was' not e~lored. (In cal-American" CACO 
recommended, that all personal ~e be disallo~ed'~ a position which 
we rej'ected.) , / 

In this proceedinq, total personal use ot vehicles. is 
approachinq the 50t threshold allowed by the IRS for business 
deductions. , (26 TJ .. s.c!. § 280 F(b) (l984);: Int: Rev .. Code ot 
1988, § 280 F(b).) ~elve ot the 28 vehicles. exceed this. limit .. 
While the percentaqeof personal use of company vehiels$ was small 
in the Cal-Americaxi proceeding, ~e consider th,is issue a legitimate 
i~qu:i:r:y ~n this foc:eedinq where personal use is significantly 
h1qher~ The amount of personal use beinq requested, by SJW warrants 
reasonable ju'tification.. ' 

/ 
~ough SJW alleges this policy is cheaper than a poliey 

of transpo~ation expense reimbursement r it otter~ no analysis to 
I· . 

support this alleqation. ' ' 
~ SJW. argues that its personal use is'a reasonable salary 

incentive. However, SJW qives no, analysis to support this 
alleq'tion. SJW did not show the salaries ot its desi9nated 
emp~yees nor the additional salary expenses it would need to incur 
in;brder to compensate such employees tor loss ot use of their 
c~pany-owned vehicles. Without this evidence we cannot' tinc:1, that L, . , '. . ' 
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'-

all personal use ot company-owned vehicles~ All such policies 
s~ject to our continuing review for necessary revisions and 
abuses. We do not tind the facts, regarding personal use in t 
Cal-American proceeding to' be comparable with those' in this 
proceeding. In Cal-A:meric:an, personal use of three Comp.a 
vehicles was 6,.1%, 12 ~49%, and 26%" but the propriety of 
levels of personal use was not explored. (In Cal-AlIler an, C,ACO 
recommended that all personal use be disallowed,,. a p 
we rejected.) However, more recently in the San G 
company ease, 0.89-09-048, we found that commutin , expenses tor 
e~ecutives were not an expense which the ratepa rs should bear. 

In this proceeding, total personal e of vehicles is 
approaching 5,0%. Twelve of the 28- vehicl.s ceec1 this limit .. 
While the percentage of personal use of co any vehicles was small 
in the Cal-Alnerican proceeding,. we consid r this issue a legitilDate 
inquiry in this proceeding where perso use is significantly 
higher., The apparantly high level ot arsonal use being requested. 
by SJW requires a substantial show in of ratepayer benefit to- be 
justified .. 

Although SJW alleges th' ,policy is cheaper than a policy 
of transportation expense re~u sement,. it ofters no- analysis to 
support this allegation. 

SJW argues that ersonal use is a reasonable salary 
incentive~ However, SJW 9iv s no analysis to support this 
allegation. SJW did not s w the salaries- of its designated 
employees nor the additio 1 salary expenses it would need. to incur' 
in.order to compensate s ch employees tor loss- of use of their 
company-owned vehiele$. Without this evidence we cannot !in4that 

increaSing salaries. 
SJW,alleg 

availability ot su 
a utility emerqen 

is,. as it contends, cheaper than 

assiqnment ot vehicles is to assure the 
rvisory personnel on a 2'4-hour basis in case of 

On cross-examination,. SJW's witness Meyer was 
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tew employees assiqned·vehicles responded to emerqeneies. Thes 
employees used company cars after business hours for business 
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SJW'.s personal use policy is, as it contend.s, cheaper than 

increasinq salaries.;. , 
SJW alleqes·the assiqnment of vehicles is to assure the~ 

. 'availability of supervisory personnel on a 24-hour basis in ~ of 
. a utility emerqency. On cross-examination, SJW's witness~yer was 

asked about'the use' Of the assigned vehicles. Meyer admitted· that 
/ few employees assigned vehicles responded to· emerqen~es.· These 

employees used cars for business purposes only o~casion. The 
option of a ear pool tor company-owned vehicles/has not been 

i 
/ . cons dered. by SJW. Emerqenc:y crew mem])ers are not assl.qned a 

company car. . ~ 
Based upon this testimony and./tack of statistical 

analysis.·of .its policy, we tind that SOW· has. not carried its. b\'U:clen . / ' . . . 
of proof to· justity the existing' pe~centage ot perso~l use ot 12 

/' 1:..-company-owned vehicles. In addit.:i:on, the evid.ence of CAct) is also 
insutficient to show that our eXisting policy to allow a small 

/ percentage of personal use shOuld be reversed. Since we have 
/ 

insufficient evidence to agree with either party, SJW or CACD, we 
'shall disallow all transpo'rtation expenses on each vehicle where 

, , I 
personal use is 50% or greater and reduce the·rate·base by the 
purchase price of the~ vehicles. Accordinq to, IRS stanciards, 

I 
these vehicles do-not meet the requirement of 50% business. use tor 

I ' purposes of business deductions. Under such circumstances, these 
expenses are unr-'sonable for. ratemak1nq purposes., ':rhis reduction 
involves the 12!followinq Vehicles in Exhibit 7 , p .• 1: 

/ 
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purposes only on occasion. The option of a ear pool for e pany-1 
owned vehicles has not been considered by SJW. Emerqen crew 
members are not assisned a company car. 

Based upon this testimony and 
analysis of its policy,. we find that SJW has not 
of proof to· justify the existins-percentase of p 
company-owned vehicles. We agree with CACD on 

ried its l::Iurden 
12 

transportation expense, and.we will disallow personal use 
miles. Further, for each vehicle where per nal use is 50% or 
greater we will reduce the rate base l::Iy purchase price of these 
vehicles. 'Onder such circwnstances, th 
unreasonable for ratexnakins purposes. 

e expenses are 
his reduction involves the 

12 following vehicles· in Exhibit 

Car Total Business Personal Personal Use as a 
~ Miles Use Use % otTotal Miles 

13 23,6-16 .5,941 17-,675 7.5% 
997 10,119 1,95 8,163. 81 

27 13,126- 4,7 8 8,398 64 
9.51 11,14.5, 3, 8-7 7,558 68 

28: 11,678 1:32' 6,546 56 
Sl 9,086 . -,472' 5,614 62 
11 13,159 5,87'4 7,28.5· 5S 

969' 13,293 5·,411 7,882' 59 
18 26·,801 &,482- 20,319 76 

9~9 10,430 3,660 6,.770 6S 
61 11,.47!5- 2,98'3 8,492' 74 
60 8/29'2 2/958 5/334 64 

Total 52,.184 110,036 

IRS· ' structions for business deductions specify that a 
taxpayer may se a standard mileage rate of 22.!5- cents a mile for 
the first 1 ,000 miles· of business use of.an automobile that is not 
fully depr ciated. This standard.milease rate is a simplified 
method of calculating all the operl).ting and' fixed.costs of the 

/ 
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car 
Ho..... 

Total 
Miles 

Business 
__ U' ..... SL-

Personal 
Use 

Personal ~s:ti$ a 
% of Total es 

/ 
13 

- ;9-97 
23,616· 
10,119' 
13,126 , 
11,145 
11,6-78: 

5,941 
1,956 
4,128 
3,587 
5,132' 
3,472' 
5',8;74 
5,411. 
6,482 
3,660 
2,983· 
2.9'58' 

17,.675-
8,163 
8,398· 
7,558-
6',.546 
5,614 
7,285 
7,882 

, 
. ,81, 

• • 

• .' 

- 27 
951 
, '28 

51 
11 

969 
18' 

959 
61 
60 

Total 

9,.086 
13,159 
13,293 
26,801 
10,,430 
11,475· 

8',292 

20,.319' 
6,77jJ 
S,4'92-
5/334 

/ 

, ....... , 

64 
t,· 68: 

56-
62 
55-
59 
76 
6S 
74 
64' 

162,220 52,184 1"10,036 

IRS instructions tor bUS;.teSS cleduetions specify that a' 
taxpayer may use a standard mileaqe rate ot 22.5- eents a mile tor 
the first 15,000 miles of busitle'ss use ot an automobile that is'not 
tully depreciated., This stan~ard mileage rate is a simplified 

/ 
method of caleulatinq all the operatinq and tixed costs ot the 
automobile. Where trans~crrtation expenses are deductible as a 
medical expense the st~clard mileage cleductio~}~ ,9' .cents. SJW 

witness Meyer explained the latter decluction does not include all 
operating costs. ' / ' 

The record shows that SJW pays all operating costs tor 
the vehicles assigried to' employees. Therefore, 22.5 cents i~ the I ., 
appropriate mileage rate to, use in this proceedin<1 .. ' Accordingly, 
the total milelqe tor vehicles with personal use which ~xceecls 5-0% 

shall be mUltiplied by 22.5· ·cents. We calculate this . / . transportatl.'on expense reduction to be $36,500 (162,200 m,.les x 

$ .. 22S) ~A 
The rate base reduction tor the purchase price ot 

vehicle with sot or greater personal use involves the same 
vehicl/s listed above. The purchase prices for these vehicles 
which 'we adopt are listed in Exhibit 66, P'''' 1 (column, 4) andp.. 4 • 
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automobile. Where transportation expenses are deductible as a 
medical expense the standard mileaqe deduction is 11 cents. 
witness Meyer explained the latter deduction' does not include 
operatinq costs.. " 

The record shows that SJW pays all operatinq co 
the vehicles assiqned to· employees .. 
vehicles 11.0 cents is the appropriate mileaqe rate 
proceed'inq. Accordinqly,. the total mileaqe.for v 
personal use which exceeds 5-0% shall be multipli 

cle5- with 
by 11.0 cents .. 

We calculate this transportation expense reduc 
(110,03·6 miles x. $ .11).. For the other 16 ve cles., 22.5· cents is 
used.. The transportation expense reductio is $18,916 (84,073 
miles. x. $·.225). Total transportation e n~e adjustment is $3l,.020 
($l2,l04 -I- $18·,916). ' 

e purchase price of 
vehicles with 5-0% or q~eater person use involves the same 
vehicles listed above.. the purch e prices tor these vehicles 
which we adopt are listed in E bit 66, p .. 1 (column 4) and p. 4. 
This CACD exhibit complete intormation. than $JW's 
Exhibi t 7::' 

Car No .. , 

13 
997 

27 
. 95·1' 

28: 
5·1 
11 

969 
IS· 

959 
6 
o 

Purchase Price 

-" 
t.\1 

Should: Be In 
Company"s Exhibit 7 

$ 14,464 
14,4'14 
l4.,.496· 
14,.,2'72' 
11,.,009' . 
13,807 
l4,;464 .. 
32,,054. 
14,.364 . 
lO;.729 
l4,975-
14,974 

$184".022' 
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This CACD exhibit provides more complete intormation than SJW's 
Exhibit 7: 

Car No. 

13 
997 

27 
951 

28-
51 
11 

9'69 
18: 

959-
6·1 
60 

~otal Purchase Price 

Shou],<1· Be In 
company" Exhibit 7.. . _ 

$ 14,464 
14:,414 
14,496-·' 
14,.272' 
11,/"00 
13-,807' 
14/,'464 . 

2',054 
14,.364 
10,. 729" 
14,.975< 
14,974 

- • ~la4 ,,022' 

We adopt a rate base (The 
luxury vehicle is one of the ;ehiCles with ~O%or greater personal 
use; therefore, it is included in our calculation of transportation 
expense reduction and ratelbase disallowance.) 

We agree that~'s mileage summaries are incomplete for 
our purposes of verif~n9 the business and personal use of company 
vehicles. These mi~age summaries contain space to- record the 
purpose of, each t~,.. However,. no details- other than "business" or' 
"personal" is r~rded. We believe CACC's request for more 
complete info~tion on the mileage summary is reasonable to- track 
the use of s:ri vehicles.. To- accommodate CACO"s request tor better 
record-~eep~q, a new torm is not needed. SJW need only adopt 
better pr~edures for completing its existing to~. Accordingly,. 
we will of-der SJ'W to provide details of the business purpose,. 
t:ansa'£ion conducted, ~nd person conta~ed on,these ~xistinq 
m~le~e forms. Each tr~p need not be l~sted W1th a m~leage 
separately.. The present practice ot totaling mi,les is, satisfactory 
it!", summary of purpose-(s), transaction,s).,- and person(s). contacted 
is adclec1 .. 
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We adopt a rate base disallowance of $184,022. (l'he 
luxury vehicle is one o·f the vehicles with SO% or qreater personkl 
use; therefore, it is includec:l in our calculation of transpo ion 
expense reduction and rate base disallowance .. ) " 

We are concernec:l about the apparantly hiqh level 
personal use for these vehicles on which the utility also ams a 
rate return. We have disallowed these vehicles from rat base in 
this aecision. However, if· SJW wishes to· ma)ce a showi . in its 
next rate case application that Commission policy sho ld allow 
vehicles and personal usaqe in rates,. they are walc e to ma)ce that 
showinq. We also, put all other water utilities 0 notice that 
personal milaqe ana vehicles used as personal ve icles will not 
necessarily be found prudently included in rat , and that a clear 
and' convincinq showinq will be required to" i lude such costs in 
the future .. 

We aqree that SJW's mileaqe s ries are incomplete tor 
our purposes of verifyinq the business. d personal use of company 
vehicles.. The~e mileaqe summaries con ain space to record the 
purpose o,f each trip.. However., no' c:l i15 other than "business'" or 
wpersonalw is recorded. We believ CACO's request for more 
complete information on the mile e summary is reasonable to trac~ 
the use of SJW vehicles.. ommodate CACO's request for better 
record-keepinq, a new torm is not needed.. SJW need only adopt 
better procedures for compl ing its existinqform. AccordinglYI 
we will order'SJW to provo e details of the business purpose,. 
transaction conductea, d person contacted on these existing 
mileaqe forms. Each ip need not be listed with a. mileaqe 
separately. The pre ant practice ot totalinq 'miles is satisfactory 
it a summary ofpu ose(s), transaction(s),.anc1, person(s) eontacted 
is aOded_ 
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Bate Base 
SJW and CACD disagreed· on two rate base expenses: 71ant ' 

addi tiona and world.ng cash. ' 
- ... - _.- Plant Additions .. __ .... ' 

• • 

.' • 

CACD analyzed SJW's 1989 construction budget and exclude4 
an electronic cash processing project ($11,300) which wa;'/eaneeled 
in 1988_ CACD moved the replacement ot bowl units. ($~500) from 
1988 to· 1989 based. upon SJW's reschedulinq of this project. We ,., 
find. these plant account adjustments reasonable because they 

, / 
reflect more updated SJW planninq of these projects. 

, ~ 

CACD recommends amounts for the contingency construction 
budget" whieh are $164,700, $153,500, and'~1,.20-o lower than SJW 
in 1988, 1989, and 1990. Contingencies are unexp.ected· 
expenditures, such as facility tailure~r plant relocation 
mandated by government agencies. ~ 

SJWbases its estimate o~istorical budgets yet ' 
presented no basis tor this method. CACD used the average of the 

I ..:r • • past three years' reeorded expe~es, 1985-198.7, a.."'ld a .... ded l.n:flatl.on 
/ 

factors reoommended by the CACO Advisory' Branch. CACD used a 
three-year average because t~se expenses fluetuate and are 

, someWhat unpredictable.. W~ consider CACD,I s estim.!1te tor 
contingency expenses as r.~sonable and adopt it. 

Working· CAsh 
SJW includes an average bank balance of $650,.000 per 

month in its working cash allowance. ,SJW calcula~es this. is· the 
monthly amount needed to, pay bills and generate bank credits to pay 
the larger portion! of bank charges :for the account_ CACO reduces 

/ 
this amount to' $2"00,000 arguing that the reduced amount is 
suffieient for dperating purposes. 

I 
SJW maintains accounts at three banks: security Pacific, 

tor daily op~ationSi Bank otAmeriea,. for invest=ents; and First 
I 

Interstate, ~or amounts to be refunded· to' ratepayers for advances. 
In March or/APril,. 1987, S.:rw moved its operating aec::ount tro~ Bank 

J/ 
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other operation aDa Haintenan~e Expenseo 

ADOPTED .' 

1989 1990 

All Other Operations 

op. 'l'ransp,. $ 615~000 $ 653,000 
op. PUrcn. Serv. 1,557.~QQ 1, 6'3 Q,... 000 

Total 

All Other Maintenance 

Maint. Purch. Servo 1.100 d OOO 

'l'otal $3,272,000 

Rate Base 

SJW and. reed on two rate :base expenses: plant 
aaaitions ana working 

Plant AdditioM 
CACD analy d SJW's 1989 construction budget and excluded 

an electronic cash rocessing project ($ll,300) which was canceled 
in 1988. CAe!) 'mO ed. the replacement of bowl units ($13,.500) from 
1988 to 1989 ba d upon SJW's reseheauling ot this project. We 
find these pIa t account adjustment$ reasonable because they 
reflect more paated SJW planning of these projects. 

budget, 
CD recommends amounts for the contingency construction 

ch. are $164,700, $15,3, 500~. and. $14l,.200 lower than SJW 
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in 1988, 1989, and 1990. Contin~encies are unexpected 
expenditures, such as facility tailures or plant relocation 
mandatec3. by government agencies. 

SJW bases its esti~ate on historical ~udgets 
presented no' basis tor this method.. CACD used the 1J.V 1J.qe of the 
past three years~ recor~e<1 expenses, 1985-1987, an4 dded intlation 

• 



: . , 

• • 

A.88-09-029 AIiJ/PABljt 

ot America to Security Pacitic where requirements. tor a line of 
cre4it and ~ank charges are lower~ Bank of America required a . . /' 

customer with a line of credit to maintain as a cash balance/lO% ot 
. / . 

the line of credit,. or $650,000 in $JW's case.· Security Pacific 
./ 

does· not have this requirement. It allows applicant tyaceumulate 
6 .. 27% interest on its bal8nce as a credit toward payment of bank 

/ 
charges. SJW· estimate~ that a ~inimum· average ba~ance ot $650,000 

will generate SUfficient credits to pay the maj~ty of bank 
charges. In 1987, $JW. maintained a minimum a~eraqe balance of 
$650,000 at Security Pacific generatinq $68,,75l in total credits. 

/ ' 
However, monthly credits in excess of monthly' charqes may not be 

/ aCC'UlXlulated. The total bank charges were $78:,430. SJW applied the 
allowable credits and paid the dittere~ce,. $l7,425-,. in cash. . 

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

I 
In rebuttal to- ~CD's recommendation, SJW presented 

Exhibit 8, a list Of~98{ cheeks drawn on the operatinq account. 
All of the checks are or amounts greater than $200,000. In SJ'W's 
opinion, this balanc will be insufficient tomeet·most monthly 

.bills outstanding. ;fWith such a balance,. SJW alleges it will not 
earn enough credi~ to· pay monthly bank charges. 

Shoulalthe Commission adopt a minimum cash allowance of 
$200,000, both~JW and CACD agree that the allowance tor bank 
expenses should be increased by $26,590. In addition, for any day 
this account! was overdrawn, appl'icant would be charged· the prime 
rate daily on the overdraft. No calculation o~ these charqes was 
made. 

We agree with CACO that paying $2~,590 in additional bank 
charge is significantly cheaper for the ratepayer than $650,000 in 

I . 

eashdeposits... However, we are persuaded by Meyer's testimony and. . 
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In rebuttal to CACD's recommen4ation, SJW presented. 
Exhibit 8, a list of 1987 checks drawn on the operatinq acco 
All of the checks are for amounts greater than $200,000. I $JW's 
opinion, this balance will be insuffieient to meet most m thly . 
bills outstandinq. With such a balance, SJW alleges it ill not 
earn enough credits to'pay monthly bank charges .. 

Should the Commission adopt a minimum cas allowance of 
$200,000, both SJW and. CACO agree that the allow e for bank 
expenses should be increased by $2&,590. In aa ~tion, for any day 
this account was· overdrawn, applicant would· 1:1 charg'ed the prime 
rate daily on the overdraft. No calc:ulatio of these charqes was 
made. 

We agree with <:Act) $26,590 in ad.4itional bank 
charges is significantly cheaper for e ratepayer than $650,000 in 
cash 4eposits. However, we are per~d.ed. by Meyer's testimony and 
Exhibit 8 that a minimum balance $650,000 is needed to pay debts 
as they become due.. CACD prese e4 n~ evidence to· show that a 
$200,000 balance is sutficient <> pay monthly debts. 'l'heretorel' we 
adopt SJW's requested cash b ance of $650,000 .. 
Bate Design / 

The parties hav-'reached agreement on the following rate 
4esign issues which we n4 reasonable and.'· a4opt:. 

1. Increases i revenues are to be applied' uniformly to the 
General Metered Sche 1e (No·. 1) and Resale Service (No,. 6). SJW 
proposes a 200%~ inc ease in rates tor private tire protection 
service (Schedule 0.4). CACD recommend.s the use of industry 
standards to est lish rates per inch of service connec:t:i.on 
diameter of $3. '0' in 198,9, $3- .. 50 in 1990, and $4 .. 00,in 1991. SJW 

CACD's recommendation. We find CACD's 
recommendatioto' be reasonab1e~ 

2. To 1 revenue from service ~harges, under authorized rates 
shall not ceed 50% ot the fixed costs, pursuant to D, ... 86-05-064. 

I' 
I' 

I 
f 

11 

I 
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. , Exhibit 8 that a minimum balance of $650,000 is needed t~ay debts 
as they become due.' CACD presented no evidence to show~that a 
$200,000 balance is SUfficient to· pay monthly d7btS. Therefore, we 

_. :'. adopt SJW's requested. cash balance of $650,000'. . 

• • 

• • 

. Rate Design .. 

'rhe parties have reached agreement on the'following' rate ,. 
design issues which we find reasonable and adopt~ 

1. Increases in revenues. are to be~Plied uniformly to· the 
General Metered Schedule (No., 1) and Resale Service (No.6). SJW 

proposes a 200% incre~se in rates for/{rivate fire protection 
service (Schedule NO.4). CACO recommends the use of industry 
standards to· establish rates per ~ch of service connection 
cl~ameter of $3.00 in 1989, .$3.5~n 1990, an~ $4.00 in 1~91. S3'if 
d1d not dispute CACD's recomm~dation. We !lnd CACD'S 
recommendation to be reasonable. 

/.' . 
2. 'rotal revenue from service charges 'under authorized. rates 

shall not exceed 50% of th'e fixecl costs, pursuant to 0.86-0S-064 • 

3- .. ' Lifeline rate: are to be eliminated, pursuant to 
0.86-05-064. ~ 

4. Service cliarge rates for 3/4 inch meters are to be 
eliminated and s~tituted with charges to· customers at 
5/S x 3/4-1nch ~ter rates. 

I 
Tariff Rule' Changes 

I . 
we/have reviewed the proposed tariff rule changes and 

arguments o~ the parties reqardinq these rules.. We find' the 
I 

fOllowinq;tariff rule changes reasonable and authorize their 
~plementation as follows: 

~ Rule 9S shall include the imposition of a $4.75 service 
I 

char~e on a customer who· submits a check which is returned because 
of ¥nsuffieient funds. ~his charge offsets the bank eharge to SJW 
foi such a transaction. 'I'his change was not disputed .. 

2_ Rule" 11 B-.l., parac;raph. l. 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 erarifyinq . / 

water utility tarift procedures and practices tor terminating 
. / 

service in response to· the Public Utilities Regulatory Policies ~ 
(PORPA) • This charge was not disputed.. . / 

, 3~ Rule 11 C.l shall contain an increase/n the restoration 
of service charge trom'$-lO to. $-15· during regulir working hours and 

$15- to, $20 during other hours when service/s restored durinq these 
hours at the customer's request.. SJW. represented that other 
companies have this charge. SJW complained that CACO had aqreed to 
the increase but objected to· PUrSUi~thiS request without a review 
of General Order (GO) 103. , In res»Onse, SJW requested a review of 

,the C~mmi3sion's procedure and ijfCACO prevails. that ~ s~ecial 
,investigation into, GO 103 be ord.ered.· so' this change can 1:>e made. 

/ 
We do not aqree that a qeneri~ investigation is needed to authorize 
an exception to· our regulations in GO 103. Should this Go need 
revising, CACD may reco~nd a special investigation • 

4. SJW proposes· afnew construction and tempora~ metered 
. I 
service policy. CACD ;requests that SJW provide, by advice letter, 
a proposed standard.l0rm for thiS.' rule.. We authorize this advice 
letter filing. J' . 

SJW. ag;eed to withdraw' its request tor a $7.50 service 
restoration char'ge. 

I 

§ain on Sale 9t JaDS1 . 

SJW/requests approval of a transter to· ratepayers ot the 

$534,000 ga~ from the sale ot utility property. In 1987, SJW sold 
I' , • 

over 4.5 acres ot utlll.ty property to- SJW Land for $2,242,000, or 
l . 

approximately $9.70 per square toot.. At the time ot the sale, the 

Doole val~e of the property was $1,140,465·. 'I'he land. consisted ot , 
4.5 acres adjacent to· SJW's oftice$ near downtown San· Jose and a .. 
pareelf across the street·trom the offices· ot approximately 350,.763 

,I 
square teet.. In' compliance with 0 .. 8:5:"'06-023, the order approvinq· 

I 
.I 

.. 
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~. Li~eline rates are to ~e eliminated, pursuant to 
0.86-05-064. 

4. Service charge rates for 3/4 inch meters are to e 
eliminated and sUbstituted with charges to, 
5/8 x 3/4~incn meter rates., 

Taritt R!1lg Chonges 
We have reviewed the proposed tariff rul 

arquments of the parties regarding these rules. e find the 
following tariff rule changes reasonable and au 
implementation as follows: 

. 1.. Rule 9B shall include the impositi n ot a $4.75 service 
charge on a customer who· sUbmits a chec~ ch is. returned because 
of insufficient funds. This charge oftse s the bank charge to· SJW 
for such a transaction. This cbange wa not disputed. 

2. Rule 11 B.l, paragraph 1 sha include a collection 
charge when it is necessary to· disco inue serv!ce due to 
nonpayment of the bill. This charg was authorized by the 
commission in 0 .. 83-06-065, OIR 7, w: order revising and clarifying 
water utility tariff procedures d practices tor terminating 
service in response to' the PUb c Otilities·Regulatory Policies Act 
(PO'RPA). This charge was not Ciisputed·. 

:3 • Rule II C.·l shall ontain an increase in the restoration 
of service charge from· $10 0 $l5· during reqular working hours and 
$15 to $20 during other urs when service is restored during these 
hours at the customer's equest. SJW represented that other 
companies have this ch rge.. SJW complained that CACO had agreed to 
the increase but obje ted to· pursuing this request without a review 
of General order ( l03. In response; SJW requested a review ot 
the Commission's p ocedure and if CACO prevails that a special 

GO l03 be ordered so· this change can be made. 
We do- not agree t a generic investiqation is need.ed to authorize 
an exception to- our regulations in QO·1·03.. Should this GO~ neec1 
revising ,. special investigation. 

_I"' 
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4. SJW proposes a new construction and te~porary me 
service policy. CACO requests that SJW provide~ byadv' e·letter, 
a proposed standard torm tor this rule. is advice 
letter filing. 

SJW· agreed to withdraw its request tor 
restoration,charqe when, to- avoid dtscontinuance ot service, a 1 
custo~er makes paymE7Ilt in full at the time a employee arrives 
to post a 24 or 48 hour notice of discontinu 
Gain on ~ale ot lAnd 

SJW requests approval ot a tran er to, ratepayers ot the 
$534,000 gain from the sale ot utility operty. In 1987, SJW sold 
over 4.5, acres ot utility property t~ JW Land for $2,242,000, or 
approximately $9.70 per square toot. At the time ot the sale, the 
book value of the property was $1,. The land consisted. ot 
4.5 acres adjacent to· SJW's otti s near downtown San Jose and a 
parcel across the street trom ' otfices ot approxilnately 35,763 
square teet. In compliance w 0 •. 8:5-06-023, the order approving-
the establishlnent ot SJW Lan , SJW is holdinq the qain in a 
suspense account pending a inal order in this proceeding' .. 

CACO requests ad ustments in the qain calculation raisinq 
the amount to, $647,455- asserts that the valuation ot the 
property is inadequate .. CACD requests that $647,455- be transferred 
to the ratepayers over the next three years in this proceedinq and 
that SJW be ordered provid.e three additional independent 
appraisals ot the p operty by appraisers certified by the American 
Institute ot Real state Appraisers (Member, Appraisal Institute or 
MAl) within thre months to' determine the value ot the property on 
Oecexnber 31,. 19 6.. In a future advice letter tilinq,. the 
difterence bet een. SJW's appraisal anel the average ot the three 
ad.ditional ap raisals would be transterred to- the ratepayer. 

I CACO's investigation ot property value~ ittound.: 
1. oore had insufficient. documentation ot his property 

The valuation was·. dated· one year' prior to'the sale • 

. . 

- 46 -



G 
• 

.' • 

A.88-09-029 ALJ/PAB/jt 

the establish:ment of SJW· Land, SJW is holding the gain in a / 
susp~nse account pending a final order in. this proceeding. / .. 

CACO requests adjustments in the gain ~leulat~on raising 
the amount to· $647,45S and Asserts that the valuation of the 

/ 
property is inadequate. CACD requests that $647,4SJ/be transferred 
:to' the ratepayers over the next: three years in th.ta proeeedinq and. 
that SJW be ordered. to provide three additiona~ndependent 
appraisals of the property by appraisers ce~:~~ by the American 
Inst~tute of Real Estate Appraisers (Membe~ Appraisal Institute or 
MAX) within three months to· determine the/value of the property on 
December 31, 1986·. In a future adviee /etter filing,. the 

difference between SJW.'S appraisal an~the average of the three 
additional appraisals would be transferred to· the ratepayer. 

. In CACO's investiqation;6t property value, it'found: 
1. Moore had insuffieient/doeumentation of his property 

valuation.' The v~luation was/d'atedone year 'prior to· the sal~. 
Moore's use of the income approach in his property valuation is 
unsubstantiated. Moore didlnot include all rental inco~e in his 
inco~e analysis. Moore ~ not consider future develop~ent plans 
in. his valuation. CACO;also. contends that the comparable sales 
approach is e~ally a~appliCable as Moore's ineome approach. 
Moore is not MAI-cert~fied. I . 

2. The transaction was not at arm's lenqth. Moore and 
Weinhardt;. sJW's'resident, are social acquaintances~ Moore has 
represented SJW ±n past real estate transactions and would be hired 

. I 
for such matte~ in the future. 

3. T:::hecordinq of the transaction is eonfusing and 
circular. T e transaction was for SJW Land to advance the amount 
of the pure ase price to· SJW tor construction projects.. However, 
the constrJ'etion proj ects were on the books .. of SJW Lancl. The funds 
advanced Jy SJW Land were obtained by a "capital eontributionH trom 
SJW,:, Corp I The tunds were obtained by SJW. Corp·.· from SJW·'s dividend 
payment'J ~ .. L 
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Moore's use of the income approach in his property valuation is 
unsUbstantiated~ Moore did not include all rental income in his . 
income analysis. 
in his valuation. 

Moore did not consider future development plans 
CACD also- contends that the comparable sale 

approach is equally as applicable as Moore's income-approach 
Moore is not MAl-certified. 

2. ~he transaetion was not at arm's lenqth. Moor and 
Weinhardt, SJW's president,. are soeial acquaintances.. oore has 
represented SJW in past real estate transactions and ould be hired 
tor such matters in the future .. 

3. The recording ot the transaetion is eo 
circular. ~he transaction was for SJW Land to dvanee the amount 
of the purchase price to' SJW for constructio proj'ects. However, 
the construction proj eets were on the boo ot SJW- Land.... 'l'he funds 
advanced by SJW Land were obtained by a "apital contribution'" from 
SJW. Corp·. 'rhe funds were obtained" by S Corp .. from $JW's <1ividen<1 
payments • 

4. In 1986 parcels comparabl wi th the land sold were sold 
tor $13.74 to $30.02 per square fo t .. 

CACD considers the tra action between affiliates to 
warrant close scrutiny and app isal by independent, ~-certitied 
appraisers. CACD contends t the valuation performed by $JW's 
real estate consultant,. Moo e,. was outdated and lower than the 
market value ot the prope y indicated in CACO's investigation. 

SJW agrees to- CD's adj.ustments to its gain ealculation 
to eliminate a 6% sale eommission, raise the state income tax rate 
from 9.3% to 9.6%, a . deduet the state income tax expense in 
calculating federal ncome tax expense to· increase the gain to 
$647,455·. SJW doe not dispute CACD's recommendation to- apply the 
qain to rates ov a three-year period. However,. SJW contests 
CACD's recommen at ion for new appraisals. 

SJW onsiders. its consultant one of the most qualified in 
Moore has 20, yearsot experience in the 
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4. In 1986 parcels comparable with the land sold were sold 
:eor $13.74 to $30 .. 02 per square foot. /" 

CACD considers the transaction between affiliates/to 
warrant close scrutiny and appraisal by independent, ~ertifie4 
appraisers.. CACD ,contends that the valuation per:eo~ by _ SJW' s 

. ,/ 
real estate corusultant, Moore, was outc1atecl and.lower~than:the . 
market value of the property indicated in CACO's~nvestigation. 

SJW agrees to· CACD's adjustments t~tsqain calculation 
/ . to el~inate'a &t sales commission,. raise the state ~ncome tax rate 

. / 
from· 9.3% to 9.6%, and deduct the statejtncome tax expense in 
calculating federal income tax expenselt~ increase the gain to , 
$647, 45S.. SJW does not dispute CAC~s recommendation to apply the 

/ . . 
gain to- rates. over a three-year period. However, SJW contests 

, "/ ,. 

CACD's recommendation for new ~rai·sals. '. 
SJW consid.ers its consultant one of the most qualified in 

/ ,. th the San Jose area. Moore h~ 20' years of exper~ence' ~n e 
commercial real estate ma~~et for downtown San Jose and is a 

/ licensed real estate broker and member of the San Jose Board of 
I Realtors. Moore has ,ecentlyworked Qn projects for,Barclay's 

Bank, the Housing' Authority of Santa Clara County, the Garden 
Alameda,. Santa Clad Savings and Loan, and Bradfore Manufacturing
Company. He has ari excellent reputation in the business community. 

I 
. SJW· contends that its consUltant has already submitted a 

correct propert{y valuation based upon three independent appraisals .. 
Moore used ~ same method$ and information as anMAI-certified 

I 
appraiser. ;His evaluation is. based upon three verifyinq opinions 
from· other/appraisers who,valued the property at $&.$5· to $12 per 
sq. ft. It the time of the evaluation, future development plans 
were unknown and existing zoning classifications were used. The 
existe~e of continuing water rights and access- to, SJW wells on the 
prope~y sold distinguishes it from, the parcels CACD c~nsiders 
comp.rlrable. Several of the comparable properties used. 1:>y CACO had 
buitdings at the time of the sale of SJW vacant land~ maJt1nqthem 

'/ 
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commercial real estate market for downtown San Jose and is a 
licensed real estate broker and member of .theSanJose Board 
Realtors. Moore has recently worked on proj'ects for Barcl 
Bank, the Housing' Authority of Santa Clara County, the 
Alamed.a, Santa Clara savinqs and Loan, and Bradfore 
Company. He has an excellent reputation in the bus' ess community. 

SJW contends that its consUltant has al ady' sUbmitted a 
correct property valuation based upon three ind endent appraisals. 
Moore used the same methods and information as MAX-certified 
appraiser. His evaluation is based .upon thr verifying' opinions 
from other appraisers who valued the prope y at $6.8S to, $12 per 
sq. ftp At the time of the evaluation, f ure development plans 
were unknown and existing' zoninq classi cations were used. The 
existence of continuinq water rig'hts a . access. to SJW wells on the 
property sold distinguishes it from e parcels CACD considers. 
comparable... Several of the compar 
buildinqs at the time of the sale 

e properties used l:Iy CACD bad. 

f SJW vacant land, making' them 
incomparable.. In SJW's opinion, no· property in San Jose was 
comparable to the land sold. 

SJW requests that CD's recommendation for additional 
appraisals be rejected beca neither this commission nor state 
law requires that apprai s' of utility property be performed by 
MAX certified appraisers .' 

Discussion 
We aqree th t neither this Commission nor state law 

requires that prope y be valued by MAl-certified appraisers... We 
do not find that t e facts in this proceedinq to· warrant such a 
requirement. S s consultant Moore is qualified to- appraiSe SJW 
property sold t SJW. Land based upon his real estate licensinq and 
20 years of e erience in commercial real estate transactions.. The 
adcUtional. re 
notguarant 

irementthat such an appraiser be MAl-certified'does 
reasonable appraisal ... 
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incomparable. In SJW.'s opinion, 'no property in San Jose wa

L
,'· 

comparable to the land sold. 
SJW requests that'CACC'a recommendation tor add~t onal 

appraisals ·be rejected because neither this Commission· )lOr state. 
law requires that appraisals ot utility property be ~o:rme4.by,:, 

'. MAX 'certitied appraisers. ~.: .. /. -' .. 
J)j.lcussioD / 
We aqree that neither this Commiss}on nor state law 

requires that property be valued by MAI-ce~itied appraisers. We 
/ 

do not tind that the tacts in this proceeding to· warrant such ~ 
requirement. SJW's consultant Moore i~qualitied to· appraise SJW 

/ . 
property sold to· SJW· Lancl based upon.l'b.is real estatel:Lcensinq and 
2'0 years ot experience in commercial real estate transactions. ':the 
add'itional 'requirement that s~chl"an appraiser be MAI-certified does 
not guarantee a more reasonab~ appraisal. 

. ,We do, not find tha~Moore's association with SJW's 
president in the past or ~ the tuture dis~alifies his opinion in 
this proceeding. We be~ve his evaluation is reasonable because 
it includes the oPini~ ot three other independent appraisers. We 
cannot accept CACO'~aluation because of the distinctions. between 
its comparable properties and the property sold~ The existence ot 
water rights and~ccess to utility wells on the property sold is a 
significant im~c1iment to a future buyer, atfecting the sellinq· 
price ot the Joperty. Likewise, the existence of structures. on 
property attects the property value. There is no indication trom 
SJW. witnes~stestifYing on this issue that a development plan 

/ 
ChanZinq~e value ot the property' existed in 1987, as implied by 
CACO. 

CACD criticizes SJW's recordinq ot the transaction, yet 
it i not elear what abuse has occurred., Since these are eorporate 
af~liates, we do not fi~d it unusual that money paid :by SJW Land 
is advaneed :by SJW corp·. or that these funds were dividend.s. derived 
from SJW .. We believe the. important: transaetionto' review 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· 0 

this proceeding, it is this commission'spoliey to· close r~view 

all transactions between utilities and their affiliate • '/ This 
issue has risen in prominence as California's utilit' So have 
diversified into other areas.. 'rhe issue o·t transf~in9' land from 
a utility to its corporate land development comp has arisen 
before. When PacBell requested to transfer pro erty from rate base 
to another Pacific Telesis atfiliate in the b iness of real estate 
business, the Commission stated in D .. 86-01- 6, 

WWe will' adopt Mccrary's recommendation to order PacBell to 
openly solicit competitive bids in isposinq of owned real 
property whiCh has been in its r e base,. aside trom 
instances where it is sold thr gh cond~ation. We believe 
this is a minimal step but on vital to, ensure PacBell's 
ratepayers are protected fr potential abuses, from self
dealing inherent with'the iversified 'relesis corporate 
structure." 

We believe this is sound policy Which should be 
continued to· assure ratepa are'protected~ It is our belief 
that market bids will pro ide better information as to the correct 
value of this land. c~~istent with 0 .. 86-01-026, we will order SJW 

to establish and oper~~-~nder a competitive bidding process and 
procedure for dispos' g of land which is removed from ratebase, and 
it shall dispose 0 such property under that procedure so long as 
it has· an atfilia e in the real estate business. Statf will review 
the program SJW dopts for receiving competitive bids and present 
any recommendat ons it may have on whether $JW's proqram sliould. be 
moditied in next phase o·t these proceedings. 

We nderstand that the propertie$ in this proceeding have 
already bee transferred to, SJW.Land under the terms of the order 
permittin SJW to diversify into- the real estate business. 

-~ -
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'l'he purpose of this condition'was to, allow the Commission to' rev'; w 
SJW's progra~ in operation. By this Decision we order that the 
transferred properties. be submitted for public bid under ~e 
ot the property transfer program to· be established in the n 
phase of this proceeding. 

'l'he second phase of this proceed'ing will review th 
transfer program, and. the appropriate expenses and rat treatment 
for relateci costs. 

Attri~iQn Year 1991 

SJW does not dispute CACD's recommenda ion for 1991 
attrition allowances. We tind these recommend ions to, be our 
normal policy on, attrition and,., therefore,. re onable.. The revenue 
requirement tor 1991 is computed by 'adding:t e operational and' 

- 54-
'¥It\,. 

• 



. 

I 

.' • 

• • 

A.88-09-02'9' ALJ /PAB/jt 

receipt ot the proper amount by SJW for the property. SJ'W provided 
these canceled checks for review in the proceedinq. ~lierefore, we 
have no basis upon which to void the transaction. / 

- We find CACD's adjustments to the qain/ot $!'34,000· tO,:be 
reasonable. We will authorize the transfer o~$647,45S to the, . . . / 

ratepayer. However, it this gain is credited. to .. the ratepayer 
monthly in equal increments over a three~ar period, 1989-1991, it 
is miniscule. Therefore,. we authoriZe~e entire amount to ~e 
credited to customer bills over the ~xt 12 months. 
Attrition Year 1991 ~ 

SJW does not dispute Qt.oCO's recommendation for 1991 
attrition allowances. We find~ese recommendations to be our 
normal policy on attrition and, therefore,. reasonable.. The revenue 
requirement for 1991 is co~uted by addinq the operational and 
financial attritions to ~e adopted rate base for 1990 and the net
to-qross mult.iplier.. I . 

'l'he adjustment is computed as follows: 
[(Oper/Attr.) + (Fin. Attr.») (1990 Rate Base) . / ' 

- (0.006·1) + (0.0016)] (107',238".700] Cl.6812J 
- $1,,388,.200 

[~nt-o-gross multi.) . 

Leye1ized Rates ' 
I 

Based upon our adopted Summary of Earninqs, we could 
order a reduction in rates in 1989 of $3,105-,400 or 4.1%, and 
authorize/rate increases ot $1,977',400 or 2'.9% in 1990, and 

I 

$1,388,2.00 or 2.0% in 1991. However" an alternative is. to order 
one set! of revenue requirement calculations for the three-year 
period based upon a constant, levelized reduction in revenues ot 

I 
$1,32-4,400 or 1.9% for this. period.. This method was ordered in our 
P~,~iOU$ D.8S-01-02S for Southern California Water Company. This 
al;1:ernative will result in better administrative efficiency and 
economy tor SJW" its. customers, and the Commission. This levelized 
constant rate reduction will be adopted. Av~ra9'e customer b11J.s 
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tinancial attritions to the adopted rate base tor 1990 an7the et
~o-~oss ~ultiplier. 

'I'he ad.justment is computed as tollows: 
C (oper •. Attr.) ... (Fin. Attr.) J C19901r: Rae BaseJ 
(net-to-qross multi.J 
- (0 .. 0061). + (0.0016-) J [107 ,238,700, rl~6812J 

- $1,388,200 / 
Leyelized Eat$s 

Based upon our adopted SUlII:IDary ot ):,arnings,. we could 
order a reduction in rates in 1989 ot $3,~d5,400 or 4.1%, ettective 
tor 3 1/2 months in 1989, and authorize~te increases·ot $591,200 
or 0.83% in 1990, and $1,388:,.200 or 21'% in 1991. However, an 
alternative is to- order one set ot ~venue requirement calcul.at:i.ons 
tor the 'three-year period-basecl upon a constant,. levelized 
reduction in revenuesot $1,3~~L~O or 1.9% tor this period. This 
methocl was ordered in our prev;;ous 0.88-01-025- tor Southern 
california Water company. ~is alternative will result in better 
administrative efficiency a£a economy tor SJW, its customers, and 
the Commission. This le~lized constant rate recluction will ce 
adopted. Average eustoxtt'er :bills will be reduced by approximately 
0.40% per month unaerfois plan. (Appendix D.) 

riMing 0: Pact I 
1. SSW prov~es satisfactory water service and the water 

I 
·turnished meets ~rrent state drinking water standards. 

2.. SJW. hats compliecl with our order in 0.86-05-064 to submit 
in its next r~e proceeding a reasonable watermanaqement plan tor 
conservation;and with our oraer to, institu~e report card billinq. 

3. s;rw and ORA-have a minorclifference ot .11% in the 
estimated~veraqe clebt costs for 1990. ORA's method of calculatinq 
is reasonable .. 

41 SJW is comparable with ORA.'3 list ot publicly tracled 
water dompaniestor purpo!jles of. establishing a common equity ratio. 
SJW's 19S7 level of common equity is 16% 9'X'eater th&n .. the 
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will be reduced' by approximately 1.2% per month under this Plan/. " 
(Appendix. '0. ) . . 
!;indingg ot PAct ' 

. - . . 1;.. SJW. provides satistactory water service and the wate . . 

. tU~ished meets current state drinkinq water staJ;1dards. / : 
". 2. SJW. bas complied. with our order in 0 .. 8·6-05-064 /tosubmit .. 
in its next rate proceedinq a reasonable water manaqement plan tor 
conservation and with our ordflr to institute report drct billing. 

3. SJW and ORA. have a minor d.ifference of At- in the 
estimated average debt costs tor 1990. ORA's method of calculating 
is reasonable. / 

4. SJW is comparable with ORA's lis~t.publiC1Y traded 
water compa~ie~ tor purposes of eStaDlis,tng a common equity rat~o. 
SJW's 1987 level of common equity is 16'% qreater than the . 
comparable group average ot 42%~ Th~hiqhest level of common 
'equity within the comparable qrOuyexcluding SJW. Corp.,. is 53%. 
Imputinq a level ot 53% Common equity is more reasonable than 

/ 
imputinq the qroup average ot ~%. 

s. SJW requests a co~n equity ratio, of 58.80%, 58 .. 75%, and . / 
58..59% l.n 1989, 1990 r and 1-991, which is above the level of 56%. 

authorized in its last rat'e decision, 0 •. 84-01-042'. SJW provided 
little j.ustification fo/ increasing its common equity ratio· level. 

6. The tinanciil. stability of a company is measurecl by :bond, 

rating'S. SJW's finalncia1 data for pretax. interest coverage and 
internal cash flowifor 1983-87 exceeds the level for 'A).A. ratings. 
for water utilities by Standard. and Poor's. SJW's financial data 
for pretax in;efrest coverage and internal cash flow tor 1983-8.7 
exceeds the ~evel tor AA ratings tor electric utilities. by Standard 
and poor's./ 

7 "'/nSJW is financially stable according' to Stanc:1.ard ano 
poor') nancial indicators_ 
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comparable group average ot 42%. The highest level ot eommon 
equity ~thin the comparable group,. excluding' SJW corp., is 53%. 
Imputing a level ot 53% common equity is more reasonable 
imputing the qroup average ot 42%. 

5·. SJW requests a com:oon equity ratio- ot 58.80%" and. 
58.59% in 198-9, 1990, and.,1991, which is a):)ove the lev 
authorized in its last rate decision, D.84-01-042. 
little justitication tor increasing its common e y ratio- level. 

6. The tinancial stability of a company.i measured by ~ond. 
ratings. SJW's tinancial data tor pretax inte st coverage anel 

internal cash flow tor 1983-a7 exceeds the 1 el tor ~ ratings 
tor water utilities :by Standard and. Poor's. $JW's tinancial 4ata 
for pretax'interest coverageanc1· internal cash fJ:o~ tor 198-3-87 
exceeds the level tor AA ratings for el trie utilities by Standard 
and Poor's .. 

7. SJW is financially stable ccordinq to- Standard and. 
Poor's financial indicators • 

a. SJW. could lower the lels of Standard and poor's 
tinancial tactors and still me the requirements to· retain its 
existing ~ond ratings. 

9. Kigh bond ratings are needed to- obtain a low interest 
rate tor new debt. SJW.'s ility to' o~tain low interest in the 
tuture should. not ~e at cted ~y lowering common equity. 

10. Ratepayers . not benetit, trom exceeding the tinancial 
levels required to 0 ain the highest bond. ratings. 

11. DRA's co arable publicly traded water utilities are 
reasonable, yet S . is more accurately compared with the comparable 
water utilities t rank a)jove the tinancial averages ot the 
group.. storical growth and earnings exceed. the qroup· 
average .. 

12. e last tive years, SJW.'s ratio:,ot eash to 
.. costs averaqed nearly 120%·~. with cash avail~le 
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8. SJW could lower the levels ot Standard and Poor 
:;/ 

tinancial factors and still meet the requirements to r in its 
eXisting bond ratinqs. ,~ 

9. Kigh bond. ratings are neeCled to obtain a ow interest 
rate for new debt. SJW"'s ability to obtain low terest in the. 
tuture should, not ~ atfected by lowering comm equity. 

10. Ratepayers do- not benefit trom· exe ding the tinancial 
levels required to obtain the highest ~ond atingB. 

11. ORA's comparable publicly tra~ water utilities are . 
reasonable, yet SJW is more accuratel~ompared with the comparable 
water utilities that rank above the ~nancial averages ot the 
group. SJW's historieal qrowth an~ a:rninqs exceed the group' 
ay-erage. . A ". 

12. In the last tive year~ SJW's ratio ot cash tor 
construction cost to- eonstrudjlOn costs averaged nearly 120%, with 
cash 'available sul:passing ~,,~ needs. SJW's construction needs tor 
1989 and 1990 do not justi~the requested level ot common e~ity • 
. 13. SJW,' s dividenc:1,/, yout ratio ot 63% compared to the group 

avera9'e of 70t helps ~cf nerease the high equity ratio· • 
14. SJW's ealeurl ions of 11.70% to 11.74% ROE and. 11.95% ROE 

are based upon the e' sting capital structure,. which ORA does not 
recommend.' ~ . 

15.. ORA's r ommend.ed imputation ot 53% cOmJl1on equity is 
reasonable~ bu~ oes not allow SJW the opportunity to· actually 

. I 
adjust its co n equity to this level it this common equity is 
imputed in 1 t/ 

I 
16. S paid dividends to SJW Corp. in 198-& of $12.07 

/ 
million, i 198-7 ot $9 million, and $5.25 million in 1988-. SJ'W's 

common e I ~ty declined after these payments .... 
17 j I/DiJA' S· substitution, o~ SJW Corp,. tor SJW in its 

Live financial analysis is reliable sinee 98% ot SJW corp·.'s 
reven s are d.erived trom,SJW. 
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surpassinq cash needs. SJW's construction needs for 1989 and 
do not justify the requested le~el of common equity •. 

13. SJW's dividend payout ratio· of 63% compared to the 
average of 70% helps. to increase thehiqh equity ratio .. 

14. SJW's calculations of 11.70% to 11.·74% ROE and 1 .95% ROE 
are based. upon the existinq capital structure, Which ORA oes not 
recommend. . 

1$. ORA's recommended imputation of ~3% common quity is 
reasonable,.. but does not allow. SJW the opportuni.ty - actually 
adjust its common equity to this level if this: co on equity is 
imputed in 1989. 

16. SJW paid dividends to SJW Corp. in 
million, in 1987 of $9 million, and $5-.. 25 mi 
common equity declined after these payments 

SJW's 

17. ORA's sUbstitution of SJW Corp·.. or SJW in its 
comparative financial analYSis is reliab e since 98% of SJW corp.'s 
revenues are derived from.SJW • 

18 • SJW.' s OCF analyses based 0 a comparal:>le qroup of 
el~ctric, gas, and telephone utili es and its own historical 
financial data are unreasonable.. RA's comparal:>le group, is 
reasonable .. 

19. ORA's OCF analysis sed· on a compara):)le group of 
publicly traded water utilit es, including SJW Corp .. , yielded an 
estimated ROE of 11.90% fo a three-lnonth dividend' yield and 11 .. 84% 
for a six-month dividend ield.-

20. ORA's RP anal is based on a comparal:>le qroup of publicly 
traded. water utilities ielded an estimated ROE in the range of 
11.95% to 12 .. 53%. 

21.. SJW's OCF nalysis based upon its. own stock price, 
historical cUvid.en s, and qrowth yielded an. estimated· ROE Of. 
13.62%-2'1.48%' fo 10-year qrowth and 15':;'89%-17-.83% for ~year 
qrowth • 
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18. SJW's DCF analyses based on a eompar~le gro:up of 

el.ctrie~ qas·, and telephone utilities and its own htstorieal 
financi~data are unreasonable. DFA's c~mpar/abl~grOUP is 
reasona):)le. 

19. ORA's DCF analysis based on a comparaJ)le qroup ot 
" "publicly traded water utilities, includinq~ Corp., yielded· an -

esttmated ROE of 11.90% for a three-mon~dividend yield and 11.84% 
for a six-month dividend yield. ~ 

20. ORA's RP analysis based on;' comparable group of publicly 
traded water utilities yielded an ~timated ROE in the range of 
11 .. 95% to 12.53%. / 

21. SJ'W.'s DCF analysis b/sed upon its own stock price, 
historical dividends, and gr~ yielded an estimated ROE of 

/ ' , 

13.62%-21.48% for 10-year g.rowth and 15.89%'-17·.8~% for S-year 
qro~. / 

22 .. , SJW's RP ana:;tsis based on a comparable group Of.' 
electric,. gas, and tel'ephone utilitj~es· yielded an estimated range 
ot average historic:ai ROE ot' 12'.70-13.10%. and average historical 
ROE ot 12.81%. / 

2'3. SJW.' s RP analysis based on saw's historical authorized, .. , . 
ROEs yielded aniaveraqe ROE of 13.02% and projected ROEs of 15.19%, 
15.22%, and 1si.29%. 

I 
24.. SJW. a."'ld ORA agree that the ROE varies inversely with the' 

I 
level of eommon equity under qeneral finance principles. 

I 
25·.. fA return on common equ;ity of 11.75% for 1989, 12% for 

1990,. and 12 .. 25% for 1991, based upon the authorized· level of 
I 

common/equity, is comparable to· an investment in utilities selected 
by ORf as similar to, SJW. 

1:6. For ratemakinq pw=poses,. &. level ot common equity ot 56%, 

55~ and 5·3% for 1989, 1990, and 19S..!,. respectively,. will allow 

j epayers to share in the financial health of SJW. 
27. A return on rate base ot 10.48% tor 1989', 10.67% tor 

1990, and 10.83% for 1991, based upon· the ORA/'s comparative 
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22. SJW's RP analysis ~ased on a comparable qroup of 
electric, sas, and telephone utilities yielded an estimated ran 
of averase historic,1l ROE of l2. 70-l3 .lO% and. averaqe his::ori 
ROE of 12.81%. 

23. SJW's RP analysis based. on $JW'S historieal.aut rized 
ROEs yielded an averag'e ROE of l3 .. 02% and projected ROE of l5-.19%, 
l5-.. 22%, and 15.29%. 

24. SJW and ORA agree that the ROE varies inv 
level of common equity under general finance prin p1es. 

25-. A return on common equity of 11 .. 75% t 19S9, 12% for 
1990, and 12 .. 25% tor 1991,. ~ased upon the au orized level of 
common e~ity, is compar~le to an in utilities selected 
~y ORA. as similar to· SJ'W •. 

26·. For ratemakinq purposes, a 1 of common equity o! 56%, 

55%, and 5:3% for 1989, 1990, and 1991 respectively, will allow 
ratepayers to share in the financia health ot SJW. 

27.. A return on ratel::lase 0 10.48% for 1989, 10.67% for 
1990, and 10 .. 6Z% for 1991, ):)ase~pon the ORA's comparative 
analysis, judgment,.. and the le~l of common equity, is comparable 
to an investment in utilitiesl~elected by ORA as similar to SJW. 

28. Contrary to comm~sion policy, SJW inclUded in its 
revenue calculations the Jfmount of reimbursement fees for 
Commission administrati~. collected by SJW and remitted to the 
Commission pursuant t Pul::llic Utilities Code ~et:i.on 401 ~ ~ 

29. d insufficient documentation of amounts 
allocated !rom adm istrative and qeneral expenses to its capital 
account. SJW pro ided insufficient documentation of expenses 
incurred by SJW hich are common to· SJW,.. SJW Corp·.. and SJW Land. 

30. r adjusting' CACO's estimate of annual commercial 
customer cons ption of 281 ... :3 Cet to 272' .. S. Cc~ :more accurately 
reflects recent trend. in consumption and is more reasonable 
than the B n estimate of 271.7 Cc! used by SJW to·· calculate 

revenues for 1989 and 1990.· 
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analysis, j udqment,. and the level ot common equity 1 i compar~le 

I • to- an investment in.utilities selected by ORA as similar to SJW. . / 
28. Contrary to commission policy, SJW included- in its 

/ 
revenue calculations the amount ot reimburS8m811t tees for _ 

/. Commission administration collected by SJW and remitted to the _. . 
- , . 

·commission pursuant to PUblic utilities Code Section 401:§t·~ 
/ 

29. SJW provided· insutficient documentation of amo'~ts 
allocated trom· administrative and· sener-al expenses to its cap! tal 
account.. _' / .. 

30. SJW provided insufficient documentation ot expenses 
incurred by SJW which are commo~tc> SJW, SJW Corp·. and SJW Land. 

31.. SJW presented a constrvation plan which accomplishes the 
goa~ of promotinq: water co~~ation in its se~!ce area • 

. 32.. SJW's request f~ other opera~ion and maintenance 
purchased services is incomplete and speeulative~ unlike CACC's 
'method ot levelizinq h~torieal expenses to minimize tluctuations 
and applying nOnlabtr intlation factors specitically related to 
these services .. 

33. SJW does ot justity transportation expenses or includinq 
in rate base the,urchase price for 12' assigned vehicles with 
personal use~f ·ot or greater. CACO does not ; ustify its request 
to reverse the existing Commission policy to allow a small 
percentaqe 0 personal use of company owned vehicles. 

I 

34. SJW's.construction budqet includes a project Which has 
been eanceied and' a proj ect Which has been reseheduled.. aco 

I 
removed the canceled project and placed the rescheduled project in 
the year/in which the expense will be incurred. 

3s!. SJW presented inadequate basis tor its estimate of 
conti~ency construction expenses; CACD based its estimate on the 
av.er~e of recorded expenses for 1985-1987 and-added. inflation 
tac:tbrs recommended by the CACO Advisory Branchp 

I 
36·.. SJW presented, a SWlUXl.ary of checks- for amounts., of $200,.000 

or greater to justity its estimate ot maintaining' an average bank 
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31. SJW presented a conservation plan which accomplishes 
goal of promoting water conservation in its service area. 

32. SJW's, requ.est tor other opGration and maintenance 
purchased services is based upon 1987 recorded expenses pl 
inflation, unlike CACO's method of levelizinq historical 
to minimize fluctuations and applying nonlabor in~la~~~~n.~~lct~o~·s 
specifically related to these services. 

33. SJW does not justify personal transporta 
including in rate base the purchase price for 12Q~>.~ 
with personal use of 50% or 9'reater .. 

~ __ ->~. 33a) In 0.89-09-048 the Commission ,to' disallow all 

• 

• 

commute expenses for executives associated 
vehicles. 

34. SJW's construction bud9'et incl a project which has 
been cancele'd' and a project whiCh has b.{n rescheduled. CACO 

'fl' 
removed the canceled project an~ pla~ the reSCheduled project in 
the year in which the expense will be incurred.. . 

3~. SJW presented inadequatetbasis for its estimate ot 
continqeney construction expens~ CACD based its estimate on the 

. average ot recorded expenses '5P 198:5-1987 and added· inflation 
factors recommended by the ~D Advisory Branch. 

36. SJW presented a ~ary ot checks tor amounts 0: $200,000 
or qreater to, just£ty itsj'estimate ot ~intaininq an averaqe bank 
balance ot $650,000.. c#o based its estilXlate ot the avera<;e bank 
balance on total expe .,' es and presented no analysis ot checkinq 
account transactions 0 justify its estimate ot an average bank 
balance ot $200,00 

37.. SJW re ests approval o·t an increase in the restoration 
ot service char~ trom $10 to $lS during reqular workin<; hours and 
$15 to, $20 dur~q other hours when service is restored. durinq these 
hours at the ¢.,.stomer1s request" based upon the same ,charges by 
other utilit es. contrary to, CACD,'s, assertion', we lIlay authorize 

-case cleviations from GO 103'. , 

- c:g' -
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~ 

,/' 
balance of $65,0,000. CACD based its estimate ot the averaqe),ank 
~alance on total expenses and presented no, analysis of checkinq . 

/ 
account transactions to justify its estimate of an aV7ra e ~ank 
~alance of $200,000. . 

37. $JW. requests approval ot an increase in ~ .restoration 
ot service charqe trom., ,$10 to $15 clurinq regular wrkiuq:- 'b;otLrS"' -and.- ~ .' •.• ' . 

$15· to· $20 durinq other hours when service is 7~tored durinq these 
hours at the customer's request,. based upon the same Charqes by 
other utilities. contrary to- CACD's assertion,· we may authorize 
such ease-by-ease cleviations from GO 103/ 

.~~ / , , 38.. CACD requests I"oUGt SJW's proposed new constructl.on and 
temporary metered service policy con~in a proposed standard torm 

/ which will ~e presented in an, advice ~etter in the,future. 
39. CACD's properties selec.£ed as comparable with, 4.$ acres 

ot land (which was not ine1ude~n rate ~ase) sold ~y SJW in 1987 

are not sutticiently similar;l'It is not mandatory that property 
valuation be performed by appraisers certified ~y the American 
Institute ot Real Estate ~praisers.. SJW's income analysis 
pert~rmed by a qualifie~experienced, ~icensed broker is 
sutticient to estalJlisb/ the value' ot thl.S land. •. SJW requests that 

the qain on the sale ot this land be transterred from, a suspense 
I ' 

account to the ratepayer.. SJW does not dispute CACO's. adjustlllent 
to· the qainorZ'ts recommendation to sp~ead the qain over a three
year period .. 

40.. The ounts of operat:i.nq revenues, operatinq expenses and. 
rate ~ase ancl lach element thereof shown in Tables 1 ana 2, HAt 
Authorized Rales,H represent a fair and reasonable cletermination ot 

I • 
the revenue;requ.rement for test years 1989 and 1990. 

41. The reduction in annual revenue authorized by this 
decision in order to produce the adopted rates ot return is 

I 
$1,3');4700 in 1989', 1990'" and 1991. ' 

/ 
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38. CACO requests. that SJW~s proposed new construction 
temporary metered service policy contain a proposed standard 
which will be presented in an advice letter in the. tuture. 

- . 
39. It is the Commission policy that before utilit land that 

has been in rate base can be transterred to an a!!iliat 4 real 
estate company, that such land must be offered to· pub ie bi<.1 in 
order to- determine the fair value of the land .. 

40. The amounts of operating revenues, oper and 
rate base and each element thereof shown in Tabl s 1 and 2~ *At 
Authorized Rates~" represent a fair and· reason le dete:nnination of 
the revenue requirement for test years 1989 a ~. 1990. 

41. The reduction in annual revenue a horized by this 
decision in order to· produce th~ adopted· r tes· of return is 
$239,100 for 19S9, 1990~ and 1991. 

42.. CACe I s proposed rate des.iqn· 
with D.86-05-064 in whi4:h we adopted 

idelines. are consistent 
flatter rate desiqn policy, 

and are reasonable • 
43. SJW and CACD agreed to by the Commission's decision . 

in the California Water Service ompany/SJWJoint Petition for 
Mod.ification of D.88-01-061. D.89-05-065 we denied joint 
petitioners' request for add' ional tax expense tor unbilled 
revenues. 

44. The decreases i present rates and charqes required by 
this decision are justif'ed and are reasonal::lle;: present. rates and 
charges~. insofar as- thc,Utter trom those prescribed by this· 
decision, are tor the uture'unjust and·unreasonal::>le .. 

-« -
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42. CACD's proposed rate design quidelines are consisten~ 
/. 

with D.86-05-064 in,whic:h,we adopted a flatter rate design p,al:i.cy, 
and are reasonable. ' ~ 

43. SJW and CAeD agreed to abide by the COm:m.issi~'s decision 
in the california Water Service Company/SJW Joint pet!tion for 

, ; 
,~, 'Modification of 0.88-01-061. In 0.89-05-065 we_deJrl,ed, joint ' 
, petitioners' request tor additional tax expez~ or unbilled 

revenues. 

• • 

• • 

44. The decreases in present rates an~ charges required by 

this decision are justified and are reason~le; present rates and 
, / 

charges, insofar as they differ trom those prescribed by this. 
; 

decision, are tor the future unjust and' unreasonable. 
<:9DClusiQDS o( Lay / ' 

1. A oonstant reduction in ;revenues. of $l, 32'4 I 400 or 1.9% 
during 1989', 1990, and ~991 is/reaSOnable based upon our adopted 
results of operations for SJW. 

2. SJWhas oomplied w~ the requirement in 0.86-05-064 ot 
filinq a reasonable utili~y;lwa~er management plan tor conservation. 

3. SJW's request t? recover ad.ditional tax expense for 
unbilled revenues Shou14l~e denied pursuant t~ 0.89-05-065 which 
denied the same reques~ 

4,. Liteline rapes should be eliminated from SJW's rate 
design pursuant to' 01.86-05-064. 

, 5,..· Total re/enue' from service charges under authorized rates 
should not exceed/sot of the fixed costs pursuant to 0.86-05-064 .. 

6.. A util,ity"s analysis of its own historical financial data 
I. ' is not SUfficient comparat1ve analys,is to set a rate, of return.. . 

! i . . 7.. The ;appl eat10n should be' qrant(!d to- the extent provl.ded 
/ 

by the followin~ order. 
8'. B~eause of len9th of hearing'S in this proceeding' and the 

need to est~lish current rates immediately, this order should be 

ettecti ve,/today., 
i , 

! 
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Conclusions ot L§w 

. .. 
ALT-COM-JBO/mmm 

1. A eonstant reduct:ion :in revenues of $239,lOO or 0 .. 
durinq 1989, 1990, an~ 1991 is reasonable based upon our a opted 
results of operations for SJW .. 

2. SJW has complied with the requirement in D.8 -05-064 of 
filinq a reasonable utility water management plan fo conservation .. 

3 • SJW' s reqtlest to·reoover addi ti'onal tax ense ~or 

unbilled revenues should be denied pursuant to O. 9-05-065 Whioh 
denied the same request. 

4.. Lifeline rates should be eliminated 
design pursuant to D.86-05-064 .. 

5.. Total revenue from servioe charge under· authorized rates 
shoulc1 not exceed 5·0% of the fixec1 costs p rsuant to 0.86-05-064. 

6. A utility'S analysis of its 0 historical financial data 
is not SUfficient comparative analysis 

7. The application should be 9 
by the following order .. 

o· set a rate of return. 
nted to· the extent provided 

s. Because ings. in this proceeding and the 
need to establish ediately, this order should be 
effective to.day .. 

9. re required to establish an 
appropriate program for S to transfer lan~ from rate base to its 
affiliate SJW Land.. Hear. nqs are also· appropriate to- consider 
ratema)dnq treatlnent of eferred: taxes on. the land trans·fers. 

ORDER 

1. San Jose Water Company (saw) shall immediately file ~or 
its company, to ~ effective S· days after today, the reclucecl rate 
scheclules and t ifts attached as Appen~ix A ... This t:i.ling shall 
comply with Ge eral Order Series 96.'Xhe revised scheclules shall 
apply only t rendered.' on and' attertheir' effecti v.edate ... 

- ... -
~, 



• • 

• • 

'. .'. ' ' ' 

A.88-09-029 AL:t/PAB/jt 

ORD EB 

rr IS ORDERED that: 
-1. San Jose Water Company (SJW) shall iDeeS ately tile tor., 

its district,. to be effective 5 days after today{ the redueecS 
rate schedules and tariffs atb.ehed as Append~ ,A. _nus tiling'" .. 

;' 

shall comply with General Oreler Series 9~. l'rhe revised sched:ules 
shall apply only to' service rendered on and. after their etfective 
date. I· ,. 

2-. Common equity ot 56% shall be imputed: in SJW's 1989 
capital structure ettecti ve toc1ay. /c!ommon equity ot 55% and 53%. 
shall be imputed on January ~ tor 1~90 and 1991, respectively. 

I 
3. SJW. is authorized to ti~e an advice letter reqardinq a 

new construction 4nd temporary }etered servl.ce policy. 'SJW. shall 
provide in this tilinq a pro~osed standard form tor thi& rule. 

4. SJW shall developjProcedures r inc~udinq standards· tor 
supportinq documents, to ~llocate Administrative and General 
expenses to· capital pro~ts. The procedures shall be mailed tor 
review within 90 days f"rom the effective date ot this decision to: 
Commission complianc~an& Advisory Division, Auditinq and 
Compliance Branch, 5'65. Van Ness Avenue·,. San Francisco, CA 94],02. 

5-.. SJW Shalidevelop. proeedures to allocate common expenses 
I 

to SJW Land and S~ Corp., includinq standards tor supportinq 
documents. Th';procedures shall be ~iled for review within 90 
days of the eMective date ot this. decision to,: Commission 
Compliance an'd Advisory Division, Auditinq and Compliance Branch, 
50S Van NesJ Avenue, San Francisco, CA 94,102. 

&. /SJW shall provide more information, in its mileage logs by 
indicating the business: purpose, transaction conducted,. and person 
contact~d tor' each trip or a summary' ot this information Where it 

I 
is: appropriate .. 

f 
! 

! 
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2. Common equity of 5·6% shall be imputed in SJW's 1989 
oapital struoture effeotive today. Common equity of 55% and 53% 
shall be imputed on January 1 for 1990' and 1991,. respeotiyely. 

3. SJW is authorized to file an advioe letter regarding a 
new oonstruotion and temporary metered servioe policy. SJW sh 1 
provide in this filing a· proposed standard form for this rul ~ 

4. SJW shall develop procedures,. inoluding' standard for 
supporting doouments, to allocate Administrative and Gen al 
expenses to capital projects.. The prooedures shall be 
review within 90 days from the effeotive date of this decision to: 
Commission Compliance and Advisory Division,. Auditi and 
Compliance Branch, 505· Van Ness Avenue,. San Frano' 00·, CA 94102. 

5-. SJW* shall develop procedures to. alloo e common expenses 
to SJW Land and SJW Corp, .. ,. inoludinq standard for supporting 
doouments. The prooedures shall be mailed r review' within 90 
clays ~f the effective date of this deeisio to; Commission 
Compliance and Advisory Division, Auditi q and Complianoe Branch, 
50S. Van Ness Avenue,. San Francisoo, CA 4102 • 

6. SJW shall provide more inf ation in its mileage 109'S by 
indicating' the business purpose, t nsaotion oonduoted,. and person 
contacted for each trip· or a s ry o·f this i~ormation where it 
is appropriate .. 

mates authorized in this deoision 7. The consumption es 
shall be used in oalculati any loss revenues in SJW's memorandum 

coount was approved in 0 .. 89-04-041. acoount from the date the 
8. 

unbilled 
thesAl'lle 

9. 

revenues is- d 
o· recover additional tax expense for 

ied pursuant to 0'.89-05-065· which denied 
request .. 
Within 90 ays from the effective date of this order, s.:rw 

perate under a competitive biddinq process and 
procedure for dis sing' of . land which is removed from rate base,. 
and it. shall dis ose of all such land unde~ that procedure ~lonq 
as it has an a :tiliate in the real estate business~ CACO shall 

-~-

A 
.. 

,,'1. '. 
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7~ Tbe consumption estimates autborized in this decision 
shall be used incalculatinq any loss re.venues in SJW"S memd~anQ.~ 
account from the date the account was approved in 0.89-0,;..-6'41. 
. 8. SJ"iI's request to recover aclditional taxrxpe se t.or 
unbilled. revenues. is denie.d. pursuant to D.89-05-051>~. ich denied 
the same request... . '.. ~ . '. 

9. SJW shall transfer $547,455, from the ~stinq suspense 
account to the ratepayer to: reduce the reven~requiremcnt under 
special conditions in-the adopted tariff.sdedules in Appendix A.· 

This order ise!fective tOday./ . .. . . 
Dated , at an Francisco,: Cal ifornia. 

, .. 
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review the program SJW adopts for receiving competitive bids and 
present any recommenc:lations it may have on whether SJW.' s. proqram 
should be modified in the next phase of of these proceed~9S. 

10. SJW Shall retain $647,455 in the existing suspe 
account until our final decision in, this proceeding .. 

This order is effective today.> _ -
Dated" OCT 1 2 1229, at San Francisco-, lifornia .. 

-od=If-

G." MlTOtELL,WlJC 
PreeIdInt" 

FREDEFICK R.; . DUD,,· . 
STANLEY w.>HJLETT"· :' ' 
~',8.c»wcAH: " 

. PA.~ M.., EO<Sn' 
'Comm' fe .... 
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APPLICABILITY . . -------_ ... _-'--

APPENDIX A' 
Paqe 1 

SAN JOSE ~TER COMPANY 

Schedule No. 1. 

GENERAL METERED SERVICE 

-~---------------------

Applicable to general metered water service. 
, .; 

:~:~~: / 
Portions of CUpertino, San Jose and Santa. Clara{. and. in campbell, 

\ Los Gatos, Monte sereno" anclSaratoqa and in conti9UoUS territory in 
the county of Santa Clara~ , 

Service Charges! 
Per Meter 
Per Month 

For 5/8 x 3/4-inch meter • • .. .. .. • .. .. .... 
For 3/4-inch mete .. .. .. .. .. .. • .. • 
For l-inch met.r ............. .. 
For 1-1/2-inch me;t'er ................ .. 
For 2-inch meter ...... .. .......... . 
For 3-inch.j'lIleteroo • .. • .. .. .. .. .. 
For 4-inc~ meter ....oo..... ~ .. .. 
For 6-inehmeteroo • .. .. • • • .. .. • .. 
For S-inch meter ..... .. • • .. .. • 
For lYinch meter .... oooooo .. oo,oo ...... 

The Service Charge is~ readiness-to-serve charge which is 
applicable to all metere¢ service an¢ to· which is to' be added 
the charge for water'used computed at the Quantity Rates. 

I 
QUantit~te: 

Per l!00 cu.' ft.. .. .. .. .. .. • •. .. .. .. .. .. • .' • • 
I 

SPECIAL CONOITION 
" ------------~~---( 

$4.3$ 
4.35- (R) 
7.30' 

10.00 
12.50 
25-.00 
34.00 
53.00 
Sl.00 

108.00 

(T.) 
I 

(T) 

0.932 (R) 

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 pwnp 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 o,f water used durinq the period covered by that bill. 

2. Due to· the transfer to rate payers of the gain from, sale eN) 
of land, an amount of $0.266· is to be deducted from ~aeh water bill 1 
!ortwelve months from, the effective date of this tariff filing. eN) 
3.:' All rates are, subj:ect to the reimbursement tee set forth on (L)' 
S~hedule No.. 'O'F. (L), 
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APPENDIX: A 
Page 2' ' 

SAN JOSE WA'l'ER COMPANY 

Sche4ule No. 6-

/ 
----- ---_ .. -. / 

RESALE SERVICE 
----------'----

APPLICABILITY 
-------------

Applicable to all water service turnished 

'I'ERRI'rORY 
---------

Portions of CUpertino, San Jose and 
Los Gatos, Monte Sereno, and Saratoga 
,the County ot Santa Clara .. 

~ES --... _-, ' 

Service Charges: 

for resale pu:r;poses., 

Clara and in campbell, 
iguous territory in 

.. Per Met3r 
Per 'Month 

For 5/S x 3/4-inch meter 
For 3/4-inch meter 
For l-inch mete 
For 1-1/2-inch met..r 

. . . .. . . . 
.. .. .. .. .. . 

.. .. .. . . . . 
$3.S5 - ~ 
4.40 .. 
5.90' 

For 2-inch m~er 
For 3,-inch _ter 

• • .' • e· .. .. . . . .' . .. 
.. . .. .. .. .. . 

For 4-inc~;meter 
For 6-inep meter 
For S:-i~h meter 
For 10-1rich meter 

. .. . . .. . •. . . . . ,. 

.. .. .. .. . .. .' . . 
Quantity Rat~ 

Per 107- ft •. • " . • • • • •••. '.' .• 

The Service Charge is a readiness-to-serve charqe Which is 
appliCable to al/l metered service and to which is to, be added 
the charge !7"tor used computed at the Quantity Rates. 

SPECIAL CONDITION 
I 

-~-------~----~-~ , 

8 .. 00 
10.50 
19 .. 00 
28,.00 
43.00 
66-.00' 
92-.. 00 

0.677 (R) 

(T) 
I 

(T) 

1. pue to the transfer to" rate payers of the gain from sale (N) 
ot land,/ an amount of $0.2'66 is to, be deducted trom each water bill I 
for twe2ve months from the effective date of this tariff filing. eN) 

2'.. All rates are subject to· the reimbursement fee set forth 
on Sche4ule No-. UF'", CLl 

(L) •.. 
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APPLICABILITY 
------------- . 

APPENDIX A 
Paqe 3 

SAN JOSE WATER COMPANY 

Schedule No. 4 

PRXVAn FIRE PRO'rEcrION SERVICE 

-----------------~-------------

Applicable to all water service furnished to,~privateiy owned. fire 
protection systems.. z-
'rE'RRITORY 

--;~~i~~ of CUpertino" San Jose and Santa Clara, and in cmnpbell, 
Los Gatos, Monte Sereno·, and Saratoqa and :in contiquous territory in 
the county of santa Clara. 

.. Per service eonnectior. 

2-inch service .. .. • .. .. .. .. 
3-inch service • .. • /. • .. .. • .. 
4-inch service I~ ........... .. 
6-inch service .. .. .. .. .. .. 
a.-inch service • .. .. .. .. .. .. 
10-inch service .. • .. • ........ 

. 12'-inch servic .. • .. .. • .. .. .. 

SPECIAL CONDITION . ~ 

Per month 
$3.00 
4.30 
5.60 
9 .. ~ 

15.00 
25.00 
36.00 

i:--;;;-~i;;-~;~~ectio~ervice connection shall be installed by the 
utility and: the cost Vaid by the applicant. Such'payment shall not be 
subject to refund. The facilities paid for by the applicant shall be 
the sole property o~the applicant. 

2. If a distribu,J'on main of adequate size a private fire protection 
system in addition to all other normal service does· not exist in the 
street or alley~djacent to' the premises to be served~ then a service 
main from· the nearest existinq main of adequate capacity shall be 
installed by the utility and· the cost paid by the applicant. Such 
payment shalynot be subject to refund. 

3. Service~ereunder is for private fire protection systems to· which 
no, connect~ons tor other than fire protection purposes are allowed and 
which ar~eqularlY inspected by the underwriters havinq jurisdiction. 

4. Due/to, the transter t~ rate payer$ of the qain from.sale eN) 
of land,. an amount ot $0.26& is to be deducted from eaeh water bill I 
for twelve months from the effective date' ot this tariff filinq.. eN) 

5. All rates· are subject to the' reilDbursement fee set forth, 
on Schedule No. 'OF. 

(L). ' 
(L)., 
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SAW JOSB' VATE'ltp COMP'ANI 

Table 16-1 // 
CCont1nU'e4) 

ltul. No.9· . 

RENDERING AND' P'AYMBNT 'OF BILLS 

Bills (o,r serv1oe' are 4ue an4 payable upon presentation, 

and p,aYlIlent lDay be lIade at the 01llllerc1al ott10e or the 

utilit.y or to any rep·resentat ve ot the ut.i1ity autho

rized to lIake co,llection,s. Collecti0'n o·t closing, bills 

lDay b. lDa4. at the (N) 
, I 

gO; hODO .... !! ~X tbe .",,£0,,,'" ~onk, tbe yt~Utx uy .... 'J 
..... as!e!! the ou;;stomfJr!l?ad obeck;;serv1c, 9b.rS' 0'( *4.15 •. ~.-'lO,. __ 
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APPENDIX: A 
Pa9'e S· 

SAJI JOS! W'ATB'B COMPAU. 

Table 16-B 

Rule No .. 11 

i 
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SA. JOSE VATER CQH~A.I 

Table 16-C 

lul. 10-. 11 

I 

c. Resto,rat10n· ot Serv10' 

1. Rest~rat1o» ot Servioe 

Where 3erv10. h&:s been 41:ycont·1nue4 ror v1olat1o'n ot 
/ 

these rules or' tor nonpaqment ot b111s., the ut.1l1ty 
I 

may charge $1 ~. 00 rOf"' )"estorat1on ot serv10e 4ur1ng 

regular vork1ng ho~r" <>r $20.00 .tor ~estorat10n ot 
, . / , . 

servioe at other tHn reg'ular vo·rk1ng hot.lrs· when the 
I 

oustoller has. requested· that. the restoration b~ .made 

at other than r~ular. working- hours ... 

.. /' . 

/ 
./ 
/ 

I 

/ 
I 

/ 

/ 

/ 

(I) 

eI) 
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SA. JOS8 VATER'COMPANI 

Table 16-l) 

Rule Ho. _ 

, 

.z:.C..:.O.:.:.H.::z;.ST~R:.:.ll;:,;Cl:..:T:..I:I:.;:O~H:-' -=l:.o:N .... D-=-Olo1:oH:r.::.;E~R;:.....IT_E .... M;:.;,?_Q;.;,;R_A_R .. X_M"""E_T;:;.:;o.;o=.:z_S;.;::E_R..,V.-:.I.CB:. ." • -- _., , ,0, ._. 

/ 
lp'p·lic'able to all po~t.able metered' water s-ervice tur-

/ ' 

AP'P'LICABILITX 

nia-hed tor construo,t:l.on· and <>t4er t.olllpo,rary purposes. 

TERRXTORX ~ 
Po-rt.ion·s or Cupertino, sl Jo-se, and Sant.a Clara,. and in 

I 
Campb-ell. Los, Gatos,. KQItlt~ Serepe;~ an4 Saratoga an4 in 

contiguous n the County ot San·t.. Clara. 

RATES 

SPEC 

1 ... 

Currently erreot ve monthly s-e~vioe charge ror the ap'pli

cable 3/4, 1, a/and 3· inoh meter. anC! Q.uant-ity rates 

11s1;..e<1 in Soh~ule No ... , General Metered' Servioe w111 
/ 

app,ly to· ser.vice furnished under th1s s-chedule. 

/ 
T'o, Ob.ta~ water serv1o'e under this ~ehedule an applicant 

must t~st apply to't' and obtain written perm1ss-ion trom 

the U~11tY. 
APPlicant will be reQ.1.1irec1 to c1epos1t with the 1.1t11ity 

fe amount, s-hoWll in the table belo"" which correspond:s 

to the s1:e and type o·r lIleter use4 ... 

Non-Ret'1.llndable 
S1ze or Ret'1.1n4a1)·le Han(n1llg 
Keter De29·s1t Char-s! 

3/4 11lch 
1-1nch' 
2-1noh 
3'-incb 

$ 240.00' 
3,90.00' 

, ,.2'40 ... 0,0 
, ,54'0.,00 

$101.00 
10·.00 
101.,00 
101 .. 0'0' 

To·tal 
Oepo~1t 

$ 2500.00 
400 .. 00 

1 ,250.:00· 
, ,55·0.00' 

Or) 

(N) 
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SAl JOSB YATE~ COMPANY 

Schedule No. 

CONSTROCTIOX AXD OTHER TBMPORAR 

Sp.e1al Condition - Con,tinu.d 

Th. retund.able deposit is ba".d on two/ 1m.s the cost ot 
the app-l1cab,le met.r. The retundable/depos1t 1'$5 (.) 

/ 
the co's-t o,t any repairs other than,;tho's., due to normal 

deprec1at1on-. and (b,) any o·utstal'l<l'1ng unpaid· vater b'il1s, ./ 
Will be returned to the custome'r up'on return. ot the m.ter 

to the utility. ~ . 

3r _ On·, the last ..,ork1n~: d·a3 'O~~~h' month the customer shall 
call-in or-- mail-in· to· the utility the rea4'1ngs on the 

meter or m~ters u'sed 1>/h1m... .111 such read. into·rmat1on 

must contain the met/r number and reading as ot the last 
/ 

vork1ng day or th~onth., The utility v1ll b'11l the 

customer monthlYinder its Genera; Metered. Service, 

Sched.ule No,. 1 In the b·as1s· o·r s,uch read.'1ng. Failure to 

"0 ll,ot1ty th~tility v111 re"ult in imposition o·t a 

monthly Char' ot $25.00 p·er m.ter in addition to th. 

month,ly charges under such Metered, Service Sched·ule .. . / 
Failure tlo so not1ty theut111ty tor a period: in excess 

/ . . 
ot 60 dJ'ys will result, in lo·ss ot permit to retain sueh 

po·rtatvle meter and torteiture ot meter deposit. 
I 

4. No such· meter may b'e retained. tor a period in· excess· or 

on.lyearoo Failure to return a meter to utility at the 

ei4 o·r o'ne year- rill re"ult in the denial in the tuture 
I 

ot sucb. tempo·rary s.erv'ice .. 
/ . 

5 .. / When a p,erson _ takes water trom- a tire hydrant or other 

~ outlet v~tbou~ t1rst hav1n~ obta1ne~ written permission 

(N) 

trOll- t·he utility,.. the utility shall assess a -tine o·r (N) 
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SAil JOSE YATER COMPAIIT 

Scbedule No. 

CONSTRtJC'l'tOlf .1m OTHER TEMPQR'ARI METEREp SI!VIC! (Cont1D.ueci) 

/ 
$200.00 1'·er OOCurrence against su.oh 1'·ers.oD-&D(£..,s.b.al.].. . ..c-on- (to 

/ 
t1:soate any oonneot1ons used to,r suob unauthorized talc-

/ 
1ng. When a 1'·erson ha:s wr1ttAn p-erm1ss1o-n to drav water 

/ 
tro~ the utility's :servioe rea, ~ut tails t~ use tbe 

meter sup'1'·l1e<1 While <1ra nl: water, the utility shall 

assess a tine o~ $~~.OQ per ooourrence agai~st such 

1'-erson·;. the tailure t use such meter a seoond. time shal.l 
I 

result in· loss· C.t pe,rm1t to- retain· a p-orta1>le meter, tor-
. I . 

teiture o·t the meter dep-O·Sit-. and. u·enial in· the tuture 

ot au·oh· temporar!a .• rV10e. on 
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SIP Joa. Vat'k COJlQlpY 

Temporary Vater ServJ,o, l)'e09;8). t 
Date ______________________ __ 

_____ ____ ,A.o.o.ount.JJ:o·-________ _ Ket.r S1ze 

... __ ....... _0:t-Dep·os1 tor. 

Bus111ea's Address 

/ 
/ 

B1ll1ng. Addres3 / 
/ 

P'.rson 1n Charg. o·t B1lling / 
AmoUD t '0 f. D., 1>0·s1 t _____ ~-/-------__ ----_--------
Locat1o~ of job, ____________ 1 __________________________ __ 

/ 
.P.rmia·s10·n· to- use water- uD"t1l 
on which· date meter and GOupl~i-n-g-s--w~1~l~1~b-.--r-.~t-u-r-n-e-4~(~s-e-e--o--ve--r~)----

/ 
Cu'stoJler acoepts the lIle/ter descr1l)·.d al)ove su'b-ject. to tbe pro-
vis10ns o·t the attache/d Rule _ o,t .San· Jos·. Wa.t.r. Company_ 
Cu.,tolller furtber agrees to· complY witb tbe r,qu1relll'pt., attacbed. 

I, 

elf.tom .... / 

l it' acknov edge reo.1p·t ° meter· 

a~4 agree to 

return m.t.r and oo·u·p11ng.s on 
or betor~ ______________ __ 

/ 

Customer 

Util1ty 

On b.half or SAN JOSE VAl'!1t· 

COMPANY, I 

acknowledge reoeipt or the 

deposit set forth above. 

SAN· JOSE WATER COMPANY 

By' ____ ~--__ -------------
Ut1l1ty 
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IMPORTANT INFORMATION' - REAP CAREfOLLI,/ 

/i 
,.,;'" 

.l c1epo:s·1t t.or temporary water service 1:s/re~u1rec1 and. 1:s 

b·ased. up.on t.he a1ze ot the water lIeter/ The d.epoa1t, 
/ 

·'--------.··l;e-sa t·he oo-at. o·t any repairs., other /t:han, thoa .. due .t.o ____ _ 

___ . _____ ._~ ,no~z:.Il,al, dep,reo1at1.on" and. any o.uta;and1ns u~paid.· b:111a., 

will 1>e returned to the cuatcller/upon return· or the 

".1 

2. 

3. 

4. 

meter. . / 

The P':Lre Departmen·t haa a:s~ tbat ve rem1n4 custollers 

re~u:Lr1n, tempo·rar;y water<,erv1ce to use onl;y approve<1 
/ 

h;yc1rant spanner wrenoh ... when taking water trom- t1re 
I 

_hydrant,a. See attaohAt<1 1nstruo·t1o,n cn tbe hook-up t.o the 

t'1re bY<1r&nt.s.~ 
The ouatoller. by acceptanoe o·t this agreement, ~hall be 

resp·ons·1b·le, to· an1 damage t.o tire hydranta, the vater 
. - .•. I' 
system, and.l L water meter vh,1oh reaulta trom, the use 

herein· aut·horized. The co,s·t ot repa1ra over the amount 
/ . 

o·r the c1ep.oa1t. shall be paid aa aoon as the allount 

thereot' Is kno''IIJl'. ' 

/ 
The cu.-stomer ahall c1eren<1, 1I1demn1!'y" al1<1 hold. the vater 

utility, its otticers al1<1 employee", harmless troll and: 

against" all ola1ma an4/or 11ab111t1es tor injury to ' 

P~SOI1 or persons,. or damage to- p:roperty ar1,,1ng out or 

Ihe exercise ot the p,erm1"",1o·n herein given. 

S.!The cuatomer shall oease us1l1g water at al1Y time up-on 

, request ot a utility ~'r t'ire 4.partment repre"entative. 

6.. The customer sball use the meter ".upp'l1e<1 by the utility 

at all times While <1raw1ng vater .. The 4rav1ng or water 

o~her than tbrough the meter prOVided by the San Jose 

Vater· Comp·any is subject to a $5'0 •. 00 p'eZ1&lty p·er OOC\1r

renoe .. 

, " 
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7. 

s. 

9. 

Repeated ~ttense 

a portable meter 
vill rea·ult in loss or perm1~' obtain 

and. to'rte1ture' o·t meter de ",Sit. 

TERMS: 
The ouatoaer ahall c.ll-1~ 

the utility the meter readings on the 

post-Illarked) to 

last vork1ng day or 
. . / 

each lDonth. Failure to oOllp17 v1t-h this p-ro-v1s10·n, will 
. / 

result in· a $25·.00 monthly char~ in &441t1o·n· to' the 
/ 

lDonthl,. lDeter an4' q,uantity- ohuges.. Continue4 failure to 
I 

cOllp11 w1tb the meter r

7
ad1n req,u1re.en·t. V'111 res\1'lt in 

loss o·t p·erm1t to o·b-tra1n a p-ortab-le meter a.nd forte1ture 

ot meter depOSit. 

.1<141t1on&1 p'erm1ts w1Vl not be granted. to- any person or 

en·t1ty- wh10·b bas nO'o/~a1d. a past'd.·ue aocount •. 

The oustomer Sh&l~return the meter to utility (or. an 
/ . . 

annual Oheok~_p, nd. maintenance. Failure to return the 

meter annual11 v111 resu'lt in· ut1l1ty- not granting a 

permit in th tuture. . . 

/ 
/ (END OF APPlZNDIX A.) 
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SAN JOSE WATER COMPANY 

(IN"l'EN'1'XONAU.Y LEn· BLANK SINCE A I.EVEX..IZED 
CONSTANT' RA'l'E IS, ORDERED BY 'rHIS DECIS%ON) 
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SAN JOSE WATER COMPANY 

Adopted. Quantities 
-------~----~----~ 

San Jose Water'Company 
' ..... 
1. 

2. 

Water Production : RCcf 
Wells 
Surface Supply 
PUrchased., Water 
Total 

Purchased Water Expenses 
Santa Clara Valley Water Dist~ 

Purchased,Water, (Me;) 
Unit Cost, ($/MG) 
Total Cost 

3. Pumped. Tax 
Santa Clara, Valley Water Di'St. (7-1-89) 

Quantity (Me;) 
Unit Cost ($/MG) 
Total ·Cost 

4. Purchased Power 
Supplier - PG&£ (1-1-89) 
Production (Reef) 
KWhr per cef/ ' 
Rwhr / 
Unit Cost ;(S/l\-w'hr) 
Total C7 

5-. . Ad Valorem, Taxes 
Tax Rate 

/ 

/ 

, 
~ 1989 

20',670 
$644.47 

$1.3,321.,195. 

26·,201 
$4i4 .. 30 

$10,855·,074 

. 67,470 
0 •. 9417 

63,54C1,798: 
0.088369' 

$5,615,.,000, 

$1,478,.900 
1':13% 

1990 

3S,330 
4,81;3 

27',807-
68,000 

20,801 
.$644.47 

$13,405,620-

26,466 
$41.4 •. 30, 

$10,964,80..1 

• 63,.000 
0 .. 9423-

64,076,230' 
. 0 .. 088333· " 

$5,,660-,,000'-
, 

$,1,521,800 
1 .. 13~ . 
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SAN JOSE ~TER COMPANY 

Adopted Quantities 

------------------
6. Number of Service. by meter size 

5/8 X 3/4 inch 
3/4 

1 
1 1/2. 

2 
3 
4 
6· 
8 

10 

Schedule No.1 
~-------------~-~ , 

1989 lJ90 

169,649' 17~76S 
3,18&/3,,206-

19',,199" . 19',,328: 
2,491 2',510 
3,809 . 3,792' 

974 . 1,038, 
29,2 296-
lAs, 14,6, 

/
30 32-

1 1 

Schedule No,. 6, 
--~~ .. -------..... 
1989 

o 
1 
4 
3-

14 
4 
1 

.1 
o 
0: 

1990 

o 
1 
4 
3· 

14 
4 
1 
1 
o 
o -------- -----~~- ~--

201,,114 28 28 
7. Meter Sales ccct) 

8. 

9. 

0-3 cct 
OVer 3 cct 

Total 

Schedule No'.l SChdule No.6 
-------------

6,690,611 0,.735,,290 0 0 
54,396.,489" 54,8'31,.5-10· 310,. 000 310,.000' 
----~----- -------~~- ------- --------
61,08~7 ,100 61,566,800 310,.000 310,000 

Number of Service and Usage 

No. of Service Usage - }Cccf Ave Usage 
1989 1990 1989 1990 1989 ------- a.. ______ - ..... _-- ------ ------

Commercial 197,999 199,.299' 55,697 56,,063 281.3, 
PUblic Auth rity 1,.448 1,48:6, 4,344 4,458- 3,000 
Inc!1.I$t%'i

t 84 84 976 976- 11,6-19 
Other 245- 2'45- 70 70 0.3-
Other Uti ities 28- 2'8 310 310 11.1 ------- -... _-_ ... -

-~---- ------ _ .... _--
Subtotal 199,804 201,.142 61,397 61,8,77 14,.912 

Priv Fire- Prot. 2,,082 2,182. 
----~-.. -~-----

Total 201,.886- 203,32'4 
Water Loss 9.0% 6·,.073 6,123 ------- ------
Total Water Produeed 67,470 68:,000-

Postaqe (effective June 30,. 1988) - $0.20$ per billinq 

- cc! 
1990 

----.. 
281~3 
3,000- - . 

11,.619.' 
0~3-. 

11.1 
-----~ 
14,.9J:2 -
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SAN JOSE WA'tER COMPANY 

Income 'tax Calculation 

198 , ----
1990 

Operating Revenue (authorized rates) 

Expenses 

/ 
(Dollars in thousands) 

678"62 ~g; 69840.2' 

Payroll' 
PUrchased Power 
PUrchased Water 
Pump, Tax 
Other 0 & lot 
Other A & G 
Business License, 
Franchise Tax 
Oncollectibles 
Taxes Other than Income 
Transp •. Depreciation 
Interest Expense 
Other 

Total Deduction 

•. 
6,019'.0 
5:,615-.0·, 

13:,320.0. 
10,.855· ... 0, 

3·,530'.0' 
50,260 .. 0 

3'0 .. 0' 
151.3 
15-7 .. 4 

2,045 ... "
(22'3'.0). 

3,809 ... 0 
(3-•. 0) 

50,566.4 

State Tax Depreciation 
Net 'taxable Income/ 
state Corp'. Franch. Tax 9.3% 

I 

6.,124.0 
11,172 .. 4. 
'1,.039'.0 

Fe4eral Tax Depreciation 
State' Income Tax 
Less Deterred /Revenue ' 
Net Taxable Income 
Fed. Income /I'ax 34.12% 

LeSs. I':CC 
Add 'O'nrecov tax 

Total Federal Income Tax. 

Total Inco~e Tax 

/ 

4,7150 .. 0· 
1,.039'.0 

104 .. 6 . 
11,437 ... 8' 

3,902-.. 6· 
. (9.-2') 

S.9 
3,899 .. 3 

4,.9'38:.3 

(END OF APPENDIX. C) 

6,,348' .. 0 
5-,660.0 

13,.406.0· 
10·,9650.0-

3,709'.0· 
50,489-.0 

-30·.0 
1550.7 
162' .. 0' 

2",12'6.2' 
(2'57.0) 

3,926.0 
(3 .. 0) 

51,726.9' 

6,324 .. 0' 
11,789 .. 4 

1,096..4 

4,.869' .. 0 
1,096.4 

130· .. S 
12,.017' .. 4 

4,.100 .. 4 
(S .. 2") 
5.9. 

4,098:.1 

5,194.5 
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Comparison of typical ~ill. for resident~a1 metered customers 
of various~saq. level and averaq. level at ~eaent and authorized 
rates ~or the y .... r 1989. / 

General Xetered.'· Service 
, (S/8 x 3/4~nch meters) 

---------------------------------~-------------------------------At Present / At Authorized. Percent 
Monthly 'O'sag'e Rates Rates, Increase 

(~i~-;;~i---------.,.,..7------.,---------------------

SOO $8 S~ $9.01 5.53% 

)'41 1000 

2000 / 23.16 

2340 CAverag'a-) 26 .. 48: 

3000 32.91 

5,000 52 .. 41 

10000 101 .. 16 

/ 
/ 

/ 
l 

I 

/ 
) 

13.67 1.92 

-0.75 

26.16 -1.19 

32.31 -1.83,1 

50.95- -2.79 

97.5S -3,.57 

(END OF APPENOIX D) 


