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BEFORE ~RE POBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 

::1 the Matte~ of the Application of ) 
S~~ JOSE WATER COMPANY, a corpo~ation ) Application 83-06-01 

(Filee June " '983) ~or an oreer authorizing it to .) 
increase rates chargee ~cr water' ") 
ser-v:"ce. ) 

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

XcCutchec, Doyle, Brown & Enerson, by 
A. Crawfo~d Greene, Attorney at 
Law, for San Jose Water Company, 
applicant. 

?atricia A. Bennett, Attorney at Law, 
a ...... ~un(!""Q ";a'" "'0'" ...... e Co ........ ,,-=-s·Or. ... '- ..... .. rl ..;. '..... ....,. _ • \if... w,..J. .. """ .. '. 

s *:af:' . 

C P ! ~ ::: c ~ -------

e Sac Jcse tlate~ Company (SJi-iC), a Cal"ifornia corporation ,. 

!cr:erly know: as Sa: Jose Water Work:,' for the past '17 years has 
been providing public utility water serviee in portions .of Santa 
Clara County. At present it serves approximately 13 4 s~uare miles or 
the county~ :!..ncl1;cicg areas of San Jose~ Los Gatos, Monte Sereno, 
~--~-~~~ ~a--""~" C"~e"'-~-c a"'d Sar."~ C'~~a ~e~4··e~"-g 42 .... 4""on -~·-·~o-, ~ ~~.---, ~p - ~.-. - .~~ -~~ , ~ --" .-- -----

gallons o~ water annually to a population in excess of 650 p OOO 
pe~scns thrcug~ 188,000 domestic, commercial, an~ ~:dustrial· . 
se~·lices. :~e cent~al po~tion of service a~ea is a ~elative:y 
:"lat plain -..:hich on thoe southwest and. northeast slopes t.:pwarcs into 

oounta!:.s. ':'he ::a.jo~ portion. of: i tswater 
is obtained from 750 wells locaied. in the Santa Clar~ Valley~ 

.. 
( :~e name was changec at the shareholders' annual meeting on e Marc~ 15, i983. 
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.. e although par-t is obtained by the diver-sion and s,torage, of :"unort troJ: 
t!le watersheds of the tos Gatos, Sar-a toga,. and Almad.en Creeks ~ and 
the :-e:::ainde:" is purchased under a70-year cont:-act f:-om the Santa 
Clara ~lalley Water District. Mountain :-eservdirs are capable of 
stor-ing 2~ oillion gallons and. tbe distribution syste::: has facilities 
':.0 sto:-e anot!'ler 237 :::illion gallons. Water is d1str-ibuted. through 
2,179 :iles of transmission and distr-ibution mains to 40 differ-ent 
pr-essure zones. Within pr-edeter":ined parameter-s ot contr-ol, the 
syste: is oper-ated automatically by means or a computer--controll~d. 
':.elecetry sys':.ec. In 1982 SJWC's utility plant, valued at $160 

:111ion, produced. r-evenues of $42 :ill10n. 
3y ':.his a~plicat10n SJWC seeks author-1ty to iecr-ease' water 

r-ates oy $5,829,300 or 12.21% in 1984, and by additional, amounts of 
S2,02~,30C or 3.75% and $2,024 ,300 or 3.61%i= 1985 and 1986, 
respectively. These r-ates are deSigned to produce a rate ·of retur-n 
c: 12.64% in 1984 and. '2.92~ in 1985 which in turon ~ould provide .~ 
constant :"et~rn on equity o~ 16.50% in eac~ of t~e year"~ the.:"ates e .... ·o..:.:.c :><e :.~ e:"!'ec':. SJT";C asse:-ts that these :"etu:"os on. r-ate· base a:"e 
:~e :ini='.:.= necess2:"y to enable tte utility to maintain its c:"edit 
r-ati=o, a tt:-aot ne".ol o~P1 tal at a r-easonable OOS':. ane.: provide a t"ai:o
ant reasonable retu:-n on equity. The utility told. its customers that . 
~the cost o! ~rovid.ing water ser-vice has increaied sub~tantial1Y1n 
ane that ~the ~a=e in!lationa:"y !aoto:-s thathavea::eoted the 
gene:-a:' econo:y have also a!':"ected. San Jose Water Company. :"or- the 
se~vices a~e co==o~i~ies ~ur:ishee to it.~ The company fu~the~ 
contend.s that subs':.antially increased :inanoing costs for new capital 
re~uir-e=en~s d~ri=g the past ':.ee years hav~ resulted in o~erall 
1nc:"eases in ':.he utility'S ef!ective bOnd inter-est :o-ate and cost of 
=olley, so that tee :o-ec;,ue:;ted !'"ates are necessar-y' to meet present. 
!'inancial costs. 

?~rsuant to the Regulator-y Lag Plan· for water utilitie~ 
under ~hioh tte application ~as filed, an informal public =e~tint was 
held on July 12, 1983 ill San Jose at the Hyatt San Jose. Cust.omers 
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=.ad ~otice of this ::.eeting from bill inserts and notices appearing in 
!'i ve loeal :lewspape!'"s. 1'· ... 0 custome!'"s attended. Oce expressed 

I 

objection to excessive billings resulting from bimonthly meter~ 
!'"eading; tte second was conce!'"ned over water district plans to switch· 
disin!'ection chemicals applied to imported wate~ and consequent 
e!'fects upon his fishery business. Five customers· wrote op'posing the 
proposec inc:"eases. I'III'o of these noted that the rate of inflation 
has substantially lessened and that this should stabilize the 
utility'S costs and Charges. 2 

On October 3, 1983 and OctOber 4, 1983 a duly n~ticed 
hea!"ing was held in San Jose and San Francisco, respectively, before 
A~=inistr3tive Law Judge (ALJ) John B. Weiss: One customer appeared 
to state that he consider-ed the r-eturn on equity r-equested by S';WCt'o 
be exce~s!ve. Subsequently. on October- 12, r983 the Mayor of the 
70 .... :: o!' :'os Gatos · ... rote to state that the pr-cposed r-ate of r-eturn 
reques:ec by the utility exceeded any fc~ecast inflation rates 
~r¢jectec for the coming three years. Consequently, he ~!"ged the e Cc=issicn to red.uce the p::'oposa1 "to be :tore in line with !j!"ojectec.: 
econo:!c ~c~~casts in ~e~=s o~ cos~ of living ove~ the next' three 

e 

2 Eased. upon utility handling of custocer cocplaints, se~vice is 
considered to be satisfacto!"y by staff. High bill co:plaints 
constitute the largest single category. These center in the 
utili ty' s practice of bimonthly meter readings with es.tl:na ted billing, 
in the i!'lte!"Ye!'ling :tonths. However, the bills average" out. To add 
~5 :eter readers needed fo::' :nonthly !"eadings would add $too,ooo 
annually :0 !"evecue :-equi!"e:ents. Most complaints of each nat.u~e 
..... ere resolved quickly and satisfactorily. 

1980 19'8 i 1982 -Wate!" Quality 386 3t 8 450 
?ressure 858 815 763 
3!!ling 4,365 6,11:2 6 ~720 
X:!.scellaneous 10.0$9 10.252 9.474 

Total 15,098 17,527 17,~O7 
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A~ the hearing SJ~C called three witnesses. George 
C:'e::lents, controller and assistant treasurer, testified on results of' 
operations and water conservation efforts, and presented an exhibit 
on th.e Nove:::ber i, 1983 revisions to medical insurance costs 
applicable to the utility uncer its Blue Cross co'ntra,ct • FreeR. 
Meyer, chief ~i:lancial o:-~iee:" and treasurer,testif1edon financial 
re~~irecents, co:::pared financial risks between water utilities and 
eneroy utilities, and introducec. exhibits relating to tr.e interest 
rate outlOOk and the percentage of error ~n forecasts fro::: Data 
Resources, Inc. (DRI) and University of California at Los Angeles 
(UCLA) ~at:'onal Business Interest Rate Fo~ecasts for 20-year U.S. 

, 

Governcent Sonds. J. W. Weinhardt. ch1e!:executive officer, 
testi!,ied to clari!'y cocputerization and. :noni toring of the' I.:t11i ty t s 

:or tee Cc~issicn sta!'! :-our witnessesappearec. Donald 
!ep~ associate I.:tilities eng:'neer, testified on water co~sumption and 
o;era:ing revenues. operaticn and :aintenance and administration and e gener~l ex;enses, and taxes. Arthur Gallegos, assoc.ia te utili t:!.es 
e "-~-I'>I'>"" -e ... -J~JI",01 0" "."'.y ""'ant ·c,·e ..... ec·a· .. .,·o ... "''''''e' b'as'e' a ... ·,01 "'0-•• "",.-,. ." ~ ... -.--.... • ... '-..- ......... '-t ~ .... , ':-"~ .. y. .. •• ". it ,*"-,, , ,- it."'" 

cl.:sto:::er service. Sung Rac? senior utilities engineer an~ staff 
project :anager for this case, pr'e5ented. ev:.d.ence relative t.o the 
su=ary of earnings, rate design, and opel"'ationalattri~ion. 

C!:ristopc.er J. Blunt. ~:!.nanc:!.al exa::'liner !I! ~ t.estif:ed. on cost ,of 

cap:' tal anc rate of' return ~ :"ecommending a :"o.te of' ret.urn bet°..reen 
•• ~8 •• -,.~ ,,, ... ,. ,01,' 62 111 d" ~8 ,01 ,., 6"C'~" "c8 1o 
1 t.o/;, a~c I t .,o..,~ 1.';-, an.... • P, an ,."; an.... • 01'1 .or. I .... , 

~985, and 1986, :"espect;i.vely. These cont.ain pI"ovision for the impact 
of financial at.t.rition which will result. trom SJWC's ret.irement of 
its Series D, E, anC. F bonds during 1984, 1985, and '986~ 

respect.i vely. The resul t:!.ng rates of return on r'ate' o'ase would. 
e~ua te to an earnings allowance between 13.75 and. 14.25% o'n common 
stock e~l.:ity. 

:nitia1 di~feI"ences on operational :"esl.:lts included staff's 
esti::late of higher' revenues than t.hose estimated by the utility. 
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While ~:a!: bad acce~ted SJ·";C' s aver-age consumption estimates, staff 
~rojected a;pr-oximately nOO mor-e customer-s than did the company. 
This also re~.t:.l teCi i!'! higher power and pump tax pr-ojections from 
s:aff. Staff estiQated ad valor-em taxes differ-ently than did the 
t:tili:.y and arrived at a lower- estimate for the test years.. Payroll 
tax diffet"e!'!ces wet"e due to the fact that the utility forecast a 7% 
;;age i!'!c:"ease fot" 1985 -..rhereasstaff used lJ..6%. Payroll taxes 
conse~uently also eiffered. In spite of these differences, the 
utility'S esti:ates of total operating ex~enses at present'rates for 
198~ and 1985 varied from staff's estimates by one-one hundredth of 
7~ or less. Su~ ~he most significant difference was in the 
=a:~e=atical ert"o:- staff discove:-ed in the utility'S rate base 
calcula:ions; :he utility had emitted $60C~OOO of the end of year 
balance of u:i1i ty plant unde:- constr-uctioo fr-om ihe weigh:e·d average 
... ~ .... - ·"c" .... 0 ...... ,~S·' '.I ...... ·eSc:; ~ ~..:.. •• v .. • ... 11'.. ...... ~ ... ~ j.., .,. After- adjusting its figures to cor:-ect 

variance ~e:;;een staff and the utility was less t~ac on~hal~ of e Cons,e.ciue~~ly 1 in ",,·:i.e",.: o~ the ::'nsignit"icance ot' the ·c.i:"~e:-ences 
~=7clve~, SJWC scce~:ec. s:a~f's :-esults of ope:-a:ions as be~ng' 
reasonaole and accurate. 

However', just. prior' :0 the hearing, SJWC received. notice of 
a 162.~;: increase :0 oe e:"~ecti ve Nove:noer1, 1983 in the cost of its 
ex,;,er:'ence-::-a :ed :lue C::-oss :::ec.:Lc:ll bene:"i t ccverage. SJ"I:C' ~ C'.lrrent 
contracts wi:h :he Operating Engineers Union and the Utility ~orkers 
u::.io:'l 0:" A:erica eo not expi:oe until the end of , 984. These 

contracts r-e~uire :he utility to offer e~ployees a ~hoiQe between 
Blue Cross and Kaiser coverage on a noncontr-ioutory basis. 

i!:::eciate :"u:ure is locked into acceptance, o~ these ac.c.itional 
... 

significant costs.~ 
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Du~icg the hea~ing, SJWC accepted staff's calculations of 
aver-age capitalization ratios for year-s 19,84" '985~ and 1986, and 
ag~eed to the use of staff's computed long-term debt and p~eferred 
stock co~t factor-s in this r-ate proceeding- However, the utility 
vigorously disputed statt's general assertion that water- utilities, 
a:-e- less :-isky f~nancially than ener-gy utilities and consequently 
s~oul~ ~e au~hcr1=ec a lower return on equity. Eoth partie~ 

~r-esented conflicting evidence on the issue. The most significant 
cisag:"ee::ent between the parties on the rate of :-eturn issue related. 
to staff's reliance upon interest forecasts from DRI and UCLA, and 
SJWC's coctention that the methodological ucde:"pinnings of staff's 
:"i~k p:"e:::i:.:::: and discounted cash flow analyses · .... ere :'lawec" SJWC 

~sse:"tec that, consistent ~ith proper :::ethodology, staft's risk 
j::"e:i:um a:lalysis should have used cu:"rent interest rates:_ SJWC also 

:he dividend expected in the forthcoming time period as well as a six-. 
month aye:"age of :na:"ket prices :'cr applicant's c'o::moo stock_, e ::'nal:y~ the utilit:: contende~ tha~ ~eca\.:se it is eff!'cie:t a~d well 
::a~agee it !:~culd ~o': be ~e~alizec by bei~g given a;' lesser rate of· 
"'e"'~"'''' 0'" e .... '·" ... ., (a~ s"a~~ ... e·co ........ e ... .-Is.) ... "".... 4. '1."-' .. '-'. ....,.; '-"..... ........ _ .. ~ than that g!. ven this· yea.r to 
o~he:" :a;or Califc:"~ia wate:" utilities ( i:':' • 50~) - iJpor.. s.ubmission o·!' 

f 

concu!":"e:l': ~:,,~e:-s cn Oc:obe:" 27 t 1983~ the ::Jat:e:" was submittec!for' 

Jiscussio~ 

\J~c.e:" § 728 of the Public Utilities Code,thisCo:missioe 
has au~~o:"itJ to de:e:,,=ice and fiX, by orc!er, ffju~t, reasonable O~ 
su:ficie~t" :"ates for public utilities within its juri$di~tion. In 
Fec.e:"al ?c~e:" Co~. v Hooe ~atural Gas Co. (19 43) 320 US 591, the 
Sl,;pre::e Co!.::"t statec that "Uode:" the statutory standa!"d of·' t just ane 

. , 
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reaso~able' it is the result reached not the method employ~d which is 
controll:!.ng." The court further ,stated that "the fixing: olf r just and 
:"easonable t rates, :Lnvol ves a balanCing, of the investor and the! 

I 

consu:er interests,~ and that "From the investor or company pOint of 
view it is i::portant that there be enough revenue' not only fo'r 
operating expenses ,but also for the cap:' tal costs of the b:usio(ass. 
:~ese include service on the debt and dividends on the std~k.By 
teat staoc.arc. the retu:-n to ~he equity owner·shoulc. be eo~n:en!lurate 

· .... ith :-etu:-ns on invest::ents i!l othe:- ente:-prises having corr-espon'ding 
, . 

:-isks. That r-etur-n, moreover, should be sufficient to assur-e ' 
confieeoce in the financial integrity of' tte ente:-p·rlse, so as' to 
::a!~tain its cr-edit and to attract capital." 

:n this proceeding the prine-ipal contested issue~ relate to 
the appropriate :-eturn on equity. Staff's esti=ates o~ revenue based 

, .' . 
en present rates, expenses, and rate 'oa,se fcr :he tes: yea:-s ~e:"e 

acknowledgee as being :"easenable and accurate by appl~cant at ~he 
~ea~ing. ace t~e uti:ity s:ipulate~ to ttel:" us~ ~O:" this e proce~d:!.ng. :0 addition, our :"eview of the ineivicual itenl 
ec:;cnents, a~ d~sc~ssec in t~e ~cllcwing par~g:"aph, leacs uste 
conclud.e tha~ the utility's st:!.pula t10n should. ,be accepted. Analysis 
of s-;a~~' s :"eport ind:!.ca tes that staff !:lace a, thorough r-e'riew of 
:hese ite:s. ~e ac.opt staff's r-eport with the following comment. 

Staff's es:i::ate of :he ave:-age nu::ber of cO::lme:"cial 
:eteree se:"vices :ook into consideration f~ve months of 1;83 recorded 
data not available when the app11cat:!.on was prepared. Therefore. 
staff's reve:'l1.!e estir:ates, based upon 400 aed.itional services, 81"e 

:cre C1.!r:"e~t ane reflect i::proving economic conditions. The 
:et~oeolog:r usee is ;.rell ~ested. On the expense Side, staff's 
esti::.a:es l"'eflect the ant:!.cipatee aeditional consumption which should. 
:"esult f:"otc adeitional services, as well as changes in the purchased 
wa:e:" rate, pump tax rate. and purchased power- rates which were 
e!~eotive July 1, 1983. Staff also aecep~ec. the 1983 and 1984 ;.rage 
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increases provided io applicant's current two-year union contract up 
~or renegotiation in late 1984, but use~ the 4.6% wage escalation 
factor (for~cast by the Econocics Section of our Revenue Requirecents 
Division) fo~ 1985. Payroll tax differences stem out of this 
cifference. Other tax differences were primarily rooted in utility, 
~la~t estimate determinations. Staff's use or normalized accelerated 
cost recovery syste:s and. investme:n. tax cr-e<!i t ben.efi ts, i~ .i ts 
ce~recia tion treatmen: is in accord wi tb. provisions of Decision (D.), 
93e48 Cate~ Dece:ber 15, 1981 in ?ha~e 1 of OrC~r !~st1tuting 
:~vestigation 24. 30th staff and the utility used a St~te Corporate 
:ranc::'ise :ax Rate of 9.6~, and a Federal COl"?orate Tax Rate.ot. ~6%. 
Apart rro= correcting the utility~s omission of $600,OOO~affecting 
the esti:a:es ot weighted. average plant in service, staff used.' 

inflation ra~es o~ 1.8: for 7983, 4.9% for 1984, and 5.7% for 7985, 
reco==ended by our Econo:ics Section, ratber than the utility'S 9 to 
25~, i::1 ~re~ar~ng its utility ~lant in service esti!'!lates. This 

resultec i: reducing the estieated cost or io~e ite~s. Noting that e t'::e s-:a:':" ::Oil ~es are no-: su'os-:.antial:'y out of line with tcose 

contai::1ed in the Centrol Scenario ~ro::: the Se?te:ber UCLA Forecast, 
'..;e acc~~t them. St.afr also celeted so:ne pipe replace:::en't 
cu?licatiocs. We agree w:::h staff t s recoocencation not to leave the' 
collar a=ou~ts of these cuplicatiocs in as contingency funds, as,:he 
~,,"""l_ •• 
.. ..,.-- "'J :.sJ.:ec . :he :::ajor ~ifferenQe between st~ff and SJiC relative 
to rate base was centered 1: the utility'S mathematical error ih its 
~lant in service ce=~utationS'. The significant balance of tbe 
difference ~as in the allowance fo~ wo~king cash. Here the 
~i!'fereaces were in expense estimates and taxes from the u~e of . 
dispute~ rates of return for 1984 and 1985, and an error staff f¢und. 
where the utility in its leae-lag study had ,used positive instead of 
negative lag cays for it.s insurance expense components.' 

:he adopted Results of Cperations, using present. rates 'for 
i98!.l. and. '1985. :!.s se't t'ort.h .below as Table 1: 

- 8 -
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Table 1 
SAN JOSE WATER COMPANY 

Ae!optee! Resul:s of Ooerations at Preeent Rates 
(!housanes of Dollars) 

Opera:i~g Revenues 
O?erati~g Expenses 

Operation & Maintenance 
?ay:'oil 
Purchasec \ti'a:er
?1.Orchasec. Powe:-
?1.l:p Tax 
Transportation 
Pu.rchasee! Services 
Chemicals & Filters 
Postage 
Otber 

A~~!~!s:~~~!v~ & Gene~al 
:S~v"'ol~ 
Of!'~ce-S1,;.?~lieS 
Property Insurance 
:~j\:.:-:'e$. !t Da=~g.es 
E:ployee ?en&ions & Benefits 
Business Tax 
~egula~ory Co:m. Ex~ense 
01,;.tsice Services 
Ge::le:'al Ex~enses 
General Plant Misc. 
Dues & Me=ber~hi?s 
Rents 

:axes Oteer 
Ac ·~a:ore::. 
Payroll Tax 

Suototal 
Deprec:'at!.on 
U~collecti.bles 
Franchise & user Tax 
S~ate Corp. Franchise Tax 
F~eera: Inco:e :ax 

:otal Ope~ating Expense 
Utility O~e~ating !nco:e 
Rate Sase 
Rate o'! Return 

- 9 -

1984 

$41,863 .. 0 

4,707.0 
6~723.0 
4,093~9 
6,198,.0 

500.0 
1 ,803 ~O 

45·~.0 
460.6-
116-.0 

972.0 
398.0 . 
26.0 

, ,5S8 .3 
·28. , 
I. 3 ~o 
, 50'.6 
285.4, 

39.0 
22.0 
16.0 

(342.1) 

1 ,389.3 
404.9 

30,i5&.1 
3,S32'.l 

141..9 
822.5 

, 179.5 
3.750'.6 

39,488.1 
8.374.3 

91,.888.5· 
9.11% 

1985 

$48 ,:261 ~9 

J.L ,0.2':'.5 .. .... 
6,9 j 2·~O 
4,128, .. 4. 
6,. 18'9.,0· . 

5,' ~~O: 
1 ,895.0 

"S '0 . .. .. 
46~.0 ,.,. 
125.0 

'1 ,446 .. 3 
441'.8· .. 

~O ,978:.:1 .. 
4,OC8~4 

'143~0' 
82.9.5 
722.6: 

3.578.7 
40 t 2,60.9' . 

8 ,,007.0 
93,$40.6 

8;.,56% 
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~e ~ow tu~n to the rate of return issues. Rate of return 
is an ex;>ressio:; ot the capital costs of a utility,: the cost ot lo·ng
te!"':: c.e~t7 ;,!"'eterr-ed stock, and COIlllr.on stoek equity. Init.ially, SJWC 
ha~ based its test pe~iod estimates using an average capital 
st~uctu::"e that va:-iec. fo:- each of the test years while staff' proposed 
an a ..... e~age c:!pi tal st!"'uctu~e to be applica'ole to tbe- entire test_ 
pe:-!.od.. 30te. used the ave:-age of the beginning and e~d of' year de'o-t 
costs. :he ci!"f'e:-enee bet.".\Teen their capita'l structu~es -..rasmini::lal. 
Al. :hough :he utility will reCi,ui~e $30,' 54 t 000 c.uring th·is periOd for 
ut.ility plant, refunds of const~uction advances, Sinking fund 
pa:r::ents, r-eti!"eoent of first Il!ortgage bonds aggregating $3,150,000 
a~d p!"efe!"~ed. stock aggregating $1,416,000. and othe~corporate 
needs, all but ~.2~ of :his ~eCiuire=ent will be provided trom 

\. 

!=te::,,~al sources.~ The U.2S ".\Till come from sale of co==oo stock 

reCi,ui!"e no othe!" 01.:.':.sice fi:lanoing. !he~efoI"e, . in . approaching the' 
cost of' capital issues. SJ~'iC decid.e': it • .... oul.: ~3.ke :'!.o issu.ewit:. the e ave:-age c~?i:a!i:::a~io:l !"atio~ 0:- -..ritb. the eost of debt arid. p!"e!"e!"!"ed 
::ock ceo/elcpe:: ~:r s~a:-f. 7he issues remaining all lie· .... it~in the 

:-ate of !"etu!"n ~o be authorized. on common equity~ 
As s~a~e~ ~~ ~, supra, the standard by which the 

return to t~e eCiui:y owner should be measured is the return on 

added) • 

:n !"'ecerrt years in other California · .... a ter utili ty rate 
cases we have adop:ed the vie~ sponsored by staff' that water 
utilities cae generally be considered less risky than energy 
utili ~ies. :n Application (A.) 82-03-94', Cal'ifor-n1a Water: Service 

h 

- Eoweve:", it should. be noted that were it not for the prOvisions 
of' the Ecoeomic Recove!"y Tax Act, caking available funds in the form 
of def'erred taxes, SJWC would be requi:-ed. to finance' $~ =illion or 

~ this reCiuire:ent through ou~side financing. 
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(CiIS) -..ras t=.e utility takicg issue ..... i th this ~osi tion. C'wS ~resentec 

considerable evic.ence which it contendec. tended to show that CWS was 
at :east as risky a public utility enterprise as were energy 
utilities. We discussed t=.ese contentions in D.82-11-0S8 
(Mi:eo. p. 21) i:1 that pr-oceeding, concluc.ing as follows: 

"Little would be gained in going through the 
r-eg1;.lato:-y history which lee. to the r-easons staff 
a:;.c. · .... e su=ar-i::e as showing energy utili ties to 
be gene:-ally more risky than water compa.nies. 
':he argu::ent une.oubtee.ly will per-sist \.rhethe!" 
tc.is opinion be long or short. We concur with 
staff that known facts, rather than ar~ument. are 
the best foundation for rate~ak1ng aec1s10ns. h . 

\~:pcas~s accec.) 
At ~he thr-eshold of our consideration ef the reasonable 

retur-n on equity to be approvea in the present proceeding, we ar-e 
asked by applicant to r-econsicer our above opinion pertaining to 
!"~lati""-~ !"isk. Contending th~.t all known facts wer-e not placed 
before the Co==issioo at the ti:e our- 198a opinion was formulat~d and 
:~a~ c!~c~=~:~~ces ~av~ 

~ ar-eas cf cocsice~at~on, 
s~=ce 3::0 d~3stieally chang~d !n. several 
a""-' ~ can" co"' .. e ... ...ls ...... a .. o! .. «>"'o' .. ~ ... · "'e" t' J:t' ... - ...., .... ., 4J. "'* ""... '" • '" t.J .. '" i.It _ \w -.,,; 

per:itted opportunity to p~esent cont~mporary facts and .to air its 
, . 

position and views too. In that ccntext it asserts that it_p~esented 
~xhibit No. ~, entitled "Co~p3~ison of Financial Risk Between Water 
o-r .. oI':oI .... ,:.S a ...... :'''e ... gy f~tol'o!"~~<:," (:o·" ..... o .. t ~ro 4 ·pu .... s"ant' .. o -hI:> NO! 'ww __ .v__ .... \.. _~..... ~ __ .. W .. _W iIIIiIA ...... tM ... , ..... -< \!III I.t .... " ~ . 

.. oI-e .,.c· ... l:>c',,'1:> ··as ... ·s ........... t"" ... · co ... c'· ...... e·o .. 'y w· ...... ': s"a1"'''''s ev .... oIlo.~ .. s ,-, ... _ ..,; .... _ ""' __ ,. w ""' .... w __ .,;""'" ..,.;,- .... ilIA.. ""'. _\,; •• '-' ... 0 ..... -";." en 
Septe=be~ 23, ~9S3, 10 days before hearing began). Appli6ant has not 
in previeus p~oceedi:lgs submitted any such eXhibit, not having 
a=tic~pated p~eviously the need to ac.c.ress the issue. But in view of 
the Co=issiocts 1982 opinion set forth above, applicant feels that-· 
it has since become obvieus that unless it rights what it considers
is an e!"roneous assumption, that assumption will now also be applied 
to it, and S~WC i:01;.ld be routinely granted. infe:-ior ,ra tesof ~eturn 
vis-a-vis electric utilities. 

" .. - • I -
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At the hearing, over vigorous objection by staff 

cot.:nsel ~ 5 applicant ..... as permitted by the ALJ to, present evidence 
supporting SJWC's con:ention that at the very least water utilities 
are as !"isky as the energy utili ties and very likely :.:ore risky:.. We 
!"&tit'y the ALJ's ruling. He alone ..... as in a p,osition to, determ':t:ne 
· .... ~e:he!", gi ve::l the ci!"cu::lStances, ~ime !'race involved., and. content o,f 
the p!"esen~ation~ :he evidence offered would be relevant and material 
i= this ?!"oceeding. When a hea!"ing is conducted it must be a fai!" 
one ..... hic~ at least ceets curren~ly prevailing standards of 
i::pa:-tiality. Opport1.:nity must be given the parties not only to 
present evidence and support allegations by argument, however brief, 
bu: also to know the clai::s of the oPPosing party and to meet them. 
Anything less ·,.;ould violate element'ary standards' of, d1.:e p:"o,cess,,' 
A?plican:'s evidence is not cere updated statistical data, !"ather it 
is evidence ~urporting to show change in contempo~ary facts ..... hich are 
::aterial.ly relevant to the issue. The h~aring,process continually 
se:-ves an ec.ucational purpose for" the Commission .. ace. shou'le. neve::- be e 1.:sec to fo:-esta:':' in:r-cd,;ctio:'l of evidence of' changed cir¢ur::stances, 
:'lew facts or develop~ents, or new or-, changed t:"ends baving a 
:-easo::aole bearing on the issues present. The Commis,sion is not 

'. 
bound by its past decisions. Otherwise, not,hing could ever change . 
no:- could progress be aChieved. ., 

5 Staff counsel sought to exclude any evide:'lce co:pa:-ing risk o~' 
the grounds that it would be irrelevant; that the classes ot 
utilities are i=herently dissimilar having different capital , 
:-eq1.:ire:ents; that water- utilities are less capital intenSive, have 
short-ter: CO:'lst:-1lction ...:ork-in-progressi:'lcltlded in :-ate base, enjoy 
offset j:)roceedi::gs coccurrent with general rate pr-cceedi::gs, and d~ 
not face drastically i::creasi::g !'uel costs 01" the hazar-cis' ot :'It.:clear e ge:'le:-ation. 

~ 12 -
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The most. salient arguments put forward by the applicant and 
attendant facts, to which we have given careful consideration, 
include tbe following. 

It is argued by applicant that while it is true that the 
capital requirements of the electric utilities on an overall basis 
dwarf those of the water utilities, on a plant investmen~ per dollar 
of revenues basis the water utility is far more c~pital intenSive. 
Applicant observes that electric utili tie~ whose 'oonos are. s.imilarly 
rated with those of water utilities obtain lower interest ratea on 
their bonds, which in applicant's view shows that· the inves~ing 
public considers the electrics to be, less risky. 

Applicant also asserts that while water utilities in effect 
get interest-free loans from advances for construction as staff 
contends, tbe resulting improvements do not enter rate base~ until 
refund is made. Under water utility. 22% contracts, until refund only 
depreCiation is recovered and water utilities, applicant notes, have 
longer dep~ecia~ion lives than electrics with lesser annual e dej)rec,iation amounts. Under the new 40-year contracts repayment will 
~low 6ut ratably over the 40 years, but because that span is almost 
equal to the depreciable life, a water utility will not earn on the 

asset because advances are deducted from utility plant to arrive at 
rate base. Applicant points out that the above is not true for loog
term debt as construction t"inanced and compl'eted . with long-t~r"md.ebt' 
goes into rate base immediately, and an electric util~ty.earns on it 
in addition to depreCiating it. Therefo~er applicantbelieyes t it 
can be said, at least for the immediate future, that the pluses and 
minuses of these constr"Uction advance monies, as contrasted to the 
bond funds required by the electrics, cancel each other out. 

Another factor advanced for consideration by applicant is 
that while both classes of utili ties can take advantage of p:'ocedures /" 
to offset cost increases incurred between general rate proceed1ngs, 
the electrics are allowee int.erest'on under--accruals in the balancing 
accounts, but there are no such allowances for tbe water utilities. 

- 13 -
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A~p:1cact ~lso contencs that cca~ged circumstances ~or the 
present and i::l:lediate tuture serve to remove another distinction. 
Applicant disagrees with starf counsel's assertion that electric 
utilities presently face drastically increasing fuel costs. 
Applicant notes that at the recent annual meeting of the Amer~can 
?etroleu: !nstitute t industry leaders pointed up the ract that upward 
pressures on oil prices generated out of the pickup of bu~ine~s 
acti vi ty a:.d th.e continuing uncertainties about the Middle East are 
se~eral::.: being o:":"set by :"edu.cee de:and because of ene·rgy 
conservation, ",iith the result that c:"ude oil prices are expected to 
:-e=ain nea:- theircu.r:-ent levels through ~98l1. Applicant contends 
that this serves to remove one big distinction in risk between water 
a::.d <electric utilities at the present. We must observe,'how:ever, 
~~a~ ~be esca:ating costs assooiated with nuolea:- generatio~ plants 
:oro9 than :-eplace the pre~ently di::inish~c ~uel cost.s. 

Applicant also would make much of the unique risks the 
..... ate:- i::.c.ustry :":.ces in i ts effert~ to obtain expanc.ee sour-ceos 0:" 

, , e sa tis!"actory ..... a ~e:- SUP? l:tes - \'la ter, a !"ici -cena t.u:'al :-esour-ces, i: 
inc:-easingly di~ficult and costly to locate ace. cevelop, acd 

ap?licant ?oints out that the dollar cost involved 'to =~ve good 
nort~er= sou:-ce wate:- around the cominally tainted Delta to the 
?eninsu!a ~ cent;-al valley and SOl.:t!l is so immense teat o'oly the State 
can ;:-ovide the ::eans. While ~cr ~he 1980s elect:-ics toresee slewing 
capital expeoditl.:res cocsic.ering adequate energy supplies,6 acd 
have groundS for optimism in such developments as co-gecerat.ioc p ' 

· .... ind, solar, etc. applicant states that no such alte:-nativesare on 
the horizon tor- water ut1lities. Applicant, also point~ up the 
i::.c:-easins threat all water u.tilities face ~rom growing pollution ~o 
existing s,,;pplies (examples being the industrial-ag=-'1cultur-al 

6 ':'he Edison Electl"'ic Institute, an industry greup, pr-ojects that 
const:-uctien spending will slo",i each year fol:' several' :n.ore years to 
:-each a level in 1987 wh1ch would be 24% less than the 19S!level. 

- '74 -
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ccnta=i~at!on ~roble~s being experie~ced in Sac Jose~ Campbell, 

Alto~ Sel:::a, etc. with attenc.ant lawsu:!.t exposures).7 
Palo 

Applioant asserts that water utili tie,s are far more 
se~sit1ve to changes in the weather than are electrics. In order to 
induce, maintain, and encourage conservation practices the ,Commission 
~as -:.:eigb::ec. rate d.esign components fer water utilities to put heavy 
e:::.phasis on co~sumptio~. But as the water utilities poin.t out y with 
22S of revenue co:::.1og from fixed. se~vice charges and. 78% from 
COl'!S\:.:::.ption y g:!. ven a crought, :"ixed service ch.a:"ges cannot cOv'e:" 
fixe~ expenses, an~ the water utility faces financ1al problems. A 78-
cent rec.uction in revenue results in only a 46-cent rec.uction in 
costs. A c.rought is a crisis for water utilities, applicantarrues. 
1)u.ring tee j 9i6-1 977 drought for example, SJWCT s ea:"nings dropped' 23% 
acc'Or~ing to applicant, 8 and drought year-~ 9ii sa-..r SJ~~C t S earnings_",_, 
tro~ 35~ in one year. Sut. according to applicant, d~ring ~hat same 
trought period the electr-ics enjoyed ear-nings incr-eases. 

After careful consider-atioc' of all the evidence submitted e ~y "oo<;h a?;lica~,: and s,:a~!'. a~~ ha'ling again weighed the :-espective 
ar-su:::.~:,:s !.::t!"'~~~ced, .':~ are s':ill not co~vi~ced. tha,: our- ~t:"evious!y 

" " 

s<;a<;ed o,i~ion of the r-elative risks involved is not fundamentally 
'\. 

cor-r-ec't.. at loaast at this ti:ne~ 7herefore, with an appreciation 'at 
=in~ o~ the ~i!!erence in degree of tie financial ~isk which at this 

elect:"ic utilities. , ' 

~!:l continue examining other ~ac:ors, some tang!ble~ some 

-I S:aff con:eeds :hat SJWC, with deep wells and an automated 
system, faces no risk. !t asserts th.at theu-:i:'ity can isol'ate an:, 
.... e!l if co::::a~nation should occur, ther-eby :it.igating the situation 
acc that it, cae :"e1y upon legal remedies for t.hird party , 
conta:l.'i.::ation. 

,8 :he ener-gy cr-isis-oil e:::.bargo years 1973-19i4 saw ?acific Gas a~d 
Electric Company and Southern California Edison sales per customer' e drop abou,: 9.5%,. accor-d.ing ':0 applicant. 

- 15 -
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-41 i~tangi~le, which go into our consideration of the appropriate rate 
Q~ :-et;;rn on oO=Otl equ1 ty which should appl:' 1n this instance. 

SJWC seeks a 16.50% !"eturn on common eq,ui ty, 25,0 'oasis 
points above the :idpoint of staff's recommendatio,n ~ Staff 
recommends a range 'oet'~een 13.75 and. 1l! .25%,. 

!he rate of retur~ on common equity, or the !"eturn on 
invest:ent to investors, usually varies, in d.i!"ect proportion to the 

, 1 

risk of investing in the company, as this risk ispe!"ceived ~y 
investors. 30th tbe utility and staff testedt:le overall 
!"easonab-leness of their respective proposed ra,tes of return on common 
equity 1:: various atlalyses. As staff observed. in its Or'ief', this 
rate proceec:.ing ~r'esents the utlique situation of the Commission, 
setting a rate of retur'c for a water compan~, that is financially 
~~ite soundly =anaged. Exhibits produced by staff showed that 
?r~d.ent :acage:ent decisions have resulted in above ave!"age ratings 
.... a~ ': -" ..... ~ ... oJ ... - c-:.-er:-o" oI .=.s ·· ... en co .... pa,...e.-l -,... ot' .... "' .. o! ... ··es .. o .. owned. __ .-- ...... <1 ......... .0 -...t...r Q' .. _~ .."... ..... • "- .,..... ',""~iIr _ ... '11 ,,-,, .. -

water utilities in and outside Cali~o~nia. :ndeed~ applicant'S e '.2.9i~ ~ive-yea~ average ea~=.:!.ngs r'ate on. 3.',erage ,cooI!!onequity was 
exceeded b7 on!1 one of the California water utilitiee cQmpared 
(Asu:a Valley lia ter Company) and two ot'the outside of Cal:!.fo'rnia 
W3:e~ ~tilities. And applicant'S 3.05 ti~es interest earned rate was 
excee~ed by only twc cf the California water utilities (ASUZ3' Valley 
~a:et" Co:pa:7 and. San Gabriel Valley Water Co::pany) , ane by none ot' 

::.h-e water utilities outside California. Staff contends 'that the 
finanCial ~isk in SJ~C is less than that of mos~ water ut~lities. 
noting the I:.t111 ty' s stable financial histo,ry ~ its, abili ty because of 
conservative and able manage:::ent to generate :nuch ot its capita! . 
needs internally, ::a,king .:!.t :nore flexible in being' able to avoic. the 
capita! t:larke: in ti~es of high interest rates and to ti:n.e plant. 
ac.d1 tions. Because of this aoili ty to interns:llygener'3 te funds it 
C3!l retire ::aturing long.-tert: debt, thus ~estruetur.:!.ngcapital 
structure toward coo::on ectuity and increasing after tax .:!.nterest 

- 16.-
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. e CO"lerage. ':he utility's pas t ea:'nings per~or-I:ance and cons tan t 
increase in annual dividends o~ approximately 10% since 1973 ~rovide 
a bas:'s !or attract! ve future expecta tio'ns. Stafr",s r-ecommenda tions 
provide a~ter tax interest coverage in 1984 of ~.~2 x coverage~ a 
significant improvement over 1982's 2.81 x cover~ge. 

Applicant agrees that absent dr-ought conditions it 
regu!arly has earned a higher propor-tion of its authori:ed rate of 
return t~an ether water ~tilities and that it consistently has 
re:.nves:et about '3~ more of its earnings. But it notes- that these 
are earned funds and that they did'not just happec and provide no 
justification to give the utility a lower r-eturn on equity. ~hile 

a~~licant conceaes that it is i%possible to measur-e preci~ely how. 
much of this i~ attributable to good management, ,it does assert that 
good efficient management has played a vital role in ~he achivement. 
:; iz :~e ~e:eva~ce of ~h!s goc~ ~anage=ent ane goca $e~v!ce :0 
sett!.ng a ret~rn on co::::::o::. e~uity which splits the part.ies. 

Applicant contends that. sta!!' now proposes to penali:e t~e e ut.i1ity !'or its e!!'iciency and geod ::anageClent by recommending a 

g:-anted to other ::ajor Cali:"or:ia water utili ties which staff' has 
clas~ec. as "enter-prises with 'corresponding risks'.ft9 ':'hese 
u:ilities were selected by st.a!! because they asse~tedly a~e similar-
:~ :0:a1 revenue, total plant, acd are ~ublic:y held. 
~aot. then why, SJ~C as~s, should it not receive at l~astthe 14.50% 
b~i=.g allcwed. these other si:::ilar water utilities with cO!"'responding 

Staff' :-esponds by asserting that SJWC's investo:-s have 
already reaped so:ne of the rewards for outstandingf:inancial 

S :n st.af!"s compariso~: Asu:a Valley Water Compa=.y, California 
A::erican liater Cocpany, Cali!'or-nia Water Service, Dcm:'ngue: Water· 
Corp., Sa~ Gaoriel Valley Water Cocpany, Southern California wate:
Co:::pany, and Soutcwest. Water Company. 

- 17 - -. , 
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in t~at their stOCk, thinly traded with dependable -e integ!'i':.y 
earr.!::gs, and !'eportedly being ~h1gh flYing~~'O isthe~efore more 
desi.!'able a::~ has an encanced ability to att~act capital. 
Acco!'dingly, staff argues, since some of there~ards have already 
been reaped, a lesser return on equity is appropriate. Similarly, 
while ag:"eeing that applicant provides quite sat;isfactory se:",v1ce, 
staff cont.e::ds t.bat se:",vice considerations, unless negative, should 
not enter the rate:aking procedu:"'e. 

W!:t these staff contentions we are not in full agree=ent. 
Success should not 'oe penalized. Whatever the t'isks to be borne 'oy a 
pl.:bliC utility, they have been concentrated in the common ·stock. And 
when ~anage~ent has done as good or a better job as othe~ utility 
::anage~e!'!ts in its peer group in making and keeping its company an 
~~ol ~ of ... ~ th . 1 d ~~ ~ '~',~ '. alit .. ~' e ___ c_ent~ _nnova ... :.ve~ .orougn y :::0 e:"'c, ..... nanc ... a.1..1.y ne .1. ..... y 

c;e!'ation whi:e ,!'oviding goed se:",vice to i':.s custo~e~s~ its 
s~a:"eho:ce:-s Sh01;!C. not in 7.u:"n oe rewa:--ded 'cy being authorized a 
:esser e :-!.s~s, Cuz:c::e:-s ar9 indeed fo~tu=a:e when they receive good se~vioe 
~ro= an e~!ici~:: ~~-7.c-date water ut11i:y co~p~te=t:y run a=~ . , 

f'ina:lc::.ally so\:.c.d, Thereto:::"'e, in dete~::i::1ng r'etu~n o!l.invest:ent 
the Co:::::.iss:'on must take into cor.~iaer-aticn the quality of service .. 
~eing render-ed, and preservation of that good service is a mat:~r of 

'.-Inat 1;tili ty o·..rne!'s would be :l:ot1 va ted to maintain q1J.ali ty service if 
:he re'l'la!"c's fa-::- tee eonsic.erable interest, Skill, and effort requir-ed 
is to be mere!y a lowe-::- -::-e':.urn? 

10 Witness Meye:- testified that the utility'S thinly traded stock 
~as high in May-June 1983 :ecause of an article in Barrons derived 
f!'o:J in:"o-::-=a tion Meye~ characte~i:ec. as being later confir-n:ed· as 
e~:",oneouz, !he article linked SJWC·as somewhat of a. ffhig~ flyer." 

- i8 -
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:0. tes~ing return on co~mon e~uity recommendations against 
, ' . 

c~editor and investor expectations both parties prepared various risk 
pre:iu: analyses. In its first analysis staff first obtained a 
histOrioal average ~isk premium by comparing average earnings-price 
ratios of the CO:::I:lon stocks. of nine publicly traded water utilities 
!"or perioe.s between 1974 and 1982 with the actual yields on iO-,and 
2C-year Treasury Eonds over the same periods. To these historical 
risk pre::iuc.s ;;e~e added the 10- anc, 20-year Treasury Eone. aver-iges 
:"o:,~cas-:'ec. for 19c!l and i985 by DR! ane UCt.A. Eyth:!.s analySiS staff 
obtainee an expected :'"etut'n on common stock range, between 13.3:4 ane. 

Staff's ~ecoc:enc!ee. range of :'"eturn on cOClrton equity of' 
13.75 to j.u.25% fits neatly into this. 

- , 9 -
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E~t SJ~C challenges the valid~tyof staff's a~alys~s, 
finding fault with staff's 'reliance on forecasts by DRI and UCLA, 
~articula~ly in view of staff's peor record on forecasting in the 
~as~. SJWC a:-E;ues that instead or such forecasts, staff should have 
used t~e ap~licaole current Treasury Eonc interest rates. SJWC 
poi~:s out t~at staff projections of interest rates applicable to 
Treasury Bonds which in the past have been based on DRI ~nd UCLA 
forecasts consistently have been far below actual results." In 
t!lis :'nstanoe the D~I and UCLA forecasts mad.eearlier in '983 for' the 
thirc. ~ua:"t.e:" of 1983, "Nhen averaged, projected the interest rates on 
T:"easu:"y Bonds to be 'O.23~, whereas the actual r-ate for the thir-d 
quarter of 1983 was ji.;!;.%, a differ-ence of i3i oasis pOints or 
·2 8'" I • ,1. Applicant asserts that a variation of the magnitude of i31 

"'ACO"",,,,,c:."'c'ec· ... ,Q ... , ...... c ... ee"'''y ~ s or ~ ~ ::0'" .... easo'o""'o'_; "'. _... ~w. _ .,. It- _ W ~ -. ..... ... • ........ ... ,.. "" .. ..,. \if, _ ~ "W 

App:ioant oos~:"ved that substituting DR! ar.eGCLA forecasts for 10-
an~ 20-yea~ !:"eas~ry Ecn~s, subjected to a simi~ar ma~gin for error, 
e!:~~r- ~~ or cow:, would produce a range ~rom 12.03 to 76;U% ~=stead 
of ~tar~'~ 13.34 :0 1ll.83%. 

~ . 
• ' In A.S2-03-9 t s:aff conce~e~ :ha: DRI projections had proven 
subs:an:ial:y :'naccu~a te in the past, but saw' these as a useful g1.:ide 
:0 be consi~ere~ with other data (see 0.82-71-058 (11/17/82) ~; 11). 
:= )..59060 ;.;e also noted. st:.:bs~antial dive~gences f~o= :b.e actuai :!:.n:· 
~R: ~crec~sts (see D.92604 (1121/81) pp. 35-36). 

- 20 -
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Applicact ~eprecates staff's =etho~ology i= using such 

forecasted in:erest rates in risk premium analyses, pointing out that 
an inves:cr. when determining between potential investments an~ 
applying risk premium analysis, makes his decision based on what his 
invest::ent alternativ~s are at that time~ and applies current 
interest rates to determine or test return from equity ~ased on 
crthodox risk premium methodology. Had this been done here, tbe 
result · ... ould have been a range of expected return on common of fro·:: 
~:.12 to ~S.5C~, instead of staff's 13.75 to '~.25%. As used, the 
forecasts were self-serving according to applicant. Staff's answer 
is t~at current interest rates provide no trend; that using today!s 
interest rates for 198~ to 1986 would be setting rates based on ~tale 
~~~~~c~a' ~a~~ i2 ..... "-.. _ _ '- '-''--. 

~ 2 en =rcss-exa=ination sta!! t S .... i tness categori:ed forecasting. 
interest rates as a preci$e SCience. and. stated that according to an 
ar-:.!.cle he recently had read. DR: and UCLA .... ere proven tc be two of 
the best !crecasters; the standard. of their reliability havin~ been 
thei!" cegree of variance fr-om actual. However, th.e witness could. not 
r-ecall the degr-ee of variance other than to assert it was m1ni~al; 
~hi:e r-eccgn1zi~g t~e uncertai~ties i~her-e~t in the forecasting 
?roce~u!"e, ~ocetheless, for pur-poses of developing a ~isk premium 
analysis, he ?refers those uncertainties against use of the current 
rates because the resulting rates are being set tor the future. 
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.e Staff's second r-:!.sk pr-e:nium analysis test tOOk. an aver-age 
impl:!.ed r-:!.sk p:-emium der-ived fr-om the differ-ences between the r-etur-n 
a~thori:~ i~ each of the last three r-ate deciSions applicable to 
SJ~C (1 9i5, 19;8, and i 98 j ), and the r-especti ve. costs of em.bedded 
debt, a~d added to that average the i~dicated cost of embedded debt 
fo:- each of the next thr-ee year-s, to obtain an ~nticipated return'on 
co::on eq~ity of 13.68, 13.83, and 13.9 4%, resp;:ectively,for 1984, 
1985, and 1986. :he pur-pose of this tes~ was ~o show that staf~~s 
:-eco::endation of a :-ange from 13.i5 to 14.25% was in line with past 
Coz::ission decisions applicable to SJWC. 

Staff further- tested its ::-ecooceneedrange by r1;.nning a 
, 

disco1;.~tec cash flew test. Conceptually this test is based upon the 
assumption that the r-ate of return an investOr" can expect to earn on 
a ?a:'':.ic~:a:- stock wo~ld be that rate ear-ned on stocks in compar'able' 

. . 
invest:9nts. :his expectat:!.on~ the investCr's "d:!.scoun~~ate," is 

-=-xpectcc g:-cw-:.h rate 0:" :":;:ure di videncs. Applying this test, staf!, e asse:"<;s <;::'at it dete:,,~inoed that the investor's discount rate woulci 
ind:'cate a re':.u:-n on coo:cn eq1;.:!.ty ranging fromi;.60 to il:..3i%for 

"':/ SJWC co=:oo. stock. 'w 

i3 Sta!"!" obse:-yec tha~ !"cr the ie-year ~erioci 1973 tbro1;.gh 1982, 
SJ'WC' s co~on stock'!: book value i::lc:,,~ased. core than 73% ; that cet, 
:'::.ccce a-"ailao:Le for' tha: stock incr-easec. 76% of $37.2. :!lillian (of 
~hic~ $19-~ ~ill:'on was ?aic out in dividends). Staff further 
conclucies that the ':.:"end toward an increase in common equity (41~44% 
~o 4S. 04%) over tha t ~ a-year- per-iod leads investors to' con.sider 
inves':.:eo.t in SJWC ~o be :Less risky than in a utility with a lower 
rate, th1;.s tending to reduce futur-e earnings expectat1otis. Staff 
co:pa:-ec SJWC's r-ateof ~e~urn expectancy to the 12;70 to '3·24% 
expectancy it ascrioes to the average water utility. 
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_~ A~~licant agai~ takes exception to staff's ~etho~ology, 
contending first t~at ~roper methOdology would be to use the 
~dividen~ ex~ected in the next ti=e period~" not the last dividend ," paid, ~ and second, that staff, in view of fluctuations in the 
::larket and the thinly t:"aded. nature of applicant's stOCk, instead of 
using the stock ~rice at one point in time (and that outdated by 
three months), should have averag,ed the r:ost recent six'months' stock 
:::arket pr-ice of the utility'S stock to obtain ,an average, yield~ 
Applicant observes that if the ex~ected dividend rate applicable to 
the August 1, 1983-July 3~, 1984 period, averaged'to $2'.$0,. we-reo 
used, as we:: as a six-oonth average of common stock calculatecat 
S3i.S6, the result would be a yield of 7.83% aoda r--etu:-non equity 
0:''' il.35~. 

1 " ~ Applicant insists that flaws in the staff procedur-e render the 
results of its analysis of ~uestionable or- little value. Appl~cant 
testified that the methodology calls for- the yield using the 
~dividend expected in the next time period~w and that supported by 
SJ~C's past cistor-y the divide~c shou!d be inc~eased 20 cents in 
January 19a~~ and that ~expected dividend~ should be used in the 
a:lalysis. 

- 23 -
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The ~eter~inatioc of a fair and reasonable return on equity 
is ~ot one w~ich can be made by the application of p~ec1se formula~ 
or :lat!:e::atical calculations. A.t beet it is an i:::lprecise art which 
relies upon ';b.e exercise of informed. judg.l:lent; judgment derived fro~ 
co:.side:-ation of :any factors and ei~eul:lstanees. It must result in 
:-a":.es which attain a viable balance bet"..reen the interests of the 
i:.vestors acd tee cor..S1.:.:ers. We observe that t.he r'etu~c.s 'On e~ui ty 

":.b.at we have authori:ed since; 9i8 to ·..rater eompanies have trended, 
steadily u~ward as inflation acd interest :-ates have ri:~n. While 
in:"lation at last appears to have b~en redueed to acceptable levels~ 
interest rates continue high. We appreciate the dif!ieult1es of , 
p:-ojec:ing ~uture interest costs in these times. Untilrec~ntly the 
:ajor arg1.:::en":. over i:lte!"'est rates was whether they would decline 
significact:'y or stay about .... ·here they were. ,But by and larse the 
arS1.:.:ect cow is whether :!.~terest rates w!ll re:ai= s:abl~ or :ove .-... ,; ...... e ... a~a4... I:; ..... -0-· 0 •••• 

i5 See: 
Rise?" e Col 5. 

Clark, "'!'he Outlook, Will Interest. Rates Stay E:'gh-o.r 
The Wall St.reet. Journal (?alo Alto), Novemb.r 14,. 1983) at " 

- 24 -
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A: :o~ee earlier we have allowed a 14.50% return en equity 
!!l the ~ou!" :ost recent n:ajor water utility ~ate proceec.ings. i6 
These all involved utilities staff has included in its report in this 

" 
~roceec.ing as being enterprises with correspond~ng risks. We are 
also aware that returns averaging 16.00% have been allowed this year 

to electric utilities. Were we to allow SJWC the 16.50% it seeks, it 
~ould be granting SJWC more than the return allowed the electrics and 
~!l incre~se o~ 2CObasis points above the return allowed the wate~ 
utilities. :~is ',,"e will not c.o. fio'Hever, wish to arfir:: that Just 
as we penalize inefficiency and incompetency which results in poor 
service, we intend to:-ecognize efficiency and competency resulting 
in good service and stable financial condition. As staff rec~gc~zed, 
we here deal with 'a water utility that is financially soundly managed 

;roceecing we believe that a fair and reasonable :-eturn on equity to 
a::e~ SJ~C during the 19S U-198e period would be 1U.5C~. !a~le 2 e ·..:::'!.c:::' ~cl:o ..... s re!'lects t=.e adoptee! r-a te of return: 

io San Gabriel Valley ~ater" Co. D .83-' O-CC2~ O,cto'oer 5 ~ , 983·. 
So. Cali~. ~ater (var. districts) D.83-03-063, April 198~. 
Cali~. ~ater Service Co. (var. distr"icts) D.83-'2-~37r 

Deoe:cer" 1983. 
Cali:".-A::er-ioan lia:.er- Co. (Mon:.er-ey Distr-iot) D.8,2-12-i22, 
Dec~mber 1982. 
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:'able 2 

SAN JeSE ~ATER CCXPANY 
Adopted Rate of Ret~rn 

Co=?or.e~t 
Capitalization 

Rat:!.o 
Cost 

Factor-
Weighted 

Cost 

After .Tax 
Interest 
Coverage 

Average Year i984 , ..... ' .. o~g-te!"::: .:.Ieot 
?re!'e:"rec! S~oc~ 
Co=o= E~1.;.ity 

Tota:!. 

Average !ea~ .1985 
Long-te~= Debt 
?re!'erred Stock ' 
Cc::::.moc Ec:ui'C"J 

:'ota! 
'··"''''a'~e "po:o ... 1Ca;. ."'\ rI .... rl - ....... ~.. .. .... 

Lc~g--:e:-::: De~-: 
?re!errec. Stock 
,.-..., ........ !'II .... :--_ .... J ... . ............... ""' ............... _ .... ,; 

:Ootal 

41.00% 
3.00 

56.00.. 
100.00% 

41.00% 
3.00 

56.00. 

1CO .• OO% 

8. i 4% 
S. 08, 

14.50 

8.29% 
8.03 

14.50 

6.40% 
8.00 

'14.50 

;.34% 
.24 

8. , 2 , 

11. 70% 

3. 40% 
.24 

8'.'2 

'1.16% 

3. 44% 
.24 

2.12 
1 j • eO% 

Note: To compensate ~or financial attriticn, staff 
:-eco==enc.ec it-c!"eases in rate of return of 0' .06% and 
O.04~, respecti7ely, for years 7985 and 19!5 based 
0: es~i=ates of the increasec. eost of average 
e:::bedc!ed debt. SJWCt~ financial attritionw11l 
!"esult ~roc !"eti!"e~ent of their Series D, ~, and F 
~onds during 1984, 1985, and 1986, re5pe6t:!.vely, 
!.nc:oeasing the cost tactor ot long-~erm debt ft"om: 
'98~'s 8.1ll% to 8.29% :!.n 1985, and to 8.40%,!n . 
i986. . 
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Table 3, our adopted Summary of Earnings, follows. It 
reflects the operating revenues which would be~provided at present 
rates and those which will be required to produce the 14.50~ return 
on common equity we arc authorizing for the test years. 

. Table 3 

SAN JOSE WATER COMPANY 
Adopted Summary of Earnings 

(Thousands of Dollars) 

At Present Rates 
Operating Revenues 
Operating Expenses 

Subtotal 
Depreciation 
Uncollectibles 
Franchise & User Tax 
State Corp. Franchise Tax 
Federal Income Tax 

Total Operating Expenses 
Net Operating Revenue 
Rate Ease 
Rate of Return 

At Rate Levels Adopted 
Operating Revenues 
Operating Expenses 

Subtotal 
Depreciation 
Uncollectibles 
Franchise & User Tax 
State Corp. Franchise Tax 
Federal Income Tax 

Total Operating Expenses 
Net Operating Revenue 
Rate Base 
Rate of Return 

Test Year- 1984 

$47,863.0 

30,15-6.1 
3: ,8'32. , 

141 .9, 
822.5 
779.5: 

3.756.6 
39,488.7 

8,374.3: 
91,888.5 

9.11% 

52,831.7 

30,156.1 
3' ,8'32.1 

156.6 
907.9 

1 ,246.9 
5,781.1 

42,080.7 

10,751'.0 

91 ,888.5, 
11 .70% 
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$48,267.9 

30,918·.7 
4,008,.,4 
, 143.0' 

829' .. 5 
722.:6, 

3,578,.'7 ' 
40,260;.,9' 

8,007.0 

93 t 540.6 
,8.56% 

54 ,.526 ~O ,../ 

30,,918.7 
4,008-.4:. 

16,,. ~6 
937.0, 

1,311.:3 
6, '2~k6 

43,$25.~6 
"\, . 

, , ',0,00, .. 4'" 

, 93'"540,.6''' 
, ,'... 

1'1'.'76% ' 
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Contrasting the Operating Revenues set forth!: :able 3, it 
is appar-ent that the rates of return which -,ore are auth;orizing SJWC 
will pro~uce additional revenues of $4,968,700 in 1984, an increase 
o~ 10.38~ over the revenues which the existing rates would prOduce. 
:n i985 an additional $1,247.400 ..... 111 be produced, an increase of 
2.34%. !n confor::ity with our stated requirement that Class A water' 
utilities cot file general rate a~plication$ mor~ fre~u~~tly than 
once each thr-ee years, a third set of rates in th~. form of a step 
increase ..... 111 oe authorized for 1986 to allow fer attrition~ both 
operational and. financial, after 1985. The operational cocponent, as 

" " 

indicated by the decline in the rate of return at auth~rized rates, 
is 0.58%. :he financial component is represented by the difference 
of O.C~ percentage points between the rates of return we a~opted (see 
:able 2) for 1984 and iSS5~ respectively, (11 .90~ and 1'.94~). To 
c:"!"seo; ':.his co::o::'nec. 0.62% (0.58% + 0.04%) operational." ace" !'inancial 
~~~"~~~O~ ~e ~J~~ a,·t~or~~e a 1c8o~ 
~~~.-~- - ~ ---- ~ - -~ ~ step r-ate incr-ease of 

~-
~~ .212.500. II 

0: or a~ter Nove:ber 15, in the years 1ge~ and 1~8S, SJWC 

~a=ers) to justify implementation e~ the step rate increas~s herein
~ost~latec for' each of year's 1985 and 1986. These supplemental 
:"1.1.:'=gs wi:: per:li t review o!' achieved. r'a tes of return before each 
s:e~ ~a:e is autho~ized. 

~_~_~a ... ~-'''J. ~· ... ·~ .. n_J~.g ~o ~a~e Ae~~~~ 1··e - - - v .. ... .... "''''0.'' .. note that SJWC p!'cpose~ 

that the :o:a: rate increase be spreac proportionately between 
General Metered Service and Resale Service. Staff po~ed nc 
objections. ~e will adopt the proposal. 

-

17 rrs4~g -~e ~o~~u'a' v _.. ... • ..... _ • 

Financial Attrition x 
Rate Base x Rate ot Combined Oper-ationaland 

Net-to-Gross Multiplier = Step Increase, we 

~93~5~O~600 x 0.62% x 2.09074 = $1.212.500. 

- 28 -
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. e !!l !h:'s proceec.:'ng S';:';C joinec. other wa toer u!ili ties • .. hieh 

~ave 1: p~ev!ous ~ecen! proceedings asked the Commis~ion to address 
~c.e p::"oble:: of ::lor-e r-ealist.ic and appr-opr-iate distr-ibution of r-ate's 
be:~eec the ser-vice charge and the consumption char-ge ~ In thi,s 
;roceedicg SJWC asked that ser-vice charges for- General Mete::"ed 
Se::"":!ce be !.ncreased so as to p!"'ov!.de 30% of tbe revenues rathe,r than 
::'e pre::ent 2i.8~. S!aff opposes any change. SJWC ::'llustt"ated how 
:~e present !"'ate des::'gn concept dur::'ng d!"'ought pe!"'iods results in a 
!icaccial cris::.s fer the utility. This is a f'este!"'ing pr-oblem ~hich 
keeps surfacing in rate proceedings. SJWC argues thatstaft has 
~roduced nothing to support the conclusion contained in its report 
:~a: the utility'S design proposal would in any way s~rve to lower 
consumption !.ncent1ve. Howeve!"', the utility also feels that the 
=atter is of' sufficiently ~!"'oad interest and conce!"'n to merit a 
;-=c~r:'c p.roceeci~g,. ace asks teat the Co::=!.·ssion soon ac.cr-es.s this 
p:"oble::. :n that the sub';ect continually :urfacesand remaics 
~=~esc:7ed ~e will eirect ::a!f to ~repa!"'e a ~epo~t in 19St 

e acc~essi=g !!lis· is:ue ane t~a t th!s ~e?o~t -,.,111 be suomi tt.ed to tr .. e 
. i=cus:~y fo:" co:::ent befcr-~ :'t.:'!"t!ier pr-oceeding. Meanwhile,' we ·...:!11 
i::. -:=':'s 1:ls~a:lce ::?:"eac. the :"at.e ~ncreases author-iz·ed to maintain <;.he. 
ex!st.!ng ~elationship between se~vice and commodity charges. Rate 
design ~il~ also =ainta:'n the lifeline ciffer-ential of.2S% consistent 

Appenc!.x A to this deCision sets :"orth the rate st!"'ucture 
app!"'ovec to be ::ac.e effective :"or the year 198t. AppendixE cor..tains 
the step icc:"eases authorizec for 1965 and 1986. !~ that rates very 
l!kely -..;ill be revised through advice letter offsets in the period 
ahead~ it is doubtful that schedules, for' 1985' and 1986?redicated 
upor. rates authorized for- 1984, would be th.ecur:"ent rates,. at the:,. time 
the step !"'a:e advice letter filings are .. to oe' made. According~Y"1 the 
increases conta!nec in Appendix S car. be added to the rates that' 
would otherwise be in effect on the date the part!.cula~ste? increase 

e-
- 29 -
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·e is to go into effect in or-cer- to develop the appr-opr-1a t~ rates' for 
:-:'1:'::5. tee cO:lpila tion of ad.opted: quanti ties and the adop·ted, tax 

I " 

calc~lation ar-e contained. in A~~end.ix C to thi~ deciSion. 
:~e rate~ of return found. reasonable in this application 

~ere deterc1ned and. based. upon the effect of the rate incr-ea~e for
the full year 1984~ Anything else will serve only ~o distort 
~esults. Accordingly, in tta: the only active participants t~ the 
proceed.ing are applicant and the Ccmzission sta!~, the resulting 
oeder should. oe effective the date of signature. 
::'ndings of :ac: 

1. Applicact's ser-vice ter-ritor-y is efficiently served with 
satis:"actory r'esult~ 3!"ld. water- q,uality ·..:ito. due concer-n for 
con~er-vation. 

2. A;plicant r-eq,uir'es ad.dition~l r-evenues, but the rates it 
.............. 0 e'" "'cu~d ...... oe'··co ~ ... u'" oI'·S"".:ool e~ "'a-e c,. .. · ... ~t'·,.. ... • ""."':- ~ -,. _ .~.. .. w ~ ..... 'V """ 1.,;.,. _ ... iii. \III ..,. _ 'WI. ......... 

3. ':'he ad.optee:. :tes1,;.lt.s of Oper:ltions ('rable ,) for' t'est year's 
• eel.:. d. -c8-
I.Q an '.~' setting !'orth oper-at:~g r-evenues and. expenses a~ 

_ ;-resen-: ra -:es, and r8 te base reasonably :nd.ic'a tes the ::-esl.!!. ts of 
S:WC's o~e::-atio:.s which ea:. be expected foi t~e two test Y9ar-s. 

... .r , ~ ,.- .... -
!.:.. it.:-a -:e of :-eturn on co::con eq,ui ty of' 14.50%. at this 

p:,ov:,ce :-eve!lue~ s1,;.ft1.c':'ent fo!' operating expenses and a 
::-easonable cove::-age for- the costs or capital, while assuring 

pr'ovicing a balance in the interests of the investor- anc.the 
co::suze::-s. 

5. It is ::-easonable in this pr-oceec1::g to adopt staff's 
average capitalization r-atios for years 1984, '985~ and 198&, anc to 
use tte: in this proceeci::g_ to compute rates of return. 

6. Eates of'retu:-n of 1i .iO%', i1 .76%~. ana" .8·0%" 
respect..:.vely, 00 applicant'S r-ate base for- 1984, 7985, and 1986 are 
reasonable. 
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... . cecline of 0.58% at adopted r-ates for- test year-s 1984 and I • It 

1985, a~c a decline o! 0.0 4% on the basis of ado ted r-ates fr-om 1985, 
~es?ectively, represent reasonable estimates of oper-a~ional and 
~i~ancial attr-ition to be ex~ected and ar-e combined in developing the 
step r-ate incr-ease to be applicable to 1986 r-stes. 

S. The adoptee r-ate of r'etur-n will r-equire an increase of 
e" C"'~ "'CO 10 "'8" ~-,~OO,I ,or- .J~, in an:.ual revenue for 1984, an iccr-ease of 

1985, ane a further- iocr-ease of $1 ;212,500.01:" 
2.22~ ~ .., 1986. ...... 

9. The adopted rate design !os reasonable. 
i O. T=e i::.creased :-ates and charges authorized herein ar-e 

,;::st:':'iec. and :"easocable; and. t~e ~resent r-:a.'te:: and c~ar-ges, insofar 
as t~ey d.iffe:" from these prescr-ibed her-ein, ~re for' the future 
~n~~st ace unr-easocable. 

ap'I"o~riately :odifiec in the event the r-ate 
ac':us-=.ec. -=.0 !"e:·:'~e-=. -=.he !"~~es ~he~ in effect 

of r-eturnon :"3te oase, 
:i 
ec~ethe:" with no:,,=a! 
" -

"""e-."l ... oI .. C!' a'" ~ .. ~ ..... e ..... s 1'0" ...... ;.,. • '" ... o ......... ~ e ...... e"" ~e,.;, .. e ... ,..e'" ':0 108'" • '_ • .... ..;." .... 0 ..... y~..,w ...... •• ,,- ..... .."' ...... I ~ ......... Iwt.""',,;,) ..... "';;, III.: . ~ WI ....... ~ ••. ~, _ .... 

:l:.,:/or Sep:e::~e:- ;C, j 9c:, exceeds·1 1 • iC% z,:.d :j 1 • T6~, !"espec<::;:·rely. 
12. :~e c:llculat.!.o::. cf adoptee. ~uar:.tit!.es and the. adoptee tax 

ca:c~lation a:-e cor:.ta!:ed i::. Apper:.dix C of t~i=deeis!~r:.. 
Co~cl~~io=~ of Law 

:~e fol!e~!=g Or-de:", t~e adopted :-atesan~ ~har-ges being just~ 
reaso::.able~ ace. r:.o::.discriminator-y. 

2. !l".e effect:. ve e.a'te of the followi:lg;: orde!" shou·le.. be the 
cate o!' signatu:-e since t.ae:"e is an !:nmediat,e: ::.eed. for" th·e r-Bte 

- 3i -
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o R D E R ---.-..-
::-= :S ORDERED that: 

1. Arter t~e effective date or this order, applicant San Jose 
Nater Co:;>a:y (SJ'ilC) is authorized to file the revised r-ate schedules 
a~tachec to this order as Appendix A. Such filing shall comply with 
Gene!"a!. O!"-:e!" Nco 95-A.o The ef!"ective date of' the revised schedules 
s::'a11 be fot.:!" days after the date of filing. The revised.. schedules 
shall a~p::r ':0 service r~r.d.ered on and after their- effe'ctive date. 

2. O!'! or after Ncve::ber '5, 19S.1!, SJWC is author-i:;:ed to file' 
an advice letter, with appr-opr1ate work papers, rectuesting the-step 
ratei:creases attached to, ':his order as Ap-pendix S" or to file a 
lesser increase in the event t.hat SJWC's rate of' return on rate base, 
ad~u;.sted to reflect the :oates thee' in effect and nor::al ratemaking 
adjt.:st:ec:s, for t.he 12 ::or.ths ended Sep~e=Ser 30, '9S~, exceeds 
ii.iO%. ~"C~ ~~'~~g s~a" co~~'y ~~~~ ~ene~a' C~J~~ ~o' ~o~, A ' -.. ..... • ___ ~.. ... _.... .....'::¥'_ ~_I.,._ '-= .. .. .. ...'""' ...... L~ ., .; - .. ' ':be 
:oequested step rates shall be reviewed and approv-ee 'oy- th-e CommiSSion 

the !il~~g of :ne step rates, whichever is later. :he revised 
sc~e-c.ul-es shall apply only to se:-ovice rendered on and af'te·r the 
e!~ec:ive elate :hereo~. 

lesser i=c~ease in the eve~t :hat SJWC's rate of retu!"n on ra~e' base, 
atj~stecl to reflec: the rates then in effect and normal ratemaking 
adj'1.:s:meots for- :he 12 :onths ended September 30, ~985, exceec.s 
... -6" 
, j • I ,J '. 

::-eG,t.:ested step rates shall be reviewed and approved by t:he COml:lission 
?!'"ic!'" :0 beco:::i:g effective. The effecti.ve date of the' reVised 
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sc~ecules sea:l be no earlier than Jar.uary ir i986, or 30 days a~ter 
the !'"il~::g of the ste~ rates, whichever is later-. !be.r-evised 
schecules Shall ap~ly only to service rendered on and after the 
effective cate thereof. 

!~!s o~der is effective today. 
Dated JAN 19 1984 , at San Francisco, Califor-nia. 

~ 33 -

!.EONA..~ M. CRI:1ES. J.lt • 
. President 

Vr.CTOR· CA:LVO 
n:::SC·I!'LA C·. GREW 
DON..UiD V:/":' 
wt!.LIAi"1 .. 'X .!3;.\GLEY 

Commi::sioners 
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APPLICABILITY 

APPENOIX A 
'page ,1 

Schedule No. 1 

GENERAL METERED SERVICE 

Applicable to general metered water service. 

TERRITORY 

Portions of Cupertino. San Jose and Santa Cl~ra, and in ~pbell~ Los, 
Catos. ~onte Sereno, ~nc S~r~toga ~n4 in contiguous territory in the County 
of S~Ilta Clara. 

RATES 

Service Charge: 

For 5/8 x 3/4-inch meter • 
For 3/4-1ncn meter • 
For 1-inch meter 
For l-l/2-incn 'Ccter • 
For 2-inch meter • 
For 3-it'l,ch meter . 
For 4-inch meter • 
~or 6-inch meter • 
For 8-inch meter 
~or lO-inch meter • 

• • • $ 4',.:15 
5.:20 
6;$0' 
9..;.40' 

12~00 
24:00 

• • •• 32.00 
50.00 
76~OO 

• • • • • • 102 •. 00' 
'_._-, 

The Service Charge is a readiness-co-serve 
charge, to which is to be added the :lonthly 
cnarge computed at the Quantity Rates. . 

Qu~ntity Rates: 

First 300 cu. ft., per 100 cu. ft. 
Over 300 cu. ft., per 100 cu. ft •• 

, 0.574 
. • '.> 0.790 

SPECIAL CO~!T!O~ 
. 

" (I) 

(I) 

Customers who receive water deliveries for agricultural purposes 
unde:, this schedule. and who present evidence to the utility tha.'tsuch 
deliveries qualify for the lower pump tax rates lev1edby the Santa Clara 
Valley Water District for agricultural wilter, sho'111receive,a credit of 
13.7 cents per 100 cubic feet on each water bill for the ~~ant1t1es of 
water used during :he period covered by that bill. 

T I! ~ I, 

r 
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APPENDIX 'A 

?agc :2 

Alt.-.DV 

Schc<iule No.6 

?or~iollS of C\l?c':'~:!.:lO~ S~ Jose ~ncl Sallt~ Cl~':'~~ .::l:l.<l in.,C-lmpbcl::'~!.os 
Ga:os .. ~.on.1:C Se:c:1o • .::lei Sar;ttog~· and. in coneiguous. "te::::i:o,'l:)" in the C~unty 
0: S~r.<:3. Cl.:l.':'a.. 

:0:' 5/6:-: 3/':'-:':ch ::leter 
;or 3/"-inca :leeer • 

l,-i::.ch. :e:c:- • 
• 0/""".'' • .-~ ~-.n~~ ::l~tar . 

Z-:':le~ =cte= 
~-,!.:c:' :c:~= 
~-:':lcb. :c:cr . 
6-1::.ch eccer • 
S-inch ::cte,:, • 

:O~i::.c::' :l.e:e.: . 

. .. , .. 

:?'!= !-!eter 
?~'!:' ~o'n·t~'l 

•• $ .. ;.70 
4.20 
5.60 
i.GO 

10.0'0 
1S.00 
2i .. 00· 
41 .0:0 
6·3..00 
8S.00 

:;:: ::'00 C~. :::. • • .. .. • • tt II! • • • .- .. .. 0.5·14 

:he Se=vice Cr~r6c is .:I. re3~incss-eo-ccrve 
ch3.rge~ to· which is to be 3<icled: the :nonchly 
ch:l=ge·cot1puted a.~ the Q1.:.l=.tity-R..:.ces. 

(END OF APPENDIX A.) 

I 
<:) 
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~'DIX B 

Each of t.~e !'ollcwir.g inerea~e~ in r~t.e:) mq be put into effect. on t.he 
i:ldica't.ed <!.a.t.e by !il1ng a rat.e :)ehed.w.e whieh adds ~he appropriate1ncrea.,e 
t.o the rate wbich weuld. othend.:sc be in e!!ect. on that date. . 

ser-nce Cha%"ge3>: 
Fc: S/S x 3!lv-j:.ch meter 
For 3/4-U:.ch meter 
For l-inc:h meter 
For li-!.:leh meter 
For 2-inch. meter 
Fer ')-inch meter 
For 
For 
Fc::" 
Far 

4-1nch metor 
6-ineh.meter 
S-inch m~..er 

lC-1nch meter 

••••••••••••••••••••••••••••••• 
••••••••••••••••••••••••••••••• 
••••••••••••••••••••••••••••••• .............................. ~ 
••••••••••••••••••••••••••••••• 
••••••••••••••••••••••••••••••• 
••••••••••••••••••••••••••••••• 
••••••••••••••••••••••••••••••• 
••••••••••••••••••••••••••••••• 
~ ............................. . 

300 cu. !t.,.:per lOO cu. tt •••••••••••• 
300 cu. rt.., per 100 cu. .tt,. • •••••••••• 

Se.~U Cb.arges: 

Fur S/8 x 3/lv-~ meter 
FCIl' 3/4-~ meter 
FrJr 1-1:cch meter 
Far ::'~:1ncb. meter 
Fer 
Far 
Fer 

For 
Fer 

2-ineh meter 
3-:1nchme:.er 
J..-inch:neter 
6-i:lch meter 
S-inch me-...e:" 

10-incb. meter 

••••••••••••••••••••••••••••••• 
••••••••••••••••••••••••••••••• 
••••••••••••••••••••••••••••••• 
••••••••••••••••••••••••••••••• 
••••••••••••••••••••••••••••••• 
••••••••••••••••••••••••••••••• 
••••••••••••••••••••••••••••••• 
••••••••••••••••••••••••••••••• 
••••••••••••••••••••••••••••••• 
••••••••••••••••••••••••••••••• 

Per 1,OO·.cu. ft . .....•.....••••..••••• ~ ........ . 

(END OF APPENDIX B) 

s O.lS 
0.20 
0.20· 
0.30 
O.SO 
1.00 
1.00· 
2.00 
3.00 
4.00 

0.10 
0":'0 
0.10 
0.20 
0.00 
0.00 
1.00 
1.00 
2.00 
2.00 

_9..013~~ .. ' .• 

$ 0.10 
0.10 
0.20 
0.30 
0.00 
0.00 
1.00 
1.00 
2,.00 
2.00 

0.010 
0.018 

O_O'S 
0.·1.0-
0 .. 20. 
0..20. 
0 .. 50 
1.00 
0.0.0. 
1 .. 00 
'.00 
2~'OO 

0. .• 0. 11 

." 

'V 
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··e ?age 1-

e 

Adootee Quantities 

Co::p~: Sm::. J o:se .vater Co. 

1. Wa.ter ?roc!uetior..~ Cel"' (1000) 
Wells': 

2. ?-=c~~" ~:JZe:- ~~~, 

Sr-a Cla:'3. Valley ~ater Di~_-iet. (7-1-83) 
Pcre!l.a.:5ed.. 'later: A:F 
tT::it. CoSc.: S/AS 
Co:t. 

... ?::ro '::'a:t .,. 
sa...-e.a r:'Ia::-a ValleJ" Water ~...rl.ct., (7-1-83) 

Ql:,::t.:.t7:' Xi' 
"J='~ C¢s:.: "";.,;r wI 
Cost 

, 
?:e~3!:ed ?e.{e:" - ~?p,:,:,c:' ? ... -•• 1ttI ..... 

I ... • ......,.,.., 
\ (-,,-.J~ I 

?::-o::::.c--..:i. c::.: ::Ce..~ 

:::c. pe:" Ccl-' 
Xw= 
U'::i::' Cost..: S/Kwbr. 
Co~ 

S. Ad V~o:-em T.lXes . 
':':3X 3.a:t.e 

Alt.-.DV 

5!;~ 
33,750 
5,61~' 

19,;24., 

44,821 
$150 

s6,'Z~, 000 . 

77,1.79 
S80 

~6,:'9S,CCO 

58".,289: 
1.Om 

60,.4.96,669' 
$0.067672: 

$4., 093, 900 

$1,389,300 
1.ll6;~ 

198t. 
59,~ 
33,,69& 

5,615 
20,071: 

46,t:1l7 
S150 

$6,912,000 . 

, 
77,3,60 ," 

$80 
:6,:S9TOCO 

59,,3Sl. 
1.027:3 

61,005·.,1~' 
SO ,067672 
~12S,4CO 

S!;4k.6~)CO 
.. ~ 6:"'ttt.. , 1 .... ~(II> 
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·e AFPDmII C 

?age2 

6- Nu::be!" o'! Se~c:es 
Schedule #1 Schedule #6 

19&. ~ 19&. ~ sis x '!I/4 l62,093 :, ')-,294 0 
'!I/4 4,486: 4'15l9 't , .. -1 :'8'10:.1' l8,14.S 5 5 

ll/2 2",C02' 2,019 3 3. 
2 2903 2932 16 16' ,., 

825 037, 3 ... ". " 4 2~ 29Z 1 
., 
• 

6 132 133: 1 3:. a- II 41 1 1 
10 .; S 0 0 

:'90,7$5 192,Z4tl !i ~ 
~. 

... Xet.e:- Sa:!.e~ ~'CcF) 1-

C-~ 6,$98,000 6, 647,COO 0 C 
Over 3 L.o.772 .. COO !..7 .. 171...:0c0 2;.; .. 000' 2,'; .. 000 

;~,.370,CCO 53,d2!,OOO 2)5,000 235,666 
Q ~o. 0:· S~!"1'ice 1J~~~~ - :CCe? .\ ... ~ •. iJ!5~!:!~ CeP/V:-:-e .... 

1'"8L.. 1~8'> l'-:'&. 1985 1981. 16~' - "'- k.'S5l'l. 4S,.etJO. 25Q.;'· CQ:::e:c:..ll 189,200 190,QCO 25 .;". 
?.1Clic:: ~hQr: .. ~y 1,2l..4. 1,274 .:37.:32. : )022' • .,;,OCO 3,ceo 
!:xiust..-i3l 96 90" 1050. .. ' 1050. 10 938' lO.938~ , . 
~~e:- 245 250 77. 7~. 
Ot.he:- Ut":"":tios 31 ~l 222- 2~,: -. 

Subtet.a:. 19Q,81; 192,25l 53005. 5.L..,.05.0 .. 
?::-i"l3.:''' F::e ?:-ot.. 1530 1~~ 

:~....al 192,J.+Q 19'), 0 
Xa-:.e:"' !.oss: S.~ 58:~~. & :etal Wat.e!" P:-o:::!:eeci 59, 
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Income Tax Calculat.ion 

~es 
?3y:"oll 
?a...~Pewe:" 
~ ji'at.e:
?t:::p- '::3X . 
C-..he: 0 & M 
C"...!ler X "' ~ 
Fra:lch;:se (Ql. 7~62%) 
-;]:ce!:.ec-~:e" (O.29635%) 
:a-~e:s c-...her 
~~. 
sec. See. rax~ Cap. 

State :a.~ ~ee:.a.tie::l 
~et.·'!axa:o:i.e :::'eanc 
Stat.e C~. ?'r3:eh. '!3X 9.~ 

pee.eral. :ax Deo.~l.t.:.on . 
St.at.e=:cane" Tax 
?:-e:. Stock !Ji v. C:'edit 
Xet. :ax:lole ::-.ceme 
Fee. !:lc:coe '!3X .!..~ 

!.e~$ ,~ T~ AdJ. 
~::c 

'!'ot3J. !ed.e..-a1. !:leone Tax 

5679.0· 
4093.9 
6723.0 
6l98.0 
292L...6 
Z743.4 
307.9 
1.;56 •. 6 

-:794.2 
sr.;. 
74.5 

3~&.-3 . 
3::' , i 6,6.8 

5CJ76.5 
12,9~7 .9 

1246.9 

~c65.0 
, 2~6 ,:9' 

1.0:8'··' 
1274,2.2 

5861.4 
2().,z 
60.l 

-;;,78\ ~ 1 

~~ t.o c.~s= .!o!'tll~pl!.e..-: 2.C9~J.· . . 
Eook Dep.-eciat;.o::.: S:3~S3~:'CO (:.9&.), S4,008,4oo (1985) 

(E~~ OP APPENDIX C) 

5940.2 
.4128'.4: .: 
6912.0: 
6189.0 
,3OJ...7;.o 
2~4.0 
937.0. 
, 61.6 
l~.l 

lOZ.;' 
~;.O .. 

3303·.8:. 
35,566.5 

. 5300.2 
13,659.3 

13 .. 1.1.3. 
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APPENDIX 0 

SAN JOSE WATER CO~~ANY 

Com?ari~on of typical bills: for residential m~tered 
customers of vllrious usage level and av~rag~ level at present and 
authoriz~d rates for the year 1984. . 

Monthlv Usa<:;e 
(CU01C Feet) 

300 

500 

1,000 
2,000 
2,,37 (Average) 
3,000 

5,000 

10,000 

Gener~l Metered Service 
T~~ x 374-lnch meters) 

At Present At A1.lthorlzed 
Rates Rates 

$ 5.31 $ 5.87 
6.74 7.4'7 

10.32 11 .410 
17.47 19.30 

lS.44 20 .. 3S· 
24.62 27.~0 

38.92 43.I~O 

74.66 '82 .. 50 
i' 
'f 

,I. ,. 

I 
,I 

" 

" 

(END OF APPENDIX D) 
~ 

Percent 
Increase 

10.58% 

'10; • .56-

.1.0 .• 54 
.. 

10'.52 

. ,10 ... 52" . ,,', ~ ... 

'.10'.51 

~10.':50 

1 O.'~'50 

I, .' 

'l "~. I' • 

;: .. \ ~;, :;' ., .... ,:;~.:.,~~.,' 
,". t,', ., 
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:he :ost salient argu:ents j:)ut :torwar-c. by the ap~licant and 
attendant ~acts, to which -..re have given careful consideration, 
include tee following. 

It is argued by applicant that while it is true that ~he 
capital :-equirecents of the electric utilities on an overall basis 
dwarf those of the water utilities, on a plant invest:ent pel" d~llar 
of reve:ues ~asis the water utility is ~ar more capital intensive. 
A:;plicant o'oser·les that e:ectric utili ties · ... ·hese bonds are $'il:11ar1y 
ratec -..;i':.h those of water- utilities obtain lower interest rat,es on 
their bonds, which in applicant's view shows that the investing 
;ublic consic.ers the electrics to be less risky. 

Applicant also asserts that while water utilities in effect 
get interest-free loans :"'rom ad.vances for construction as· staff, 
~cn:ends. the resulting i=prove=ents do not ent~3te base until 
!"~f::nc is :ace. vnc.er- iv"ater utility 22% con-.acts" until r-e:'und. only 
deprecia':.ion is r-ecoV'er-ed anc water- utili t . es t' applicant notes, bave 
:onge~ c.eprecia:ion lives than elec:r-!c with lesse~ an=~al 

4t de;~~c:a:ic= aoounts. Uncer- -year contracts repay=ent will 
:":cw 01.:t r-atabl:r over the ~O years, ut beca",.se thilt span is almost 
equal to the d.epreciable l!:~e, a 'N tel" ueili ty ~ill not ear-a. on the 
asse~ because advances are dedue~ed ~t"om util!tj plant to arr-ive a~ 
:"2.te base. A~plica;:t points ou..: that the above is net true fer long-
"e"'- .. e .... - ~.,. co ... .,. ...... ,·c-.; 0'" ~':' ... ~ce"" an"" co ...... le .. e .. >_001"101 ~ c:ng .. e ......... ,.jp"''' w ..... ... ¥."........ .. ..... ,,_ """ ""' .. 40 ........ 3:'::. .... it \A ~~ \011' ~ 'N_"" ....... -,.., ............. t.Jw I • 

so~s i=:o r-a:e base i=~edia~lY, ane an electr-ic utility earns on it 
in aCditioc. to depreciating(it. Therefore, applicant believes, it 
ca:::. be sai<!, at least for/the i=meCiiate future, that the pluses ane. 
oinuses of these construction advance monies, as contrasted tG the 

/ . 
bond func.s r-eG,uired by f~e electr-ics, cancel each other. cut. 

Another- fac~r advanced. ~or cons,ider-a<:'ion by applicant is 
tha.t while both classes of utili ties can take a vantage- of" procec.ures 
'-0 offset. cost increases i=.curr-ed bet-..reen general r-a te pr-oc'eec.ings, 

, " 

t~e elec:rics are allowec. interest on uncer-accr-uals in the balancing 
accounts, but t.here are no such allowances fo~ thewate~ u~:!.lit1es. 

- 13 -
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:acle 3, o~~ adopted S~mma~y of Earnings, follows. .,.. ..... 
~e~leots the ope~at1~g ~evenues which would be p~ovided at present 
~a:es a~d those wh!Oh will be requ1~ea to produce the i4.50% return 
on comcon e~uit1 we are autho~izing for the test years. 

Table 3 

SAN JOSE WATER COMPANY 
Aco~tec! Suz:n:ar-y of Ear-nin~s 

l:50usancs of Dollars) 

At ?:"esent Rates 
Ope:"at~ns Revenues 
C~6~a-~~~ ~~e~se~ -~. ~--, _At - ~ 

Suoto-:al 
::e~:"eo1ation 
iJecol1ect!bles 
:~a~c~~se &,v~e~ Tax 
StQte Cc:,,~. :ra~co~se :a~ 
:ede:-al !~coce Tax /1 

:ota1 Cpe:"atin; ~x~e=ses 

~et Cpe~a-:.~n5 Revenue / 
Rat.e Ease / 
'O"'''e o~ ~e~""'''' / .;\.-- l1li" .... " ...... "110 I 

At Rate Levels Ado~~a 
Cperatlng Revenuer 
C~era:in~ Ex~ecses 

S1;o-:.otal 
~ep:"eciati.on 
Uncollectibles 
Fra~chise & use:" Tax 
Sta:e Corp. Franchise Tax 
:ece~a! :~coce!ax 

:otQ.! Operating Expenses 
Net Operating Reve:li.:e 
Ra:e Ease 
Rate o!' Reti.:r: 

:est Year 198!+ 

. 30,156.1 
3 ~8 32. , 

14': .• 9 
822.5 
779.5 

3.756.6. 
~Q 4~C: "'! 
", .. , ~Q. t 

8,37'4.3' 

91,868.5 
9.11~ 

30,156.1 
3,8'32 .. 1 

156.6 
9'07.9 

1,246.9 
5.781.'-

42,080.7 
10,75LO 

91 ,.888.5 
1 j .70:: 

- 27 -

Test Yea:" 1985 

$ 10 8 20,. .... c' .., I· J 

30.',978.7 
4,OOS~4 

1ll'::l.0· 
620 ". ..... ~., 
722 .. 0 

3.578:.7 
40,250, .9 

8 , o'o~i .; O' " 

93:,S40~6, 
8 '5~DI .. .-,to 

"'0· 0""'8 -; ,., { .... l 

~ ,00:8 •. 4 
16·1 ~6 
931~0 

1,311.3 
6. , 28.6 

!:.3, 525~.~ 
11,OCO.4 
O~ 5" 0" 6·' .,.,;' ~ ~. - . 

, 1 .76% 
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APJ?E~DIX A 
Page·l 

A1t.- ov 

?or:~onc of C~?~r~~no. S~n Jose ~r.e S~n:u Cl~r~. ane in C~pbell~ ~C~ 
::;a:os. !'!o=.:c: Sereno • .:l=.e S.:l:,::.toStl ~ncl. in cot'.tisuc~s :e.:~i::or:: i~ :~e C.:J~':l:Y 
¢: Sa:l':3. C:.l,:a. 

U 

.: .. ....... , 
p.!r loe 
~.;::" :00· 

C" 
_. 

C'.!. 

S 

ft. 

-. -.-

4.55 
5.70 
7.60 

1.0.30 
13.:50 
26.00 
35.00 
55.00 
8·3.00 

liZ.CO 

0.529. 

0.773 

(-, 
·1 

(I) 

C:.!S:e:o=s ~·ho :-ec.:!ive ~':':Q= ~~:~":~ri.~s :?r ~g=ic:u'l:~r:!:' ?·u=pcse~. 
e:~~ s\!=-ec\:l.c,. .ln~ ."ho ?=es~n: e·.ti~c::.c:c' :0 t~e l.!:!:'i:~" :h.J.~· sl.!c::' 

f;!~::!."/e=ie:> ~:;.l::::Y' :0:: :~~ :'o· ... "'e= ?'t;.-:p t.:.x r~:cs !.c'V!ed c.y 'c~*:. $~·:J.:a Cla:a 
~~::ey ~~~e= ~~s:=i~: :0= ~~=i~ul:u~~ w~cer~ $h~ll ~~e~i~e' ~ ~=e~i: 0: 
13.7 ~e~:: ~er :00 C~~~C f~~: O~. ~~e~ W~:~~ ~1:! :¢~ :~e ~u~ne!:ies· 0: 

I. .. .... :~: bi!.l~ . 
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, -

Each 0: ~l::.e !o:!.lowi..'"'lg inerea~es i:l. :oates ~ be put into e!'!eet on the 
~",c"c3.t.ee <iat.e ":q !.f11-S 8. :oate $C!led.ule which adds t.he apFopriat.e .il'lc:reMc 
to the ::-ate .... hich .... ould otherwise be ill e!'!eet. on that date. 

Se=vice'~3:";~: 
"Far 5/0. x. 3/J.-'!::!ch =~er· .......................... '." ••••••• ' .. .. $ 0.15 
"Fe:- J!J..,-"!:::J,t;b. oet.e:'" .................. ., ................ . 
~or l-~ :eter ••••••••••••••••••••••••••••••• 
Far !i-~ ~eter ••••••••••••••••••••••••••••••• 
?or 2-inch meter ••••••••••••••••••••••••••••••• 

3-inch m~wer ••••••••••••••••••••••••••••••• 
4-ineh :net.er ••••••••••••••••••••••••••••••.• 
6-.; ...... ~ ... et·... /' ........ ~... ~ .......................... ,., ... . 
.s-:::'ch. meter ........................ ~::' ..... . 
~O-~ meter •••••••••••••••••••• ~ •••••••• 

/ 
~o= ~e .:.'!-. ~" 
:0:: a::.! e-:e:-

~. ~ .....•.•••.. ..... .... ..: ....... ' ... 

~c:e cu..~s: 

Fer 
~or 
:'c:: 
Fa: 
Pc:
Fe:: 

5/S:c 3!k-i;;!;b, ~et. 
3!:"-i:.c ::et 

l-i::.ch :neie: 
:'-:-i::.cll :iet.e::-

2-!:lc:lV'mete:' 
3-i:ld:nete: 
4-~eh . mete:-
6-i:Cb; mete:' 
~:i:leh. ::et.er 

l (J.:.:i.:leJlmet.e:'" 

••••••••••••••••••••••••••••••• 
••••••••••••••••••••••••••••••• 
••••••••••••••••••••••••••••••• 
••••••••••••••••••••••••••••••• 
•••••••••••••••••••••••••••••••• 
••••••••••••••••••••••••••••••• 
••••••••••••••••••••••••••••••• 
••••••••••••••••••••••••••••••• 
••••••••••••••••••••••••••••••• .......................... ' .... ' ............ ' .. " 

?e: 100· c\:. .................................... 

0.20 
0.20 
0.30 
0.50 
1.00 
:'.CC 
2.00 
3.00, 
lo..OO 

0.1.0 
0.10' 
0.:.0 
0.20 
O.CO 
0.00 
l.oo 
l.oo 
2.00 
2 .. 00, 

S 0.10 
O.lO 
0.20 
0~30 
0.50 
i .co 
l~OO. 
:..00 
2.00 
2.00 

0.0:'0 
0.018: 

0.05 
O .. i 0 
0.20 
0.20 
O. SO 
1. 00 
1.00 
1.00 
1.00 
2.00 

0.011 
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SAN JOSE WATER CO~2ANY 

Comparison 0: ~:"Pical bi~ls' for residential metered 
C1;s-:o:::e:s of ·"a:ious IJsag~ level tlnd average level at present and 
~lJt~o:ize~ :~tes for the year 1934. 

300 

500 
!"OCO 

:,oc~ 

1.0,COO 

Gener~: ~ete=~cl Service 
l;/~ x 314-1n=~ me~ers) /~~ 

Ra-:es 

S 5.31 / 

6.i~ / 

10.3Y 
17.4'7 

/ 
J 

VS.44 
I ... · o~., -'a.4If. .. 

38.92 
74.66 

/1 

,. 
./ 

/ 
,/ 

S 6.14 

7.68 
11.55-

19.28, 

20.33 

42.47 
81.12 

Percent. 
Increase 

15.6% 

14.0, 

12.0 

10.4 

, 0.3: 
9.7 
9.1 
8.6 


