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_Decision No~ 89529 OCT 171978 
--

BEFORE '!'HE PUBLIC U'l'ILITIZS COMM:SS!ON OF '!'EZ SUn: OF CA1.IFORNIA 

In the Matter of the Application of ) 
SAN JOSE WA'I'ER WORKS, a corporation, 
for an order authorizing it to 
increase rates charged. ~or water 
service. " 

Application No. 57505 
(Filed August 8, 1977; 
amended May 23, 1978) 

:.!cCu:chen, Doyle, Brown & Enersen, by 
Crawford Greene, Attomey at I..aw, 
for applicant. 

William Briee.a, Att:o:rney at law, and 
A~EUr & Mangold, for the Cocmission 
scaff. 

OPINION -_ .... - ......... -
Applicant San Jose Water Works (San Jose) initially 

4t requested authority to increase water rates by $2,283,400 (8.52 
percent) annually on the basis of test year 1977 with subsequent 
step increases of 1.39 percent .and 1.30 percent for years 1978 
and 1979. On May 23, 1978 San Jose filed an a:nendment to its 
application increasing its request to $3,568,600 or 14.43 percent 
for test year 1977 with subsequent step increases of 1.4 percent 
and 1.34 percent for test years 1978 and 1979. 

After due notice, hearings in 'Chis I:1atter were held before 
Adminis~rative law Judge Kenji Tomita in San Jose on June 5 and 6, 
1975. The matter was submit1:ed on June 15, 1978 after :=eceipt of . 
late-filed Exhibits l3 and 14. 

SariJose supplies water 1:0 over 174,000 domestic and 
industrial customers in a serviee a.rea consisting of approximately 
l30 square miles 0: territory in and about San Jose, I..os Gatos, 
Monte Sereno, Saratoga, Cupertino, and Santa Clara,. a.ll in Santa Cl.a.ra 
County. San Jose is in i1:S lllth year as a provider of water 
service in the area growing from a 400-customer utility to a u1:ility 

e serving a popUlation of 635,000 people eu:t'%'ently. 

-l-



A.57505 1c /ai 

~ Approximately 25 to 30 =embers of ~~ public attended 
the hearings and II public witnesses testified against the proposed 
rate increase. In addition, the Commission received approximately 
40 letters from customers protesting the increase and, in patticular, 
the notion of g:anti:ng an inC%'ease in rates to offset reduction in 

constmrption due to conservation achieved at the direction of the 

Commission. Al~hough the number of protestants are ~ot large 
compared to the actual number of customers s.erved ll it is unusually 
large for a San Jose rat:e proceeding.. ~.- .. - - -"-'.- -" i 
Need for R.a. te Increase 

In its original application, San Jose states that the 
continuing increases in expenses and rate base were the principal 
factor which made it necessary to file for an 8.52 percent increase 
in revenues for test year 1977. San Jose also seeks to increase 
its rate of return on rate base to 9.51 percent with a corresponding 
increase in retu:n on common equity of 13.25 percent. In its amended. 
a.pplication, San Jose requested So further increase in revenues to e take into consideration a 10 percent conservation factor in its 
sales estimate resulting in a 16.03 percent: increase for test year 
1978 instead of the 10.03 percent increase originally sought. '!his 
change. was. triggered by the action of the ~t&. Clara Valley Wate: 
District Board of Directors ~who, on Februa.:y 28 7 19787 adopted a 
resolutlonealling for a per:r.a.nent 10 percent ·saving" in water usage 
over previous levels in order to ensure a balanced water supply for 

the future. In addition, San Jose further believes tb.at the tteeze 

on lifeline quantity rates, which has caused an overall inversion 
of San Jose's rate schedules, plus certain conservation practices 
adopted during the drought (such as shower restrictors or bottles 
in toilet tanks) will be continued, thereby resulting in lower than 
historical consumption patterns even :hough the recent acute water 

_ shortage is now over. 
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e San Jose, in its ~mended. AppliCAtion, requests 4 schedule 
of step rates with rate changes going ineo the year 1980. san Jose 
req.uests that shoulo. the Commission conclude that it will not 
authorize step :ates, that the rates requested for 1979 be placecl 
into effect immediately.. . . ..... .. 
Rates 

San Jose's proposed. rates for general metered service 
provide for no increase ~ lifeline rates and one rate for all 
cous~tion in excess of the 500 cubic foot (eu.ft.) lifeline 
quantity in contrast to the declining block rate for all consumption 
in excess of 30,000 cu.ft. '.=.der existing tariffs. The following 
tabulation compares San .Jose.' s present and proposed general metered 
service rates. 

~slf'mt Pro'OOsed. 
1m l~g 1m 1980 

Serv'ic~ Ch~g"': 

For 5/8 x 3/k.-1.."lch meter ............ $ 2.$0 
For 3/4-ineh :neter ........... 2.90 
For l-inch meter ••••••••• 3.70 
For l~inCh meter ••••••••• 5.20 
For 2-inch meter ••••••••• 6.70 
For 3-inch m~er ........... 12.50 
For 4-1r:.ch =eter ............ 17.00 
For 6-i:leh :eter ........... 28'.00 
For 8-inch :eter ........... 4.1.00 
For 1Q-inch meter .......... 51.00 

Osant.i t.y Rates: 

$2.50 
.3.55 
4.60 
6 .. 30 
8.20 

15.20 
21.00 
;4.00 
,0.00 
62.00 

$ 2.50 
3.55 
4.60 
6.30 
8.20 

15.20 
21.00 
.34.00 
50.00 
62.00 

$2.50 
3.55 
.1..60 
6 .. ;0 
3.20 

l5.20 
21.00 
31..00 
50.00 
62.00 

$2.50 
3.55 
4.60 
6.30 
8.20 

15.20 
21.00 
34.00 
50.00 
62 .. 00 

~t 
Over 
Next 
Over 

500 cu.!t.., per 100 eu.~. $0 .. 381 
500 <:u .. !t .. , per 100 eu.!'t .. 

$0.381 SO.38l $0.38l $O.:38l 
0.479 0.491 0.503 0.515 

29,500 cu..ft., per 100 cu.!t. 0.40.3 
,30,000 cu .. rt.,. per 100 cu.:!"t. 0 • .366 

The Service Charge 1, a. re.ad.1.."'1e~s-to~er"fe 
cha:-ge, 'to ~ch iz t.o be aeded. t.he ::1onthly 
charge eomp~ a.t t.he Quantity Rate3. 
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~ The proposed rates for resale service el;m1nate the 
declining block rate for consumption in excess of 30,000 cu.ft. 
ap.d establish a flat rate for each 100 eu.ft. regardless of 
volume used. 'l'he following t:abulat::ton compares San .Josef s present 
and proposed resale service rates. 

Present Pro'OOsed. 
1m 1m J315l 1980 

Serrl.ee ~e: 

For 5/8 x ';;/l¥-t:nch meter ........... $ 2.l0 
For ';;//.v-i:rJ.ch meter............. 2.';;0 
For 1-ineh met.er ........... 3.l5 
For l~ineh meter ••••••••• 4.40 
For 2-1l'leh meter .......... 5.70 
For 3-1ncn meter ••••••••• 10.50 
For .4-inch meter .......... li..OO 
For 6-ineh meter ............ 23.00 
For B-ineh :neter .......... 35.00 
For lo-inch !l1eter ............. 43.00 

e Qwmtitl Rates: 

$2.40 
2.65 
3.60 
5.05 
6.55 

12.00 
l6.oo 
26.00 
40.00 
49.00 

$2.40 
2.65 
3.60 
5.05 
6.55 

12.00 
16 .. 00 
26.00 
1.0.00 
.49.00 

$2.40 
2.65 
3.60 
5.05 
6.55 

12.00 
l6.oo 
26 .. 00 
40.00 
49.00 

$2.40 
2.65 
3.60 
5.0$ 
6.55 

12.00 
16.00 
26.00 
40.00 
49.00 

Per 100 ea..ft.. $0.:326 $0.:331 $0.:335 $0.339 
F1r5t. 30,,000 eu.1't., per 100 cu • .rt. $0.307 
Over 30,,000 cu.!t." per 100 cu.tt. 0.269 

The· Service Charge, i:J. a. readi:J.es~-to-ser'7e 
charge" to "Wh:ieh i:; to 'be at!d.~ the mont.hly' 
charge co:put.ed. a.t. the Q;u.a.nt1ty P.a.~. 
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e Results of Opera.tion 
Ta.ble 1 compares the summary of earnings estimates of 

San Jose and the staff for estimated years 1978 and 1979 at present 
and proposed rates, together wi'th the adopted su:J11I:J8.ry of earnings 
for test year 1979. 

Opera.ting Revenue~ 

O~erating ~ses 

Opera.tion and ¥.a.int .. 
Admin. a:J.d General 
Deprecia.tion 
Taxe~ Other Than Income 
State Corp. Franeh. Tax 
Federal Ineome Tax 

Total~e~ 

Net Opera.ting Revenue~ 

Ra. te Ba.:se 

Rate ot Rettt.."'"ll 

O~ra.ting Revenues 

Ooerating Expen~~s 
Operation a:c.d Maint. 
Admin. and General 
Deprecia.tion 
Taxe~ Other Than !ncome 
State Co:"? Franeh. Tax 
Federal Income Tax 

Total ~e~ 
Net Opera.ting Revenue, 

Rate ~e 

Rate ot Ret-arn 

TABLE 1 

SAN JOSE WA'rZR WORKS 

St.:m::mal7 ot Ea.r:nngs 
~1mAted Yea.rs 1978 and lQ70 

1978 1979 1979 
st:ii'? Utili tv St.at'! Ut.ili tv Ad.o'Ot~ 

. (~llars in .'n:~and.s) 
At P:-esent PAtes 

$25,661.0 $25,3ll.3 $26,412.5 $25,911.9 S26.kl2.$ 

S12,903.8 
1,972.8 
2, 463.1. 
2,577.4 

188.0 
Ut.9.8 

$20,555 .. 2 

5,105.e 
74,909 .. 8 

6.82% 

$12,l29.7 
1,913.6 
2,J.67.6 
2,670.9 

210.2 
51.9.2 

$20,001.2 

5,310.1 
75,918.4 

6.99% 

$13,1.71.2 
2,098.8 
2,575 .. 1 
2,6Sl.e 

151 .. 0 
21...0.1.. 

$21,224.; 
5,188.2 

77,695.5 
6.68% 

$12,618.:3 
2,083.7 
2,579.2 
2,750.3 

179.2 
361.2 

SlJ,455 .. 9 
2, 095.6 
2, 575.1 
1,683.7 

242 .. 8 
~e5.6 

$20,571.9 $20,728.7 

5,;40.0 5,67).8 
78,7lA.4 

6 .. 7~ 
71,69$.5 

7 .. 3% 

$29,;~3.9 $29,370.0 $30,695.9 $;0,472.2 $29,461.1 

$12,9lJ....5 
1,982.7 
2,463.4 
2,577.4 

516.7 
2.045.2 

$22,499.9 
6,8')4.0 

71.,909.8 
9.12% 

S12,lJ.J. .. S 
1,9S4.6 
2,J.67.06 
2,670.9 

573 . .3 
,2,;11.6 

S22,lA9 .. 5 
7,220.5 

75,918.4 
9 .. 51% 
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$13,489 .. 6 
2,1l0 .. $ 
2,575 .. 1 
2,6el.8 

534.4 
2.100.8 

$23,~92 .. 2 

7,203.7 
77,695.5 

9.0Z7% 

~-2,631.5 13,468.0 
2,096.1 2,104 .. 2 
2,579.2 2,575.1 
2,7$0 .. 3 1,683.7 

587.3 Sl8.7 
2 .. .3U.Q -2.5)'.4.9 

S22,986~3 22,374.6 
7,485 .. 9 7,121.5 

78,714.1. $77,69;.; 
9.51% 9.17% 
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O~rating Revenues 

'!be staff operating revenue est:i:nates, as contained in 
late-filed Exhibit 13, are reasonably close to San Jose's estimates 
contained in its ameneed application except that the staff esttmates 

under present rates i~cluded annualized offset revenues authorized 

under Advice Letter No. 135 whereas San Jose's estimates did not 
include such revenues. The st:aff, in its revenue ese:tma. tes,. 
accepted as reasonable the 10 percent reduction in consumption 
requested by the Santa Clara Valley Wate: District. San Jose, in 

its amended application, also included this 10 percent reduction in 

consumption and requested higher rates to produce the 9.51 pe:cent 
return on rate base it is seeking. 

San Jose's wieness Weinhardt testified toat the experience 
for the first: four months of 1978 indicates that conservation is 
permanent and that the use of normal pre-drought consumption figures 

would be c.nrealistic.. Although the witness testified that consump­

tion for the first four months of 1978 was l7 percent below 1977's 
comparable figure and 30 percent below 1976 levels, he was unable 

to quantify wb..at portion of the reduction was due to greater rain­

fall as opposed to conservation. 
Since the staff revenue estimates are based on more recent 

data, we will adopt the staff revenue estimates as reasOtlable for 
test year 1979. 

Operating Expenses 
'!he staff estimates of operatinS expenses exceeded San 

Jose's estimates since the staff used more recent cla1:.3. in making 
its esticates. The staff used July 1, 1978 rates for purchased 
water and ground extraction charges, April 1,. 1978 Pacific Gas and 
Electric Company power rates, the new lS-cent postage rate, which 

has the effect of increasing postal costs by approximately $22,000 

annually.. The staff also provided for a 7 percent ine-re.ase: in 1979 
wage cos~s based on a :ecent agreement entered into by the California e Water Service Company, also based in San Jose, with its labor union. 

-6-
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~l. 

Although w~ge costs ~ve been trended fo= making future 
test year csti~tes with or without final agreements in recent 
Commission decisions, we ~re concerned in this case th~t the 7 
percent increase will exceed the guidelines set forth in President 
Carter's deceleration progr~m in which wage incre~ses in the private 
sector are requested not to exceed the average increase granted in 
the past two years. Our adopted results for test year 1979 will 
limit wage increase expense to 6.5 percent for ratemaking purposes. 

?rope::t! Taxes 
The staff and th~ ~pplic~nt developed their ad valorem 

tax estimates prior to the cnactcent on June 6, 1978 of Article 
XIII-A of the S~te Constitution ~hich limits the amount of 
property ~xes that can be levied. The Commission, on June 27, 1978, 
opened Order Instituting Investigation No. 19 (OIl 19) to determine 
the effect of Article XIII-A of the California Constitution on ad 
valorem taxes ~nd on rates of public utilities and transportation 
companies operating in this State. Pursuant to OIl 19, San Jose 
filed Advice Letter No. 144 to reduce rates by $998,100 to reflect 
the estimated effect of Proposition 13 (Article XIII-A of the 
California Constitution). In our ~dopted results of opcra~ions 
for test year 1979, we have reduced r'Taxes Other 1'ha.n Income" by 
$998,100 to reflect the estimated effect of Proposition 13 on S3n 
Jose's 1979 property taxes. Although the ~ct~l effect of 
Proposition 13 is still somewhat uncertain, the balanCing account 
procedure set forth in OIl 19 will permit any differences between 
ratemaking, ad valorem t~xes, ~nd property taxes as act~lly ~id 
to be adjusted in the future. 

-7· 
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Rate Base 
!he staff rate base figures differed fr~ San Jose's 

primarily due to availability of 1977 recorded data and differences 
in weighing factors. '!he staff, in its estimates, used the last 
five-year average weighing factor as opposed to San Jose's assumed 
50 percent factor in computing weighted average plant in service 
and depreciation reserve. '!he staff estimates of advances for 
construction and contributions in aid of construction also differed 
from San Jose's because of the availability of 1977 recorded data, 

and also because of differences in weighlDg factors. 
We will adopt a s reasonable the staff rate base estimates 

for test years 1978 and 1979 because these are more reflective of 
normal conditions. 
Rate of Return 

San Jose is seeking authorization to increase its rates 
to produce a return on rate base of approximately 9.51 percent 
prospectively throagh 1980. This rate of return is based on a 
13.25 percent return on common eqaity and is considered by San Jose 
to be the minimum rate of return required to enable the company to 
continue to raise capital in amounts and at rates reasonable enough 
to allow the company to fulfill its obligations as a public utility 
and, at the Sax:le time, to reward its investors with an equitable 
rettrrn. 

-8-
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e The staff~ in Exhibit 7 ~ recommends a 9.35 percent rate 
of reeurn estimated to provide a 12.79 percent return on common 
equi~y. The following tabulation shows the staff's rate of return 
computation as of December 31, 1979. 

Capital Cost weighted 
Adopted 

12.25% Rettc:n 
Components Ratio Factor Cost 

Long-Term. Debt 50.551- 6.881. 3.481. 
Preferred Stock 7.94 7.06 .56 
Common Eqtrl.ty 

Total 
41.51 12.79 5.31 -

100.001- 9.351-
*At adopted 6.99 percent effect~ve 
interest costs. 

On elF. 
*3.531. 

.56 
5.08 
9.171. 

The staff included the _proposed 2.5 million dollar debt 
<f~eingfor 1978 and the 2.5 million dollar debt financing for 1979 
as part -of'--its-1Ong-ter.:i-cIebt' Capital at-'an' estimated -effective "interest' 
cost of 8.74 percent and 8.64 percent respectively •. San Jose's 
financial witness Weinhardt testified under examination by the AU that e interest rates have gone up substantially since 1977 and are expected to 
remain high in the near future. He testified that the current interest 
rate for Class A utility bonds 7 to which San Jose bonds are compar~ble, 
is approximately 9.5 percent. We concur with witness Weinhardt and will 
adopt a 9.5 percent interest cost on the ~ bond issues and .an effective 

_ .·<"ft _ ..• ~ •. *.,,~ .• _.. ._.,~ ..... "'.. _, ... _ .... ••. • • ,.. . • •• __ • __ ' ..... _~ ." •. ~ ".~_~ ••• 

interest rate of 6.99 percent for total long-term debt. 
In Decision N07 85161-- issued in November 1975) -ihe-eo=iiss10il- ' 

authorized San 30se a 8.70 percent rate of return to produce an estimated 
12.02 percent return on equity. 'tb.e staff rate of rettc:n witness, in 
recommending a 12.79 percent return on common equity in this proeeeding~ 
indic.ated that she considered the following seven factors: 

1. San Jose's capital st:ructure and overall 
financial position. 

2. Financial requirements for construction and 
other purposes. 

3. Fund.s available from advances and contributions 
and other sources. 

4. Trends in interest rates and coverage for 
San Jose's senior securities. 

-9-
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5. CompArison of company's'~=nings with 
~hc earnings experience of other ~~ter 
utilities. 

6. Equi:~ble trc~tmcnt of consumers us well 
us investors. 

7. General economic conditions .. 

8 
10/"15./78 

Altho~gh some increase in return on cocmon equity appears 
to be reuso~ble, we are of :he opinion t~t: ~n increase froe 12 
percent to 12.75' percent is not warranted at this time. While long­
term interest rates are currently increasing, they ~re still not at the 
10 plus percent level experienced at the tice of the last general r.:.te 
incrc~se case in 1975. !he one factor tr~t has changed is ehe degree 
of conse:'Vation the company ~y experience in 1978 und in fu,ture 
yeArs. ~e have compensated for this risk by assuming a 10 percent 
reduction in consumption; however, it is conjeceural whether the 
company will be ~ble to achieve this level of conservation under 
normal weuther conditions when the experience of the drought becomes 
forgotten. !here has not been sufficient experience in the ~st 
drought er~ to determine whether conscrvution will be more or less 
than the 10 percent figure used in our adopted revenue es~icAtes. 
Under these circumstances, we =re of the opinion th4: ~ substantial 
incrc~sc in the return on co~~n eqcity is· not w=rr.:.ntec. We find 
t~~t an increase froc 12.02 percent to 12.25 percent is reasonable 
~nd will ~uthorizc a 9.17 percent rate of return On rate base. It 
will also provide San Jose's invescors ~th A reasonzble return. 

A 9.17 percent rate of return will provide San Jose with 
a 3.52 times pre-t=x inte~csecovcrage and a 2.6 tiQcs coverage 
~fter t~xes. rae 3.52 :i~s pre-tax covc=agc is significantly 
higher t~n the 2.5-2.75 minim~~ pre-tax coverage witness Wein~rdt 
testified was necessary to m.lint.lin a single "AU bond r.::r.ting. 

-10-
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Step RAtes 

The st3ff did not rec~nd step-r~te incre~scs to refl~ct 
attrition in r~t~ of return; however, it did not oppose step rAtes 
if the proposed increases did not exceed the 9.35 percent r~tc of 
return rcco~~ended by the st:~ff. !he st.:ff further rec~cnds that 
should see? r~tcs be considered by the Commission, S~n Jose should 
be required to file Advice letters for $tC? incre~ses on or .:bout 
~ovcmbcr 1, 1978 and 1979 showing :he projected results of opcr~cions 
for the year for which it is filed. 

We ~re no: convinced that possible attrition in rate of 
rc:urn in the magnitude of 0.18 percent w.:rr~nts ~doption of stC? 
r~tes. We will, however, adopt test yenr 1979 ~s the eest ye~r for 
this ?rocccding And authorize r~tcs which arc esti~tcd to produce 
~ 9.17 percent return on 1979 ~dopted r~te b.:se of $77,695,500. As 
~ result of Adopting a 1979 test yc~r) ~nd ~llowing r~tcs b~sed on 
~ 1979 test ye4r to go into effect in 1978, we do not expect S~n Jose 
to file for further gener~l rate relief until 1980. 

RCltcs 

S~n Jose proposes to ~~intain lifeline q~nticies ~t the 
c~rrcnt level of 500 cu.fc_ per month and proposes no incre~se i~ 
service cbArge rates for 5/8 x 3/4-inch ~eters, ~l:hough increases 
are proposed in service c~r8e rates for all ~rgcr size :c~er~. 
The staff, on the ocher hand, recommends th~t lifeline q~ntitics 
be dccrc~scd from 500 c~.ft. ~on:hly to 300 cu.f:. The s:~ff 
witness testified eh.:l.t this ch.lnge in lifeline ql.:.ln:i~ies ·..:as in 
confor~nec with Commission policy; however, we note that this 
"policy!' is more .!t di"/ision policy r.:thcr tb.an .:. policy adoptee by 

the Co~ssion for all w~tcr utilities. we a?pro~ch rate dC$ign on 
a c~sc-by-casc basis, for circumst~nces vary imoenscly among the 
water utilities we regulate. 
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e The following tabulation compares e.b.a.rges to comcercial 
metered customers with a 5/8 x 3/4-inch meter using various con­
sumption levels at the two lifeline quantities at San Jose's 

proposed rates for 1979. 

At 1979 At 1979 
Prop. Rat.e~ ?rop. Ra.t.e~ 

Con:stan¢ion Pre~e:lt. 5 ee! Pereent. 3 ee! Percent 
lOOcu.!t. Rate5 Ufeline Inel¥.a~l'! tii"eline InereMe 

3 $ 3.64 $ 3.64 0 $ 3.64 0 
5 4.J.J: 4.41 0 4.62 L...S 

lO 6.47 6.93 7.l 7.07 9·3 
15 8~53 9.44 lO.7 9.52 ll.6 
20 lO.59 ll.96 12.9 ll.97 =s.o 
30 14 .. 7l l6.99 15.5 l6.87 lL...7 
40 lS.S) 22.02 l6~9 21.77 l5.6 
50 22.95 Z"/.05 l7 .. 9 26.67 l6.2 

'!he tabulation indicates that 'tmder san Jose's' lifeline 

e quantity a customer using 500 cu.ft. of water during the month would 
have no increase, whereas under a 300 cu. ft. lifeline volume such 
customers would have a 4.8 percent increase in :oates. Similarly 
a <:u.stomer using 1,500 cu.ft. a month would have a 10.7 percent 
increase in rates under a 500 cu.ft. lifeline volume compared to a 
ll.6 percent increase with a 300 cu.£t. lifeline quantity. 

-12-
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e Lifeline rates for San Jose were first authorized by 
Resolution No. W':'212S dated May 17, 1977 in Advice Letter No. 1.32. 
The lifeline quantity adopted in that resolution was 500 eu.ft. 
Although the s t:aff in recent proceedings ha s recommended that 
lifeline quantities be set at 300 cu.ft. monthly there is no 
uniformity as to lifeline quantities similar to gas and electric 
utilities. In view of the magnieude of the increase requested in 
this proceeding, we are of the opinion that this is not the pro­
ceeding to reduce lifeline quantities. We will, therefore, adopt 
San Jose's proposal to maintain lifeline quantities at 500 cu.ft. 

Concern was expressed by some of the customers that 
San Jose in eX'te.o.ding service to the hillside areas was doing so 
at the expense of customers living on the valley floor. San Jose r s 
witness Weitihardt testified that although no studies have been 
prepared to compare the difference in cost in providing service to 
the two areas he was of the opinion tbs.t cost: differences were not 
significant. He farther testified that San Jose believes in having e one g~ral service rate for all customers. r,.]hile we agree that a 
simple rate st%Uctu're may be preferable" we are also of the opinion 
that when there are significant cost differences in serving hillside 
areas as opposed to the valley areas, such customers should not be 
subsidized J)y __ customers ,in the lo.wu. eost areas. The _c~any is 
placed on notice that a cost of service study should be undertaken 
for . 'th.e" neXt ""general rate"' p:oceedii'ig'· to aic""iii' c"onSid.e:ring "whether 
hillside customers should continue to be served at the same rates 
as the valley customers. 
Service 

The staff report states that a :review of the frequency 
and content of informal complaints to the Commission against the 
utility in 1976 and 1977 indicates that San Jose's service appears 
to be satisfactory. The staff also states that San Jose bas 
an effective electrical energy conservation program in the production 
of wa.ter. 

-13-
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Findings 
1. The adopted estimates previously discussed herein (as se~ 

for~h in Table 1) of operating revenues ~ expenses!) and ra~e base 
for ~est year 1979 reasot'l:.:.1>::'; indicate the results of operations in 

the near future. 
2. '!he adopted est1l::ltes for ad valorem. taxes included i:l 

"Taxes Other Than Income" include tbe estimated effect of Article 
XIII-A of the california Constitution (known as the Jarvis-Gaan 
initiative). Any difference be:Ween allowed ratemaking and actual 
property eax expense can be adjusted ebrough the balancing account 
provided in OIl 19. . 

3. !he proposed ra~e of return on rate base of 9.51 percent, 
which is estimated to produce a 13.25 percent return on common 
equity~ is excessive. 

4. An interest cost estimate of 9.5 percent for the 2.5 
million dollar debt financing proposed for 1978 and a similar 

tit amount for 1979 is reasonable. 
S. A rate of return of 9".17 percent on ~be adopted rate 

base, which is estimated to produce a re1:Urn on common equity of 
12.25 percent, is reasonable. I~ balances the interest of the 

,ratepayers while providing a reasonable return to investors. 
6. San Jose has been requested by its water purveyor, Santa 

Clara Valley Water District, to effect a 10 pe:cent reduction in 
water usage over previous levels. 

7. It is reasonable to maineain lifeline quanti~ies of 500 
cu. ft. for this proceeding. 

S. Revenues will be increased by $3,.048,.600 by the ra':es 
herein a~thorized and set forth ~ Appendix A • 

... 14-



A.57505 

.. ({)~ 
10/17/7$ 

9. S~n Jose's req~s: for S~C? r~~es is no~ w~rran:cd 
considering ~hc small ~ttricion estimated between 1973 and 1979 3t 

1978 proposed r~tes of 0.18 percent. 
10. The increases in r~tes and charges ~uthorized by chis 

decision are justified and reason~ble. 
11. S~n Jose provides adequate service to its customers and 

also ~s an c:fective electrical energy conservation program. 
12. The United St~:es Congr~ss 3pprovcd a Revenue Act of 

1978 - F~ 13511 (Bill) on October 15, 1978. It is expected t~t the 
President will sign the Bill. One of the provisions of the Bill 
would reduce the corporate tax rate froo 48 percent to 46 percent 
effective Jan~ry 1, 1979. Tnc Bill ~ll reduce the utility's 
feder~l incOQe ~x li~bility begi~~ing Jan~ry 1, 1979. 

13. If the.Bill is signee by the President, San Jose snocld 
file an advice letter by December 27 1978 requestinz rate reduction 
resulting froe the cnactmen: of the Bill. The reduced ra:es ~re to 
become effective no sooner t~n J.an'..l3ry 1, 1979. 
Conclusion 

The application should be granted to the extent set 
forth in the order which fol1~~s. 

ORDZR 

IT IS ORDERED th.:t t : 

1. After the effective date 0: this oreeI', San Jose Water 
Works is ~uthorized ~o file the rate schedules attached to ~hi~ 
order as Appendix A. S~ch filing shall co~ply with General Order 
No. 96-A. The effective eate of the new and revis~d schedules 
shall be four days after the date of filing. The revised schedules 
shall apply only :0 service rendered on and after the effective 
~te of the revised schedules. 
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2. San Jos~ W~~er Works is directed to establish a t~x 
initiative account pursuant to Co~ission Order Instituting 
lnvestig~tion No. 19 issued June 27, 1978. 

3. If the Revenue Act of 1978 • HR 13511 (Bill) is signee 
bychc President, San Jose Water v10r1<s sh.lll file ~n advice lct:cr 
by DcceQbcr 2~ 1973 requesting r.lte reduction rc~ulting from the 
e~ctment of the Bill. Tne reduced rates ~re to become effective 
no sooner than J~nuary 1, 1979. 

The effective dace of this order shall oe thirty days 
~£ter the d~te hereof. 

Dated .'It ___ .;;;San~..;.Fra.n __ C2C0 ______ , Collifornia, this ntt 
~- f OCTOSEk 197~ v...I."j 0 ___________ , o. 

Co::!~~1o~or Robort Eet1no~1ch~ be1=g 
:ocozz~11y ~b~ont. ~id ~ot pa~ic1pa~o 
.in 't!lo ~::po::;1 't10:l 0: th!s procoo~j 

... 16· 
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Sclledule No. 1 
G ... :z:::RA!,.-..-.::... ........ i .,MEl!ERED SZ?V!CZ 

Applicable to ge:e::-:ll ::etered 'IoI'ater :e:-liee. 

'" 

Portions of C::t::::poelll' o...~1nol' So.::. Jo~ .a.:lQ. Sa:t:1 ~"":l1' and. 1:;. 
Lot; Gato:, Monte Sereno, and. Sern-...oga and in contige.ouc ter:1tor:r in tile 
County o~ Santa Claro.. 

RATES 

For 51? x 3/~ineh meter ••••••••••••••••••••••••••••••••• 
!or 3/4-~eh meter_ ••••• ~_.~ ••••••• ~ ••••••• _~ •• _ ••• 
For l-~~ =eter •• ~ •••••••••• _ •••••• _ •••••••••••• 
For 
For 
For 
For 
For 
For 
For 

1-l/2-1:eh ~e= •••••••• -.~.- •••••••••••••••••••• 
2-1n~ m~~r ••••••••••••••••••••••••.•••••••• 
3~i:eh ~eter ••• # •••••••• - ••••• # •••••• ~ ••••••• 

~1neh meter •• ~._ •••••••••••••••••••••••••••• 
6~i:eh ~ •••••••• ~ •••••••• _ ••••••••••••••• 
8-1neh ~wer ••.• ~ •.•••.••••••..••.• ~ •••••.••• 

lO~1neh =eter ••••••••••••••• ~ •••••••••••.••••• 

T:e ~lice Charge is a readiness-to­
Se:'Ve cht1rge I to ·.rhieh is to 'be ~d.d.ed the 
:::onthly Charge eo:nputed. llt the Qua:l'ti t7 
Rates plus eonse::-vatio: :l:eM:oge. 

Quantity Rates: 

$ 2 .. 50 
3 .. 25 
4 .. 1.5-
6.00 
8.00 

14.00 
19 .. 00 
3l .. oo 
46 .. 00 
57 .. 00 

(!) 

(I) 

F1rst 500 ~~. :t_? ~~ 100 eu~~ •••••••••••••••••••••• ~_. 
Over 500 cu_ ~., per 100 ea.tt •••• _ ••••••••••• *.~ .••••. (I) (C) 

SF...cIAL CONDITION 

C~~mers ·.rho receive vater deliveries :or agricultu-~ ~~zes 
Wlde:- tbic schedule, rmd ".lno ;>resellt e-r.d.enee 'to the lXtility t:=.nt sue!: deliveries 
qunlity for the lower 'Pt:::rp t::x rate:: levied by the Santo. C"..ara. V3lley Wate:o 
Distnct 'tor ag:"1cultUl'3l wter, sball ~ce1ve a e.-ed.1t o'! 5 .. 9· cents ,er 100 
cUbic teet on each 'Wtlter bill tor the quantities o'! v::r.ter 1!~ du...'"i:lg tile 
pence covered. by th:lt bill .. 
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Sehed.~e No. 6 

Appl1cable to all ...,ate:- se:-riee ~ish~ '!:or resale ~3es. 

?ort.!.o%:.S of campbell, C'.;:pertino, ~ Jose, a:c. Santa Cl4...-a., and. in 
los catos, Monte Sere:l<>, and S4..-o.toge. and in eoDt1guous t.errito:-y in the 
County o! Sa.r.ta Clam. 

Ser:tiee Cl:lU'ge: 

For 5/8 x 3!4-iDeb ~ete= 
For' 3/4-1neh meter 
Fcr l-iDcll ::eter 
For l-l!2-1ncb. meter 
10r 
For 
For 
For 
For 
For 

2-1neh :neter 
3-1neh me+'...e 
4-1neh mete:' 
6-1nch meter 
8-1:lch meter 

lO-1ncll meter 

~rrt1ty ~teG: 

..... ~ ..•...••...••...•....••. ~. 

..•.....•...•....•...••.....•... 

..••...••...••...•••...••....•.. 

....•...••...••..•••...••....•.. 

....•...••.•.•••...••...••....•. 

.........••...•....•....•.•...•. 
•...••....•... _ ...........•..... 
•.•.••....••...•...••........... 
....•••...••...••...••...••...•• 
.~ ...••...• ~ ...••....••..••..•.• 

Per Meter 
Per Month 

$ 2·35 
2 .. 60 
3.50 
5·00 
6.40 

12.00 
16.00 
26.00· 
39·00 
~·.OO 

(I) 

(I) 

Per 100 co.:.. tt. ..•....•...•••...•••.•.•...•.....•....•••. 0 .. 323 (I) (C) 

1'he Service C'aarge is 8. read.1nes:;-'tO-se:-le eha...-ge, to 
'Wh1= !os to be ade.~ the monthly eb.arge com;>~ed at the 
~t1ty Rates .. 


