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1,40~.3 1.45 

1,404.0 1.45 

These increases are based on rates of return On ratebase of 9.28~ 

.. and 9 25% for fhe years 1996 and 1997, respectively. The increases 
r',;!!1flJ:c'scl Cr~:)l'1f>q I 1{w:i-3l -10 -j'£.9'{-O~"j'r{j fi -101 86',-: QIllltl 9ti'r . • . " 

tQr·.~129,8 ~ndj),~~9.:::a.z:e \ tQ (Qff$~_tf~~p§t;Htd~n~J,r.gD~3f!n~nQi~! -0tJ;;.r~~ion. 
':',Iif .2\J.hS~f~"r) \'( {oee!) ,29ljlIlJU -.19jE~"l.l\ 2361') '10} l1fifq 9?'i)') , 

"j'.f,b:k-tfrJJ :)ffj ,~?;lilll ,{Jut. n fUl\-i 29IJ}I1Ju -.rOl j6nj 89blvLnq [l6(q 

bU6 ,~fiOy j22j Je~i) ,erl1 81 ~nl£ll 10 1fi9Y ~rlj QhlwoIlol ~fi9y 
"H)gy],tC~f:m9i£'",~ Llul '.n{j djod -:1:01 i)GJj 1,1, 19'.1 9'1:6 '<'~I?Hl Ii: 1 flOi:J l-,{j j 6 

. 'H;':.),{ InC j16q p-ai((oLlol orlJ -,!O} f)Ii5 -J69y' j2cd nn0::.'l98. 9Jfj nirb:of I01 



J. "t· \B 
A.9S-08~u~8 COM/JLN/FTF/vdl 

oNI ~ S JU~ 

Baokground :' (, (> I \ \- J Y f IJ'(. ,J [f!. \' 0 - deW" i d :)':~l 

,- ,:' ;.,'; LT!\') --:;JS~Xj ~s:.:ft ~p~~l~.SI~~!~J~y; ~~11?9~<}~~'O~1~htt} ~~,~d~~y:;~??_'s in 
San Jose, California. It provides water service to domestic and 

industrial customers in LO~ Gatdk~i Y-a~~~~'~,~~;~bf:l~l\\~~.i~i9:~.~~~rnpkell, 
and 'pot't'lolfs ;0 f·; San~ ~o~'e, Gupertino}oimd!Stu\ta-;<;larai and-·in( 'U} 

te~iii~rl~~ '{.1:itHf'h [tiler 'gou (t of');Sf':~' f)f1~lA~ ::t'~ut~~thd'1"4t'~n~y·i'lo rt y .!J'~}\/t:::,c; .!9~f)·"; .£0 ... t)C!t:'!"d') <·;')'11"1"1 

::!:rh~;~:~~r~'~~-~ fful~c~~a~~~~::~ ~.A. ~~~::~~:i'::p::'t s~7~~: -Res~lts 
" .'''' ... ( ,(/f. ..... "nr~ ... 

of operation (Exhibit 1). At the end of 1994, SJWC served 205,522 
,',,;r, I :Jf> '(~jfnojJA ,'JJ!')C~j .f... J'l-:;'::{(JH customers ' r - --.- . " .• , •. -,,-

. Jite,:)! .l.'.F!f' \ '{ffCq:q:) 19.16t'l !1?oL flf)!:-! 10J. 

'I on-;Augitst • .J 14 t f) 19951 ~!fJ!iid_~_t.hA~,:!~l>l)lication to. 

increase wate'f,jJ3.'lei~,~JRr~'t:kiJ;i Y~r·~¥-<§::r~9~·J~ii~r~J~9.7· and attrition year 
, ...... 1 .JL l·, ...• OJ.", ,.lrUl:l.1fl/i' .J:> "l,J:T91 

1998. 1 Spec! fica1·1y ,r'.SJWC1·~eq\leste(1~'$j'i867J(f6if- (or 4.16%) for 1995, 

$4.348,000 (or 4. 43%) fo~9 i9~(6'~b~nd'j$1~!7137060 (or 1. 61%) for 1991. 

S~C requests approval of rates to produce rates of return on 
ratebase of 10.38% in r~9~it/rO~~411~;'Yn 1996, and 10.34% in 1991. fit 
These rates of return are based on a constantr.~r~~~\lr~}·<?~?e9:Ui~~r_.C!f 

«, 1~~ ?S\'i tQr eq.<;h y~aX'~ r f S.JWc;r$t~t~~ .!~h~~.Gi.~:~.wilLpe::..\lnC!ble to achieve 

the reqUested rate of return for 1'~~:'.Q~ya~~~"2l::b~ P~9P9s~q::;tat:~s. 

cannot become ef.(~gt:.iye unde!":l~b.E!ACOmmission I s rate case plan until . 
• '._"'_" ___ •. __ ~ ____ .• _.~ ____ ._ ... _.~..-L~_ .... 

March 1996. (SJWC1B~nlev~§ff~liaefrft§itequested rates of return are 

the minimuql ~ate§[6f'}return\'r~8bVery to .enabl~eSjwC to maintain its 

credit rating andqittract new1l:apital. 'reQ [ 
"2 j .• i Beef 

e'?e I. 

O:"':':;t)~'T:)"{. srfI' 'iviPVlj'J3q2,fn • ,eel. f)!fG geel<n .. ~')v O/!"i
h 

"lot i~~' Le hnfi .. 
The f l.1ng was 1:0r a three-year or .sQ-mont per Ou veg.1nning 

. ! :,:·.i:irt -:;'mid-i996f'aiidle5<t:eildiii~1-i:thr6\lgh~'Mldl1999, !::p\lrsutldt£:t'o tli€ IRatd 
Case Plan for Class A Water Uti1ities l (1990) 31 CPUC2d 115.' The 
plan provides that for utilities with a Juiy filing, th~ calendar 
year following the year o'f' filing is the' first test year, and 
attrition filings are permitted for both the full calendar year 
following the second test year and for the following partial year. 
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. f'Ahb'6!fdlWY''tdv sJi.ld! lh~t'tlit~ 1nci:'~asiisYare n'ecessary to 

,cOver· increases. in opel'S\td.n9~~p~!lJ;e'p.c p.~rt}l9.'tl~~R}~';','15'ter-quality 

expenses;;; an~' in·J:ateba~~ ,~~nc~ .$~'9,'J~» ,~~~t:;ge!1~r.~F1Ir~te" ,~,~fEkli; 

Publio Meeting . ,'vc· ii. i<:L1;-,:j i ~'. r'l!:~ r ;:C'ii;:.':'I ~"'F.\'i: 
, : J 1.) r ,; 'A duly; noticedr publicI lJ"!e~~J,ng'j9P !~lt~d~pp.l,i,.<::iltlon was 

. ; conducted by' I)i vision of. :Ratepaye~s) "$iYPf4~~p tLt,<p~k;?ro.j .. ~fJ.tli~tftpager 

'Sung; Uab"' oh l Septeinber' 28)i199S).Jn~ S5\rL~R.~~~,{)f" :t.f,~!i i);'fWJ::)[lO:) CJA 

,:.1, oJ q ,,') [, The' meeting ;was,attend~p, PY);9PJYFJ9lW~lnRtn:Sj ;p~.iJ:h~ PR.plic, 

fout-of whom were '}tepresentatiy'e~o,.9(~ I~he_. ~SA,'\t ... ~)~\?K~J:Yrll.E[Y11j'i~,~jer 

. ! ; bisti"ictJ)'aiid'othe.r water· util~~i.~~)'J'I..hJch: J-I<?r:.k i£.)~_'<u;~~Y J,\>{i,~.p ~llffiiR· 

Hetnbeh:J':o'fl"the' publ io\ot(!l."e, ;allo·..;(!d j ~_Q. fP}:<tV~q~.;O;t.h'pjf ~JrPjl'lrrwFt~;."d,:rhe 
. . 

people ,whO" "provi<\ed2'comments' ,we_x):~ ~9PVQp~~q it~i(~!te. !plJ6m~#J!, t~f~~,ase'. 

They asked that the Commission deny the irtcreas,~,"2e i ,(:£ \:'.u:-Ulll)(, 

,; d' ~_} t c f n ,&i's e'd' ' on ~ Sun~f.~Hal\ '_$:J1\eI1\or(~n_du.n! ~a~~~.~J- J:h,e
J 
rp.~~ting, it was 

, 'de'cided . that: !a·rpu~lic~ parti~ipatJc(m ,he~ll;).n.g, 'iflJ~ ... ~p.tJle,C()~S!?,Cl..'~~L: 

"'riRA··s·Repo~t:s--:no1'j(i '1(' r; .. , Hoile: -)(L; ,)[[10.1 L>:npr, f,,,rl ,>-.,L111;'l 

- .'-:~' cd; j DRA"conducted \ its i!\vestigation ~Q~ tJJ_~ l;,~~~.st;~<!\r.,~.t~ • 

. , incre'ase'[iJ Based ;O}\' iitsdnvestigatiQl1/ ~,R.A,p);ep;at::e.q(.~~t!l.:)~~po~t~, on 

.SJV1C·s results of ope.rationfand(co$t."\..of<_cap.it;a\flHP.M:~..cJ)pql'!~~~ that 

SJVlC I S current rates-were ~~cess~ve.ca"d 1;',e.q9I'f\l1w.nd~<;l.d:h<JkJ~iW£:L~ 
~ .~, " '. .. -_ .. - - .. - _.. .. - - .. " - -" -.,- -... ~ - _. _.. -- --

'rates 'b~ ~redtfced(for. itesb;-yeA!S 1~9.6.. <:_a,ngjJ9.~,7 ';1::2. :};l i" 

· 'g;)ide'ntitl'ry H&'aiing !lJ'j<)j),::z.' ;?S ,S"/C."!£" h,),tj)j;'> "'~JrJ ,.,;' :"')S'(..[; n,(j -. _., - ... ".i. ,,-,G~_..l.. ","._ 1" ..J;i..l 

.. y. f. 0, .. ; ;}I' '-:i~fdehtiary~hearings(wei'e held,·f~Qm Q~c;:.~~~t !J:(" l~%i_ 

-t'hf6\fgli oecfe'mber. i 18,:('1995 '.lin '-San .'Frat1Qi$codJ~fQ~E! ",W9i~!~tE<1~!y;e Law 

Judge (AWriAnaiid{Gatd~;>fJIOther.~.thaI)r DRA'<)nq-::.S~Cr..9.IJ~YJ.ga:U,hgtnia 

Water Service Company (CWS) appeared as an interested party. At the 

hearing, SJWC and DRA'anno~nced that they had .reached agreement on 

all issues except the following: 

.1. Disbursement of funds r~ceived from the City of. 
San Jo~e (city) pursuant to a billin~ ~ontract. 

2. Rate of return on common equity . 

• - 1.: 3 -
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(,) Y if-, ,:,,·,3. -~,l}'re~J!l\~n~).9J !n~~r~~~ -~u.r,~~g:, 90~~WJ~~V8~JRn. e 
y t! f I, !:t.' - -'.'} -eris: dl'd' 'fib\:1'bbject)to'the 'Agreement ·reached; between/-SJWC 

antf :DM.~L! Furttie¥iCi'tws' f~tated ;~tha'tythe Uto;,issues~ of1,interest! to it 

were Issues 1 and 3 listed above. Qf1 i j[l'J~! !.>.lldJJ'l . - ~ ~, ... 

. ~ [:; ,-: ~"JEVlaEfj{bf"bb fthEP<tont'esU~(rdssties' WaS! t~ke'n .during the 

;"';He~rin~.'J'1;s.n.fc-:ih\nd 1:>RA>·PibVided"t'e.stitnonY~ il DUring; tpe heaJ"-in9Lthe 

ALJ concluded that addil:~fortal~ io'foWrta'tiolf on.the·(~ssue.l Qt':<t.r~~.tR.lent 

) r !'~tl fn~'kr:'~he'au~rrig (c~rH{t!Yuctidh'\-'a-stheeded Ito' develop:~ c()~p!ete 
!'rW~'oi'a.i I!A&CbYdfhgly/'':it}:WaS''agl'~e'd ,that;~~futtherl~hearing 'P11 J;.h~l 
{~Jtie-j(;'i~1i 'Be'lnild ;·il\,"·tH~-~s~c(jhci ph'a'se' of.,the prbaeeding'.::>~ <.'h~~dirst 

Jil ipha~ei(of· 'die Vro~e~dfr\g'whlch faddr'e'ssed cal1~:the'{reroainingd,ss\1~$ was 

"<~tt'O:b'J lubdiiEtea ~uPon':f{lhl!f'bf '-concur'rent~' repiy) b~iets~.~n D:fqo;),q 

January 19
1 

1996"'~f',,,,·r.Hlr ';.'iLl Yi:e>b f1(118"i;~':·-:O :JIb Ji)rlJ fJ'3;{c6 \,c)lil' 

:1,',,: J l ,C:'l i: j·on' Febru'Ar)/f14:;J'1996';;;SJWCj1.DAAYlfand-,CWS:filed a joint 

rnotr6h"-fcii';ad'6pti'6n' 6f' (a: fsettle:menti;d -At (t:he 'evi~entiat"y Lhea..t:)ng, 

parties had agreed to file the motion on or before ~'!~;~~~~~~ l_~,~'U~f)96. e 
HiNlevi::'f I:; ~since Ute j6int·.'motion c for adoption LQf>,th~.!~.ettlement was 

,;,} lio£(f.i'led :UntiTtFebrUary 14pj19~6i~; the ·submi$,s.iQJ1;"Q.f~ t}W!~t~~-,S~t;., phase 

.' ~'-J 6ff-thefproc~-edind.wci§~fdelayedrtofthat'-:datef-r;,) 10 c:JJU:,'Tt ;:~'1:':t? 

Th({'S(;ttlemet.t.,b.RE.-sults 6f.{()p&ratiorts ')-f,)·.~· - ,:':.Jf)"l .)[['Ylru;-I ~~. :/:iC': 

The settf~rtMnf;:--refefs tOfr~soluti6i1 :'of:all,:i.sstle$lJl~x.cept 

the three issues $tated abovet as set forth In J1at$,-f:.i:J,.E;!_<l{~Xh\9Jt _ ... --,- ,-.. --.~ - ........ ,----- ..... 

i~~ J ThEii ofi{,iiial' estimates· of ~ s.Th'C-:-and·:PR1v- f_~f! f~~'\'1.·;·!ls agreed-upon 

0(i~timat~s ifbi· restllt'scOf joperations{areCsh()wnlin,'r.~pt~,~. l:h~t:l...<t~,· 

i,; ('ot11~if'elerlieilts ::-6f.'2rAtemaldng ra:r'e:!iJioludeQrJ,n~App_~ndi~ 1 Orc~ ':~:~;:';S 
- ,: ~ J;';" • '( j 'ff/! L -:; -' ,::-::n -:. j fI r [J fe, 8/) i: :;n f; oJ (j'-1,,,; ( 2 ;',':) yJr 6q':n-') !j ',) j V'1:~,)'~ '$ 9j ij~'J 

flu JfI:':~S.~_'-f'.}F> f:,,-·;.-r·.)!~<;·i'"~f').-:..-:: . .rl' '{'.")({.,1 <c;O'J' f~"'" .I'T("f f '-' ~ ~_ _ •. JJj _'c~"JfJ[!0fl[f£; iD'".u )IlG jii('~ ,l!Hr-lf}':)r{ 

:t:'flh:offOJ Or1j jep:n:'3 2~)1I2.(';lUf:, 

10 y:: l:) ~"<Jh f::'Y_ll csv 1 G :):,n: c;/)fUJ 1 "1 0 _1fl~',':·_H;-H!d(::lG . I 
.j~h'f;{:;.i-:') r.:;!JI.id & oj jHGlf<""HJq (Y,jlJ) ~c;ot, nfj2 
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A brief exp).ana~i()njof<"",t\le J:'esol\lt.!on·,of the differences 

between the pa'itliik'j'lsl 'i~cifid~d'J In'Yj\ pf~'r\dl~[ 'OJ l j ~~ 
,-- -. -- __ hile • . .J~U{ _ l'ili j.1(I<>' P". l/l.tJbPr Ief .. , 

In addition to the-stit)ulation r about-=.resu1ts of 

operations", p~l;ties:;(\l$o::agree ,that :-.-SJWC· should[ he ,:authorized to 

adjust i~s rates for 19,98 and 1999 to offs~tJ ~.h.e{~~~e_~ts1.~~1~/~t<>:~ 

op~~a~~(ma!" ~I)g;:t!n~nqi~l At~~~~i.oP.(L·,~op~r.{lti9na~r:At~rltion is the 

ch~.l}g~,:.~n :._f.~cr~:,,9t lr~~l1~n:-o.J} ~~~~bi\~g f~Ql!\J t~9§dtO.':19~'1 i 'lasJ '\ J j ') 

calcula~~4'.by[,~sii}~ ,P~~QElJ)~ ~~~~~ct9r.·.tlJ.9$.e ~y~ar-~ shl)'tfO~,,i.n-:~T<!bles 1 

anq. ,2, ( I (J,:J~~nQ.t~J...L~t.t.~i ~t.QIJ ~!~ 1 ~,l}e:-,~S, t.~~rem;~ ,.,l)~tw~~I)".;the._authori zed 

rates o{.;r..~,t~~-,) ork.t~t.~~~se;-J9~ Ll?~~ ~I)Q:~fQro\ ~~'l ~ 10 ') ?J:,·:;:d b f-,(Ir. , . 
oj i~,::\i~'l~~e ~px~~~~t~di:~!t~q<.~f P~QPQsf!«Ls~tt;l~m~nt I 11 J;:~C~Pt'1(or 

thr~~ cis>~.qe~{ It.h~'l.~~~~!..emen.t! ihaf;;.~l:\e ;.\m(mtrnqu~L~\J.PP<)i(~ -:.of €_~ll:la~tive 

p~,r,~l~'~"'.iq \:l.~ ,~i~~:{~.dopy.:::~h6,S~; po1:2tiqm~ 9.(d;h~ :_~~t;Y.l~m~l\t,~which Ia-re 

sUPP:QFt¢(~, -PY,,4.1.1 pC!.rt:~E!f! ~;"_!i.w~,f:fJt1(h,li.l!qt.lth9.~_e ;PQ~t.:iQn$ - Qf. ithe L:r(. 

se,tt),eI'l\.~n~: ,ro.~~~', ,.t..he .. -,Gt;i.te_r~a, ~~,r~'3lpPt,Q'{~l :,Q{ ',~ll-p~);t.y settlement 

f?~t: (~o.J;t:h- ~~,,_()Jl.r: qe~i~.ioJ\, t~n, :S.a_~ i.Q.i.egQ, >Ga~ \.~ l81.e~tr:l.c ,-CO,Jnpany a $ <:) 

g~nefp'l) r~tt.e \C;,?lf$~~ .. I?.¢Qi~.i.Qn APd ,·:9~;;.l~-:-.Ql~=_; II c,', :1 fd :-,.··:)I\'Jif ,:"JY- ')[(0 

(a) The settlement commands support <)f", (J0f1 n::<w :,';::,'L{~ 
__ , al,l active parties tQ ,this , 

.~ :···,Udfl'-J i"!.r !)1)~) \ rp~6c~E{di1\lJ';~:-:()·1l~C!f.jo ~~:1r~[',/()'!{I 5p_)r}~'j!lf)=-) ~l~-~·-J.-· 

.. :~(10-":-!!" f:.1~jr) ,:)~~;;-i r .: ~ 000 ". OO~~~2 1" 2:J(j():) [)~)jl,l:"·}rJz"~2;i:- r{.:t f·~·." :3:..;Ufl':J\'~).-~{ 
. " (b), E4c,~ party was aqequately repre-

Ion n [n ').;~ ;-seht~d'.j J:'-Well~n:~'elicoKlid~nt: -"tliat{ ORAIE,'=' r d':~! Ii',: :- i '-",-,Yi 

'adeqUatel'y repr_~~_eJ)~J~) tJl~ .'.blt~(~_&ts H t ;)Jr:'ti ~li J)'~"q 
.. ' of the r~tepaye_rs; , _._.~ , . ~ , . 

_~:)r, rJc:)'J ;-~J[~J OJ b::. J '~17)'f 8:>\;:-:! -i .f (f> \ ,J:.t,,:~ O~i pj-1HY10~),.'h. 

,j ')f;,'! ~7 J9) CL9~:r:,;J.n.d~P!3_I1Q:eD-t: ·J"~,?~_e\olJJ1M?I~r~.v~~l~d_,~~ yd Gi1 i'jd '~''fr, 
. that no terflls of this settleeent- ~ 

"")-,-<j("Y') ~~'f'rff n;·'i:!F.:ip :>-1r 1(') 'Lff{0t'i'Ul_"'Qf\ ""Uir'"1 'f'~11[1:~ ill',·; :);','l..?, 
• ",'.L. '~'-' ._. Conl.C<1Vene any s~a~u OLy prO 15 on - -.', ~ 

\ c;~JC;(Yl1 L'rJ r ,d ,9.t:;51JlYr q~9!si9.Jl~ .91=:.' theA~p~l~$.ioilJ .tH.: ':H! 1, O~ In Jwi 
" . - and . 

r 1: Jrw 2'k)idjr;o:) srU 10 <,:jIl~;:I:-,J -3rij bS::JJ[!5jH;J(! !)'i(. cn9Y£rj::d[>'j 9flJ 

fH ~:d~) (:);'flt.iS3§_~J:.t).~Jn~n.!:0 tlJ.UU iJ:'~_)l~@l~.$ :9pAlbO-.H.f ?,,)jt:,r 9CU 

eXplanations 90nvevs to us sufficiept . 
::d j j f',rlilt'6'Nnlti'l'on t~1 veRi'll: \{~i t6'.'Tdl.schatHl~?9IlT . j?911n 

11~9· .. U sd b::".lr,rf9uJ.":{ f.\lJ:",JJ'.~3 r~g\1}9.t:9.J:Y:~ Qb.lig~tj.~l1:~h.wJ.th~p.nl Vi'!8- j 20J 
. respect. to the parti~9 and affected 

J,,;o:> 9rij :to jllqa c~-~\ [> c:0VDl19d 'J,',L2. ,3·19'.[f:.qrdf>'l ej 1 hrli; :J:'lL2 

- !J , ... 
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::"d'C'.})jh ·:·,fJ 'iratepAyersri ByJadoptin~~,thts'l(') :L-.i·l,i ;\ 

. stlp.\ul~f;:,!QJlii.w\eIl tu,lfJ~ \~--.oyr,)pr~J\lat'v-'l ',\,-j'! ,'1" .• " .•.. -•.. j';l'{ 
obli~a'tioi(;of se{;tin~;' juj~t and'-:' Lr~'_.. . - --

!'j ;;1fl."-reasonable)ratesJjL~ ;)llJ .)1 [lOiJif'·hE,r!I 

,-, ,i, -. ': 1 : "IlWewilli'discus's·:the1 uriiesolved )issUes ibal6w. <' iiI] i: :h'-F.-qf) 

Contraot wlthlthe-:clt.~d.}(J (,.j ·2~ __ 0t. i"l~'-' 8~CJ -1-)1.",:<,.',( ";j JetlCh., 

-', i I I,ll i' 1 IIVAU(rllSt; 11993 ;:.!SJWO-'~nteied {fit.oqaf·~6ntt'actrwittif thaO 

City to'-peflofm'~th~(f>illing' aftd:'cash t'eceipes'1fUficfi6nsf:forrth~') 

, Cityl sr;ReoYoie pl0S'iprogranf1 (garbage servi~es)'\1 (C:'l'he':!ctt~i)I U~)I ,<)') 

" jc<>rltractEi:with···pf'ivate-'gaii)cige"doll~ct;i6rljcompaIH~sf:t;o iC()ll~ct'rtfi 

and dispose of· 160 i 0001clty r~g{d~tiis !..?garoage {10 Tlfe':Cit~O "",')j ,.1 
"pr6vldes all i 's~fvice ?afid ,:f'ec6f'dJCee'pfhg f:fuii6t:l'c5(is ~'relaH~d to 

-: .~:garDage 'iservicel-and! pr6V'ide's s-s,n..'()r'iJi tlFil'-»irli'ng!~t'ile"f6"i: 'all) 'Hi j 

"bills !~to :b(j;r~hlderedJ-:eabh day IofcthlFm6ntnH':'L'su'Wd ithefiT pr6oJc~e .. S'q 

and:mails the jbll'l's!' and :recE?iv~srand:'appli'E!s''''al;l rdasn(~~cei15ts'!le 

~,-"e,f ',j ~:; This':corltract falloW's"-SJWd t6'Ye'dovefi'the':c6'st~{of:sroin-tE!'l2 

of I its C,~x(£'es~ -'capacitYi--;r,:Jrlie~d6nt-ract; Iis'cin- {th~-' i;ecortd yea~r')~of'ca­

one-year renewable contra6t ('and'canfi,e i tEh"niitrcfte-d 'by' the' C1l:Y'fo).1~ 
SJWC upon notice.\' J'1(Jrrq;r,! <-:hnc-: :'Y) :in-)" ~LU·j<; ~Hli' (f,) 

The contract ;:li},Ji3ii
1

s 2~r1r:i£~\i~~~~~~.~{l4), 000 in annual 

revenues with associated costs of $200,000. These are ·sunk· 

costs which meaI}~,;~tK,~~l~w(t:i~~cf~~~:1p~J\:~·~~~J~~~},\1:~~.n-M°did not 
participate in -this'birlih~r coht~actl.',)i '{ h j j:.llpc;fH, 

According to SJWC J all' 2iy~~~~?'..~j~i~t~~ (qO this contract 

are borne by SJwO"~lI\d'-should:,theYCihY):i1otl:Yenkw~:the cohtract. 

SJWC will sUffet:;;S.til~;~~~~jfj~nHJ:~1'h~i(~f.?jJl~~~i~~F:}{~lb this contract, 
but also the water:)k'at~payers;J shartf! i: 3 FoY> ratemaking purpOses~ 

the ratepayers ~re guaranteed the benefits of ~~~)c6ntracts until 

the rates prodd'cedby~rit> next) G~n~ral;l Rate1 tase'!,~(6RC) {~re in 
h' . j!1"i:).DltJaav.. oj 3XtDV{10'h 2flol¥fI6..(qx~ h 

effect .. T er~!?r~~Ja~j S-I!i JfL~&! tv}! .B9Pnt+R91Jpat t e , 
cost-savings} b~rieI,i ti;i bfl bhis{ C()ntractJ: snou.ld) h~'!"shared between 

SJWC and its ra~ce~~y~~~ .fjH1;dU(lt~1(Ie~L~ ~j 1%~~CS8~~lit of the cost 

s -, 
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",,~e~~9~i9I1,.9~t,', .. ~el\! .t.h~J \'{~t.er, ,C3J,st:omeX'sf llnd"th..~ [utilitYI is'; 1 " -:<. ! 

cquJt.a.lj»e;,u.Ilq,e~! t,h~_~c!r<;\lm~j::.ance., For,- this rea!:;Oo)i1 S~o) nas'o'lq 

re§\l.G~sl} i,t.~ .~ey~.I).U~-, ~e9\1J!"ement),byJ. $},.50} OOOl,foreltch' oft,the i test 

<c, '.L;J p~!d~~~gr~.~~ wl,thSJWC! s, pOsit~on) f {DRA c(>ntends that 

since the( \t<i'~epi.Y~Jt; Jpk\i. '~bt-:~ atlll:~;,;;.i.~n~~'sl; _?>\).trh\~'\:ds, and return 
Jr.rU ;:1 ;D,~J:rI{(l H!O\, .;.u"15J ~)?!j Luy.r..ar 

on the equipment and plant in connection with)the)billing 

cont~act, the rat~paye~s should receive a.~f~d~}0forAthe full 
amount of revenues received by SJWC for providing the billing 

servH!~. yj6RAuti~c6MmeHdi:l tha{lSJWc1 s<jf~O~b\1~')r.e~lreg~nt should 
. hJf'..) ~.,I L 

be reduced by the full amount of $244,000, instead of the 

$150,000 proposed by SJWC, for each '6fi-'tRt!('t~§t '9gar~: 

SJi\~ con,tends that all risks ~~~'Th~rl?'!!~9} the contract 

are borne by SJWc's shareholders. We agree. 
. '. ' - ~) ~ , ! -~. ;'"") ') ~..... ..~~ J i --. 

One of the major concerns eXpress~d-'by~SJWclis that the 

City might terminate ,.t]1e· contiract f during·;this rate fca'se cycle. 

If that occurs SJWC w~llw~o1TEj ~;lJ:~) j$~J1!1l9)q9J()~e'{~?,\1~ <Jl~" receives 
from the City while ,the :iu'Jopted 'rates fcould ~r'lot:-bei adjUsted for 

the revenue loss U',{'i~~~{ q~~~})~h~~~~~W~~/;~\ii~~ ticf~~t~fr,)JWC' s 
concerns because the :contract"allows 'either. 'part.Y1t<),Jferrninate 

'"""~ ff J .--~"\.~ -] i p-, '/' ·~.(f J.~ i ~I j i ~ 1 r~) f\ 1 t~ f..., the contract upon notice-. ':';' -- '~' ',':- ~'~ -" . - - . - . 
t) ttJ()::-l- --2.111 j 1()! --.~ 9<1 f)l!;"<J:) c~'C:lj'~1~-)"'1i~L:) 

The city of! Sanr Jose Jis :~aurrenbly.J-pleased'·wH:h SJWC' s 

performance under the contr1.~ta2(~~~1(RJth"JtltJ~lft J)flJ0161 4' 
. B' J 1 119i1',,; n"!h':.) '.lfLJ l'lr.f, ]l.X!'J-l ,. I 

Tr. 346). Still, this is a notf·a') gu'arantee1,that~ 'the1 'contnict 

will be continued and-l!~W~wEld .. l~houl~-lhe" Ci'tr:te~{n}~~te the 

contract or refuse to renew it, SJWC's sh~rehorders will risk 

sustaining a recurring revenue deficit until the next ORC 

establishes new rates. 

Second, SJWC asserts that it bears additional risk due 

to the possibility of making errors in executing the contract, 
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i. e., rnakin~_;»illlngi tnf) other '-eri'ors.!~) Accordin~ ~6tther·t~-s'tifu6Jl.Y' 

provid~d;by; Roth,c it 'isf clear thab! eYrors! b"ould
' 
be,trha'de~ l'k·th'e;y· 

execut,lonr of [ the 'cohtrAct::: bY! SJWC,' $' emp1'6Yees)Pwhlch is( e\Jldehl'i 

from the following response by Roth to questions by the ALJ-: '1 (;o:~y 

!",j! :;1." 'L!Q' EA-rlie):;ly6u-: t~stif,ied thAt the-1Cit~hptovides 
, ,you tnA d~t.<ll through snme ~lect;ronic meAium I' -'.;cc ciI·.c; 

,l.ai L,_' j:',lr, ,c 0'tl'N .. rlY(iu· ij~~l1t();<:JO' ~6u~~'bilring r"l~'clfh~i-"u C~ .':. " 

1),1Z r j ;dc()irect~,'; flOfj'->:j;H!iO i:£ j{I(>[q bur., In:',-,qi:up:< SrlJ flO 

If! <t s, rf, A'.f("te~; L'~l f." ')v,b:-. 'J ~, '! I)I t 'ud,: ~~ ~l ~)'{r,cp:1 1,'1 ~'fiJ ,J ~)r> 1.1 [:0:1 

pi!i.ffid "'Hij l,;HlfJi·J(,vJ.fO} :Y,'iC? yd L:,\',i!:nc:.-.I 2':JUl!<),./<:,'j 10 ,1f1r!c:)~~) 

, -Q Arp ¥o\! liable,for~l-rors [n",Ae bv, the,,~:ty ~IJ' , .-
b!IJOH<~ Jfl':',,-'! It~9dat~1~)\,~,j :~; ."-,l,,,,_. Jt,!IJ c::on',';,_,.#,..,,)-j·.t t~"'-' . J IV l~)c.! 

£,dj 10 f)f/LJZ~fli: ,OOO,[·:-,S:;; 10 jflI/O;'1'~ 11111 'JliJ '{oJ fLnl!!)0'.r ')d 

~~'H,tf~' /rf~ha~11Jnq~·fbc')tol ,:J:';U~ \,d b'.l~oqcnq (iO~I,Oct? 

-Q' Then What other errors could you possibl~~~~e~!~' 

J ':,,-,',~ Je()'.,' ~:-.;!; (E~ubht~t:';( :c;{~~ i -f I [fe, JFff J ~~f}[l,,;)j,f:O') '_I:iL',~ 

. :")~i·jl:f)- :.jr~·t : ;':"-f:d) r C';i~J~-t-·if~! :?; ~ ~)~1f(;~~ \-tt ~i!ll(~.({ l~l-lf", 

,-,,', i "f" , ,[T~~"WI'rNl,ES1'~;''''~'f(I'''' :(!:l"';'~-"')"'" "()l'-'-'~: <)'I'i '.) ,"'(~I) _,1" ." 1,.J, ... '.4. _.~ •• " ~ ,.t._ .,I.1"...-.. ,--,:J., '_'. _} -_~ . _ .".l._~.1 .. _ J. _ ........ 1 ...... " --

,'; r';"{,, :)!_Believe mefi_W~!co\!ld .. :>':thirtgs happen'bIT!;, f'J.! Jrfpr 'j yJ t') 

::~·'·!!'.')""'-·'.Tlie:rhA'fr;:-~lo&{~'J'J'€::18~1~ r~c>ju;rh;, 'Y:;C2 2 ',f WY)(} .JufJ IT 

r.,i! IY)J2l~O~()Jnl;(,therercould,be.dshakiJ1g'jhead)-"')Ii!L': '01.') <:.Ill £1~T.d 

_',. ','!' -,-.. ~~~ cbA~J.~< IRiilybe '~~Jdn.~~.\~Q. ,<)~tr·~ JTrhJefl[J ',·~_:?Oir <'i,'I-t'-'V'J',f ~)[iJ 
,0 ,J., --' ta\>'e ·~oli.Ld D~' mtsnandlea~ '""coUld' 15e ' -. - ~ 

~',1 t'l r, : ~_d,amage.dduring:_the ;ret'l5ievaIO'ofl,the 'd1 9;":l!c,)c;d ~ iTE:")i!(>J 

data on the tape. You know. th~" '. ~ ~r' ,;. ,'''' ' n ,f. 
envelopes could be--for this--'d~~l~ll hI,,!.] .: ,,'1, - )1.0_, ~L_' 

;-~ "_}~':'_,;'; d ,h_qV~~ :c.the,,"'!=,O!l9r,codingoh ~itl~and';it~o, ',0 J ~ :)r1'j' ' 

" ,cou, I,d, ~slo~ uP,_ ,the1_ n,r_o~ess /\) J ,"_' 
,r, '.( 0 ~erni{tl"{tlhe'" dAslt whWil' {'l,s:f.f[l),) ,~"fj '.10b:>tf ,j':li!F'T!011~Xl 

:1:.'f>'1 jn,9"ctuaJIYs!l"'eturned r .to}ourJofl fi 21 2,l:ci1 ,if Lj;~ . (atoE: '.-11' 

!'.[U ~'J ;~:~f }!'~~F ;'5 ·'-~ff},Itfl!1orY~I.~ .11J,.;~.fA':Jfsf?[ff) hSHfn 11nr:n sci If h: 

;{?'i~f~Ir]:.: 2;'.!CJhlorknf>r12. ?'~:r .. iL2 ,J1 ',';,)fll)'.1 oj 02i/l~n "to j:)S-,LJHO~ 

- ro-
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. . 

• :",J} f.,:,!, Ne irec6gni.ze [that· it· :could 'b'e(possibld ffo'r!SJlow'C's 

employeestp !'lake errors<in 'providing ~tha'billing S'arvtde'ftd fih'e' 

(Jity'.~,·, For· this' ~reas(m" ,we acknowledg'e', that·· SJh'O~s' sharehold~sk! 

bear; some .ri'sk· ip this' 'regard .. ; 'We cdo- hot:belieVElJ"hoWeveY,-' fthat'=' 

ratepaYers should lie' 'held SresPonsible . fOY·errors· rna'de,iby S.n{C"'s'l 

empl9yee~, whtle, perforinihguh't"egulated"bu'sines!;,;,'; f J f >~ It! ~. l ~~d [6 

We do, however, believe that buslnesses'cortductedUsihg 

regulated assets,paid'.forfby. ra't~epayers ;shbuldtprodu'Ce~ benefits 

tOt,ratepayers':,2 We')·fino, thilt:-sJWC' s ·contract,· with!,the' Clt~i·tilf,f1l!'t 

advantageous! to rat'epayers'since the f a<idltlonal.I revehtJef'ge'nerAfed 

byl using lexcessl capacity ·in~ billing') lowerk-,the~'6vera1i. pn Hr)")~H)iq 

operati6nall(~o~t-->of) th'e,billing Pt:b<:~ssOlThe-fext:e~s bi'l1iTi~P ;)nJ­

capacity"hC!<i1 exi~ted) iot s.Th"C~!'SJ systemsd,)t'i6h-, to' SJWCJ~i p\'irchaste'lf; 

of additi<maif-rnaohinerytJnln! fact·j j SJWC1hadf sUccessfully'" h·; 0'Y:tgf; 

perfo:t;med',' the',qityl sJbilling.1 for 1:'on~')y~'ar, be fo-re-' i new': equipfuent (or! 

was purchased.i • ,This"" indicates that:.; sJWa' s) l:'a tepayers"fwoti ld fC<!(1 11 ;:-: 

continue', to; pay i for this,{excess='capacityc.\.ihether, {orf,:n6t:c: SJWC:!", J £, 'r 

engaged! in ('a revenUe ~pfOduclng :v~nture t Us ing~' the') idlej~apaci (:y. t)'J 

We believe SJWG's\ratepayerSrstand:'t6 'bertefitHfromftheJ J[ _1:)~-db . 
utilizatiori[of,the,:excess:~capacity:T(':?;':-'Qb ,;rri1 )0 ~J;rh ~)'!ij')~)1),c) 

i . h '1" . .' .- "'T_ .'~' . n·~o '~-, Prof t'S ar Ilg~ I.i'-, '{!{.tfl~<.r ,]e} .,"',,-::,; Jf:r01(l n'.)!J;~ -'{ii", 'i') ,Vi) ,"e',-

W d . t ··---t··· ... on •• ,...' '75 25,·I,r-tl·'.:l.h·I..!,u· ",!:Jcy".j.£..f'l.!fl~&I'r"· e 0 no aacep· '>:)Vrtv'S" - -rlSh-ot; (I..l.1n~-~cupoot;a ",--' 

related to the cC6ntrA"ct ':be'caUse-:~inLliglit' of Ail'Ct'ne'~f'c\8ts before . 

us'" th'Ei <,tna'grti t\tde' 6f;:-rh~k <:idEFil&ifi~d {by :.'the .rc6ffipaflY;d6'e§. In6€ j2chJ3 

support·: a.''''? 5 rper<fent:callob-atii6n'6f 'beYl~ftes[-fo \'SJwG"~· fl62 10 yJ i.~ 

shareh&:1leY's':):J'On" the' r6t}ie~' hati<i} '\/e ~find: )jAA('S-·p'rop6f~laP:\.uffaitf 9'1 

to shareholdeYs !cnid'ru-nnicesfia'~i'ly: pencil~Itfg :SJwc"'§~atiageni&t!Jl~ 

for"utiit1zihg fe~cess'jdat5acitY(tCirdeft:ay·poi'~{o)fs <-c;f'bpe'rAtiHg~29f) 

C()sbn'19~ManaY'enfe'z1t--) tnuit'.}5e') e\fcour~~g"ed (Y6'·.:irfcfease ...... ~f{irdHnfcy ?a~<iG 
produbtiVlty~jt·6) }:)e1tefi"t fl:"iit:epaYet~I.0 ':Fo~r ttKe1fe--rreaff'oAns ,9tfe"oIl_D oj 

decline to adopt· 'DRA~'i:flpY-<5posai).9jih.:J'j? sd oj 920t. nf.2 JO '01:> 9r!j 

-" III -- -

";;-. 
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,:' :),;;We J~ali~ve ~a, 5.0,:50 fsharlng of-: the :profit·'acorued from 

u~ll !z,ati<m ~Qf: ~x<::ess d::apa.c~t}' f is, fa,it", :to both ratepayers, and' q;) 

shar,ehol:4,er~ ff;-; Ratepayel;s:,wilJ·., receive, dual ~(benefit;- ifrom,'reduced l 

ope~_at,ing~;Xp~l\sesJ,n (.~ddi tion r to alloqatiori \of !p'rofi'ts ·which' f-,~",J 

f~~th~J'; r~~d~ces! their,.ra...tesJlf(Sharepolders ,will falsofbenefj.tp 11,'-
- . 

albeit in small \o.~ays,-! :since,·the-.p]:"ofit ,-will\.)je··s\1ared{-equally'Q» 

;"lj.._~h: ~~JJ~payers.::J2;;"iil;:cd jl,.,-{j ~J·!::dJ·~;'{ "!,)'.;,y,,,,-.;i ,ch ~-,',; 

'; J j': ~;i!..:,.d S\JW(hJdjmt:i.fles '$209,'~OO, asc,the, assoojated:<',r, b) ji .. f [ll)·"-l 

·unC\y"oipftJ>}ef:i PU{lj{:.co~t:dJ/I'he 'remaining r $44 J OOlhis descr:-ibed',by-,l 

.$Yt~~ .~~Jpr9.fJJ:..~j-l DM,.clll.ims, that onr the ~ re~o~d' ,in ,this !o'~mr,J06'Jbf> 

proceeding,i $VWO, ha_~LtaJled).to.!.~tittY{ its 1?urdej)0 o f.?'; showing I that{d 

the C,9.J)J::):,ppJ. ~.i!:h,: t;h.¢.{City,! ,of? sal) '.losef ptoduces) anYJpr6fits jover·) 

an~,l A-.b9y~-! tJ:le).G9,$t~J a}~~a9Yco be!ngJ underwritteh)byi ratepayers';;;rqWe 

agree wit\l[ PRA/:c,·iJl)p~r.t,d that.:>. t\le, e"identi~ry, rrecordf ointhisl)f; 10 

poi!1.t;.·< ~~r ~{~Clk.; ')i;HQ~ev~t I'l we;do.:wishi tg.1tAkefthif.! 16ppottuhity·)to)q 

support-illPprQPl;'·!p~eJ~$es\ ofu~xceSs-capaoityrtor.the bEmefib'!!:q 'H,'.; . e 
ratep~lY~~s .land f~h~~~b(>lqep~ ':)J·~ccordinglyj iwe wi 11'{require I' sjWo 0 ":"'1 

to. P~9\j~~f .. .t.t~J t"~ven\1e,:):;"equirement':by,: $200,· OQ~=,in')the interiIl\l~a~d·" 

direct it t~jfile14njadylcG le~ter~withiQ~&O:days'fro~ theiI0d 0~ 

effective date of this decisionyto-:al:.locate:;the"remainingJJjs {I Uu 

$44,000, or any such profit' SJWC can identify and s¥l>,s.~?_~~~~.~~p:\~ 

equa\h'iJ:~~.I!~ef~ l~h~~el\Q!qe:r~.~l)d.:.:rc!~~p'aY~.~~nfi Jon ,.cit '-l~': 

Ytol~_d ~:,~q;jC(~,~,1}o,!\~ ~~ !~.~la..dy.!c~;.~.lf?"t;t,~.r :_~Q.,~<J1)_~t..ely.J oj b0Jc:,19'J 

subst~l!~.i~~,~Ltq~.fp'r~,ti~~~.t 'l.Ql{ltros.. i~~J~~~s.~-.iJl·.:.tl!e. ~¢J)tr.~5tt- ,with t,he 

Ci ty of San 'l.os..,~.lb.Y ,},nQ.llJ,d.tl,l.g ~f:l i<;!et;~,~ t~,<! cC!qqp\!l).tJ.ng (9 t~ \eJq>en.sepJ IJ:>, 

rel ... i!tr,e.<i1,/}tQ Ltl:t.(\(P..~ttO:ff!\R.J1<;)? .l~f ~ki l,lJ.l).g. a.i!Q.:..~~a~Jr ~cQ).Jec.t:.iQJlf.fot)·_the. 

Cit~d?'('~9d~pf?e~:'lLtf ~p...>.Q_Q,eRj nl.~~:;.~_t~~~J~I);dldVi~H~ ul~li.tJ~.~i'-Cl.$)ff? oj 

descv.k~q.,·J~~(,tl!t;; <..qrn~~I)(~tlt~J·~GP~~s~oAA4y.tso.xYI~rtd hC9.lnP..1j:ance~ol 

D-\xA~ipn.'Kij)~ YJ'~Pfn~"~e ... '.Po; ~r~Ji~o\J.!,tJ:9Jl;(.tQt":> ~Q{IUt!lf!~i.QnL~ :.9JmR~(lerAtJj)il) 

to a.116c..?~e\ i:.tfhJt .. 1=Jep1cY.n,~J1g ·.~~4~, 0.Q.91 (.illS-!~~tq~9 _;1)1..; J~h~{ cp.nb~jlJJ.t~ .w;'thnq 

the City of San Jose to be credite.q-L-t_9'(fjl.,.t.~pp.y~J:'.$ .jqobt> 0 J (I cd: 189n 

"'- 1~.: -.-
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r\'~:'-' . ;:'~Th~-{shar{ng) iAtio1 adopted herl{)oepehds l neavi1ly: onYthe""l 

type of record that?\o,-atJ"tdeve16ped' itl" l:h!'~'? c'Asbi 'ili\d. thfs'1'effott-t 

did, not' benefit from' it gen~ri6!CorrunissI6n:P61icy ft;t:;incentives, 

or from examples in prior water decisions- of,)thif;'JtYi)e6f~frevenue 

sharing. Until, such pOlicy is developed, individual ¢ases will 

continue to reflect the totality of the circumstances, and will 

probably bring an increasingly sharp focus to factual issues 

allocating sunk costs, contract specific incremental costs, and 

contract profits. In light of these c6nside~ati6ns, we note that 

our decision in this case should not be used as a precedent in 

future cases concerning the sharing of reVenue and profits 

resulting from unregulated businesses in water cases by 

ratepayers and- shareholders. 

Cost of Capital R~te of R&turn 

The capital structure of a utility generally consi~ts 

of three components: long-term debt, preferred stock, and common 

equity. The ratio of the three components to total capital ·is 
-

known as the capital ratio. Rate of return is a composite value 

of capital costs expressed as the total weighted cost of 

long-term debt, preferred stock, and common equity. The 

determination of the cost of long-~erm debt and preferred stock 

is based primarily on recorded costs; however, estimates must be 

made for the costs associated with future debt or preferred stock 

financing. Determination of the cost of commort eqUity is-more 

difficult because of the need for consideration of additional 

factors, such as business and. financial risks, investor 

expectations, ratepayer interest, and capital ratios. 

sJWC and DRA have no disagreement regarding SJWC·s· 

capital structure, cost of long-term debt, and preferred st6ck 

costs· for the years 1996, 1997 and 1998 .. The only disagreement 

involves the appropriate return on common equity (ROE). SJWC is 
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DRA 

r~~9~4;m<;l.s.{~ .RQ);! ... ~f-~~. 9.Q).i to,>;! the 1 three->yea1;S tI,ff.l rd.)"}<) j 10 'Jq,{ J' 

\ ,~)'.'.i In·, JJ} 'ra9l~·~J.sh9'1S,: t;h~~ t()ll\P~r!~OR:Qt SJWGI $ ~nd'PRA' $ ~i:at~b 

_9J.::.~~~UP1<;~~~U.1~\:~OP9.;o:r:-:'l";I·;:;hl') :1""_",~' -.!" h'I Hi ;'~! r(!,c-:.:') ,'~()~11 -10 

;~J! :to-HI f)[tf> ~j/ji"r9V·:'·.1. 10 Q!lj-li:if,~ ')rlJ l]£lin:f9:)f1oJ c!"J?f,") ~),iIJJ[JJ 

yd '" ') 2.£".:) 'J 3 j {,",-.' fl i :.~ -3 2- -:.'. c' [I .r <~ I'd f:,.~ j 1, 1 U QYl flU . C0,1"] QfI i :J 1 if"~"S 

J"i!oi:Jlb:~-i) '10 no [jfd<:lI)L::!f 0') -fOr bS:::1i1 !Hfj 10 9ciffi~yd jllJ~i)11h 

-h)j2c,VCt! \2;~21-1 .££;[='-)[1[,:113. bflo :::::l9rlI2ud cn {bU2 ,cnoJ:Jfi1 

.201'Jo'1 fj)jlqJ)'J Emf", ,j29"19J{l( -10Ynq:3jJn ,~[IOljf-,j:)9qx<) 

G' :;:-lL? QrdfnF.iQ9-.r Jn9::G~.npfjB1:b. OIl 9vr,d Ai,:rJ hflfi ')',rGz 

:bOJ2 b'"T.191·:nq bnf> ,jc.ho r:119j-QDOl ~o j2.o·:) ,(nuj:)U"lJ2 I!",j iqfi~') 

jn0~~9~Q6alb yino 9riT .Bee! bn6 ~eeI .aeer 2"1fi9y 9~j ~O} ajco? 
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SJWC and DRA relied on two market-based financial 

models, the d~t~~ynted ca~~fro."" m4~li " F) and t~e risk premium 
analysis model, ·(~P) • These 'fn6dels P.f?¥~ d a range of ROE 

appropriate fOy a utility. I The DCF bod! measures an investor'S 

expected rate o_~ ;!"eturn on eqU.ity. ~he model measures the 

,'J -. '~ ~J 8 
ovor ,investments in .bOnds. .'J i 

?l~% %,..% () SJWC conducted RPland DCF nal is specifica~}y for 

SJ1';C and arr~~~ ~t the. fO! ~i!ng re N\tr:i . 
USi~~\a~RP anal.Y~ ~ with a ~~~~~ctor 
of t~ree percent hove the ~os~ pf 
debt SJWC computed a ROE 0 11~~%. 

o 
:s 
l'l 
?:: 

.?! 
() 
u 
\'J 

" :;.1 
~ ". -< o )) s 

Based on DCF analysis using average ;.; 0 ~ 
of fiVe-~and 10-year. histo,ica --(late s':S ~ :-.: 

SJWC~h~fu uted a tf,dil ~f 12. 1%; ~ ~ ,. 0 

I '~J-' -, (\) . ~J (') :.;; c..~ 

DRA i:f:rmined a ?rJ~~~onable ~r1 e ~f retuXn ~~h~e ~lor 8 
I J I ~ f) 0 (' " <"; 

SJWC by applyin~ the OCF an~ RP analysis! a group o~~fpmpara~)e 
i 1 ·· ,.. 's' % J; I~: ~< l' Ct) N water ut 1t1es .~~ '.~ (,j .... . .i i' :,-( J) 0 g 

V) ~1 in (') .:> _ ... ~~." 

Based ~J, its analyhJ.~', DRA cJ)~.J 1. ded thag a r~sonab~ 
range of ROE i~ f~om 9.15% t~. ~O.33% ~te~-~ dpoint Sf wh~h is 

9.8% •. ~.; >$ ~ !'~ l's ;.0." to 2 
. Bot~~ ~ and DRA~bJ~m tha ~ ~ ejr respective ~nalYS~S 

is superior and that the ot~fr.s anal~~1i ,8 flawed. 8 
SJWC·s Position L,"- J 

SJWC statestrat the bajil point spread in authorized 

ROEs between energy a dlwater uti~i ies, whether individually or 

as a group, repr~~ent ~~n imp§rta ~benchmark in the 

determination oftthe 2f for ~:c t the current proceeding.. . 

According to ~q, ..,.ab %Jt a ;,~~r~ct.~ al change in the risk profile 
• h • f! 3 0. • 'ft ~. 3 0. I ~ I ha' i - i of e1 t er .lndus~\JU' b.l ~ sto~~f..e&>ee-!i the S.lS po nt spread n-

authorized ROEs to remain approximately the same. Therefore, the 

- 16 -
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e current and'histbri¢ai i spi':~ad~J bet\;.ftWm' a'ulh6rized'ROE's'" fO~1 ~?t~'rgy . 
and ,water ut{11tles./'·i"dividUall~i-'ot·)as a'i\l a~erage, ;t~i'e' e~li-~Rl~ly 
important! arid Useful! in'-ithe~'deteh!\itlatloiP6f'ra' R6Ej't6t-q~~CrJ Irt~Jd 
the current proceeding,9l?Il'<'{~1 j,:.';l[ ;,:'Y1 ,'.J .i'~'··i,ip-! :'1 ;'~,i:"J: ul:;~i 

,:;'- ~ ': "'In NoveIiliei}~995; the rCommi~sioH!lautfioX'iz~dJa ROE of· 

11.6% forctli6 ''\eneigy\\1tilitlesl.u ('SjWC r s"aftt\lyfl1s!" m:s~~uBfi~;tHtiC2 

traditional f"sp'reacl ··betw~enl~the ROEs lforf'~fieP~y ut!rlrtiE:!~-:1jna'{(l"ln 
water uti'litiesWsho· .... §[thatC-SJWc i·sh6uid(l:5~c .. aGthdriz~d afR:6~oftl·<:n 

the range of 10.65% t6 10.82%. .as>t.JiflJIJ 

SJWC states that as a sirtgle-district water e~pany~ie . 
fa.c~~· higher 'Dusiriess'lrisJ{ beccius'~:sales/v61atffft1:Wfll impact 
the ~ear'nings ,abiTitY':of;ra;:singre~-(nt3triot::{w-at'ej--rc6iflpa:1\Y m6te{:ttliAh 
thoe'arpings -abi-lity :of :a',rnultidi's'triot rwaeei;'~comtJilliy"-~'l rsdriic(.{f {'} 
asserts; thatla; ROE"of, 12~ 25%"ifVilEH:::essafy 1fdt!;sJWc-t:o' aft")rac~)iut! 
investors 1n its comrnohl stook-.io 'f<)j i' ,"1 6 <d ~-lt><i 9Jdf·.!IOc:j'~)'j .• , 10 

e DRAtB! positi6n'·.HL'i::,1' .. !:) ~'ff j OJ .In·-, .C;·hU(l[.,\:J PHi,{.hf'!i"; ;;, 

1"] • ,:, DRA-, believeifJ tbAt:":'SJWC)'s; pi'6tK>sedf 'ROE' ofi ;12:'25%vfl; ~V(I? 
unrealist·ic·) becaU~e'f SJrlC·' s' own 1 analy~is) db'~t-"n6tY;{bp1>6tt . thls'J6;';9 

i ·, ·J·f'· highjROE~.1 ?.~·2yl:o.ffi" If:)!';: !)c:tl)}'~.'Li ,: j f(t<::'.)'!·FLlj~,( Cc!}['.!().!(j .2. C
)( .r_J jp 

.'\':ct if; DRA') bel ie'ile!;"> thlit res') DcP 1 and', R·P'· 1flA1"y'ses'lf6r l'c\ ?ii:'6o.f{->':) 
of- coinparabie"wat~'?~~ c6tftpal\i~'s tp'to\Jide'la lJeEter-} 'iesU ft ! ~ea\\~ej f;.d j . 

they,- tendJt6,'~of"i:'eat cofuPiiny-sp~cifi8Jab'~i-raei3fts~()1 Abbb:t<Hfi~Pt6·j . , 

DRA, ,results·:det"ived :fd)m;!c3m.pafiyl~p~6ifl~-! a'iia1yijis0~aH')b~<') 1 2~,'iO;-i 

J! f (. JJ':DRAl.:·also'taJ{e§-1issde 'wi tli 1"3 s.iwc i ~:Wattgm1>t · t8 ·a~tei-ihlrl~-5a· 
ROE Jori :'the'~oasis' 6f: hisE6l'lcaF'sptead b~€WEH~fi Ithe':~dEJ9auERJrf~Jd 
for~ehergy~\l~fi{tii'es"and {{aeepju6i'l'i€r~g. ~s""DRA~seaeEt~ that ·tR~:)9G 
Co~iis i'6n --Ha's (rlE!irer -rei fJci io'n' a'n\F'sWcfVlipr~Jd eE(j Pdee~dfJE! i<J;':O 1 

reasonabl~ ROE~for.~cili' iYMivl'du'atfuiirft:y?9JD'~f{alJ8 P8ineJo8u~20"l 

that thEi ~'spYEfaa ~ lMt~een :tiie%u tH6i i\t~a '-'ROE~' f8f'~flnf&!iY \it ffrrlG~'d 
arid water Utfilit;i'es'(Yatig<fs~(fro~'5S1 oa~rfs !p6nll~ Y':01 fSS!1)'lslsilIljH 

-- iif- ,;.-
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'; p~lQ~S 1 .. -; A<;_~9~q~!),d t9.f ~M'n !J!l~~~j th~.- C91N"i~$ion_~ s ·ptesent lil':')'!) U) 

'; Pl"~9~J9~' ~i ~He \ :~~et 9P,:, f<?X P-" cC;>!)S~~U»t;::~pr~~~ ; wQul(i1J)i"<>ve futile"'f:f. 

beH~us~.,}ny,~~ts>~.~ I j p!jn;c~p~!Rl)j .~f'~f?:.lat,~ve_ :t"iS)<!L;Of the two.! (,>~ ":L 

industries is subject to continued change, t-:dOY""Yiq 'ill'31 J W) £.,: 1 

! l) :-;l,' i ,PM,,; :p~E=R~~n~§.i ~h.~,t',L:giv~O ~\:~('~e~C\~i.v()ly low riSk, 

SJ\,}: jShp,u~c:lJ:~~ ~~~h~f~~~d~;a,.;~~~urQ;,Q( )~<Ntt.Y'._(.){,~'.f90~ ,oro I f'2I .1J 

apprB~~)m~~E(!¥ 1 ~lJ~ ~i~l??~.n~c.qf :::~~~ ~~ng~·c::!J:\V~$.t~l':S 'M,ouldno (.1 j (;5-.1 J 

re~qo~e~l¥. t~~(~J'ijt;9,i>ear,nL(rQI;'ka' 9.qmp~:r~.l?1~:. 91".QUP, LQf .. Water· ·t,) J L'cI 

utTlitles~ . ,'?\f~. Ol 0j?l'('I, 011,) ~t);l'-,'! ':iff:! 

pJ,SQ~t,l.t;I~~i<>A 'f0Jr,',,: j:)1-1j<dfJ-sI1irli;'. (. co'-, 1r::iJ ~~')Jr.j2. J .. ;C? 

J~)r.q.'-:i ! ;1}<;>:tltJ~~ ~~J1<!'.&1WQ fx.eli.e.<l, :..on' fi!'iancialf 'models-tin {suPPOrt 

! qt~,tly~J.,r; ~~R9P':~.e_nd.~.~lQ}1E!, • .).i: ·_W~. __ ~l.t~v~ ~that'(re.sult·sLof'lya'rious ClIO 

fina~R.~.~l Il!o~4~.l?>,it_re~,gqp~ ~s~t51_r.tJng' points ~as '~elil;las '~nalYbica~{3 
guic!,e~>-J.~.l;--. 't~taJ?~}.~hJ.Jlg '?-Sn~_.·:r.dlm·;eyer,:::the- aatual1 determi'nation1 1'; 

of a reasonable ROE is a matter of judgment .. · :':0 ;: J i. I: ( ~; JCt) ',"YJ'Jt J. 

In applying ~hat judgment to the evidenc~l1?efo~elt.ts'~A_W~ 

give J!lPrJ;t :~.e-,i~h-,tr_; ~R}.Jlle) ,~_~f9K~~~dj\t:J~m t .ot; DRl\x) lW~ I a9~ee, for 

examp.},~i J:h5lt.!)~Ft.~I}~~,!~.J~) ~!lpl¥;>,~,~,:, f.Q,~3 ~': c9JPP9r~p.J-~)g('Ol,lp' of{ ()·-nr:u 

utilities provide better results because such analyses tend. ~tc),?lri 

cq11f,~fS- H°r,np~nY5.?~f!.(;:A-Ji~{ a,9.~,r,r~t;Jo.l1.~! J },J.~J aJ§9_, Slg!'~e:\ wi, th DRA 

that,., t~~5'll.r i~ c V9.j 90~Wj?-Jltr §Pr,,~51sIv9,Eftw~~n:. ~h~.) RO~~;)~u~bQr.i z~d ~tfor() 

eD~r~[ Nt~!!;~ie?~l~.l)sIJ W~~~.!'L utr~!p;!~~· '{I!?;'h~!'~ j.§.)QQ.1;re{\~on:,tha~:)rfj 

ROEs fo!, ien~59¥1 ~PlsI,c,w~t~fl y.~!~~ tt1'm(!~bo,ul,g1IJlOV~,riJ):.<\.OQJsf~tePI ,Min 

because to do ~o ignores not only the underl¥ing financial.b9<!f. • .id 

~r~~~r~~J-(f1·~.~ IJf1e.q~J~CJl.!i~yc!:aR~9~, <::.;~nt~r~§t:r.~?Y~~9.g~H:cetc.l but 

B!~<l'l~h~l-,te!~H~AV~ii!in~n£!~! ~~~!~~sf1 L~!~ls§ 2~~Ce.g 1;>y ;.~~cl}f.uti~litY)H 
sec~?,~. jhNJ tlJ~f.~~stU:Gwe .1J~Y~ lqqIJ~iq~~~g w.~ter:~J!t4tiv.ie~ltQ [be '101 

lowel",' ~.tj~~ll~})y;~.st!!Jep-t:~·l~lJ.an.~j~me(w,. \\~it.t'l:\~,~· 'lsW~th ~,th.etJ_J'!lfl)Jnent-') 

res~:[l~p~~rA~~ ~.tlth~~,~le~\i~\q 1~t.!.dq9};:XY"lt.l,1.q QJJ(~.J,".eIlC~~. iJld~noa{)9'1 
b~~A~EJ.~!i J:P\~'·J.~-rttw~~.,1} \i~JJ~.r L~~Al.JJ.~ L~~o};R-r ,-~n(l:.tJ!-eL~Xe_QFJ"~qi:1 jEriJ 

utilit~<:.~o~c'L~Ii re,~y £yfi~e ;,~1{.~~~ ~~r~b:PJ_gl).tf.Jgp.~n~~&(.o..Il13m-, 'l~:uMbOf; 



A.95-08-038 COM/JLN/FTF/vdl 

investor' s point of vie· .... "l_:J_~~~c),{ll>US_~!l~~_~-:lrJsks ?~(tw~ter.'t{·::!:L i' 

u~J.J~~i~~ i af~i~~l]il')!?ed.i becausa1a, variety! of' mechaiHsms exist 

thro\l9,~ :~p~e. }~J~n~~~l~~J;"Hte,J;ase fPt()c~sS) to:-address -'any ii1biea~ddll 
risks r~,?~lt~119cfr_9.~) tberCO$ts.;of waterYshc)rtag~ 61." ~at~r~<NAlrty 
prqQ,~,~m,s t.~·:,.:~l;1,e;;.e_ ~1!\~.ch~J)i~Il\s ~dnclu~e frevisirl{j . §alos ':f6recAsf~~~ :0') . 

~l~fllH~,i~,lJ...R( _J).~eq~d! !;.api tal rimp'I'ovements <in c-'forb¢a§t~dr»laiif!! i ri:t 

addi ti.o\n.'~', ~nd ,AA~.~;JJ~!Q~gb'j( through ,balancing accotlnt;(~te-at'meW€r 

of ~nYs _,i)lc,r:.Etfls~e, In.: c.~s_t .:9.f' purchased water"'or·i~\olEfi') ~.·H 
. . 
'udc,,' B.a~sJe.<! .. pn-; tl\e_~)JQve;l we conclude' -'that taO ROE ;6f)I~1~'120%'~is 

appropriate .ap~~;r~{tsoJl{lJ:>l~. ~forl S!1h'C nj We'beTteV'e';this""ROg'Vfl~lDll 

fully r~S9$J1)j.~~ r .!:!1~J.s:oJnP51_ny, rspeal f~o,.opet'atin~vand btfsiness r~sks 

-~I.t~c~tl)~)J}l(hJ.I)V~13J.JJl~l)t>ot~: SJWC-' S1 sbarehblders1··\"an~. thW fa~tq8.U 
tha.t,}§mS:,;J~{1-~J!lgJ-.fi!.:r.Ql~t):"i.~t waterJ utility :'yJAd~ordlil~ilYf) tnef q. 

aH-0pt;~9i'~O~.;!~ ~PJ pa$js3 wints above- DRAt sf recbrtlinehdb.tioh'-~t) Q8 l~!) 

1 '-'.-', f,;_l()2.::rn!~)9-d9P\:~d Rge-:.isJ_comparable'~with1 the~· m6re) re'cl{nt'1 .Hi:.> 

ad~p'~e~lj:RQ~fi;:!<?Z::l9tP~!-"~~w~ter0cofnpaI'lies-l~ ')[we-wi'llra:dopt: fa: lROE [61~) 

10. 2,g\(J?~l§~' \>lTh~$_::p.Q9Pted ROEiwilh;prOduc~'fov~rai'V;~atesJo£'-} 

r~,t.Utl3j?n~.:.r9h~.~§Ek9( 29 ~~at afid9 :25% f6r.i1996;~afid r 19977? 'XII od j 

r.'r~,l?,e?,t::.i"l~lY.:,_n f"qiJ '10 A~;-;(! J~<::,rf' ~(,il nIb J: ,')(r~: tl) JfE-df,'YfJ 9dj 

--19£---
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!!?atmen\: ,.c>.(.,;XntEH;.{:tt r D\u:!ng '.C6neta:uot!o'r~-) i v } (. -' 11 (cq ,:' 'H' 1;-; ::wn ( 

! <~ h:'j;' QOl' NO'.{(:!·"'ler.)l" r,1986, ., the"cotni!\HH~16n r i~sued ~'l€s f diJ.~i1!J 
In~t~ ~ut;~ng 'lnvestigation-' (I~)" 86"!11;.019'')into f tlie!'~ateiJakfn~()1rl J-

" ~mpl~pat;t9n~ Qf Ule ITa~: Reform Aot~c'of':'1986 J (TRA)a6r} J fTli~'! <,:-12. h 

COmrt:li.~s;$..9J)·J.fisuedi D. ~8.jOl ~061 :'·in IId~6-111019":whi6n"a\i\ong :'6ll{~Jf'-'{(1 

thingp.l.j(\d<lr~$$_~d ,~the :"issue ·:of·\capi taf! zctti6n fot :'nftef·est'(d\'\~lli~ 
C;~l,l,st,r:v.oq~ioni1(TQO)J Q,n :constr\.tc\ionr\olork:l it'r'pl:-Og're'ss b(CWIPvl:! j !',f) 1'> 

Be (o.r.e. ,~tJte (~nac trnen t<of.:. th~: TRA 86';) wtit~; ruYil'i~t i~s' ~ 0 

:\>\e~Et~~\t~hQrJ~,e,d, to :include' 'CWIP, in' rateoose'ilJ lfo-WJVel:'p water 

uti)..:.iJ~.i~~)li'I~r~:~nQt.':a-tlowedl to '-Cilpi ta'liza \iDC)~fti'·CWlt> .. '.)j c,j '1(}I) fqqr, 

F • v -. -... "';';'-1" '~""--d ,. ~Tr.~ '>. -~.11·cd· ~"::'-I'Llir.l.."L-t yf [tI} ~~:-{;" if ;~39rL 9):) ... ~as~ns_ ,ye"')',\lne~p a1ue ,l.l ovn\,;) ~onc . U' eu '- taL 

D. 88J'JH,:-OJ~Jj <t)J.ow~d:·it:,to} capitalize"! tbco'ifl C~lIp-':ahdHln61ud1i.lCWIP 

pl:.~~ J CflPJJ;9JJ,?edl;:UX:. '~n" ra tebase-,·.'; ln~ '1 ts r rl'H:[xt:.; Gkc' pro2e'~d'{ng i f',d 1 

(1989 GRV)~Lf9l1Qwing'f the\issuance of,IO'882.01,:,,061\ S:JwcYin~l({d~ar,· 

CWIPJ pJv.~ f c?pJta,l.!zed I JDe} il\'; it!? ~rateba's-e-; - t;SJV.X::)com~~iisated for 

cap.i tali ~Jrtg c~[)C !bY:.·reducing =' its-: intere~t-"rc6st-: comI>6nefitH iH"{hgbf, - - ~ ., -

cc;>,?t-:9tr:,<;apH;~1·:~nd)rate !otI retUrn ca1colati6flt'bY· a· .. ·'p6rEic?m,iSf · 01 

the IDe Ci;\p!t?li~~d/c'~While SJWC~mada tfiis('slgnifi<!arlt'fclian~e[Jfr{! 

the treatment of IOC, it did not ale~t DRA or thecomM{§sida~t~at 

it was proposing to change its ratemaking practices. SJWC 

followed the same procedure in its next GRC(1992) and again made 

no mention of capital~zation of IDe on CWIP. 

In this proceeding, SJr.'C follOwed its' practice- 6fifot- ,-

1!l~l,1,~i.<?nJI)9[ ~~.~ ~.c}p,tl;aJ.i~ationi Of IDO!6n!CWIPt ":toH6weverPUHs' time 

the DRA analysts d\r~f}Jovered ?'i;lJrt SJW111~ac:sL?~AJ?italizing loC on 
CWIP, and challeng~d. ~~C olf,t}lis is§lie:~i)DRA coiltendsthhcrS~2· 

. . ~'rJ f '.1·K.. e 8?,O-,R0.-ce. 0:)1'.1'192. 'lojf.\"1-IfiJ 
is receiving a return 'on CWIP twice, and t.hat rglwp.jlYPF.~)a.H~oJffjHOG 
adversely affectec\>J:>Y~IPJ\'lC' $: treatme'nb) of{ 'IDe. . '19j.n~·1 

,()fl. (\.1 to Of 8~O-~1-cP 20fbiffjH "-1UfN 9IqqA. 
_ SJWC contenas that its treatment of iDe s1T!?t;Ji,-m .. i'1JJdI12 

bookkeeping. As t9J t:b.~ impa¢t>2on ratef>ayer~':?of this treatment:1 2YG 

SJWC contends thatObaS{t~li~~tlon of~iBc°gnatwIP ag~~~g~t'1~~~~g~fi~ 

--201--
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SJWC' s revenue requirement because an adjustmentJls·imKde,~·tt~l_rthb~ 

it\tere~t co§t.;;cbrr.p6n'ei\t 1\\', th~ tt)~t--j6f cilpitalt and'· rate of return 
balcUlati6n£d,~1'-'c j:.~,i-'Jn "'N)" :-:::' .'':If, ./'...'-:n ,J.-;V--! ,JJ:'_": d t_1"J;~ 1,,) 

In addition to SJWC~:-:C~s-'ls'--'lnte'i~'s'~ed: iW~ tilHp lssu~{"') 
and would like ::t61 f61 16W-:' SJr.'C:' g--t>rbceaur'e )of,-c5apitalizirtg ,IOC on 

l).ili-l.f ~({ L (tJ jn!-;H ~·Jr~~-! ... ~-, i ') :,),{j 

CWIP in its future GRCs. . J ~:'J.ll1(") 

_ At' the ~~i1~~~i~~~_:~~a~~n~{t~,)~Pf~i~~~,~on (~5-08-038, 
SJWC failed to c6nvlnce the assigned ALJ that capitalization of 

IOC on CWIP does not cHAng~ SJWC1snfeven~e~requirem~fit for 
.. nolJ:w'l'J2f1o".> . 

ratemaking purposes. To allow SJWC and CWS an opportunit~ to 
demonJg~af~'3i~~ii)~fs J~~e~~m~~i\?i~~159 g~j ~¥p8r~'3~e~~Aue' ~eutral, 

. JlO{:;<H", :.:':) -:-.;fJ )0 nOI;~L'.)01} \"Jlt> '10 flO1..,:rV'YIC1 YIOJUJ,)j? 

! i~h?;~,~~!~~~~e~e~ [)~~t~~~fs~;~ ~L~I~~~~ ~~a~;j ~~_~ ;~;~~s <)~~oc~~ding to 
address this issue. ~ 

1 ,,-, ;0 f <:'\':'Jo~jf~el~i~~j ~~~~~~~ i~I~h(~8~h~s~:t~¥1 tfi~~ p~::!g~~~l~~~ i~ J 
- - ", i'O.,-}" "",-),l i [1; 'l!"-'·'U-. t')j. d fr."r' 1 r.:'''';(J';r} f)'1'- ~'li.ffl"""-'( . _ ....... _,._.. t - ~ ............ a-...J L _ -J ~- . _ ;:J ... ?\ -.J ...... ~ ~ _ ... , _ ~ ,.13 ........ :: '0: .-J 

was agreed that DRA's method of exclu ing IOC from CWIP in 
,;(! d'it',.: ,i:JfdJilO'j fi oJO! fY;-':-)J!l:> :;:-;v~ J:e!~r j;>.u!?1JA fiT .. r· 

ratebase w~ll be used. It was also agreed that SJWC will be 
-""''-.11'','' <)"--'h:f'~) ie-'yd') 'l,i) -,n1 <,r.) [""""1,,- fu·(fjid" :'i'!..-.:t·,i'---'fJ ('-J yJ;~) 

allowed-to--'establish-a'rneinoraridur'ii'aCC6unt-to~track i'he-difference 
[1'.'(--:11 . '{ J -r !,,_! 'J::l i \j f ~l vol bJ.t Gn [r:d 'Lt::;d f1 ":) J:J ') '1 :1110:) !) ii.' . c 

of revenues collected by S~~ between uS1ng DRA's treatment and 
. . . ' . . . io1.:ton 

SJWC's treatment of IOC on CWIP 1n ratebase. The disposit10n 9f 
t~~~~~~:aAd~'1Ji~~~~):;t }~ffl ~;g~ d~iJr~t~gcf0i~ ii{~ode~~i~d p~ase of 

, .. c~ .. ( \c:jr3(~'_i ;{ttP;;. =~·Ji:' 000 .. oo~.:; fi~}tl{~·"f 1C1 000 \~t~~:~~ -:'~Jf) \t1i.~) t:)ifJ 
the proceeding. ' 
~"::~{J :-)\~~·!i jC~:l f)[r., :J~';l~~ 1i ff~j""'-;E..j 1tJ:':~:\~_!· C~.-J ")!ffli::1f1(j~) II. r:·t ~-~1(-_;()'3 !L?':JliJ 

Comments on ALJls propOsed Deoision .. -, 
-, .'{Jl~ (;{{:-; i'1;U·.'] J'Jf;'.fJf10:) 

AW's proposed decision was filed and Ii.iai1ed to the 
;,j:C:O:J :':n{f~", OijU.OIJ~? 9fU- Ji:Jq0- OJ.2~cWqOHJ z':';·,·H .. ? .\' 

parties q~ M~rch, 27, 1996. SJWC and CWS. filed comments on the 
. flO 2.1"!D'>' (, _l')'lCfl'~ b{lf> c;-J9YJ:,(g~ji:'-J. fF_,0'(:_1~Jn J~)r)',{ 1n.o~ Gil j oj b9jF,i!Yl 

proposed decision. DRA filed reply comments. The a~terpa~e 
. .e!8GG ~2~\8~r 

decision by Commissioner ~eeper wa~ filed and mailed to parties 
bflJorf2 J':)c,'lJno:-> 9rtJ 10 20SS):)O"lO fit; j5rtJ i:!bn9j(lo:) A,<I!} .S 

on June 28. 1996. Comments were~ filed by DRA and SJWC. After 
bIuoj{2 jns._~:':nlup::n DUi19V9'1 3 ':):'lL'2. J6!lJ on£. 2:1fJ'{.5Cpjf,'l Drlj oj O(? 

reviewing the comments , we qave made_ changes t6 the author~zed 
jC:9J ~iij 10 cbr,':) '101 r)OO • .,'p.~;: 10 JitUOt1fi IIul 9[{j yd h9:)DJ)~'): Bd 

ROE and the treatment of profits from- the contract with the city 
. - .a'1£'3Y 

of San·Jose. These changes are discussed under the appropriate 

headings. In addition, we are correcting cetJain errOrs ~ iil' the-

proposed decision. 

- 21 -
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FJ.n~i,ngs, ,qt ,Fa9t ~ !l'j, l J c~:· t bf. I: f, .:;~. U~; ~l~"'{ ,: ;;,', . ~ y\ ! lj~<'·l '~'lfl: , .. ,,:.,'( ;::': !:n:'~ 

i !:I;.! J" <;~.~fS,~,\:., fpXJh;.hl ~~h~.bi~ .1.~tan~ ~n~.:ll\<?t!~9n.;.(9l;" ~~QPtJ~P 
of. sottlement, SJWC, ORA, and CWS have reached sett).~ITl~!l~;,911.){\).\ 

con.t,e.ste(},' .~$s.\H~s,. ~)(~~Pt;:i .\:\1e. folJQWft)9.:,':: ':" i 1"1":' ".f f;h" 111 

,',,' ;,; 1';; ~ J~}J. ) P.t~~ur§ew.$:1\~)9!! JUDd§:.!~c~JY~~h f(9m.· .. :fi: [ r, r; ,,-'.: i 'n", 
the City pursuant to a billing 
contest. .·.':.'~;.i 'Y1JfJU1 ;~ji j1( 'il;-,:) 

. :.lfO ,RO· ('12 HOI Ji,::>i HiqA fit t?fll'!f,:,r{ \:if,.~ J(bh(v~' ,-,!fi1!\ 
(b) Rate of return on common equity. 

,(1 lIF)r.lf,~;ifr,:!jqf<) Jr·fU cr!\ h')(1l.ji"c~f> <:<L' ~)~';Ii\,fI'-):) oj r'---din1 ·J .. :L:-~ 

lq l(R)·:·/r{~~~qtel)~;IQf:.~n~e!,~E;~ g~~~ng !C'II <~~.'ob 'f n;~) iF' • /H 
, construction. 

{} J ~~l! fI~~~0~~~I!l~Q oi~';ih~il~eiit~m~~f Lao O~ot' ~q~~i~~~n~ll~~~':J Jf;~l 
,Jj~,'!Ju'-Jf1 03 H, 1') V::)"! Gi <lnt) no 'XII 10 jfl9-;-:jF:YLJ ;"! Jl jr,tfj ')Jr,',t ]:?f1/.>.,::'t) 
stat~tory provi.sion or any decision of .tQe~ommis~ion.. I 

,i ,: ;:'iI J r?3~ ~o~lie 2 S~Iffi~~i~~P~~ ~~~i~g~ ~~~~C IJ96 J:rid ll~9¥JiW~1~dedflln 
• :JlJ2;!i ;;dd1 <:"·:')i{:,i.F, 

the settlement set forth reasonable estimates of the levels of 
;1 ,paii-:.''-.J:)(YH! ~)dJ ]o.:')Gccdq 2Crfj nf 2::-,Ji','1 (In('1J9,~ '1:0'-1 

revenu~~ ~~~ :)e~:~~~s ~(l t 1~~~~ l! ~~x~c1~r h~'~ j ~~o~~ t\¥r~a~~,;f J f- ... n I1h <~ C,'; 

4. In AU9.ust 1993, SJWC en~red into a contract with the 
f~-,J f r ("'r: ~):·;L·:-! ji)if_~ f)3":4-!(?[) O~ff; ~'::fJ~:l 11 .f)':.")~;i.J c.") . .l .fJ ~.::." ~)~~-,~(r~.1r.-! 

~~~~'j~~ jf,e~~~r~J~~~l~~g j~I~~~~~e~:;f'~~i~,~~:;C~t¥I~ ~ i~~,~~g~,jSt~X~~1~, 
5. The contract ~anbe terminated by either party upon ~ 

f~~i~-~. j!!"<":j~:L~)-tJ ~.:: -! / .. ~:(I ()j": f GLI [~--):}+\-lJ'=.:~=i :) ... ~~T",.~ Y(l i~,':)j:)'J LI('~.J ~~~~~lJf!·~)""/,:j·~ J:~) 

not1ce. 
"};, fl'" j Jr :~ r:-:) c.:.! i; ~Hii . ') 2 L'i C:,.U:, L n r ~]j .• ',") ;: ,) ~)G I J 0 j H2,.' J i" 'Ycf 2:' :>;';r:,z~ 

6. The total proceeds from the contract between SJWC and 
.~ () -J8i~i':(J f);1C)~)C'}2 SIf J f1 i i>:)rr if~-. Js-js-f.> sd ~ i l~'I'1 _-'n:~;iJ:')~)i) :~HJf)I!;')·1~-).";':·).o..·: ::~IfJ 
the City are $244,000 of which $200,000 are sunk costs, i.e., 

these'costs will continue to oc~u~ eve~ if SJWC didf~~~~h~~~ ~h~ 
. !t(:)..(a~?c;~ .. I,:'?n~::<l?~{!. ~'_~.,T,~, fI~~. a.!.I\:',7.~:O~ 

contract with the City. 
:d; oj iY..lIL'·'j fmc, b~J(il ;~f;;:; iw{;:-d:l:.h L'JG('no~!q,~'i>Ji\ 

7. ~;Cts proposes to split the $200,000 sunk costs 
,)rlJ nO 2jilS;:;:~'J:J D31 i.i 2~';~) ').1£, J;';(,2 .' (Jeer \ r~;: d:YH:·B flO ;~9 d'16q 

related to the contract between ratepayers and shareholders On 
elJ" 11:~J rfj .' ..•. ,' ';"[1" ',"'" ~ ,. 'r.'·~ f"" r;~ • ..... ,' c' Jr' "f'~, I') 1··'''-··,-. .• ~.jq 75%/i5i)l~sis}. "":.;.1. .-:...J" •.• j .. , \.l'.~·..l. ''-'.' I..!. :"'"'' • II c •. .1 j ,:'c~'}'l'--'" 

:!" i. J '1 fiq Cd b~)l i: 1':/1 bflf) h~) i i 1 ;;f)',',' 'l9q9)~1 "1<)iI013~d UT.O:) '-id nole 1 :::>sh 
. 8. DRA contends that all proceeds of the contract should 
~~-,jl/\ .,)"jL2 onn AHG vd b:::dl) ~n!n'; ;:;Jil9:;'c"T;O') .aee!· .S~ 9fHJlJ flO 

go to the ratepayers and that SJWC's reVenue requirement should 
be fi?;JJg~~ ');y 9~~e '1u{fP~or{t?nfh~~f $2V(f~ 6'<ib '&iI9~i[~~ gfrljthQ~d~~9it"'H'i 
yjl:) 'cHfj rfj[.,.f j:::>f)·jjno:.) [1f!j 'co'!l 2:.t,nO·!'.~ 10 jf19:-;;·JE9::cJ ':>riJ f)!'lfi :-10>1 
years . 

. 9JJ;r,·i<.-flnqq6 sdj 'saf:,[!u lJ922w)2.ib ~~r.ff':; 29P!!ijji:::> ~")29flT • 920t, flB2 10 
"-

:Jifj Hi 'J'S'.JT59 nlGj'':El:> {]fILj:)9-:1":!O:> n':!£> 9";; ,no,(jif)b6 nI 

- 22 -
.noi21:::>D~ h980QO::cq 

-. L f: -
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:.: "9: ~Wh{HFsJr:(! ··s;'shA'teh61dersLhavEVbEHiefit~dJffom th~ 

proteed~ fBt!the···dont1·act·'~HftceJAUgus€i!i9937csJWc·is iates'do n6f' 
f.efledt,~th~s'ef'addrtI6naljf'eQ~t\li~s·?1L1 ;·:-.)l~'·l j .:,J lllU,Y)'I(, . :"h;·/I.r ... ·:·;'j 

;. ".Cfo. !cIt>"!s: \lnrfke1~l;lHa~iTthec·cfty·-wi.ll . t~~mifiate2tHe')"':L:~ '{d 

contract during this GRe cycle. ,'J. {:n 

11. Even if the city terminates the contY4dt:t~ui:'ifi~~t~1'ij?~~ 

GRe cycle, SJWC would ,liei11 f hat)~ i'~c6Vered, more ~reveriues tllan 
reflected fri il.fi fraees {)'J<~i"Y! ')rt 1 c:3 h [Hc',i? ;C' ,~.1.Y! ~!' ~):':L~ . :-: 

,rC'Ci2 {:r;H SJWG 'cont"end§f'thilt lit':!{s(11abl~8£oi Anyi'err6rs 7rt\ade Jifl 

executing the contract. ,VI0Vjj:)<:)(]~9"l: 
, 

,':. ,,~: f 1'3';1 "Jtat'iipayers rsh'6\Jld fIY6t hHrnl:5ursti iSITI"X}(s(~shcit~hold6rs for 

en.'ors made by SJWC's employees. ,<IF .. ;:) rIO ')(1I 10 In·:;.C!jC,:)·I:i 10 

-: I'; ;,> ~l4:~t-.l SJWc I Has'(){6t;::-~t6vid~dYany ju~t)tffda~t6iicforliits. i>­

'pr'6l5dJA1' 6f I 'spllt'tfng [tne'-"p~6d~ed§ ::fr6m~the' ::'cbnircidt!! }jetwee-no~<)f, . 
ratep1!iYets ci'tid:·sh'aYe116iders. b;!f; JiL'·;h'·~nj <~'AW] flO hy~t',{ ')~';L2 yd 

-
15. A ROE ~fCI0;20%·;fo:frs.mo is c6ni.tSt{rable' wfth;'the;'mOrel;l 

r~<!ellt'a.dopt"Efd· R6Es' for:'otlief' ~wat'ei .... coropanies i' rU '.:<)ft c,~ . ~-: 
16. SJWC contends "b~ing c a' f siii~fe'-dis tr ic't fUti'11 ty j) f:i t: fa<fes 

greater business risk from sales fluctuations. 

17. An increment of !iJO'~PaJ{i'§;~PbiJlts over the 

ORA-recommended ROE of 9.90% shOUld account for the business 

risks affecting SJWC's shareholders,'.imd the';·facttthati: SJWC is a· 

single'..;district, water.:compa:nY.1 hi ffj:.;-:;' !l i. J (1:)":'3 I J .1<)0; 'J11 i; , j 

18. f'lWaterd.ltili t'ies'!lo~'n'ot: face (the' same lbusJ:n~ssjri.sk .. ~s,·) 

,fn19 ~'q.? A; ROE 'of. IIO·.r20%:'lwi 1'1) produc~.;.loVer. all~ .rates:",of return 

of 9. 28%, arid·!9'.:25%t~for.·.the'years 1996ya.rid d997, a'espeatively. 
, ' 

<{ [(~20'. i lloh~ a_llr aetairls,,'pertai'ning;(j:'o ~capit:alization.~of)~I1XkOh; 

CWIp:.were)!avciilable) dur:ihgj~the ::eVident-i'ary~{1f~ar.irtg l) 11)'l:9[10D ·.ef:HYl 

9fiQl.,'QIPa'r·ties-, hav~i> agreed;~t:o~ ad..dres;S~ ;the';i'ssue :6f-ltreatrdenba 

of IDC in the second phase of· this proceeding. 

- ,2·3 --
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?~ .~. _p'q1;tA~~ i l]~~~ .,a9~~~d,,_ \~;)\l~~ ~.I?M~,s<:tt:~~t.m~wtrfl9.f ~QC for 
- -- -- -, -- -- - - -- -

thi~ pha~91q~ ~h~/_~1;O<;~~~~ng;"fl[lg: .. tq·,~l!o·"f:.,$,~o~o,:..~~t~p'l}p,~~,il"nq 

memorandum account to -track thfhq~~~~!:ctn<r~I'9.~ -jl;~y;~n~~§fl~o~~.~.q~~,q 

by SJWC_-Rqs~(LRl) .~~. ~ f ~~e~~I!'~nt:;~n4. ~~<2Ht..;~ll~,{'tt;q~n~ 1of , P?C on 

C~'lIP. 

CO"Q~\.JBJ.9n":9f~I.~W1rlly)c-dj ;-'.)jurj,!,-..,} \{Jr.:) ~)JLJ :Zr !i'n<-:i _li 

nd,. ;_~,.';'i'he'.s,~ttte:ment~!?l)QlJJ,<1 Q~!~dQPt;~q· hfuc,-,: 'J:;i.':J. ,9.['}\,) ~'jlt) 

2. SJWc·s rates should be increasechtQ [,qllC?'1 l-.tt: tg .-..~a_~'l c-n 

J::<}tetlf.of Gi:~~Ql::n·~9t-';2.8\ Ic;\n~19 e:~5' jfQl-" nth~jy.~<!r.~,~~l ~?~_~,anq. $:~ 997, 

respectively. .j:)j','f],{[OJ !)rf; l::fllj1J:)0;-:~1 

fol :~-f~ i;:d o::'rl}i~:-pt.og~V~_qi1)g ':~h6.\!!q ~~lJ\aJ_I)LQP.~.n ;-.:.t.Q. \{lJ~<!t;~!}.s t;1!q .issue 

of treatment of IOC on CWIP. 

4 • <~ j~An.Y. :oY.~t;cQJ1"e.(H·.i_Q~ q~ LUn~~:r;<:Q~J~QtJpQ.. rJ~ :};;h~ m~ltIqrandum 

acco\l.Qt -"'~~ talil i.sJ)~_Q -:t<?! ~t;,ra~~ 1 tl:l~ s(H.f.~~,rEE.I.\<;e h9.~ -=.~q~~'p~~~, qQll~tit.~p 
by SJWC based on DRA· s treatment and .~O;·;~Ltr~<:\_~Jtl~n..t;:. Q.f;~-:,I1..~~.J::~:I}.f 

rat~~.st;:! ;.~ho.~\.Q Q~(.~\!Qj_e9:t. t.<? r.~Ju.n<1 cq,r {(:,e.c,Q,V, .. ery .. :-)(~"i /, .2 I 

5. Since th~ ~r.ql;,~~ au,.tl1Q:r;~.~_e<\-:h:h.th.tS. Q.r~~.r L~r.~l':.f.!?:r J?'_~li 

;J;hls Q~dEp::-~hQ1Jld J;>.~ .In<;!.Q~ -e.ff~,otJv.e t~~,~y d;iJ4;f[O:J- :;:';",-8 .;).1. 

1. The settlement in Exhibit\16-(pet""een'lsan'~oseWate~-'f1ta 

company 'i(SJWcr?-rthe ; Division ~of, Ratepayer, -Advc>cates,1i<ihd .81 

California Water service company is approved. . 8:) t j i f 1 J JJ \'.Q~lDHc.: 
- -

[l HJ2';f I·.The inoti'on, ford appr6vai! of. ~the~(setblement'Jis-. granted . 

. ':.3·jlV l~.ds alith-oiized (t"o f·i·le\.the~ i'evtsed'·sohedula~8~. e 10 

attcfcned tto:l.this .'orde'rifas 'App_eridfx<A' .. ,q Thi's;:filing, shall <t:otr>.ply 
.. 

with. General Order,f.(GO)l 96--=A-o',b}rhe ~effEtatjivel date; of,\the .. revis~d) 

schedule -sheill 'be<~,ive~:::(5)~:days, after ... !tQ~, dater of~_;fi·ling •. I~The 

.J)Illb39?01q <deU 10 98l'O,r{q bnO~!)R orfj ni ')01 10 

-- ;24 .-
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revised sohedule} shall apply. to 1 $el'v.i.ce.i ren~~X~9-,:99 l~ril~t,~er, ~99 
ef (eoti Vej date'; \~ I ,i \,'f U;;!i"; 1, ;1 !:<f ~ .~ ,'J ! f f r<) J('fl ~,'f (1 i'rk ;3<) r !';"'}d:"};: 

1': i' 4 ~ ·-;c:On'or·afterr Noverol>er ~j:,J."6d SW~:!J$L~~t~9J~~~9 ~·9J} h 

fil~ an i advice letterl:-·wlth"appX9P.r,i~~.el~·9r~, w.pe!"s,. J r~~~s.~ln9., 
the 'step'="rate i increase" fo;r31'97, inch,ld~9...".:~n, App.~ns\\x, •. ~, O!,) to 

file,: a: proportiona~e~ lesser" in9r~~~e J9r·,; tr.9.~~.Il;pt~~H ~.I)"A.l?pe.~~~~ 
B in 1 the event! tb~t a' SJ\\1C'l$.,.rat~? 9t(' r~~\lr!l'; PI)1.l;.~~e)}<;l.!j~'q~slst,1u,~,H~d 
t6',reflectr rates {then f iOf effect-) pnQ..: n9!"I$\p.Jl r<i'.t,~ffi?1<.h\9"1·~~?U,-~t~~J1Fs 
fOr; the') 12, months·', ended, septe~r:_,),O, J9~.~f?' e"}!(.c.~fd,~L?!l8j,u j'fri<~ 

, . 
". f1lit\g!shallbc6mply.;withlG019.6:rA..J:-'TP~.J r:~,C}\\~~.~~4: ~J}i~P ~r5'-H~p: .. plWJl 

b~ ifeviewed: by) the: Corrrnissi~p.~ A~Ylf?9.r¥.dll1~J,~~!I'p.J.Jj\1)S~ Plv:l~JoR,l 
: (eA-CD) ~~ tOt d~tenriine,· tl1e! r .cOJlfo;r::lPi~y .~j. ~\lJ !,"~i~;\.?~9~rl ~.nslr: s~'~tll .po 

~ h\to eff~ctj UpO{\1 CACD,· S', determin~\:j,QP., ~f.) C9Jl(9J:ipjt¥J bt.~9P,J>Pi\JJ 

infOrm" the Commission I ift,it 'fipQ$J t,i:@.~r tJl~J pr9P9-,~~.f1 ,~J:epl ,f;~~Ei~:,,, 

are' not" in accord! with 1 this': d~pi.$J.9!\~ p~, . .9t-l1~rj C9¥@~.~>sipl\.ff;:; 0.')i~') 

decisions1fij'Then effective date .<>fi ·:UW:~~v.j.~~P ~9.1;t~I)iH~~$~, ~ltp.l:J_,.~~ 
not earlieri than' January).'!') ,·199.1.,<ox. 3J:~i paY~:,~f.t:¢F:.J J.J~~31.g ~," t;~<,-,) 

whicheYeri,is. tlater .• [ '1he rxevise(l.r s9.h~.~.!1l¢Si ;~\1aJJ ~pp.~y prL~~)J1?'S 
ser\,rice rehdere.d: on; ahd· after th~.ir~_eft.eo~)'Y~i9,q~~·, ~l[li I.r J °fc_d1r, 

. 5i.,:h On~ or~ iifter:Novemb.ep. 6,:{[)'~?7 h.$¥WG1.j.~ ,5l\ltp?f,j.~e.Jd ':';'<?lqr, 

f,ile~ ani advic.e:letter, c.~ith' "apPJ'opr:.i:(l~e~l~,QJ=):.) P5tP~~"~.,.Lrequ,e,sting 

.': the step>-rat~:dnorease' for! 1998) !i,1l~J\!sle_q.J!L~ppen9i}tP:Hfc;F..P 10 

file a proportionate lesser increase for those rates, J_n~·f\~p~Etpq~~ 
;~, Bil'l"~the. eVenb,thatl sJWc::·s:<ra,t.e.l oJ} J;~_~u_rp)i9n~;r4~e~;:>:~-, adJpst~d 

. t6~ :ye f leot! 'rat:e~L~th~f1 fio' :.etfeGt ;~n9:Jl,Q;t:Jt1a)t:) l'::il,'t~pl~~}si~~~) ~H;i}l~t:w~~ts 
forr "the) 12n1\onth's -ended ·sept~~tj"J_Qf_:0:"~'7 11·~e~~~ __ ~q~i 9.!,_7~' .. ·lBf\hlP 

[j'.filin~r;s~al1.:(c·oroP1Yj.with'lG09_6-A:'Y:i'_~h..~:.r~W!~!t~e(LR~~p.J~r.,~Jye~~~Pva}l 
be reviewed by CACD tto,~dete:rrolnEt<thJ~J):'!lp?nfqmtt¥I{J{tt.fl"'.lt.h~!?JJo~f!~r 

. : "a!id' 'sha1-l .'go' iritO;lcffecti ,-upoJbfJACP} ~;,~<!~~~r}1liJ1ji"itJ.qp 'fit .. co~{ormi ty. 

CACO shed 11';~nfbrm t the ~COfn!llis~s.i_(m~ ~Jl ~tt£: fJ:;.i]l4!3~ t;h3~>~ .JP.~ &.FC?J?RlU:,<!h 
step rates are not in accord with this decisi.ol\~p •. ~~):...q,.t ... he ... ~ f)f!IJJ.~)-l 
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cJrtvnl~l;l()n'Jaecision~sr:;l '-J'I'he') ~ffect i ve\"data 6f,·· the·, revised h:<~ ivt.".\ 

schedules shall be not earlier than January 1, 1995}. br,-.30jdays.l 

aft'or 'fllin'g'j twhiche'vEi'r'·~ is} iater:~ 'fTne)r~visedt schedules shall 

al>ply"only f to'-'s~rVic~~i'endM:'~d !Oi'lliUld i aften their effeotive date. 
,) 6:" . On'< gi(iaft~r-iNo\r~tltber:15, '1998},.-'SJh'C' is)authoriz~d f to.d! 

'fil~"an'\a'd~Ii(:'~11'~tter:i J with appr6lYtlate-: work) papers}," t;ecwestin~n 

,£' the'; ~rfep""ra't'~'~-' iricr'eas"e'f ~fbyf -1999/Lincltfded~ in Appendix;B OiJ to} d 

fil~! 'a'~r6P'?iri:ionAt-e{ l~s'ser;1 iht:i:'elfs~1-ford those; rates {in ,API>EHldix 

's'rlh th~~ ~vEm'~;-thAe' sJ\o.~~· s r'Ate! of': r~tu'rn;oh! ratebase, ~ adjusted) 

i t'6frefl~~t rfAteJ')-tnen'ljin1 ef.t~ct, 1m(l~ normAl} ra~eJ!1.akingL adju~t(nonts 

fot' ~h~! l'2 m6i;,lh~LendEld! Se"ptetnbe"ri. 30}!o1997 ,<)'exceed~ !9~25%~V9Th!$ 

,,' f i 1. i J{tr sha 1 11 ~6mplY~ '~i t1t-' Go . 9 6~A \0 11l'he reqUes ted J step> ra te~ I $h~~ 1 

b~>rf<evn~:~~d oy" CACi>~ TtP de~ennin'el thei1"jrconf6rmity_~~ith) this order 

and' shhlP go fln:t:o!'effectJ upohi CACD"'1; detet-mination. of conformity, 

CA<";D shall; ;-i'i';form) thef ComMission;,:1 f) it; ,f inds" tliato the proposed ~ i~ 

'stepi<iit:tes l ~t=e; 'il6t fin:. ~ccordi ""fth thrs decision) or! 6th,eX" ,.-,;. <: i ')')b 

Commissio)'{ deci'sfom:i'.Yf"'Tn't{ effective date' of ether .revised' fI;'C! :j(l:l 

sChedi/1Efs 's\1all be;riiot""-,r~ai!lHfr; thah"JanUarv 1,J<1999,',: orf,303.days; 

after filing,- '-wH(c}fe<feyJ:is·:lat~r.{') The~ ·revised) schedules $hallL; 

appl~ fto'" 'sEfr{,ic"e ;-r~rid(;red 'oJ{' im&afte~··tliEdrJ ef·feotive date. 

1.'. I j-j :'1'."( ,.'nrhis~-pY6ceedhlg-' shfilVYemain1 open·tb·'address,~,the:, iS$,\.f~ 

of 'ti-eah/i'eritt fbf" intel";e~t;'du'riflg cons'truction, on",construo~ionwo.rk 
:tj{)'p¥og'res~s ,2 -,1 I'd :j;; [)ff) -1(, 1 'c<~ f<d ~);1 ~ ,1 '1:-.: c~ oJ J .;) (,no l:h Oq,Yl (j !'. <) Ii: 71 -

i" ~J ;':18'-fi I ' ,SdWC:'HVatithor-ized eo' e'stabli'sh:'a-: memorandum. aG(:,oun~ tto 

': track'IE't1e' dil£Efieh(re~ of,rr~ertUe-s 'co~'l'ecte'd Ibyi S~ibetween:,-usiJlg 

-t>iVlsio~rlJ~:Of- R~t~"payer. ~Advoca'tfres~J tYeannent,of ~iilterest~ dut.ing)l 

! f<!oH's tiu~fi6'ri~ -ahdtSJW~,nv treatment· ?Of (ihter'est.:<lpr ing: ,cons b~J;UGtJpn 

'i:~-hi"coJs\:\liht'H)I\, 1J6rk')~ih~1>r<tgrErSS;[i'nTratE~base n')"~ ') yd fY);'''9.i v!)".{ :::d 

,\,J 1r:-1'9 £,0:.> Any IoVeYcblleo'tioti~ '6r'J.i\fndeY(lollect3ion .. .in· t4~,m~mM:~n~\lffi 
aJC'6ufit'-'A\irub"ritz«!d' irl'IOrdeYind Payagraph,:8 fshalluDe; 'subje(!,t Lt_Qn 

refund oe4~co\fety'.l::dJ9fJ B.£rfJ dj bl (no:):Jfi Hi jon ';)"15 29J.rn: ~)9Ja 

.. ..(!~26 
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10. Rates authorized in this order are subject to recovery. 

11. S~~ is authorized to file an advice letter within 60 

days after the effective date of this. decision to allocate the 

profit, if any, ·fl."om the billing contract with the city of San 

Jose's Recycle plus PrOgram equally between shareholders and 

ratepayers. 'SJWC should 1n its advice letter adequately 

substantiate the profit it claims exists in the contract .by . 
including a detailed accounting of expenses related to the 

billing and cash co~lection service it provides the city of San 

Jose. If SJYIC does not file an advice letter as described in 

this Order, the CACD will issue a resolution for Commission 

approval recommending the allocation of the remaining $44,000 
included in the contract with city of San Jose to be credfted to 

ratepayers. 
This order' is effective today .. 

Dated July 17, 1996, at Sacramento, California. 

P. GREGORY CONLON 
. President 

DANIEL "m. FESSLER 
JESSIE J. KNIGHT, JR. 
HENRY M. DUQUE 
JOSIAH L. NEEPER 

Commissioners 

We will. file a joint written partial dissent. 

lsI DANIEL ~Th. FESSLER 
Commissioner 

lsI JESSIE J. KNIGHT, JR. 
commissioner 

-.27 
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San Jo~ ~~terC_Qmpany_l.., f':~B 

t II GENe:RAlMETEREO_SERVJCE~J;-) 
~,ClfG''''B P1J}.;·;W~C; .:wn 0ITN.")il!,' 

Applicable to general metered water service .. 
·~':/}f';~i·~'~ ~J',10·t;)::~):~·i': ~+::t~ill <~J1ul)Ul~? '( .~:t:~l O~Q("i:l b:·[1.;r:1Jh r!'l oJ ~~~~i,:; I.~'i"p\ 

TERRITORY .!:;}; •• ?:.! 1')','" Is·~,~:,t':?)l G.;'!t':-;Ol(11~'Jm O:lII!;y.:0'i\) b:..', .. ·:.~ l! fl;)'~'e 
portions of CupertinO. San JOse. and Santa Clara. and In Campbell. los Gatos. 

Monte Sereno. and SaratOga and in contiguous territocy In the county of Santa Clara. Yr;OTtrlHTf 
.?;:-:;:) ~oJ Y·J,:;'rnr.:) (Ii t..'£ .1>1f!3 f,!.1r;e t-,~'i ;'72':-:_· f1":B .O:,jll~J1Lf~}O <(j(,j;)(J 

RATES .(,jf!:'> f,~flF,010 '(lfiW~O '",~' ,,1 ,(i·)l:li':ot <, .. '(0,.:(,·,,1(» nl /'[1'; ft;O'L'I:3 b~,> ,OiYJ\:;8 ')!no'.! 
Quantity Rates: . 

Per100w.ft............................. $1.2703 (I) c;:]TAH 
:l:3Jt:S1 ,(Jil'-'buD 

SeM«e. Chatge' ~ ....................... Per Meter Pet Month ,q 
For 518 x 314·inch meter. • • • • . . • • • • • • • • • . • • • . 6.70 (I) 
For:,n\~ ~-4~lnctntleter......... .... ... . .. . . :D;~&.1()) ·b;VDZ 
F0t(I) 0\ Hoch meter •••.•• ,.......... •••• . . Yj~'~rn j\;f11·11~0403\1 iO, 

fot \ I..h112-llich meter ••••••••••••••••••• '. • . .. . : Jl:Jill ")[1:27.80 I )C" 

For I ,». 2·lnch meter •.•••.•. _ ........... _" •••...... 'l)~'>11 rf ),lA4.50 I 1f .. , . 
For i (·,3.··3-lnchmeler...................... . .. 1-:,:);il-;)rd ~.QO 11")'~ 
FOr(l) C?:4·inch meter..................... . . iJ~Y!l 'i",,139.00 I led 

For 6-inch meIer .....•.............. '. 278.00 I 
For 8-lnch meter. • • • • • • . • . . . • • . • • • • • • . 044§.00 J I \"';<'l~U 
For (I) e 10-Ineh meIer •••••••••••.••••••••.. 'Hi?~Jo) j-:,f}ill rI.)(,640.00 (I)lO-~ 

C\. f ....... _ .. . .. , ~~j~Q!J ::,1),11 jl;)i11·S\t lo--l. 

The serviu Charge is a readiness-to-setve charge which is.appticabfe to all lO:~ 
meter~ service and to which is added the charge forwate( used c6mputed ,,)1 
at the Quantity Rates. 

:~·:Oj flC~~O~) JAl8:iq8 
SPEC;:~l CONOIT'ON;,srL'l'!~ R ,n0>;-,">'iiCO '{'Sj,1'_''':iV 01 ct:o 8UflJ'.~J51 !<oJ 0r11 (,~ih,;nl!; (IT . r 

1. \.T9 amOrtize th~ . lost Revenue due to Voluntary COrtselVaUon; a surcharge of$O,023~. s (N) 
WPcf is (0 be added to the Quantity Rates shOwn above for a 12 month peri<>4.,i:;r'£\j(N) 
beginning with the effective date of this tariff. (N) 

\','.in s.~J 10 D~!;£c:.==d 1~~);n 1'>;n) r. ~;";:Jr:n (1(;,1 ;·):"01~l') f2i!i'!}tr":')1 £ o} S)iVl:'? '(ilA S 
2. All bills are'sutlject to the reimbursen)~l'It fee set forth on $chedute,No, UF I)t fnJ;,lJ1:UP"Jl 

~·:;n~(J!?,.;:) !/,11o 02U n:u,lSf.noa Gnt (;0 t'::2i;,j b:>,"';(ms:~b o"i~ 19'::;:11 ~Jf,i''1())qyG 
s-,H \d la,,·:m')!·)b ,G(f £ 'h !;J~i2q\J t',:6 {7i} t,nG ,1,1:);11:'-";VPl woll [11;\ o!iJ Qii;bL,b)('3 

L-,'jnl<)l;\Jp:n \'.',:.:1 $,11 5,11 {.:It,~;1.)ni b))~l!P)1 &s;~ n!'J!1i i8utH O-liJ il'1S,...;f>€.i 9;)n))3)l,b 

fjdl (I .) tnE> ;1i1::,;n:n:L'p-'.J1 we·] <Al Gn' to'Jr';:','i tJ"J',iVP(ll 9";~ l):~rn ol,;j-:qOVlqs c,rU i>ns 
_tr::i.'iJ 1-:;~~,l'Ilo '('!nscp Drtf no b').?c,j ~Q1.-;r1.) XUilSl'p . 

. . 

Ii)l'~ l:;~O '\~:Vi.'J~ g:..., '(1"[\: edt ,o!ut)on)Z l:,ill'1t>(1\J r,'J1JDlo)Q ~nil1o ()2GqWq orit 10'1 _t 
f\oi1sn':p iIi I;) 1',);;"9) S Z6 sm'l of smiJ m(nl slJsFs¥s &) ~6ft1?S O)UU31'1 r1)Ul Js 1~!f",'1 ' 

~'l;jJ !Jrlllo) ,(1)1$,1 0;!1 crin" 5bQ~ <9Y;'U ::,i~jvq ellt 'l) t.'\\ noif);)3 .m9fG·(z IjrH 10 
1sfl>t13!f)t.'p::tB os}.) :;'-n'1fi~~!fl;o!nlO flO:?;Y01q $fB (f,"d}1£(!91 rnlslJ B mm1 QI,i!i\J291 

o.Jns1-p))A .5--):·I1c}~ 11) ,,{1:r;:,sl flO:J.),)!Olq 'j>i11')rtJ) 10 ft1~m'11t;p() ,Q1Uu~nq 10:(,\'1 ,Xlq'lVl 

10 J>\ \" f1(-~I)!)3l0 110'21'101'1 s,.;:, '0 s)i~{\o 1·) In'jrn~tr)!,\on;lo6 ?l Hill>t elrH 190M o.);'Ii?~ lo' 
_Ob)~ ·e_3:HiJu 0:~dlJq orB 
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San Jo~ Wale? COiOPaflY-'t, M2 

GENI:AAU METEAEO-StftV1CEi: WITH 
AUTOMATIC FIRE SPRINKLER SYSTEM 

APPLICABILITY ·~<·:i\:~ D':·,'; t ),)!)iIl ;&»1)0 <.j (,\if, j' \'1'\ 

Applicable 10 all del ached single family structures wflose automatic fire sprinlder 
system is served through tM melor providing residential water servtce. 'd{OTifi>l:i r 

,~;~' c () c?0.J .~;<;<J,~fn ;;~ oi t·;)2; ,f; H 121 f,L~~8 bn; ,'::2.':-!". 0108 .Ofilhc, W;) !o i?lic.;tl<)4 

TERRITORY {,1;:i;) r.h;:Z 10 ,{JdUC':) ~.if fli '(l1):ir;'Jt C',-< (!e:fn(.,. (:! hit> (;{f)!,.lr;{! t·" [; ,cn:n)2 'Jlnc,'.1 

Portions of Cupertino. San Jose, and Sanra Clara, and II) Campbell, Los Gatos, 
Monte Sereno, and saratoga ar'ld In configuous ferrilOf)' In the Coun1y of Santa Clara. BJT Ml 

. 1)!.::,H ,{l'1nnuO 
RATES (I) 'V)'iS: t~ .... - ... ' . ' _ . , . , . . , .n u) 001 10(1 

Quantity Rales: 
Per:10()"OO~'ft.\~Jt). :.Yl ••••••••• ~..... •••••. $1:2.703:.:> (I) ivuZ 

(!) O\.Q . , . ' . , ... , ... - .... _ , _ Hl3fT1 (l)n;-)I£ x s'.a ,o~ 
Service Charge: - . _ ... ' - ' . ' , .... ' .. , . per Meter P~l Month)'1 

For Sl8 x31"·ifich meter ••••.•••••••••• " •• " •• ' - . , , ' F;l~;11 rL)i $6.10 (t) 10:1 

For I C31.f·jrichmeter •••••.••••••••••••••• , .. - .. D~:.;n[~:'ni·56_10 I 1'.':\ 
For I C~:1-Inch meter •.•••••••••.••••...••. ', .. l'~,])rn 1\)ni11.40 I 10'1 

For I (tlfn·jnch meIer.. ••. • •••••• ••• • ••••• ..',' P':::',fl 11:;'1:27.80 I Ed 
For i C'J(~·lnch meier •..••...••...••.•.•.• ' > , , • D!)')! 11~':1;44.SO (I) 101 

I 0)8)0:;: ..... , .. , . ' - > • .' • , • D,:;;;\ ,iX,; 0 n1 
Upsize' ChargM- _ . , , , , ' ... , , .. , . ';:c-lci!1 (bni·S );) 'I 

Foe ':1) C:;1f4~lnch meter upsize . ~ .............. , ..... nl·c.(i I (, :.; $0.88 (I) 101 

For 112·inch meter upsize •....• " . . • . • . •• ~.15 I 
For 314-frtch meferupSiitfi'iJ• ':i'j',';.I\'l.·-r-:>;·" ~r~tc2')(;k'}l S li ~~;: 2' 2.63"; I) ~ ofH 
For lFinctl meter upslze :;c'\ ~~.~tJ. ~ 'jl).-.".-ts iJ ;t :~:: '.,tt·:'1f. oX 3.50 (l)l':l!S>ill 

- ?'}~;.H \>·;-:~.un nrH 10:; 

SPECIAL CONDITION: 
1. To amortize the LOst Revenue due (0 Voluntary (A)nservation. a surcharg60f $O.0239J(N)3QZ 

i,~'pe(cc(iS (oM ~ddoo(O the QlIantit), Rales SMWrt abOvbfor 812 fnOtIlhperiodloms (N) . r 
t:eginninO With(he ~ffeCtivedAfe oflMs tariff?s101 l Ji!IlSuO £iiJ {'II bs;bCl> Dn 0' ?i lJ:'(N) 1 
(~1)lIi18t <:,il lv ol.:b 0yil.}')ll'l $<11 11::',v ['{1'nn:(:')-d 

. 2. Any selVit.e to a residentia1 custOmer vmo requires a larger meter because of fire flOw 
requirement to a' firEf~prinkJet Systenl'wm be billed (i) a meter' servICe Chal'g'ej for th6·'\.1I'A . ~ 
appropriale meter size determined based on the noonal water use of the customer 
excluding the fire now eequ!rement, and (ij) and upsize charge, deleonilJoo by the 
difference between the actual meter Site required including the fife flow requirement 
and the approPriate meter size required with6yt the lire nO'N requirement; aM (iii) the 
quantity charge based 00 the quantity of water used. 

- -
3. For the purpose of fire ptoteclion under this sctledu!e~ 'the utmtYwili supPly only such 

. w~ter at St!c-h p(~~lJi~JI~ may~ a,!aila~~ejr.QroJimeJO til1\e~~ a result of itsoJ)eraUon 
of the system. Sectiol'l 714 -ofth-e:pu~iC Ut1lrues-C6de~rlmits (he liability Of the utilit)' . 
resulting from a claIm tegardiog lh'e pt6ViSion & maintenance of M adequate walet 
suppfy, waler pr,essure, equipment Or other fire protection facility ot seMce. Acceptar\Ce 
of service ur'lderthis tariff Is at.knov.1edgment of notice Of the p(Ovision6f Section 714 Of 
the Public UtilitieS COde. . 

. . 

4. All bills ate subJect to. the reimbursement fee set forth on ScMdlJle No. UFo ". 
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PRIVATE FIRE SERVlCE0:m (T) 

APPUCABJUTY YIUi~ .. \:)U'HA 
Applicable to all water service rUf(lj~ed to privately OymM fire »f()t~Cti<>hsy~le'ms: :;~,-~.\ 

TERRITORY Y>;OT!}1HJf 
PortiOns. of .Copertino:S~n ~~ land Santa Cla~.1 and in Camp6ellj t.:~·Gat~~/,-;o:J:o·q 

Monte Sereno. an<1 Saratoga and)n cootiguous.tetriloty (n lh8'CoUl'lt~ Of sanfa erMa]; ,('~,-)1)~ S~;l"~'\ 

RATES Per Service COnnection ~n r ,\H 
Per Mooth'SH 'tii1r.,.uO 

{.I) LHI).t~ .......................... Jl,H:.Mfl"Q 
For 2-inch meter •••••••.••• ; • • • • • • • • • $7.00 (I) 
For. i~;~.:, t,t .. 3-inw Metel • • • • • • • • • • • • • • . • • • • • • : 10.50') I <,lV1)G 
FC>t (I) c.\' .4-inoo meter •••.••••••••.••.••••• ' ...... DIem) rh"!;f4.00 cp 101 

FOt [j'\ 6-indt meter .•• ' ••••••••••••••••••....... n!')rn ri:·(·2':00 I V)" 

FM e H~-:Inch n'\eler .•• ~ •••••••.•••••••••....... i ::.L1;1' rt :"i&.OO I '')~ 
F~ (·to-l'nro me' teo r . . .. , - 1'))')'11 rIJi1:""'."'" I 1':)1 U"J ~. ••••••••••••••••••••••• ~vv 

for i C':12·irich meter ..••••••.•••••••.•.•• ' . 1J~:);n fl'y42.00 (I) to 1 
c<) ~ 3 . ·':"::.'ll r~':':'i·f 1·:)1 

i (;) S~f .... , ... . . D~';Hl r):<> :('-1 
SPECIAL CO~DITION; . . . . . .. ..'.. ... .1-:-;):);;1,1:'[1: 5 1;)1 

1. The rife prole.won selVite connection shall be installed by the utility and ttie"'cost paid bY 
the aWli~nt)Suc.h payment shall not be subje~ to refund. The fa'eiliti~ ~id for by thti 
applicanl shall be the sote property of the aWucanl. 

rs 0' r/'1:~.):' .. :l·~1s (li n-)i:~,'l ~t(.~·it) 9V11~-01-2~ ji1 ~:Jf>:J\ f; -2i ~Ul;;.~oi} tJ):-.. r1'J~ !JilT 

2. If a distributionrnail'! of adequate' size to s~lVe a private fire P<Ot~cti6tt System- in'cidditi6fP 
to ail other n6mlal seMte dOes not exist In lhe street ()( alley adjacent te) Uie' ~~miS6 (6 :~ 
be seJVed. then a service main from lhe nearest existing malo of adequate capacity shall 
he Jns!a!!ed by tM utl!i!y and the cost paid by applicant. Such payment shall nOt M~O:) Ji\!JT~·3 
~~e« to refuo(tv·,tjl:m.? s ,rl-:';'';V;');:i~')J 1(1S!Ii!/OV cl ,-:;!b Q~}n0;8H J~oJ oi1J ,:"ifiJ(nS oT ,t. 

(';~) VT>l riJ,(),11 st s '\0l5· .. (~j6 1'''."0,13 2')~"H ·(".1f,u0 G~i Qf b·:>t-·b" -::j OIl; b~ ),Y:} 

.3. Seryk{e hereunder is (ot private fire protectiOn 'sys{ems to Wfliclf no ·tdM~ttl60S fof olh6(.·,j 
than fire protection purpOses are allOWed aOd whiCh are regularly inspected by the 
underwriters haviOc.l julisd"t(.':{j()f\~ are fnstall~ actbtding to s~cificatioM- 'of theutilit{.an(it.\ s. 

(continued) 

.' ~. 
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San Jo~_W~tet~Ompany~L r ,~8 

Schedule NO.; 6 ::,T,(,)d,~ 

RESALE SERVICE I :HAVI}\q 

APPLICABILITY Y I LliB,!!.:)1 nq,\ 

Appfie:abl~J~ allw@\er s~1Vice rurnislJ~ for r.esale P(f~S;;"l' ~ 1 :.'~.'i I',; c" ' '1,,) ::[-1'" 

TERRITORY y}~o fi)iH'JI 

Portions,9L¢u~rtir\o..:S~n Jose, land, Santa Cla~,1and in Campbell; los Ga13sploitlOQ 
Monte sereno'. and S~ratoga and)n eontiguous, tetril61y in Ute'countf of Santa erMa:; s ,on,)l$? ')~'lt' t.~ 

RATES [;0'):'fi'1C<) ~L;f':~ ,)'1 <~J1M-l 
a u a ntity Rat ~s::: ::. ~.~ E} q 

Per 100 CU. ft. • . .. . • • • . . . • • • . . • • • • • • .. . • • • $1.0473 (1) 
(I) c>O,te ' ... ' . , , . . . .. . . .. '. n'5rnlt)n~·S 101 

serviCtl Cb~ro~: ......... ' , ...... , "Per Meter Pet Month'o~l 
FOr 5(8l!".4:lnch meIer .•..•••.•••••.•.•.•••. _ .. , , -nlYll f!:.nl &.70 (I) _)01 

For I (~.:Jnch metet ••••••.••••••••••••••. , _ . ' . - l)l:)~n (1.:'01; &.70 I 10'-} 

For I D.JJ:Jnch meter .•.....••••...••••...... : - , -n!)IH n):,U..cO I 10'-1 

For i h11.2~tnch meier ..•••.•.•...•••••.•.• ' . _ :, "}~:Jfn r1:>: ~1.80 I ~0~ 
For <i) CO 2·inch meler •••••.•.•.••••••.•••• ' 1:,I-.... ~'l Ii );1'44:60 I ,')~l 

FFor ;-!nchch meller •....•••..••..••••. : • 13893'0000 II , ... 
or "I'ln me er ••. _. • • • • • • • . . . • • • • • . • . ..-
or g-lr'I me e( • • • • • • • • • • • • • • • • • •• • • 2 8. ,h " • ',., :j-L, F 6' ch 't, '7 'OOCI'O-) J"J-"-' 

{.Of"'i !,:,y.8:inch m~tet.' .-:.-iJ .:.{.~Il"."'.'~"l;.'-l-t l·.c~ ~ (1f):'.):>t1'-':.:' G:,>'-,3,~ 445.(0)'1 ~1ii c,H ,I 
f()(,j 1':;1 t~iQQh metetc.,i r .I;"JJ'N {"1Irl:;.f~.~ ,.;.1.'{11 i~[;'-{·~ :"':>:11([.1 1'640.00 (lr(nn 9;H 

1M', );i!.rt" ·),11 10 'iJ-;>::;'<""l '3\>~ [',it oj i;; d~ 1;lf>:,"(1<18 
The service charge ls a readiness·lo-serve charge which is applicable to all 
l1J.~t.~t~(t~~~_~04tQ whicl\i.sadded t~e charge forwatet u~ tdmpUte(hJ~!d;l:?;b r.1I S 
al J1J~ QV~I)fi1Y R(ltes.~,>::;:; 'e);' 8 ,7) U.):i? 8;11 ,,: ~?:. '3 \);1 C)0b '3.:':V:':'? [Gin,-XI V'i!JO I:" 0' 
:Grt~ ,),:,::qf. ) E 'sq', }:'-::; !o n 'Yl! [:1; 12; .... -) !':j;'<''-; ::;Ij 111;)11 f ~:-'fl .-,)- .,.ie,/. B 0-:- ,1' . t.j'.(]:>~ cj 

SPECIAL CON.QIJJQN;'i~ Ji>e-;I-(f'l t~}UZ ,In S:::'lqf> \,j t:S'l f,~t») .] iJ b.;~f; t)~'J ,), i) \1I t:;~~ G!H,j ~--:j 

1. TO. amOrtize the LOst Reveou(l: due lo Voluntary Conservation, a surcharge Of $0.0239>;00 
per Cd is to be added to. the Quantity Rates shown abOve fot a 12 month periOd (N) 
begiOJljng,w.ith tl)e,ef(~qiv~nfate Ofthis tiHJffJl'JTi}t')~':J ~»1 <j!r,vj,'1 ~ol?i 1'lt.1U':J1):1 ~(N) 83 (; 

sit 'to b)l),Yt~{:j ,>3'l:(;)1 O~i> [I.)"t.', i;;;r. t,,:r,,'Oqfi o~s 2:'~(:'r!Llq 1l,:::ii)'Jk·,'l '});1 1"6,11 
2. AJIJ)m~JIrf).Sl,lbj~c;l J()~hefejmQu(Se(!lent fee set forth On ScMduTe No: VF'G'121J'i-':'-,9b!1u 

(END OF APPENDIX A) 

• 
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San Jose Waler Company 

Each of the toBo'1't'Ing neceases n lates may be pot Into effect on the Mcaled 
date by (fInO a rale sclledtle whkh adds the apporOpriate io«ease to the rate which 
woufd otherwise be k'l effect On aha! date. . 

SCHEDULE No.1. No.6 
Serke Charges: 

For 518x3!Hnch meter •.•..••••. 
F« 314-i'Ich meter. • . •.••.•• 
For 1-inch meter. • . • • • • • • . 
For 1·1/2-ileh meter ••.•••••.• 
For 2-inch meter •••••••••• 
For 3-kicll meter. ••••••••• 
F« 4-ileh meter. • • • . ••••• 
For 6-ilch meter ••••••••.. 
For 8--ilch meter •••••••••• 
Fori b-inch meter. . . • • . • . • . 

Quantity Rales: 
FOr al water dewered. per 100 W. ft. 

Quantity Rates: (Sch.6) . 
for a1 water dewered. per tOO cu. ft. 

SCHEDULE No. 1B 
Service Charges: 

For 518x314-inch meter. • • . .•..•• 
For 3l4-Vlcll meter. • • • . . • • • • 

- For l-r.ch meter ••.••••••. 
for 1·112-inch meter •••••••••• 
fOt 2-inch meter. • • • . • • • . . 

Upsi1e Charge: 
For 11"-inch meter upsi..ze. • • • • • 
for 1 f2-iich metet upsize .••••• 
For 3l-4-i1ch meier upstze •••• ' •• 
f« I-Inch metet upsize ...••• 

Quantity Rates: . 
For al water delivered, per 100 cu. ft. 

SCHEDULE No.4 
For each 2-1nch seNfee ... : ••.••••..••.•••• 
For each 3-inch ~~ •••••• ~ ••• -•••••••• -•. 
For each 4-inch seMee •.••••..•... ~ ...... . 
For each 6-inch service .................... -
F or each 8-irKh sefVfce ................. -. •• 
fot each 16-inch seme ............ -... ; .. . 
For each 12-klch serwice;-•••• -••••••••••••••• 

1997 

0.10 
0.10 
O.lO 
0.70 
1.50 
•. 00 
6.00 
6.00 

15.00 
SO.OO 

0.0086 

O.ooa6 

0.10 
0.10 
O.~ 
0.70 
1.50 

1.00 
2.00 
3.00 
•. 00 

O.ooa6 

1.00 
1.50 
2.00 
3.00 
4.60 
5.00 
6.00 

(END OF-APPENDIX B) 

1998 

0.20 
0.20 
0.40 
1.00 
1.50 
..00 
6.00 
7.00 

20.00 
SO.OO 

0.0119 

0.0119 

0.20 
0.40 
1.00 
1.50 . 

1.13 
2.25 
3.~8_ 
4.50 

0.0119 

1.50 
1.50 
2.00 
3.00 
4.00 

·5.00 
6.00 

1999 

0.20 
0.20 
OAO 
1.00 
1.50 
4.00 
6.00 
7.O'J 

20.00 
50.00 

0.0119 

0.0119 

0.20 
0.40 
1.00 
1.50 

1.13 
2.25 
3.38 
4.50 

0.0119 

1.50 
1.50 
2.00-
3.00 
4.00 
5.00 
6.00 
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'\.'::""J~) ~.ap.,M~YJ;a~~Company 

Adopted Quantities 

c " (~?!~,i,1.~ands) 

o. M~ 31 .. .s0 iE~,ft' 
~ater Pr6duc;tiOn: u ,\>1,0. 0e.~.o 
,Wel Suppfy 03,0'; ?~c(;'i 
~Surfaee Water t,~?s: ~ees 
ofurdlasedWater . <;(l~.~ Jc3t,). 
f TotatMO ceo" f'~(l,t 
~ TotaJKCCF He crt 
o . et-! 8H 
~chased Water Rates es J.~.. 
(,Santa Clara VaWey Walfr District (~-93) 
(,Purchased Water Cost Ber MG 0 
l~pTaXC()stPerMq'3~,?O~ H:U(;~-

Waler aua~ ~e[!Jes (!).dZ, 0~ 
Chemicals' . 

labor t,.;~e1> ~ So;.9t. 
Other OC~.r;,~_· O~£lta 

Total Water QUaIrty Expenses 

sse, l>t !32S, rH 
'10'1,00 \0\,('0 
Ul,O\ 0\<3,0\ 
ISB,e .1:;8,12 

1'2?,~(,~ 

an,s 
\C},Hr:; 

;:£B),C,;: 
2US 
f8 t.\O~ 

a 
$9%t3S 
$75&.54 

23.0..9 
3,200 

19,80' 
46,050 
61,560 

$951.39 
$136.54 

$t8,831,810 
$16,976,510 
$35,614,390 

(~J\) (,':;0:,~'b'Ylq Fj!s'N 
r~A) 1~'!5\'J b)<-EO)1UQ 

(~A) l':1\'/ 
rtA) :):'fhuG 

88,000 
331,000 
369,000 
19-4,000 . 
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0/),(., 
(;(I~, (; 

ICS,er 
c~v.v~ 

02·~. ta 

(;u.:~~ 

~: 2H2 

(;\3.HS,<)tt 
Ot(',o'l?at.? 
O':;f,H8,ct~ 

('<:-0,88 
CJO.'I(t 
Oc.o_eo~ 

C:',J)8~ 

Private Fi"e 

Water loss (i~f ~ 
Total Wafer pjJ::AXIJ.d 

G~mn 

Water ProducOOri (AF) 
Pu-chased Water (AF) 
Wel(AF) 
Slrlace (AF) 

;) X;(]'~Y!:Jf.pPENDIXC 
C b t ,:[?,~ Page 2 of 5 

'(.- - 'i'" ,~J Sa"'Me-watlt Company 

;:.}".: '.0'.0 t~~'-F> l\ 

(if. r, Ad6Pte~{Q~~OOes 
Scl)edLte 1 
1996 1997 

t3I,~8 
O,58S 
20,535-
2,982 
4.184 
1.089 

313 

132;418 
·U.747 
20.613 
2.~4 
4.202 . 
1,095 

313 

-141.258 
60.761 
70.670 
9.821 

141.322 
60.767 
10.135 
9.821 

Sooe&Ae6 
1996 1997 

o . 
1 
5 
3 

1$ 
3 
2 
() 
1 
o 
o 

31 
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APPENOIX C 

·p~~~l;~?~[JVNI.l'\\ 8[0 c) ?<? t\ 

. -- .-.) .... -- •. ·.,~---I 1"-"> 
(, ", I.-·J !. '" -- :J~me Tal( Cakulati«l 

(Dolars Wi ThOusaI'lds) 
'-.",q ',-·Jl t·--, ,'J/P,)5I j.':·='·)',~·r·Q t ,'-~'l·('·;u 

C~y<>< 1T I~ c·,-:.:,O) 1996 t991 

!i).~ ;'1 \: . :U 
94.994.0 .YOIl ",n 96,t84.9 

1.S0M 

397.0 CV:.'J 418.0 

R'>Jbf,')J rkr'O );.)'';v 
-----., a09~61"--"""-'" <Y.3';"'·i~"i' "_ .. .. -~ H·:~ ..... ~,)IIf:Jr,. 

,,'t ~~~~ f10::f-')9Vj'j3 

fl' t~~,~JLJc :. jf-, ',\t, A 
4,041.2 ,,'):ud:1.! .•. )J 

(l ... ~)_;nl f,> tk')mA 
(O.:~) 6T t,3H1hO 

4,01.~~~z no )_sT1~O 
.?~)".s,>bA - r,) 2~·(-'l T 
5,13L~::)· no G~' sT 

18.838.6 
5,7~3.0 

1&,976.5 
194.0 

n.590,6 
(200.0) 
891.0 

2,041.8 
216.1 
217.1 _ 

31.8 
6&,180.4 

30-4.1 . 
(21.0) 

6,807.0 . 
0.0 

75;270.5 

8,5l5.1 
1,052_9 

11,326.4 
3,971,8 

(13.2) 
0.0 

3,995.3 . 

5,035.8 

3(;'A8 ] r AHQyA -' .. 

• Capitalized interest (0 bedeternmed it fubxe heamg on this Issue. 
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OSI:· 

~ E~~.8t 

o t~',c 
~ :)\(\-,.)' 

O.H:,\ 

'H>~5' 
(0 G'J',,) 
o I (.j 
.:.l i}OS 

i·~t" 
r. \ \', 
8.1 t 

: ~ tl?O':; 
? t,YJ.O t 
~ ?,:~ 

rc·)U f 
8 \\t;.f:~ 
~ 0).1 

l ?.£C,6 
r ~~J, r 
:..a~f. t t 
8He:~ 
(~ t I) 
0,0 
( c£e,t 

APPENotXc 
Page. 0'5. 

. _ Sal') .Jose Wate' Company 
n<~·:[ ll):_tf~-J): GT ~;T~;:·).-·~ 

(;.l' "y··.if n; .:"/'.·(0 

. ,,_.., UNitJ PJant, Oepreciation Reserve, and Rate Base 
' •• ; r (Do!ars il Thousands) 

RATE BASE [. N~ 
Utl1y Plant .3 S. {S. t t 

54.14 

Materia! & ~S:~ 
Work.Cash -Gio~ r 
WOfic.Cash Lea Mag 
Work. Cash WIl~fEmployees 
Depreciation RU&ve 
Advances.cMSthkMn 
COntoouOOn ~ no, ~ 
Amort of tnta69:} 
Deferred Taies0 ) 
Def.Tax 00 sa~50,}· 
Taxes on . Advances 
Taxes on -CtA~[ t ,l 

Avg. RATE BASE 

1996 

U03.t 

1997 



A.9$-OO-o18 IAlJ/AVGfCACD!#-/ 
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San Jose Water Company- -

Comparison or f)'Pka1 bil'Is for residential metered CU$tomers of vanous usage 
'evel and average level al Pl'esent and ~~ed rates for the year 1996. 

General Metered SeMte 
(31.-ilcll meters >' 

Month.'Y 
Usage 

(Cef) 

5 

10 

20 

21.33 (Avg) 

30 

59 

100 

Piesent 
Rates 

12.87 

19.20 

31.80 

33.55 

44.52 

69.8-4 

1ll.1. 

Authorized 
Rates 

1~.OS 

19.40 

32.11 

3l.80 

44.81 

70.22 

13l.13 

(END OF APPENDIX-a) 

.Pertent 
-1iKt!,?8se 

1.40 % 

.1.04 

0.78 

0.75 

0.65 

0_54 

0.44 
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(~ E. t) -' t{ 0 - .:: ~ • A 
~, f t) - \' 0 c ;.\~:' _ ' I 

procedVl;'e;establi 9h~d j r~q\.lires:: S,JWC't t()~ dev~16p~)i\5 record'i wh{ch'l 
passesc:tthe ~ scrutiny.-.of,..,the~ Wat:er {Branch; C6mffilStJion:'Advisory:rand·nf, 

Compliance iOivlsioh :and -:of) the I Divisloh·6fi!Rat~pay~r':Adv6c%lt~s·12:'HJ 
(DRA). Beca\lae.there;wil~-obe a'second phase<of thls p~ocebdifigSt.jH} 
disagreements, ifi'any, Fover the advice~lleteer;;showing:lmaY":l3e; -; [r.. , () t 
tested:fio;thoaelheat'ings. lei:! !r.;d'·i·.f·).~:.:,i., \.lA ~-dl' . t'[.t.,: 1.:; Jil.U>l()ln 

:-: ~ .r. 'S :::.rlJ '.10"1 J 0 V(J~,."j i> 'i ~-.: J t; 'f b! L·'.,»: r? c: i) • 0 i .) J ) s' :'';' 'Y1')" i n -' rti:c<I 

The Returjl\6n,COmmoJ\'JEquity\JJ,~.j: J-:.l·!~:" i:b ':1h..';d" ,-~'~j;"'C~~ nl jfl~n'.)rl(f1: 

."',;'-:.;'r,,,." ,.'jr·,1 ... ·rJ-" C';l' 1,1., "·i1"r{ c' .... C'·1""J·.I'>(q ')~'r,)iij Pf, ~"l''';''E<)"'{ ,,":1","'" , ., ~ ' •• _ " •• ' _ " \.. _ '~." _. • • . >. .. __ ,.' .. • ~ __ ,,:" ~ •••. .- ••• .' n _., _, _ • . ,< 

We diss~n~i)fr6m'lthe [majoritY"'s('de~lslon t()sinot~a{H! Jff'omt,~Y1·.J;d 
10.00\ to' 10'.:20\cthe returncortreqUi,ty(ROB)' forJsJwc~r\jUti{litya~. Of 

shareholders are-centitledr.to ia~justf and;-;reaa6ntlblE!~~fetO~nf-ojf)jri[.' r ::,;j 
thoir i investment. :t r}{oweverEthat-:d(!tarnHrlati'on!J'lis'-{ti6t,1 acpreciife ~qq~ 
sciente!{ .t iRe ~.gierra Pacifio:<Powerr Co 16 U9§3):<:52 jCal-".lP·;U~O. 2d t;390i f ;'.! 

406 (D. 93-12-022»). It is an educated judgment based, in partil!Jj()"J: 

on quantitative \,flrtanciaL:mOde1.s f which pr6vide~c1f'raii~~""'6f'1 ~'fICi' 

:;P~ I;? ~j;11 ~~ .. ~ £. I :-'}Ifir~J ,~:>")}{ ~:. i;jli: _~rltC)~] ;:-~Jri ~~ 2~)·}'£j.~ ,,~:~:11 Ii rl().t.{:l~~~~f) 

c 'J0. (If r ~~~t p~~Bi~j\s~~~lf{~~~,~I}~~~~1~~si~h~I~t:'.t'>.-J '~~\jj'.; -'.n'DYi 

. '.--:.'.·:)· ... c:.the ~keyitQrsel_ectlng-;,a-,speoifio-:,retlirn('otn t<';.~l fOr.. 11 oj 

. 06.t J~~~t'~f&dy~~~a~XtPdi~~·fJ \-j~1~~~P~~1f(6Bd:~(;~na'::0b "}idGj 9;iJ 

. Electric (1991): (42) Cal i P:;U:C::2dcl'Os i [j112.t Lo') '2(:£ r ,.J2lJ!luA 

-0 -") .~3·)D ~·?,~,rJ.l ~8~9, UJ r:~ "", .• '? i<' :.(: e -' (: 10:1 . ,~il~'.~J:' f J j 'F~ '\,d b9if'.;B~'-,'J 
In thisC'casef the .pioposedfdecislon~of·ith~;·~adfi\inisttaxive-JlI2) 

law judge (ALJ) evaluates the financial model evidence. andvtli(!8qe:Y'( 

business risks:;peculiar·~to- sJ14o, 'ifnohl<ling itis?statuS'SaiF'.l1 single 
district company::' !. we se.e'.'J\o"reas()nEto'Cdeviat~ ft"oh\'}the'lALO !,S89JflCi:J 
judgTI\ent':fhat,!1010Q%Ois:::a jusb;'and~feas6t\abler:ROB';'Jqlb;isjprud~nti!)a 
to presum~ nhatr'onjiSsues~tl1at, reqUir~ aecls10il ,6f':"in.§xAot -.!:) jr,;':I E') 

deterfi\it\atiorts\'~uohFae·.feBtab1 ishlng ratul'rl bn~e4uity, j theU ~ v.' a J :>El 

Commission shoulduiely;~onjth~lpetB6n(ffi6stI>farnilia~ ~ithO)tha~t~nf :':Hlj 

eviaeneiargereco?d~ 2IJY1this~inatafice·::ic. ~asjth~tAWl The,ib39:)O-.!Q 

majority ofleYs ft6')YatioMtlet\f6r;itheiiat'~jecti6t\IOf3th~3~JS3CJ (Ii} 

proposallC"T;O'tq '-{I jfISj'.!9VDE it 1: yf:'.l noi a .bob '{J l'.w( /Co,} (l[U ,8 jfl989 {j jea 
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~1 .- 0' \' (: - ,\ f~ • (1 

B.Qt;hi ~h.~d\W rand i the nnajori ty: correctly irejeot I SJWC·8~;ROIP·Y.)jq 
ar9Uf\1~n~fiJ .~{1~' xeJYi iOE>tead QJbthe 1range·.··ofdreaSol).ablOlrtitotids 1:::>88£(1 

presen.t:;~g)~{l,:JP.AA~~F QiscQullted-;cash i Flow) (ooF) ;'and'Riak r Pratnlulb(~',:(O 
(RP~ :.~n~ly~gl~~ c;'fh.e ~nalyse~ produced a (spiead'-of;i9 • 15\,;,tO'1 . (M{(J) 

10.33\; c p.~' pr?p¢sed .;an .;ROEf6f·.,9.9.,", ~10 basis .points ab6ve'the:!,-,<l rc; 

midpoint of 9.8\. The ALJ determined that.an.~·additiionaljl0rbasla:)j 
points increase (to 10.00\) would better account for the risk 
inherent. in SJWC' s single district statufiJ;' l!-fo):"'NirtUally"th(1<)JI ,~-Hn 
same reasons as those expressed by the ALJ, ~he majority decision 
increa,s~fj 1 thQiPr.oposelj ROE':by~20<:cb<=!sis': points :.raisingnitc,to ~l/; 

10.20\ t j 1 Ily)th~~':~QQeJ)C~ Q!cap ~xpl{U1ati6n;;!.the major! ty!~ 'r) j 100.0 f . 

heighten~d:,p~~g~Pti9n' .Qf ,SJWC!.s ris~s Fis :.uflwarranted'! f; This [oiftj''s ;:.d8 

appec:n::~:~~s~eci~t.).YBtru~c.whenithe::record~shows" .. that . since <'.the flastlfJ 
rat(ec~a~~ . ~YWCjC:;:c;)t1sis:tel1tly [~a~_ned'fin~~x~~s~t; gf t;:lva_~:_at;l~_hQtH!ed!10 r ~H~ 
retut;'OU'.1 (Ii ,L::auJ j,E--['!";t b~'_~"':'~lf>:, {,G ;,.i: JI .-[{<:~O-~.f-['>2.(1) ~o;. 

The m~jo~~p~irtote9 itha~ the <adopted -.ROE iof ;..:10 ;20% ! fallsi16fJp no 

within the range of returns authorized in recent ,water'casesi~ftThe,:q 
decision illustrates this point with,a ROE table listing six 

recent water rate j~~.rs~~ ~~W~'p~'{~ :,~\!ff\~~.~,i.:JJ ::·R<5.~,s~~~~ge JiiJm 10. 00t. ,. _ ,1 :J .... 1 " l <. 1. ._- _'_' _ - , .. ,' • ___ •. - :I u , ,._ .l <. , ., -- ... q _. ,I ) 

to 11.10% {See majoJ."ity::,deoisioni:~mimeo Jat, p\'19~ ... _n.:-2 ;~) f·;{ :However I 

the table doe~!.!~ot~:~_~_~_1tl~~n~.i:~~'ir..~f:~~~4~~~l~~({t~~~!~,~i~~t the 
August, 1995 Californ\aCWater~Service") (CalWatel:') <;<if3,~:::.~~t:.e . 
reached by settlement. Both 1.996 cases, Slll!Jtbgri;Wat~rntystems 
(Suburban>' :::al'lq tCalWaterlcwere settH~d ,a~'~l~. 00\ qnd<~-10 ;30% nl 

respegtd.v~ly. c;:)(!:Jbt '.' <) I. ~·LC·l L" i :)<1[';'1 f} ~d:l U9.J f;U li,v:) ({Jt.) 92DU t '.'lE f 

,-.d c',l'oe return!Jtcn;.:S.JWC ed¢pte~ -:by • the:-:majorityuin'_ithis [f :::39fll acd 

contested lpro~~e4ing i~;::20: baeis;:pointsci'l.bove the s'!put:ban j:,>i',Uai b 

set~l.~IDeqt, 1 a<;lopted J),n::·.ltpr,i, 1,'[, 1296r:ands~t is o~10:jpQ!nts.:'b¢lowi1th~:)1Jt 
CalWater ~et_tl~ment;.,nc;t-;t9Pted lolJllne,31996,,'9LCer tainlYijthese::)'lq OJ 

facts wilh,not, ~~llllj.~s~d· bYI~tbe ~at¢r 1 :lt1d1,lfJt;.rYiSaJldc;QY;~9t'~Dtj.D9 j 9 jsh 

the inc~e~SEUmay prQ(lucelajchillings~ft~otnQn'ifytu)';~uod:3 floiealn~,r;0'J 
proceedings)' peppi t.~J thi~ C(>rr,~d.QS lQnl So:: expr~ss en~9\l~~9~1J\~!)~J'l9ti v ~ 

all pa~tYJ_$et_tlernen_t:;J( ~Il(}tdesire.ithiilt.1AW~~~'P);Ql1\ot~ f!Y901o ,{jl-.ro(£'i 

settlements, the majority decision may i"nadvertently promot.~.:;acqo-j{I 

-4-£-
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regulatory uncertainty relative to parties' perceptions of our 
preference. It is our belief that this Commission is firm in its 
long term resolve to promot~ its preference for alternate dispute 
resolution. It would be a mistake for others to misinterpret the 
majority decision as a commentary on potential deviat·ions from 
this express preference for settlements. 

Finally, it is impOrtant to note the true impact of the 
majorityrsdecision - a higher bill for captive conBum~rB. The 
ALJ'B proposed ROE is just and reasonable. The majority's 
modification of the ALJ'S assessment favors shareholders and 
inexplicably adds $233,000 to, the cost of service for.captive 
consumers. We see no compelling reason to burden "the customers 
of San Jose Water Company with this additional sum. 

Dated this 17th day of July, 1996, at San Francisco, California 

lsI Jessie J. Knight. Jr; 
Jessie J. Knight, Jr. 

Commissioner 

-5-

lsI Daniel Wm. Fessler 
DanielWm. Fessler 

Commissioner 
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KNIGHT, Commissioner, with whom Commissioner FESSLER joiJls, 
dissen~ing in parts 

By deciding that shareholders should participate in profits 
from non-operating revenue derived fro~ the billing service 
contract bet~een San Jose Water Company (SJWC) and the city of 
San Jose (City), the Commission demonstrates its willingness to 
encourage maximum use of the regulated assets which are paid for 
by the custome!s. We believe a management incentive·to 
productively employ, idle utility assets is most appropriate. For 
the reasons ex~lained below, we join our colleagues in this part 
of the decisionJ ho~ever, we dissent from the return on equity 
(ROE) authorized by the majority. 

The Contract With The city Of San Jose 

In general rate cases, this Corr~ission regularly authorizes 
the expense~ associated with San Jose Water Company's billing 
system. Apparently, that system meets the needs of water 
customers efficiently and promptly when the times to disburse 
invoices and to process remittances arrive. Because the billing 
process is intermittent, at times the related equipment and 
manpower operate below peak capacity. The SJWC management chose 
to maXimize the use of these assets by contracting to provide 
billing services to the City. We agree with our colleagues that 
such a novel employment of idle regUlated resources should be 

encouraged. 
We also agree with the decision'S allocation of the revenues 

generated by the City contract whereby costs already borne by 
captive customers are reimbursed and any profit is divided evenly 
between them and shareholders. [Accord Re SubUrban Water systems 
(1994) 53 Cal.p.u.c.id 45~ 56-57 - partial dissent. Commrs. 
Fessler and Knight (0.94-01-028)]. This profit sharing should 
guarantee that captive customers are reimbursed fully for any 
unidentified buried costs and are provided a fair share of the 
prOfit. As important. this profit sharing gives management an 

-1-
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appropriate incentive to seek the most efficient use of the 
resources under their control. 

However, we are .troubled by SJWC's failure to develop a 
proper record on this issue. Co~~lssion policy dictates that it 
was the " company· s burden to present clear and convincing evidence 
in support of its proposal that shareholders participate in the __ 
revenue from the City contract (See Re Paoific Bell (1987) 27 
cal.P.ti.C.2d 1, 17-22 (D.87-12-067); Pacific Telephone and 
Telegraph Co, (1979) 2 Cal.P.U.C.2d 89, 98-99 (0.90647) I suburban 
Water Co. (1962) 60 Cal.P.U.C. 183, 200 (0.64256), Southern. 
counties Gas Co. (1960) 58 Cal.P.U.C. 27, 34 (D.60614).). As the 
majority's decision suggests, evidentiary documentation of this 
issue is decidedly weak. For example, the city contraot is not 
in the record, nor is there an adequate accounting of the 
l.'evenues and expenses associated with the contract. Pursuant to 
commission Decision 50185 (decision not published but result 
noted at 53 Cal.P.U.C. 258 (1954», SJWC is required to comply 
with the Uniform System of Accounts (USOA). The USOA provides 
for the accounting of "other income" such as revenues from non­
utility related contracts (See USOA, pp. 74-76.). The majority 
decision establishes an advice letter procedure to obtain 
validation of the City contract profits. This procedure provides 
SJWc with the opportunity to derr~nstrate its compliance with the 
USOA and, in effect, gives the company a second chance to meet 
its burden of proving the profits which it claims are produced by 
this contract. 

We have reservations about giving parties a second 
opportunity to do that which they should have done prior to 
submission of a case. Yet we concur with the majority in this 
portion of the decision for three reasons. First, this decision 
is our first· opportunity in a water case to give management an 
incentive message regarding the use of excess utility capacity 
for the benefit of customers and shareholders. Second, the 
monies involved are relatively small. Third, the advice letter 

-2-
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procedure established requires SJWC to develop a record which 
passes the scrutiny of the Water Branch, Commission Advtsory and 
Compliance Division and of the Division of Ratepayer Advocates 
(ORA). Because there will be a second phase of this proceeding, 
disagreements, if 'any, over the advice letter showing may be 
tested in those hearings. 

The Return on Common Equity 

We di8s~nt from the majority's decision to increase" from 
10.00% to 10.20~ the return on equity (ROE) for SJWC. Utility 
shareholders are entitled to a just and reasonable return on 
theil.' investment. Ho .... ·ever that determination "is not a pl;ecise 
science" [Re sierra pacific Power Co. (1993) 52 Cal.P.U.C.2d 390, 

406 (D.93~12-022»). It is an educated judgment based, in part, 
on quantitative financial models which provide a range of 
reasonable returns. 

(I)t is the application of judgment, not 
the precision of these models, which is 
the key to selecting a specific return on 
common equity estimate within the range 
predicted by analysis. n [Re Pacific Gas and 
Electric (1991) 42 Cal.P.U.C.2d lOS, 112 
(0.91-11-059») . 

In this case, the proposed decision of the administrative 
law judge (ALJ) evaluate~ the financial model evidence and the 
business risks peculiar to SJWC,"including its status asa single 
district company. We see no reason to deviate from the ALJ's 
judgment that 10.00% is a just~nd.reasonable ROE. It is prudent 
to presume that on issues that require decision of inexact 
determinations such as establishing return on equity, the 
commission should rely on the person most familiar with the" 
evidentiary record. In . this instance it was the ALJ 0" The 
majority offers no rati6nale for their rejection of the ALJ's 
propOsal. 
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Both the ALJ and the majority correctly reject SJWC's ROB 
arguments and rely instead on the range of reasonable returns 
presented in DRA's Discounted Cash Flow (DCF) and Risk Premium 
(RP) analyses. The analyses produced a spread of 9.15\ to 
10.33%; ORA proposed an ROE of 9.9%, 10 basis points above the 
midpoint of 9.8%. The ALJ determined that an additional 10 basis 
points increase (to 10.00%) would better account for the risk 
inherent in SJWC's single district status. For virtually the 
same reasons as those expressed by the ALJ, ~he majority decision 

. increases the proposed ROE by 20 basis points raising it to 
10.20%. "In the absence of an explanatio~, the majority's 
heightened perception of SJWC's risks is unwarranted. This 
appears especially true when the record shows that since the last 
rate case SJWC consistently earned in excess of the authorized 
return. 

The majority notes that the adopted ROE of 10.20\ falls 
within the range of returns authorized in recent water cases. The 
decision illustrates this point with a ROE table listing six 
recent water rate cases wherein authorized ROEs range from 10.00% 
to 11.10% (See majority decision, mimeo at p.19, n~2.). However, 
the table does not reveal that all of those returns except the 
August, 1995 California Water service (CalWater) case were· 
reached by settlement. Both 1996 cases, Suburban Water Systems 
(Suburban) and CalWater. were settled at 10.00% and 10.30\ 
respectively. 

The return for SJWC adopted by the majority in this 
contested proceeding is 20 basis points above the Suburban 
settlement, adopted in April. 1996 and it is 10 points below the 
CalWater settlement, adopted in June, 1996. Certainly, these 
facts will not be missed by the water industry and by granting 
the increase may produce a chilling effect on future 
proceedings. Despite this Commission's express encouragement of 
all party settlements and desire that ALJ's promOte such 
settlements, the majority decision may inadvertently promote 
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regulatory uncertainty relative to parties' perceptions of our 
preference. It is our belief that this Commission is firm in ita 
long term resolve to promote its preference for alternate dispute 
resolution. It wouid be a mistake for others to misiJlterpret the 
majority decision as a commentary on potential deviations from 
this express preference for settlements. 

Vinally, it is important to note the true impact of the 
majority's decision - a higher bill for captive corulUrners. The 
ALJ's proposed ROE is just and reasonable. The majority's 
modification of the ALJ's assessment favors shareholders and 
inexplicably adds $233,000 to the cost of service for captive 
consumers. We see no compelling reason to burden the customers 
of San Jose Water Company with this additional sum. 

Dated this 17th day of- July, 1996, at San Francisco, California 

~1'~~" Daniel Wm. Pess er . 
Commissioner 
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