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These lncreases are based on rates of return on ratebase of 9 28%
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for=1998 and:1999-are tocoffset pperational and-finangial _attrition.
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Background FORE VT vInT AE0-00-30 polninsd "

oninas OPRER 2T ARIP LT as A
San Jose, California. It provides water service to domestic and
industrial customers in Loé Gatos'“,'I éiétogg “H&nt gféﬁo.yéampkell
and poftions ‘of: San Uose, GupertinO)ohnd Senta Clara; and-dal -u)

R I g *
teYiitories Within the Couqty of Seute blarg su&ré ié}ﬁgzj éq::o
ad;acent to thes ?n1c1palit1es. A description of S JWC's
operatlons 1§£ﬁ?ﬂ} éd in Chapter 3 of SJWC's Report on the Results
of Operation (Exhibit 1). At the end of 1994, SJWC served 205,522

HE D ds ool A udsed LA Jasifod
Jur;ur;m VARG TR 1535YW 920U 82 101
10AYAuUgust: 14'519953 SJWGIfiled this:application to

increase watef rage)JE‘ ’“ ”ffglé géﬁé)IQQT and attrition year
1998.} Specif1ca1iy;‘Sch requested%$3;8675000 {or 4.16%) for 1995,
$4,348,000 (or 4.43%) for 18987 4nd"%179157000 (or 1.67%) for 1997.
SJWC requests approval of rates to produce rates of return on
ratebase of 10.38% in 19950154 ‘¢"{n 1996, and 10.34% in 1997. ®
These rates of return are based on a constantggegqrg3o92egp#5ggof

212,25%, for each year:(:SJWCistates thabt;ik.will be.unable to achieve
the requesfed rate of retufn for 1995ube¢aqse~the proposed-xrates

. cannot become effec;;qe undernbheACommiss1on s rate case plan until.
March 1996. (a3wb Ba1ie vés“fhaﬁf t8itequested rates of return are
the minimum ratesﬁofﬂreturn'recovery to enabléf8IWC to maintain its

customers

credit rating and'atéract néw!éipital. - veet
ol LI R LY R aeer
ek 0. 00b6 0 Q‘)Qf
£24.0 10 a9zedadnt 0o nxvdot 3o esint 1o Pazed sip eswpeinnl oaardl
2oz hotnad ofl Iov;:joe\;a i bas dtel a y0l #ag as.
- rhe illng was. for ree- year‘Br Lh period beé}nning

oiidvid-1996ra dieREénaingzthfoagh mid*1999,~pur§uadtﬁto €héIratcd
Case Plan for Class A Water Utilities, (1990) 37 CPUC2d 175.  The
plan provides that for ut111t1es thh a July filing, the calendar
- year following the year of f111ng is the first test year, and
attrition filings are permltted for both the full calendar year
following the second test year and for the followlng partial year. .
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”‘Acé alﬁﬂridwﬁﬁﬁﬁ’ thetidte incieasesrare nécessary to

.cover: increases in operating gxpeggegi?pg;pﬂép{qg}yﬂy§ter-quality
expenses;;and: in. ratebase since .SQWC.',& last;general yate .E-ﬁ:se::m;
Public Meeting ; Covendn Paldnif Lobin [ onounel s

sl A Quly:s noticed publiCImeeting on the applicption was
'}icOnducted by Division oﬁ;RatepayersaAdVOFates,,(DRA)wPrOJectWHanager ,
" - Sung: Hah: on' September: 28,i:1995,4in San.JOSQHa 11 Hohulones LIA
5wzdzr:f>JEThe'MEétingdeSrattendéd~be0n1y”;9lj‘phqr of .the pgplic,

folir of whom were:representatives.of. the Santg)Clg{gzy?IIQXUWater

!’ pistrict>rand other water: utilities, which: work j¢le osely with SINC.

HemberSﬁothherpublidﬂWereqalloned;ggjpxqgldqhgh<3{‘59pmgpts. ;The
people‘whofbfbvideﬁycommentSrwexejpppgggq;tngppjggggg§gg;{gpgggse.
They asked that the Commission deny the increaseqe; €L Yrepnnh »
siot o Iy Baséd on:Sung Han's: memorandum about, the meeting, it was
."decided ‘thatira’public’ participation hearing was not .necgssary, ..

" 'DRA's Reports vioisi 1o o noide:r iy olil ot Lzowps bad oaidisn

roetsi i3 pRAUConducdted i€s investigation jof the requested.xate

" "increase’i’ Baséd ‘on iitsrinvestigation,, DRAprepared its xeports

SJIWC’s results of operation'and(cost of ¢ Cap1tal,“fDRA cgncludeq
SJWC's current rates were excéssiverand reaommended.that SJWG's

- “'yates be -reddced-for itest:years 1996-and,1997. .. ..;

' Bvidentilary Hearing {1103 juz =5 ,avads hatpis sousasi

yofoston 2ipdidentiarythedringswere held-from Decembe:

-€hréligh Dédémber:i18;:01995»inSan 'Francisco:before a@m1n st

Judge (AfiJ) iAnand/GardérbiOthércthan: DRA and- SJWC.« only (_:

Water Service Company {(CWS) appeared as an interested party.
hearing, SJWC and.DRA'announced that they had reached agreement on

all issues except the following:

.1. Disbursement of funds received from the City of.
San Jose (City) pursuant to a billing contract.

2. Rate of return on common equity.
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(3 wtranas 3y o Treatment,of interest during, copstruction.

NHEDnep e t’#s'did bt bBject’ o the agréement reached between SJWC
and“DRA S RO ehEY i ews stated that > the twoiissues’ ofrinterest;to it
were Issues 1 and 3 listed above. . pnidasit obidud

R EyidEHce bh ‘the tohtested kiSSUevaasr taken during the _
‘ “rhéériﬁ'ﬁ"' 1 5akE bnd DRY provided testimony. a Duringi the hearing.the '
ALJ concluded that additioral’ inforifatioci on: the: (issue; of~:treatment
TR {berdsE duking (ConstY¥uctiom was! heeded 1to develop.a complete
CVdord £ LTALdoYdihdly /b lvas ‘agresd .that: furtherr-hearing on the;
iSStxe’{-nil "Hé Held Fitinthe 'séeond phase’ of:.the proceeding.i 'I‘he first
iy ha (o' (St the Préceéding which faddressed -all tha« rema1n1ng issues was
o be Lubaitréa dponm £11ingof “concurrent: reply br1e§s On o [qos
January 19, 199g o rent sdd vieh noizairwd odd Jodd e sden vouitT
e 10 il 2 gh February' f1411996;: SIWC /1 DRA1and« cws:filed a joint
mot:ién for ‘adéprion of: ‘afséttlement ni At the ‘evidentiary ihearing,
parties had agreed to file the motion on or before:QQngxy,g{wASQS.
Howevér, 76inéé the joint-motion:for adoptién;of~the«settiéﬁeﬁt'ﬁas

' ot “filed intil Februdry 1419936, the ‘submission.¢f: the, flrsl; phase
! sEfene prodééding 'wds rdelayed toithat-datev s Yo zylpruc 2'JulR
The §6tElémeht f<RESULES 6f!0peratlons SEsw @alteY J9LTun ot LY

The cotti&fdntrreféfd torrasolution’of :all-issues,, except.
the three issues stated above, as set forth igg}qggfﬁg}egfﬁxhxhjt
fﬁef Thé original sstimates offsawcfandrnnqr;as{wellaas'agiééé:hpon

il oydPimAtés (E6Y resiltscof ioperations dré(shown in-Tables 1.and 2.
FepERéErelements Tof SrAtemakingrarerinoluded rAnzAppendixiOcy crtor
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A brief explapation;of-the resolution-of the differences
between the pa%tieé‘{s’iﬁciudz ln Ap éﬁalklbfi’

bvives __ b0 2 1 3 [I("‘

In addition to the stipulationfabout results of
operations,- parties;also; agree .that-SIWC:shouldibe ;authorized to
adjust its rates for 1998 and 1999 to offsetitheteffettsiofsiion
operatignal. and financial attrition.(-Operational: attrition is the
change, in¢§at@J9€ér@§grnvqn ratebase from(1996:to.- 11897 asy il

=L 954

calculated by using: present rates for.those;years shoqnain)Tables 1
and. 2:;LFinangia1,attriplon ~isithe.gdifferenge between .the_authorized

RPR e <

rates of. sreturn on.ratebase:for;1996 and. fgtn1991 1o azcyzibh L6
o4 pcWeraré.presented,with- azproposedfsetclemen;;h Exteptsfor
three issues. jthe, settlement jhas:the unanimous support-of-allactive
parties.u.We~willwadopba;hOSé:porQiqns of -the:settlement which iare
+that those:portions of ither:n

A "2 1)

setblem&ntnmgetﬂﬁheigtixgri@ tgx;apptqval;Qf:allepaxty settlement
set forth in.our decision :in.San;Diego .Gas & Electric.Company'so
general, rate case Decision . (D,),-92712-0191 510, sfdavanos tf;w 510

{a) The settlement commands support ofiiton pogn UWNLE
BPRPURRECY S active parties to. th1s e
SCESE ST TS S S D10 BN prdcéeciﬂ{ AT HOIONN annivVog J0RY _‘,;“ »
“dpgat sxs asodAl U000, 04852 30 242095 boinioonen 410w zariaver
(b) Each party was adequately repr?-
son B T e @ e ard  colifident ‘thak! DR
adequately represents, the dAnterests i airainitisg
of the ratepayers
toe1dnns 2id) o3 Bos '>1gax—r1'f{s IR O priirionnAa
Joee5:(8) »0ur;independent: -review, hasirevealed.” v sniod ot
o ' ;f that no terms, of thls settlement, Ains D5 iw OALA
Jonadnon aidt gLneiaiiene! any statutoly provi¥ion'” Ipz Bliw oWl
LEOnoging ¥ ;0r<§ny(de9151on of-: the. Comm1531on;:bj oiid ozin Jud
' and
frdng 2iontdnon snd 1o ejxis:;T sl 133Jn51§ug_915 2 ISV 33t ol
Gl 9(d)F“Thisa§§§bl§m$nb“Wlth)itSMtables'andﬂﬂajq 2olpt 9ii3
Xplanations onve s to ¥s sufficient .
283 30 hEorhAtISh T tb‘disché“g‘é“‘g‘“ S
noswysd bn;,ﬁqurifpturegregulatary 2-1200

respéct to the rties and affected
1zon o3 o 3iig= gn—EK ?gva? ? i el axsquqibx ejx bBaa OWL2

cp odnids wihon

.= -
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pa1n3Yih o Y ratepayersit Byladoptingsthisxs Yoiwni A

stipylation, we fulfil]l qyr, Pr;m?ry {
obligacfon “ot" seEtiné 5328 S
Yoo - yeasondble>ratés i 2o ol ol 01 ru*‘m_ 11

i Lwté:ﬂnWeawillrdlscuséﬁthe?untesolvéd>ié§ue§ibéléWaE””i3“T*q°
Contract w,lt.h?the‘z'c,lt!fi}f:) Tt NS S G AT S SO 1 L LS A0
it sl noliTAYAugusti1993,;0sawa  énteréad fatsarédntract T WitR! tha?
City to-peff6im>thdiBil1ing and’eash receipts fificEisdifsfor the >
- CQitylsiReayele PlusvProgrami(darbage géervidas)icthadcleynivolss
- icontracts with-privata-gatbialfe=¢611éc€Eién edipaniidsres Ido11écE 1o
and dispose of -160/000%city P8&{dants ?garbade THE-City©O =o3nT
«provided alliservidéerand réésrdkeépingl furiétisnsrélated to
?ifgarﬁége?SefvieéféndiﬁEGVidés‘SJWCﬁ#itHT&ﬂﬁilling 'Fi16<£6F fall 1iiJ
+bills:to be: féndéredleaéh day 'éfrehé month ¢~IgaWd Ithéel producesd
and:'mails the ibillscand r&6€ivés idnd applids "a11 césh‘5.*é(*’:"e"ipt:é‘”e

wanfton Thig (editrd6t fallows TSIWG 6 rédover the "¢ost (6f “Hod @
of'1tsfeXCESs”éapacity?FJThé’ébntfactﬁisfiﬁfthé“Séébnd year of &
one-year renewable contfadt ‘and “can Be!termindtéd ‘by the City oy
sJvic upon noticéd: 1togqaue #bhriies o daonslitoe fhh (i}

The contract p;rrko’iges ’ég;;rom.mgt(e’ly Q?Qd 000 in annual

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

- 3431 ‘ff‘)f}ﬁ e 7”) 2pw YIlIEg I('jf)‘{ ((")
costs which means the w111;contlnue unebate if SJgwWC did not

.

it ot davihns

participate in- thls b1111hg cdontracti?s Yinitnuposhs
pasiss ol o
According to SJWC, all rls‘s related to this contract

are borne by SJwC and should: thé‘CltY>notIYehe ‘the cohtract,

’fi‘x' filsa ..).mi 1o 2r193 it Jand
SIWC will suffer th q_}?f not, only. of ,, its share‘in this contract,

R
but .also the waterﬁratepayérstshareWH’Fof>fatemak1ng purposes,
the ratepayers are guaranteed the benefits of tﬁe contracts until

the rates produced bylds hext! Géheral:Rate! Case? (GRC) (ke in
dniotiigs 2y ol e ovno a2nolisgsiax
effect. Therg ore}aﬁghgfﬂ taken, th e pngplenlp at the

cost- sav1ngs¥benef1ts7bf4thiS{Contractxsnbﬂld‘befehared between

S5adnal1is Bith _29i3T1eC i 03 _Jdosgeax
SJWC and its ra epéiersfj SJWC % i{eves a 75-25 split of the cost

-8 -
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.xeduction between, the, water customersiand-theiutility:is: ",
equitable,under;the circumstancejs Foxr: this reason,i SJWQ. has-oxqg
reduoed 1;5‘geqenue;requirement;byf$l$0}000mforeeach‘oﬁathe=test
years.? s e oo ol azonn 05 o yd senoenzas paiwollod ods mond

. i, DRA ;disagrees with SJWC’s: positionzrtDRA contends that
since thé* ?ésepé&érs“péyifogl?3liéipénées, 6Vérhé§ds. and return
on the equipment and plant in connection with the>billing
contract, the ratepayegs should receive aiofgdlgggora;he full
_amount of revenues received by SIJWC for providing the billing
servi&é. Y?PRAFdciimalidd enat ™ “elsgéfé&éé}!éiﬁe@ﬁre%nt should
be reduced by the full amount of $244,000, instead of the
$150, 000 proposed by SJWC, for each 3ftR& t&¥t Foarh.
Digcusgion irfinzag oy Rivood 2roties teidle Iafw nodl  QF

SJWC contends that all risks relatequto the contract

are borne by SJWC s shareholders. We agree.
13
One of the major concerns expressed bﬁ‘SJWC is that the

City might terminate:the contractiduring-this raté/c¢ase cycle.
If that occurs SJWC will lose the $2§$,9g9}revenue it receives

o Yy L X7

from the City while the: adopted fates'66uld not be:adjusted for
W 7 € nr 1 i{ -
the revenue loss udkzl SJﬁCJs qegrfﬁﬁkgguﬂe reqognizé SJWC's

concerns because the: contraot aIIOWS ‘either partylto'termlnate
ff {3 Jwond o Loand ol g sioh
the contract upon noi:{ IR :o‘z-~s<i Hiooo afflyﬁir‘;“\.’i_‘rj
The City oft SanrJose iis cufrenblyipleasédfwith SJWC’s
1o 940)0111 Wi wols Dluog ‘
performance under the contraco Ien._nj%) s, test fm°ﬂ¥£;§°l' 4,
Tr. 346). Still, this is a notfa>guarantee*that the’contréct

will be continued and” $25&wed. ' Bhotld' the Clty tef%f%ate the
contract or réfuse to renew it, SIJWC’s shareholders will risk
sustaining a recurring revenue deficit until the hextIGRC
establishes new rates. ‘

Second, SJWC asserts that it bears addit10na1 rlsk due

to the possibility of making errors in executing the c¢ontract,

.~{a:—/
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i. e., making billingfbf*other ‘ertors. o Aceordinyg® to' thettestimshy

providéd by: Roth;c it isftlear thab!errors! could! be made” insthe "
execution® of i the ‘coht¥att” by: SIWC's employees) which 147 eviaght®
from the following response by Roth to questions by the ALJ:I63Y
ted toshea 17Q0 Ea¥liersydustéstified Ehat th‘é"Citi{"’pi‘b\’lides

asrny fon e {g‘ikqh? dat?ﬂ»“:h;?ugp ene el?ct¥°{1nﬁ Sh Wi Shafa

at” you'use to do your bil’hng, 1sTthat
corredt?s norissnnad i Fnelyg ban Jnr:.qm;- a3 (1o

LU IR Srid L 30s11000

vtk fLied i3 ‘ O eAUNaves 10 IA0oHss
Bplproiia 4 N e.-’&:‘zty.i}]}v‘ma

Io ‘r'.»'.a'J'“i'r OUD EASZE o ditiomns [IogY odd il Boaopboa =
.ét: " Jwe a'Sn;“?‘% ‘Horo 10l (OWHL2 yd Inroq-nr; G ,0die

"Q Then what other errors could you possiblyiakez #id-
et end pednlow sEai s drrfd eboodoon THLR
Tt (ﬂauéhtéxl.) _ ’ .
caotns’ v Lerablaodoreds 200082 v anted o
THEwIT{an?,S,; 1A PG SO TGNMIOD torsT a3 10 300
=y otBelieve me’;i_we_zc'ouldf;ethings happensmniriso! tduvis It

N AL BT RN I A D02, i Ed 'Y..’,“, oo 3l
SRR R RTT o s P L JCIOIS'i(i 'g‘eé ;Jt {4 v-i {n 300 |
vo1 23 12X00my.c there:could ber(shaklng ;head) —J{ oy w10 o w0l
-—the bills maybe didn't go, out,, 'I‘h ‘ - .
[T * { ¥ = _;. ¥ SIS ANEE I AN S T4 )
= UL APe (AT e mishahdled, Tould Be W 7
atpovior-damaged during’ the :retrieval=ofithels szirntidd =ires2n0d
data on the tapé. You know, the , _
’ 1 ooy tunxidnon onfd
envelopes could be--for thls-—co{dgm froay o '
srows o have .the: Wrongucod1ng ondtrandidtice yIid »)m
. uld slow up e process, of : i
B Eo i‘emlttﬁlzf ':i'le‘ sl‘i’ wh’aee;{ ik m{mcm a1 rabiu one
3t axct:ually‘,returnedr toyourlen 5 2 H JETE 52

£33 5 gzci;;§y§ 'f,i a4l I( ;\Jlfo DA NS L it sr_)ms Bownfinon sd [Jﬁ:i:-.-'

1x

A e.s_anlodvimfa A B i wongt o oz2yies ‘to IDHASHOD
REGH sar{.?. Li3ng Ji ab spover poltionsy 6 painisizua
L2916 want zofziic
. - -

oith Mety [sasidibbs aussd 31 3 zivtaesen SWLD

Jdontinon ol prijunosxes i zrorys pnidAem Yo y¢Iift
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covsl b Weirecégnize tthat: it ‘couldibe {ﬁossiblé ffor < SIWC' s
employees to make erro¥s in providing "the billing servide ts [the
Qity.: For. this reason .wé acknowledde :that SIWCts sharelioldersd:in
bear; some .risk. in this regard. We 'do hét-believe, however, ithHay
ratepaYyers. should be "held ‘responsible for errors made by SIWC'g 1
employees:while: perforining unregulated business:r {fri2 nt *icdls

We do, however, believe that businesses ‘cofducted ubing
regulated assets:paid for!by. ratepay&rs ‘should! produde’ benefits
to ratepayers: =We? find that’ SIWC!s contrabt: with'the ’ciify? S ¥: s il
advantageous! t6 ratepayers:$ince théfadditionallrevehia generated
b},'. using éxXcéssicapacity in’billing: lowers the s dvErall. pi EBoBn0 1
operational:costsofsthesbilling processitiTheléxéess billing? of)-
capacityvhadsexisted ini SOWC s s systems¢prioks to! STWC! &7 purchasa’s
of additionaltmachineryi/oIni factj?SIWEI hads succéssfally!iv 20105
perfoxméd the Gity!sibill ingj férione yedr. before inew  equiphent o
was purchased./ -Thiszindicates that<SJWC’'s>ratepayersiwauld o=
continue:to: pay:for thisvéxcéss:capacity:Whether{orinot sawcis sy
engaged inca re’Venﬁefﬁfodﬁéing-‘Ivénl:ureiusi‘ngi‘thé‘«'idlé‘iéax‘)éé’it?.0'3
We believe SJWC’s\ratépayérsistand’té benefitnfromithes Ji Joaxib
utilization:of- the exceds cdpacityir’2oah aidt Yo olipbh oviisalis
Profit Sharinge [+ ywlilaxhi aen WWLD $ilorq doun yos 30 (000, 0p2

We do not acéept:SIWC'si75-25°F{sKeshaiing propoydlsvue
related to thé contrict ‘beécadséini1ight 6f 4117tHe Faéts before
us,i the magnituds 6f risk zidéneifida iby “the ‘eonipany ‘ases Inge tedua
support a75 (pardent tallofation 6f tbendfits to \SUnG s 122 Yo yIIO
sharehddler's 57 0n" the 6tHer harid /[ We €1 ! DRAS Propésal ulfaiv ot
to shat‘eﬁol'dé’r's cand unnécesgarily’ patdl 1% ity “Sanwe ¥ BandGemén eI 10
for-utiliziny feXcess 'dapacity to défray pbortiols ?ﬁfg*oﬁb‘ré‘ﬁ‘iﬁgj' 5':'95_ )
costsTo Maniagenert st S endourdged 6 e redse ¢ £ Fidiency aid d
productivity!ito: behefit fratepayerd'l . ‘Fox itheEe Yeadohs 2 ifeells oJ
decliné to adopt .an.g';bfdpoghfi_éj.?I—,»a]f) sd 03 szol asd Yo vy3iD ody
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:w:nxwe;believéza‘SpsSOEsharing of :the ‘profit-acérued from
utilization of excess capacityfis.fair. to both ratepayers and;:>
shareholders ;. Ratepayers. will- receive. dualicbenefit ifrom reduced:
operating expenses ‘in.addition to allogation :of profits which v
further: reduces; their rates.; f:Shareholders :will ‘also!benefit; 1nx
albeit in small ways,:since.the profit will.be sharediequally ¢ >
;Wiih: ratepayers.:aggoeniaid Jedd ool ravoword (ob ool

S hirened SIWG-Jddentifies $200,000, as;the,assoocjated:an Da3Lfupa

‘Unaypigﬁbleii5unkacosb;ﬂnThe-remaining!$44;000fis described:by-3
SING: as, profit.. DRAs.,c;l_aims',’ that onrthe:recordtin this:asvringsvbs
proceeding,f SJWC, hasifailed,to,carkyiits burden:of:showing:thatyd
the Contract with:the(City:of>San Jose! produces anysprofitsiover>
and; aboye;the;costsralready: being:underwritténsbyi ratepdyersiruwe
agree withiDRA,.in>part;ithat> the.evidentiary fécordion>thisis 1o
point’ is;weak,,;;However,we ;3o wishitoitake {thisiépportunitystosq
SUDPOrtiﬂpperréate;useS‘OfaexceSS‘éapaoity%toithe benefib:tg any
ratepayers :and ;shareholdersi-.Accordingly,iwe willyrequire: SJHGon
to reduce,its revenue réquirement by.:$200;000-in>the intétim{aqdw
direct it toifile:ansadvice letter .within: 60 ;days ‘Erom theilsd ou
effective. date of this decisionytdé-allocatecthe:remaininginsiliio
$44,000, or any such profit SJWC can identify and sybstantiatépd
equally;betyeen :;S.hér,..ehgldexaand.:;ré.t.epaye_a__zs va Jor ch oW

wroled w,SINC.should in its;advice:.letter adequately.t o1 hodsliss
substantiate;the ,profit it.claims iexists -in-the coptract with the
City of San Joseby.ingluding a detailed.ac¢ounting of:iexpenses;yz
related to the performance jof Jpilling and.cash collectionifor,the.
City, of . San. Jose v, Lf (SIWC does, not-file an advige detterias.da o3

descxibed-in this oxder. the Comnission Advisory..and Gompliance:o?
Diyision. will -prepare a: resolution. for, Commission’s-gonsideration;
to allocate .the remaining -$44,000;dpeluded in theicontract: withyig

the City of San Jose to be Credité.@pﬁQ‘»<¥§ﬁ_?DaY§I§ Jobs o anilosb

e 120 -
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Ao .HTheYshéring?fatibiaabﬁt%ﬁ her&rdepenastheavily’ oh ehat
type of record that>wasvdeveléped!in this?case; and thisreffort:
did not beénefit from A JeneriérCommisaiénpolicy £6Fincentives,
or from examples in prior water decisions-of>thiSit{pe of ravehie
sharing. Until such policy is developed, individual cases 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. 1In light of these considerations, we note that
our decision in this case should notvbe used as a precédent in
future cases concerning the sharing‘of revenue and profits
resulting from unregulated businesses in water cases by
ratepayers @nd’shafeholders. '

Cost of Capital Rate of Rstuxn
The capital structure of a utility generally consists

of three components: long-term debt, preferred stock, and cémmon
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 Qeighted cost of
long-term debt, preferred stock, and common equity. The
determinationrof the cost of long-term debt and preferred stock
is based primarily on recorded costs; however, estimates must be
made for the costs associated with future debt or preféerred stock
financing. Determination of the cost of common equity is- more
difficult because of the need for consideration of additional
factors, such as business and financial risks, investér
expectations, ratepayer interest, and capitél ratios,

SJWC and DRA have no disagreement régarding STWC's’
capital structure, cost of long-term debt, and preferred stock
costs for the years 1996, 1997 and 1998. The only disagteement
involves the apprOpriéte:return on common equity'(ROE). SJWC is

=13 =
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requestipg; a.constant. ROE;of 12,25%: for:the,threé:years. DRA
recommendsia ROE:-Of:9,90%;foxithe threesyeaxsinds fronos Jo gyt
oo 11p.n;Tab1e QJShows.thg ,comparison.of SIWG!s and-DRA'S-ratés

ceowo by 1 rolaakg Soal o fo

'3 cqnny lrubivibatl JEBsugofavcb ot yoblog dove [P0 ooty
fiiw Dhas \éan1ﬁjﬁﬁ1rfiia it Je ywitiniosd orfd doafiet o arngl oo
nounal giosY 04 cunol qiasifs yipotasooni s paiwd yididoug

s 2daon [ednessaont oitisega Inesdond (25200 Hope vt denolins
rend sdurn 9w .enofintobiencn ezodl Yo Jduifl al  27tlorg 96316
i sasboanota 5o2n Boey ad don DIinoide 2200 eidi gf rotzissbh fTyo
s3ilovq bin supover Yo pniicie ody uninn‘ennob eozf,y Oiifurd
vd zo2pD i i zoeaoniecd Batslupoyair mosl pnisfunoy
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£ S UAY

SJWC and DRA relied on two market-based financial
models, the dg q&hnted casl !fiow m elv F) and the risk premium
analyslis model (RP).' Thesé mbdels pgy ide a range of ROE
appropriate for a utility. | The DCF oaﬁ
expected rate of .yeturn on equity.
additional'COmpgdgation thaé%fhvesto
over investments in bonds.

measures an investor's
model measures the

common stock expect

L
ano#w:ﬁqm—‘

SJhC conducted R{.f?? DCF )is specifically for
JWC and arri{gd ﬁt the fol Qéing res

Usin ta«RP analys B‘With alf
of three percent above the
debt SJIWC computeé a ROE o

WD

Based on DCF analysis using average
of five- and 10- ggar%histo i¢aldate
SJhdsébgbuted a ROE of 12.321%3

0 oy i ':; : e Ln o
DRA determlned a Heasonable ¢ of retqgn ?bpge for
21}

R . . O ¢
SIJWC by applying the DCF and RP analys b a groub OEJCOmpérap}e
% 5 3"‘ o
4 ?Q

o YYD DEY HICCAW

ZLNEA

o~

N

water utilities. S s 4
<X G
Based ¢n’its analyéis DRA

range of ROE is from 9.15% to 10.33%

49‘8%‘ . /" L‘b )/
A <3 .

Bothg,gqg and DRAS 1élm tha Heir respective énalysis

is superior and {that the oth%r s anal 13 flawed. |

SJWC's Position

ded thag a regsonable
dp01nt Sf whlch is

!
?"JBC GO e (D

SJWC states_ that the ba IT point spread in authorized
ROEs between energy ahdi water utiligies, whether 1ndividua11y or

as a group, reprggent Zan impérta p'benchmark in the

I . S (= . ‘C -
determination of‘the OF for éJWC ﬁ the current proceed1ng
-

According to SJWG ab %Et a sEruot al change in theé risk profile

si

33
storggpkpec the basis point spread in -
authorized ROEs to remain approx1mate1y the same. ‘Therefore, the

of either 1ndust{yﬂ_ ;

LOUCONL X!
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current and histériéali spi‘éadé’bét’néén aAdthorizéd: ROE”"for"’é‘r\""%y'
and water utilitliés,“{hdividually vy dr'as antaVeraga, dre: axteRéiy
important ard vUsefdllin thé~determifiationof ‘a'ROE‘. £3Y Eane R
the current proceeding.’““‘\‘ Brunpidien et Jusbdies o} cododouind

Civit IR NOvermber 1995, the!CombiddishitautRorizéd’a ROE of -
11.6% forcthéerergyutilitiésy vdiwcishand1gdigs pedsbdvsnchdl?
tradition&)'spread betwéentths ROEsIfor énsbdy G¥i1Yy¢ids dggrans
water utilitiessiishows (thaE<SIWC 'shéuld  BéaGthorised A REEOIKT
the range of 10.65% to 10.82%. caotJilisn

SOVWC states that as a single-district water é&ﬁbé’h}/"f@---

faces higher business:risk becduse rsaléd Vw14t iT{ty Wil fmpact
the;edrhingéwabiIityfofﬁaﬁbingféfdiéffioﬁfWEEéfV66M5EHY'moré‘lhéh
the earnings -ability ‘of ‘amultidistrict IWater Corpaly. 1’§Jﬁ§5“‘1-
asserts: that: & ROR'ofs 12{25% -i& ndtessity 1£oX'SIWCE ¥4 attragd tvp
investors in its commonistdoK. !¢ 911im £ 2l A0 slidruozist o 1o
DRA'g: Positidn: otz ivay 7,‘ O3t ohup ierid :‘:ni*ffcs«rn‘:

£1 .- DRA>bélieved! thattSIWC" s proposed’ ROE' of 127 954145 oViv

unrealisticrbecalibe’ SIWC’ s™ o' analysis® dbed ot hpbsrt Chigieno
poidilidye

high/ROR:1 =ozyvings dove oczuntad oifvest qoticd v”fVUIq‘
v {1DRASbelievebothat 1€s”DEFIANARD AhAly3es  F657A §rans ”
of ¢omparablé watér’companies proVideia battar pesuntivatalite? i -
they: ténd-to “cotreet ¢ompany-spéeifis abdiraci 3f‘hs‘."i413\C([:¢.‘)r«:iiv'’I(I‘:r g
DRA, .results-derived ‘from»»-‘cdmpaﬂy-iépéélfi%'aﬂa‘lﬂﬁéis‘?cgﬁobéo} 2d04
biased. {rinintid patyirshig od4% vina fon assonvl ve ob o1 e2usDsd
sl (L DI<DRAYA1SOtaKes 1idsde - Wi ER EIWA F 8 ae¢dabe 1 £8- 3oe&idTdd ]
ROE 'Ori “the¢-basi§ 6f: histsricdal 2sprésd HeERdsn {eha ViR “Autidrizdd
' for sehergy dtilities and ﬁaEéPfﬁei’heiéé‘ S“DRA”ECatEd €hat -tREV?
Commission ‘has (iéVer -£&11éd fon ANy “§Rch Epr8adetd astérmidd Fovo!
reasonabl€ ROE<f&2’aR i‘l‘:dlwic‘m’a'l'f’ul:iIitfj}"3 PRAMA146 BEintd 4o
that the “spread Bstwdeén tHE “Authdrs 74d "ROES f PYERee gV e FILEi ey
and water utilities' Yargds ffrom 58! bé’é].s‘b?i "f * 155 'bgsi’nl‘(j”

7
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poin;s:{ Accoxding;: to DRA, underthe. Commissionts presencinstsu >
';bFQEF}9§'a§he.§$§}9bgfQI a-copstank. spreadiwould;prove futile s
'beg9U§9hinY§§t9§§',pgxcgptégnsQfarelative;riskSaof the twoitornai
industries is subject to continued change,yu:iifanoo1a Hitrviun sl
(o <1 , DRA recommends;that, given itscrelatively low risk,
SJIWG should.be author;zed-;amreturn»\oﬁ ;equity 0£-9:90% oxant £33 1!
approximately the mldpoint(,of .the range.investors-wouldnoiiibesd

~~~~~~

reagonably ?XP?CF‘tQ;Farnffrom a gomparable:group:of watexr o1
utflities. = ) .01 03 2ED.0L0 1o ouasy ol
DLBQ.H_S,S.iO_.Q g dp: doigdzib-sivniz o oes iy esanda GULR

,,,n—,, ; f Both‘\,lzga and ,SJhG;relied ~on’ f1nancia1‘ models in isupport
of:.. the1r recopmendations.i-We believe that:resultsiofavarious o)
financial models LAre . géod starting points ‘as ‘wellias -analyblcalfj

guides, for, establishing- ROE.: o However,? ‘the actuali determinations

of a reasonable ROE is a matter of judgmenty- 15> ot ot saodzovicd
In applying that judgment to the evidence:beforelus),Awe ‘
give more. weight, to,the, recommendation: of; DRA.;: We{agree, for
example,’ Jthat ] PQ’J,Q?Q; RP, analyses. for, a. comparable;groupsofi,.~ 1e0u
utilities provide better results because such analyses tend:i:tdyid
correct company:sspecific aberrations: ;Wejalso.agreeiwith DRA
that there ;is:no, constant spread.;betwéen . t;he;,ROEs;)aughQrized +fora
epergy ul;111t1es .and;water, ul;llit:les Vi 1'I’he::e issnosreason:that-d3
ROEs for enexgy:and.yaterjutilitigs,should move in-locktstep,  asd
because to do so ignores not only the underlying financial bozinid
criteria.(e. g;
at

E‘J .3? Ir.meb!:eé

d ebt gquu:yi rablgs,‘u 1nte;rest;co?erager( etc.} but N
{flpimc:lz;}u business risks.faced by: each:utilitys

ve.
(pastrcwe havegonsidered vatercutilities torbe sl
lower_ rlsk i'}Z.FEfB pts-than. energy, utilities. +<With :the rimminent.n

YT R

restruct ’;':iL g chiléhg;electrmic :induskry,,ithe difference indrroansy
b“§?J3%§J£i§;ub?E, een Waterr%&£1}§xxseqkor:and‘&hezgleetricw 3563

utility sector ygb&; JQMme . gVen; Qre; significant.from an «s3sw bns

=g st ) o1 - -~ .

- 1& -E..
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risks rg§q1tiqggf;9m;theﬁcostsdof watérrshortadé or watékaﬁélity
prqp}gmg!{xThg§gJm@chqnismsaincluﬁe$2évi§iﬁ§.§alesﬁf6rééé§6§?‘°3
inclusion . of needed, cépitalrimprovénents=in9f6rééastéafplaﬁ6”fﬁj-
addltlonﬂJand passzthrough-s{through:balancing a&€duntctrsatmsnep
of any, increase in. cost .of: purchased water-or power lod
0 ir. Baged on: the above,: we conclude ‘that ca' ROE '6£110720% <15
appropriate apd ‘yeasonable. for: SIWC ni We-believe this ROE Will IV
fully rgg?gni,z,,e,._the_,gognpapy,;speoif’ies.Opera_tlngJ-a’ndr business risks -_
affecting, the, investment ‘of: SINC’ s/ shareholdersysand thd f4utse -d
thatﬁ§gyg;1§hg‘§ibgl§5di§trict wateriutility > Adcordingly;” tha'd
agopféggﬁgog,;g 30sbasis:points above DRA!$! recommehdationid 2821)
cot h}jgggbgsjgdgﬁggd ROE-isjcomparable with: the mdire> re¢ent1 o
adopted;ROEs; for other.waterscompaniesi?>We will ddopt i HOE '&6F
10.20% for SIWC...,This- adpptéd ROE-willoprdducerovérallspatesias:
return on. ratebase, pf-9:28% and 9:25% £6r.i11996-and 19975 “OT ol

Eesgeé"t-ig‘?ll’,,-:o') A1 o ASU dafs foi bib 3P (THIT 1o dnitiinsdd and

PR sast tonng pirdenads s 2l Spandn oF pii2oo1g 26w I
: PRy Lrm s . -; it S I YY) oy st b 3T ol
civrer prians Bwis (5C00) DAD twon 2t gl ooreDuodwy Srmn ofr b yaollod

x

3y pr 33T e aottssilindiasn Yo aosdooin on

=it o1l

o IO ool T T ot Lowollol LWLD pirgisonodq

i3 ‘2;Recent;authorizedrreturns foraelassiAswater ntirieieat pad

Foed

’ PR S < 14
T P frinsy 2 YalE 3RAY Dosavanzib siavisas A ari?
o VT pais st igo, SR B ""ROE

San.\Gabrl?l YﬁlleY)J 95:06-017:t = 10.4 46) YR J1oaef [addo [J{{E‘ A1en
Cal-Water Service 35708058 %r N a adl; 0§J91 Hp pitivionsy 2i
Southe‘i-hG Cé‘ll‘fgi.?{i% 18 d) [) 16 9272 L .? W oo EN [ET & &)

Water . 9551250275 n169 94 32' 0L 0Ag>230011s yioa rovhs '
gﬁgiibggg‘],}:{ég?gcb t jgo—:}r%'xg%?‘sij & 91’0}” A3 }Ioﬂqﬂ‘lf)') [ VS .

Systems.ipssl 2idd 3096104507651 10911631t 101003 5 . upnigssddocd

Caépﬁ?ﬁgrjgﬁrgéss {I{.gsngs"‘g?d‘o so?jggxlaj}gngojﬁdj 2 taon DEL2
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I!."atmentuo.f-.clnté:;:st:sDurin{leCdnsbrﬁbtiorgﬂiv jo dniog ="-"ﬂ’}"r'§‘f"-"f'-"f
roivo ~ODINOVer-1exo14701986, sthe Comfisaioniidsuedt1€8 10iddn?
Instituting Investigation(I:)~86+112019°intoftHe racsrakihyo !
"implicat;mns of the Tax:Reform Act:-6f-1986 I (TRA86) [ 'Ighet Xa iy
Commission-:issued, D.88301+061-in/I(86-11{019 which among “6thay T4
things, raddressed.the issue-of capitalizdtionf6f “intere s ‘du¥ iy
gonstruction 1(IDC), on (construction Worktin progréss (CWIP)’I FIBbs
Before .theenactmeiit ‘of -the TRA 86 wat&¥ AUtiYit{ Es“ o
Were -authorized to -include CWIP. in’ ratebiseii) HowdVeY T water

utilities, were not-allowed' to ’éa'pita‘l'lze_ IDC/ i CHY Py, o3p)1qo 1qarn
sNnit nzen FOXI reasons’ yetrunexplained, v STWe Tonélvded thyt: i [#3
D. 88 o,;‘ 061 allowed: ititds capitalize® IDC b CWIP Ahd dhcluad’ ehip
plus; capitalized, IDC \in' ¥atebaséy: In'ftshextoGRC protedding s’
{1989 GRC) ;7 followlngftheaissuance ofi1D: 8820130615 SIWE{nd1dded”
CWIP; plus;, capltalizedrIDC in-its ratebasei LSIRC compénsated for
cap1ta1121ng -IDC :by: reducing itsiinterest: :cost ‘eompdnéntiiiizthal”
iiby-a-“pdreidn’8f- VL
the iDc capgtalized‘o- W}nlé sJwcimade thisCsignifidant ’cha?n&e SR
the treatment of IDC, it did not alert DRA or the Comii&¥icn€RaT

it was proposing to change its ratemaking practices. SJwWwC
followed the same procedure 1n its next GRC {1992) and agaln made
no mention of capitalization of IDC on CWIP. i

In this proceeding, SIWC followed its practice 6f Aot
mentioning; the capitalizationsof IDCson:tCWIPL:cHOWevérzothis time

the DRA analysts dlsﬁlovered th)pt S‘:FW(;E }"}ads; Dc)a?itahzumg IDC on

a ¢31n1q? TUJ!J Irﬂ
is rece_lving a ret:tﬂ:n ‘on Chfﬁ" t:wice,8 Ocﬁthat rql"?{@ Yers,are, o2

adversely affected) by) SIWC's: treétmeﬁt) O'fi Ik, v Tf;fﬁ'l
2 DiRH BV slqgA
SJWC contends tha?:o i?:s trea men %f ?IO ss’;?@pjgm 1eSicudu2

bookkeéping. As toythe impactzon ratéba?éré"of this t:reatménE’a"la

b b aivio2 133sv-1nD
SJWC ¢contends thato aBitah%Stion of" iDCBO SWIP aoes not change

--201--
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SJWC's revenue requirement because an adjustment!1%¥mkde’ €dtthb?
intérest ¢osts cbmpOnent i~ the éost“of capitallana rate of return

écalcilationgi Y ton ol g wowe DU Boee LA 0WLR (i [ 152 1o

In addition to SJWCi- cﬂg Is™{ntérastea:in” thi“'iééﬁé“"
and would like té!f£6116W SIWC 'S procedﬂreiof ¢apitaiiéing IbC on

vaflicd 5 o) Fgerrroeeg wiY o0id

CWIP in its future GRCS- . 1 et ,11/. b
At- the evidentiary hearing in Appllcatlon 95-08- 038,

L1559 (GhUD 10 nLirdas. 14

SJWC failed to convince the assigned ALJ that capitalization of

IDC on CWIP does not cHange SIWCsrevenddsrdguireméiit for
- Lwidnuxdanon
ratemaking purposes. To allow SJWC and CWS an opportunity to
Nilh SOSVST 10D Jon ob dnoro{disz o3 Yo apysd el LN
demonstrate that its treatment o IDC on CWIP is revenue neutral
otz2z2inwd odd Yo noleissh yvns Yo floigivorg yioljuinia
the ass1gned ALJ established a second phase of this proceeding to
vl dabpfond, VORI bas 0€€!1 101 zpaiass™ lo zsiterowd ofl L€
address this issue.
afavai <z 10 sslcailes sfidecossay d3x10Y 2oz jnssuoaigioszs o)
- For setting rates in this phase of the proceeding, it
icoy neodl gt _tunno oF gfs:h_[ aunaixa Db ZDUABVOT
was agreed that DRA’s method of eXClu ing IDC from CWIP in
ol e SORTIIOD K _OJit Doszin L L EeRl Jeupud ol
ratebase w111 be used. It was also agreed that SJWC will be
FINIED o) w0l eadtvios poillid ;xiﬁtmé 0t viIid
allowed to establlsh a memorandum account to track the ifference
Goou. 3ty 32§80 vd boldoofmrad sd e 305611100 o4Y
of revenues collected by SIWC between u31ng DRA's treatment and
).[ o
SJWC's treatment of IDC on CWIP in ratebase. The dispositlon of
s DWLRE osewitod Jonstdnon adr 03l vhoopoyq Inlor od? 4]
the memOrand account w111 be determlned in the seéecond phase of
2y a2ducy M oyn GO0, 0007 fdotiiy Yo 920 ,5582 ass w11 ol

e

the proceedlng

w1t Syvad 1on BIb TELE YL oovea T 0 QUi 3000 iii:‘ .-‘—:*-;‘0:1 azord

Comments on ALJ's Proposed pacision
NIED wdd nexw iosidnoy

ALJ's proposed decision was filed and malled to the
sdeon Anva 030,008 odi- 3rfaa o) 2uao(oxq a Tila .
parties on March 27, 19%6. SJWC and CWS filed comments on the
P 1o arobicdasad: buas caoveogoeisns asawisd dostinoy sdi o) Doldsiox
proposed de01s1on. DRA filed reply comménts. The alterna%%\ sar

Leracn AN
decision by Commissioner Neepér was filed and mailed to parties
Bivodz 29ri13n0n ot 1o ebsssoxg {is Inids 2bnoltaon As(l .8
on June 28, 1996. Comments were filed by DRA and SJWC. After
piuocilz Insmoulupst suaovex z2'00L2 3edld piis 210vysgoedst o3 03 op
reviewing the comments, we have made changes to the authorized
Jzer 53 3o duro 101 0002882 1o Jrnwoits [IuY odi yd Daosuboy od
ROE and the treatment of profits from the cOntract with the City
-RIBIY

of San Jose. These changes are discussed under the appropriate
headings. 1In addition, we are correcting certain errors in the -

‘proposed decision. Ccg -
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Findings.of Faot*"’,.i"’:'Q’_f’.lii- A Crinoasel IS aYIURSY Santava st iniln
cveieo Ly oAscset forth.in Exhibit 16;and the.motion . for adoptign
of .sottlement, SJWC, DRA, and CWS have reached settlement.on.all

contested; issues  exceptithe.following:. . fo i B, i

: {a),. . Dishursement;of . funds received fxom., .1 { hifirw iy
the City pursuant to a bllling T
contest. A R FLETIE DI G A R VS

VARG 8000 qrofdeniilas ol L;u eod vesidashiva o1 A
_ (b) Rate of ,return on common equity. o
to anidaxiiniiagin i LIA ponpiasn i anaiviaon ol Balint owis

F
11 (g) ~3Tref‘§tlllef}§ of .4n ntergst d‘{‘ring roit geolb 416D g0 AT
constructio n. -
nJ 1”lUJ togyo s v bas DULE wolls o L essourtug 13“1“1::,_:)!,-1
Z The terms of the settlement do not contraVene any
Anttuon spiavor 2t AIWD go XMT 10 Inomdsaeld el Idndld oldeurmncach
statutory provision or any decis1on of the Commission.
ot vitibasTog e2idfd o o>6ng Baooss s bodzilidstes WIA Dogpizas il
3. The Summaries of Earnings for 1996 and 1997 %gcluded in
o2 ’I( [FRSRT IS S 3 B 351
the settlement set forth reasonable estlmates of the levels of
L vaifRnonotyg ot Yo oerilg il ot AT praidtea (0%
revenues and expense 11ke1¥ to occur in those ¥years.
AT ol AN evnibuioxs Yo Badloso @AM Jadl [ -)11);‘

4. In August 1993, SJWC entered 1nto a contract with the

d D iw TR dndd )"’419;; onis znw 513 oo e L1y oondosIrg
Clty to erform billing services for the Clty s garbage service.
RERYS SV S a;,- sl dornti ol Inusooe r"xa,mr-.'_:;:: S Hztideins o0l bhowoelin
) . The contract can be termlnated by e1ther party upon }

P iigs vr' iTEaTY 2 ARO ittty aaswio W2 oya BEadn INES ISR 57 41 ) {30
notice. i .

Yoo pardiaonnibh ode Lozedsint b DIV o X330 dasoodoottd mUviLE
‘ 6. The total proceeds from the contract between SIWC and
T ooghndg hrodaa i ni bonimodah od v JoDon 'h"ni‘l’:" i3

the City are $244,000 of which §200,000 are sunk costs, i. e., .
derifrannoua ol

these costs will continue to occur even if SJWC did not have the
_-’").[o’:f‘JEE.l i.vam,oﬂ' e'tdﬁ 0 ar.me;z:.r:oﬁ
contract w1th the City. ' T T o

sty ool bolion Bas Bolildl sew aotnipah Lozoogouqg 2 TTA
7. 'SIWC's proposes to split the $200, 000 sunk costs
ot no ziisieoo bolid aw) bas DWHL2  .9RQIL (VX dounMt no =olliyeqg

related to the contract between ratepayers and shareholders on
adnnrotis ool Lednsoawon yioot Bolil ARU .rzo; nab bhanogorg
75%/25% sis.
zaidisg o3 balien bogs Hoafil zesw 1oqgssy topolannmod vd noieisshH
8. DRA contends that all proceeds of the contract should
5334 JOvL2 bas AMQ yd balid SAOW 23nsrmal L3R} - 8¢ anub 0
-go to the ratepayers and that SJWC's revenue requirement shou
bositoijus o1 o3 sovnsdd o9ben aved sw ginossmned odl purnsrvqx

be reduced by the full amount of $244 000 for each of the st
v3i1D ol ditw dos33non sl noxl 22 [30;“ 1o Jnssdsaexd orid bnn 2048
years. SRR T

£

QJhIJMOIgGB sidd 1obinu Doagsuneaih 9us zzpusdd azsnlT  .szol 152 1o
23 Af 2voxro pisIInn pailiosiIioed 916 oW ‘noijibbsrnl .epribpad

29 .1ofzinsh bazogoitqg
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21 71 em{Ye§ING ‘s shabelislaers have berefitad ££#dm thé

proéeeds ‘of ‘the "dontract"§{nice ‘Aligast119937°8IwC ‘4 2ates do néde!
i-é'ﬂé‘éé"Ehéé‘é‘“&&ldi‘tié‘nél*‘féiféﬁﬁés?ﬁ-’ S I e S LIRRIIEE IS e
P16, Texetis anlikéiyrthHat TehércidyTwill T €eYminaterEHe LA N
contract during this GRC cycle. : SR
11. Even if the City terminates the cont¥adtlduvingztnifigoen
GRC cycle, SJIWC would stillthave récovéréd moré révéndes than
reflé&otéd in ied fracésiozrosnal od Hhlvedz 20351 o' UHNLE -8
Neeya b g WG Teonténds rthat i€ dsC1iablétfof anyierdors madein

executing the contract. wioviinaqgess.
“ui 1377 “RAEEPAyEYs rshiGuld et Féimburse IEIWCLsCshdréholdérs for
errors made by SIWC's employees. LIIWD o TXII o dnontdnord do

Trhooa140 SoWe Has ot iprovidédtany justifidationcforiits. b
‘Propodal’ 6f Isplitting Cehé prodéeds (from ‘thé ‘cobntrddt Betweenonos

ratepaYers ard shareholders. Hits Fastpod aAHA no Hioaed HWL2 vd
. 15. A ROE of10.20% ‘forSINC is comparablée with:thé more s

1 -

redent ddoptdd ‘ROBs for ‘othHer watér ‘¢ompaniesyit oot L4

16. SJWC contends ‘Béing & isindlée-districtivtitieypiie faces
greater business risk from sales fluctuations.

17. An increment of 30°basig pdints over the
DRA-recommended ROE of 9.90% should account for the business
risks affecting SJWC'’'s shareholders, .and the fact:ithat SIWC is a-
single-district: water:company. tdiidxi ni tp2maliton 347 LI

18.anateruutilities*ﬂo;notifacésthé*éame;buaiheSSjriskagsz
energy utilities. . CBHoVotGis 2 Yasqiod ooivinZ 1aisl sin1oYilsD

JxxlB;ugAﬁROEfofu10¥20%ﬂwi11\producgjovef.alr;rateshof return
of 9.28%Lhﬁd49vQS%Wfofutheﬂyedfé 1996waﬁdc1997;;#espeetively.
qhgzoa<ENobeall?Hétéflé{pertaiﬁingyyb;capiﬁalizdtionuowaDduon;
CWIP wereravailablé during the ceVidentiaxy(heardngd [sr1onod fdiiv
sdQI;JyPh%EiébwhaVé>agteedqu;adgfeQScheﬂissdé_bfqﬁréatment@
of IDC in the second phase of- this proceeding.

- 23 -
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22, . Paxties:have agreed.to usg DRA's treatment of IPC for
this phase:of the proceeding.apdite alloy SIWG.to.establish.a,.
evenyes, collegted
BA's treatment and, SIWC!s . txeatment ;of IDC on
CWIP. . el avs D sEi o valaeh dunataon
conglusiong: of -LAW (1o ot codrigot yviiD o681 31 novid L Id -
rieke 2oThe.settlement.should bgradopted. piucr Hi2 (sloys HD
2. SJWC-"s rates should be increased: to;allow i.'f{l to.eaxrn.

ratesrof -xeturn.of 9:28%and:9:25% ;for theiyears-1996:and 1997,

respectively. Ldoptinon ol pnifosxe
(01 =13%ic-This-proceeding:should remafn;open sto.address the issue
of treatment of IDC on CWIP. .aoovelfass 2' Nl wd ohest aors
4..:Any overcolleation Qrundercollection in:the memorandum
account-established-to trackithe difference,of -xevenues golleqted
by SJWC based on DRA's treatment and SJIWC's treatment Of .IDC.oOn g
ratebase;should be subject to refund or .recovery.zn; 4 .2l

5. since the:rates authorized.in this order;are for 1996,

.this order--should be made effective todayciimiian uwis 2L
canpctyesetegll wolsn s} Hdots avoniawd 1odnanp

i a TSR RS - SN {

i3 rol Javsnos hluodr FOR.R Yo JON Dhhnoo ooy -AsE
i oa2i WL IPrIS ORDERED that: :aoblodsyeda w02 pititslls axals
1. The settlement in Exhibit 116 between ;San Jose Wateriniiz
Company (SJWC) ~2the :Division ‘of Ratepdyer: Advocates,i;and .81
Ccalifornia Water Service Company is approved. :es‘tj_i [ity voians
at5.2:00 1-The rnoti"o'n-. for-:appréval; of ithe“rs’ett-lémenb}islgra‘nted.-
3 pvi 8JWCis dUthorized (to file the' revised ®chédule’es.e 1o
attébﬁedLtoxthisfdrdéryasrAppeﬂdikcAvnfTHYSxfiiih§5shall domply .
with General Oxder.£{(GO); 96=AD/The seffgqﬁivé: date: b‘fﬁ-‘.bhe,-revi"sed)
schedule shall ‘be :Fivelz(5)::ddys. aftérﬂsthg, date! of:filing.. I The

.pnaibhssoosg =idl Yo sesdyg baossa odld gt 24T 3o

-~ )24 -




3.95"08"038 COM/JLN/FTF/VC‘I L FE RS R RS PULS SIS 1) SEEO0- 8D, 204

revised schédulesshall apply:to: seryviceirendexred. {)13 ,or;. after the
etﬁeotﬁ;e datesvi | § yiisuasl ooy eatfara ton ot (ledo solvbaodo::
fi-4; =<On or-after;November 35,. ,1996,,SJWC js:;authoxized t9,y,
file aniadvice létter;-with: appropriate work.papers, ;request ir(lg,
the ‘step=raté:increase for21997, included.in. Appgndix B, orto
fi1é:a- proportionate:lesser-increase for; those rates; in, Appendiy
B in/the évent:that a' SJWGI S .xate: of; return. on, ratebase, adjusted -
vd reflécti ratés«then:inceffect,and: normal; ratemaking adjustments
for: the>12. months: ended;September: 30, 1996:» exceeds, 9,283, This

- £41ing shall:comply:with:GO:196:A.1-The, requested. step rates, shall

béireviewad: by the: Comnission: Advisory,and, Compliange pivisfon,y

. {CACD)~ totdetermine: their conformity with; this; order; and, s;n?\l}l go
. {nto efféct!upon! CACD's:>determination, of;, cgnfqpp}ty; . CACD, shal}

r

—

inform' the Commission:if:it finds)that:the, proposed step rates, .
are:not-in accordiwith:this: decision. or:other; CQKR“Pi.iSiQH,;,B A0
decisionsiiiThe: effective date ofi the revised sghedules, shall, be
not earlieri than:January; 1, 1997,~0x; 3_(')_{_ds.-x‘y,r'sv.,_aﬁ_;;egrj _ﬁ;ilg?.:p_g_fgg'_‘,-;::;;,j
whichever:is.later.! The-revised schedules;shall apply PP}.Y;\:E.?,a
sefrviée rehderéd:on:and afteéer their‘ effective;date. v i1t "mtir'

. 5ieh On' orsafter November 6,1997., SIWC, is authorized. £Q.qs
file ani adv1c_ei:1ebter-, ~with appropriate. vork, p;lpjezrj‘g.‘{-}‘equ_elst1ng

‘the step-raterincrease for: 1998, :included..in, Appendix B.or, to 4,

file a proportionate lesser increase for those rates .in.Appendix
w € s S ,\t.»pJ%P 114

~B in*the> evént: that: STWC*s rate, ofr xreturn, on ratebase, adjusted
to refleot! rateés ithen fin effect .and.normal, ratemaking, adjustments

for:the> 12: months ‘ended :September;QQ;-C;IQQ'?,,,exceeds 9»,,'25% - 31:}3

sfiling: shall (comply; with'.GO 96-Aw::The requested stép, ra pali

be reviewed by CACD:to.determine. the}r:(cqpfomlty"ﬁiltpjljy“% rder

and-shall go' into:effect Qupori, GACD! s; detexmination Qf conformity.

CACD s‘hall* 1nfornf:the ‘Cofnmigsion 1f{_i‘t5 -ﬁijnds that:-the propgsed .
step rates are not in accord with this decision.ox,.Qth ;{, sy

- 525 -




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

Ccommfsslontdedisiang’: >The bEfestivevdate 6f-the Fevided Fuaivar
schedules shall be not earlier than January 1, 1998y or=m305‘days )
after t11ing] ‘whichevér>is’later] 1The revised!schedules shall
apply dnlyitor sexvicé réndéréd:oniandfafterstheif effective date.
RN ALY o)1 o 6‘1‘:“éfE_'érf?No’iré’mbé’r-’! 5,v1998;~8JWC is authorizedito {1

116 AN advice'16tter 'with appropriate:work papers; requesting:?
“the' step-Tatd® inérease'for 1999 1 dncludéd in Appendix /B orito;i

file’ ?a”'i);i‘i)[)'éi' t{onatet1esseriincrease fornithoséiratesdin appendix

B in thetevént that? sowt's ratecofr rétuin onsratébase,cadjusted;
"toirerléet Tates thensint efféct. And’ nd¥mdl! ratémakingi adjustments

for’ the’ 12 Honthyréndeat septembers303:1997,0excéeds(9:26%ivoThis

1130 shal I—'?:’fdfﬁbry‘» HLth! GO 96-Atc1The reqiested:stéprrates;shall

b 'Faviéindd by CACD to» determlne!l:heir ‘conformity withsthis orderx
and’ §ha11? 4o IntoreEfect? upon* CACD': Qetermination . of conformity.
CACD shall’ ihform’ thef Commission’ 1> it .finds" that: the proposed.::

‘step Yhted A fist i Aétordi with this decisiom oriother::i:isab

Commisdidon’ decisions Vs "THe effective date ofithe:révised o oy
schedul&s ‘sHa1l be ot ealiér: than ‘January 1,+1999,= or(30;days:
after filing, Wwhichsvervis :laterl? The revised schedules shall,.

ot

apply 'ty sérbice Yendéred O and: aft:er* tliéir effeative date.

Il hh gt pYoteeding’ Shall>Yemain' open~to'address:the: issue
of ‘tredtrent 'of i h'te'i':’e stiiduy ih'g dotistruction. on'.construction work

N ~ p e x
1 prégtessc"‘ LoGiodd 106 Tenssonl tanas! aipnolivogong s ofid

Dydnig il §JWC i5 adtho¥ized to' establishi’a memdrandum: ac¢ount :to
* ¥rack the diffe‘ éndeé of ‘réverues collected iby: SIWC: betweenr using
DiVision ‘of Ratépa}fer‘ 'Adxfoca"bres +i treatmént of :ihterest: during,i

HESis EXudtisi Snd 7SIWA 1S trédtment Gf (ihteYest: Quring constxuction

TR CedndtrdEtion’ Werk im progress i ratébase 1742 vd bawotvsst od

X2 1ricg oo gy ig\ieYdolléation ‘P \ihderaollection. in' the _m‘embre-l'ngum

adESHE SutHoriZéd i 0orde¥ing PaYagraph 8 <shallre: subject ko
refund O ScoVeryi2iosh atdl diiw biodos ni Jon s1s 25367 gola
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'10. Rates authorized in this order are subject to recovery.
11. SJWC is authorized to file an advice letter within 60
days after the effective date of this decision to allocate the
profit, if any, from the billing contract with the City of San
Jose'’s Recycle Plus Program equally betwéen shareholders and
ratepayers. SJWC should in its advicerletter adequately
substantiate the profit it claims exists in the contract by
including a detailed accOuntlng of expenses related to the
billing and cash collection service it provides the City of San
Jose. If SJVIC 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»rémaining $44,000
included in the contract with City of San Jose to be credited to
ratepayers. '
This order is effective today. .
pated July 17, 1996, at Sacramento, California.

P. GREGORY CONLON
President
DANIEL Wm. FESSLER
JESSIE J. KNIGHT, JR.
HENRY M. DUQUE
JOSIAH L. NEEPER
Commissioners

We will file a joint written partial dissent.

/s/ DANIEL Wm. FESSLER
COmmissioner

/S/ JESSIE J. KNIGHT, JR.
Comm1851oner
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APPENDIX As-iaia
Page 1ol 4 -9

San Jose Water Company.1, no2

Schedule No.t 5t 2oz

111 GENERAL METERED SERVICE: 1
PHZYE P AININE AT OITAVOITUA

APPLICABILITY

Applicable to general metered waler sedvice.’ YLEADHGYA

VT s oot candw 2tz g el lgie bidsaizh s 0) olis2 A
TERRITORY Sy 10tew fnaliza 0] keI 18t am o tge it buvioz gl a2

Portions of Cuperino. San Jose, and Sanla Clara, and in Campbell, Los Gatos,
Monte Sereno, and Saraloga and in contiguous territory in the County of Sanla Clara.  v5;0TIARAT
) 2ot eod PorlameD et bos mal0 pne2 brs [gzobl nn owihinwd 1o encihio
RATES LIEND I 2 10 yinuoT) s i yiohnal cnp a0 0 bos spotned bns 0n010@ alaots
Quantily Rales: )
PerfOOCu.f........oovvennnn $4.2703 ()  &3rAn
12318 yiinsuD
Service Chargeiz - - ... ... e Per Meter Pec Month.
Fpr5!8x3!4-inchmeler...‘................; 6.70 (D
Foritt3/4-inchmeter............. feresaan 0800 g
For(y oF 14nChmeter. ... .ocovnvannnesians. ... 3 ni15402] 03
For § (:1/2-Inchmelef. ... .. vveivvanrvnrans
. For ; o 2nchmeter........... 3
. ©OFOr i Ca 3NChmMeler. it evuiiiinrienense. . o alinonl 8300 107
For(y c2 4-inchmeter.......c..ooiivnnnnes st 13900 | et
For 6-inchmeter..... Ceranan fereeenen 21800 |
For Binchmelér. ................ oo o 445.00 2 |siony
For() 210dnchmeter.....covvvnivnaennen Loasizge 3o 131.640.00 (o
A S .. oasizau ntun doni-Shv 3.
The sepvité ¢harge is a readiness-to-serve charge which is applicable o all R
metered service and to which is added the charge for wate( used compuled 157
al the Quanlily Rates. .

- HMOITICAOD JADNER/S
SPECIAL CONDITION: a2 8,2t 5vi2raod gsine'olV ol sob sunnest 2ol edl osihadns oF T
1. Joamortize the Lost Revenue due 16 Voluntary Conservation; a surcharge 01$0,0230-(N)
per Cof is 10 be added to the Quantity Rates shown above for a2 12 month period vinnig(N)
beginning with the effeclive date of this tariff. . ) N)
woll o211 peesscd 1elam ey el 6 exupn odw amsizoa laithshen s ol slivie2 A S
2. Al bilis are subject to the reimbursement féé set forth on Schedule No: UF ot tnsmsiupn
wmatasd et o s20 1w 1sHnan ol o trend banimisleb oyizasiam alshjoqe
2t o Ban mistsh speds o3izqu bas () Bos Jeomssivpn wolt ovt edl pributaxs
hamsiups wol 93 ed) gatoiani by ssiz inlemiaudss odl negviad 90nmalld
5} () bng JAsmaviupot w0l g1 o fuad B baniupa 532 15iam glsiiqo1iqs sl bns
: razsts o Yo viinsep sdlno bozed sgisid iEnsup

- Az ¢no yiqaue Ui g edh glubodaz 218 ekou noilalog ont 1o ceoquq odhod €
nGits1310 2K 19 Fuze s 26 st of smil mol sidetave ¢d Y6 25 93U2291) Aou2 18 301w '
v ot Yo gitdsd ot 27l 6100 297U Sitdu el ta BTV il .maley2 oiitlo
. ’ 1885 4 olsupats ns Yo ZENSNIEM W noizivo1q it g inegsy mish 8 mon pailives
62715173334 63112210 el noilyslong 9111911910 Inamaiups 01u2enng Wiew qque
10 LY nciii02 10 no%2ivany 41 10 soiton 19 Insmgpbotwondas 21 st 2l 1sbay 830192 o’
9500 23l silduq ot

AU O s'ubaraZ o fhot 22 951 Inameziudinioy 581 0} 13ojduz s 2NA AT B
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APPENDIX A379A
Page 20f4 ==Y

San Jose Wale? Company L nee
Schedule No‘:'oi B'tiE
GENERAL METERED SERVICE! WITH

AUTOMATIC FIRE SPRINKLER SYSTEM
| W HIADLRIA

APPLICABILITY RS Rl et GO T RESNE LI RO BINUESON F1A
Applicable 1o all delached single family slructures whosé aulomatic fire sprinkler
system is served through the meter providing residential waler service. YAOTiISLY
2ln0 et BedgneaD nibas exrid elbae2 bos g2olneZ 0ninhzud 1o znoihoq
TERRITORY 6510 2100210 YhiuoD ol pl kgl 2otepitnes ri Eas gElan 2 b s 0n3i22 olnoM
Porions of Cuperlinog. San Jose, and Sanla Clara, and in Campbell, Los Galos,
Monte Sereno, and Saraloga and in contiguous territory in the Counly of Sanla Clara. 237A
. ata8 ylansu
RATES (y £ S22 L S 1w 00 9
Quantity Rales:
Pet 100 G0 L3y 1 L e e $1.27030 () ivie2
¢ ove e e yaam ddal-ME x §12 107
Service Charlge: .ol SR Pér Meler Pet Month>d
ForS/8X3M-inchmeler. . ...cvuuerreancaasas ... V5188670 ()107
Fort (-34-inchmeter...... P K Bt B -3 (1 I I
For| “3f:sinchmeter.......ccovnnon.. e 1503mani11.40 | o
For i (f3{R2-inchmeler...... I ST AL T 2 X[ I I A
For i G Zinchmeter.........ooovinan... e ontamdon 44,80 (f) o
HED R AN e coeo vty dnnl g 17
Upsn:e Chérgér Ce e stz Aoni-8 107
Fori; CONAINCh Meler UpSize . .o ovvvneeee oo 20 i1 12 $0.88  (f)i0
For 1/2-inch metérupsizeé . . ... Giecaaenaa 175 |
For 3M4-inch meter upsize i/ v rfo o at 2esnhan § el 42,63 2 o T
For tilinch méter upsize JCl s il @ 4w el bar 02380 (I)iolsin
ey asul) sl b
SPEGIAL CONDITION:

1. To amorlize the Lost Revenue dué to Volunlary Consérvation, a surchargé”of $0.0239 (N) 5‘
{ per'CEfis lo be added 10 the Quantily Rates Showit 8bovd for a 12 nonth périod 1oms (N) .
‘beginning with the effective date of this tariff2 5155 yhtnsuD it 01 bobls od o) 2i 1IN)]
[ R Yinsl &iit Yo oleb avitisiia o4) dliw phianiposd
2. Anysenvicetoa resrdennal customer who requires a larger méter because of fire fiow
requirement to & fire éprinkiet syster will bé bifled () a meter servite charge,; for the'd A S
appropriale melér size determined based on the normal water usé of the cusiomer
excluding the fire flow requirement, and (i) and upsizé charge, delermined by the -
difference between the actual meler sizé required including the fire flow requirement
and the appropriate meter sizé required without the firé flow requ:remenl and (iti) the
quantity charge based on the quanldy of water used

3. Forthe purpose of ﬁre protechon undeér this schedu!e thé u‘l;my will 5upply only such
" water al such pressure as may. b;e available from timé (0 timé as & resuft of its operal:on

of the system. Sedion 774 of the Public Utilities Code limits the habmty of the utility
resulting from a claim tegarding the préwsnon of maintenance of an adequale water .
supply, waler préssure, équipment of othér fire prolection faumy of sefvice. Acceplande
of sefvice under this tariff Is acknowledgmenl of nohce of the provision of Sedlon 774 of
the Pubhc ummes Code. . _ _

-

4. Alibills ate sub]eot 16 the relmbursemenl fee set fodh on SC.heduie NO.UF. R
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APPENDIX AHiHA
Page 3 0‘ 4\ f’{ffxq

San Joge Walet Conmipany L =8
Schedule No: 4 o'whaint
PRIVATE FIRE SERVICE:3%} m

APPLICABILITY Y HHTASLFIA
Applicable 10 all waler semoe fumished 1o privalely owndd fire protéetion sydtems; o1H

TERRITORY YHOTHANT
Poitions of Cupeing. San Jose, tand Santa Clara}tand in Campbell; Los Gatds z7oto
Monte Sereno, and Saratoga and in cohliguous. terniory in the County of Sanfa Cfafais .onni& slnokd

RATES : - Per Service Condeclion  STAH
Per Month'=H \ﬁif'f‘.i‘ljf}
Uy ESEDES . ) B 02 001359
For 2-inch meter ceei
Foritiard s 3inch mete?. . .. . U 40,600 1192
For iy oT4dnchmeler. ... .coveniiinnnnnnnnoonn- atsa (4.0 €2 107
For  ov6Ginchmeter............ PO wiam dx2)60 | W
For | cr8inchmeter.... ceesnanoo et AN 28,00 | 3
For : ¢ 10-Inch méter . yalem d303800 | 07
For ; ¢:z12-inch meler ; Coooaam A g2.00 () 0
0253 ' P L R [l
[ SR AU S omtemdareld VR
SPECIAL CONDITION famyitoni O W
1. The fire protection service connection shall be installed by lhe uhlrly and the’cost paid by
the applicant: Such payment shall not be subject 16 refund. The facilities paid for by thé
applicant shall be the sole property of the applicant. o
i's o) 6507095 o Ay o sdd ovinz-ol-22n DA 6 2l spada 6y ane 0T
. If a distribution ‘'main of adequate size 1o servé a privaté fice peotectidn system in dddiion”
10 all other normal service doés nol exist in the streel o¢ alley adjacent 16 the' prémiss (6 1s
be served, then a service main friom the nearest éxisting main of adequaté capacity shau :
be inslalled by tha utility and the cost paid by applicant. Such payment shall abl B4 100 JAI0593
subjeci lo refund (s B n0EviT200d astnutoV of cub sunoven 1200 sl ouldms Of .t
4 L% Ao S 8wt svods peed2 2alsil yhinsy b 57 of baths e 0) 2 10199
. Seryice hereunder is for private fire protection’sysferns 16 which nd céhnédtions fof otherd
than fire protection purposes are aliéwed and which are regularly inspecled by the
underviters having jurisdiction; are instaliéd actdiding 10 sgécifications 'of the utility,and ' A

' (continued)

(A .x1av "i‘l‘lA 10 GHA
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| APPENDIX A341A
Pago 4 of 4> <=4
San Joge Wale? Conipany L r =2
Schedule No. 8 .s‘.;:'f.:asb?z
0y RESALE SERVICE | 33 TAVi5 4
APPLICABILITY | Y TLHERADY 9

Applicable ¢ all waler service furnished for cesale purpoSes RO EER ARV RS AR ES SRR L

TERRITORY . , _ YROTiSRT
Portions, of Cuperlino. San Jose, Land Santa Clardjand in Campbel; Los Galds,cioitio®
Monte Sereno, and Saraloga and In contiguous tetntdly in the'Counly of Santa Clarais 632 SN

RATES  ohyinaeDd oiivia2i373 2ITAR

Quantity Rates_‘,r.! 1371 L

Per100Cu. A ........... Cereieans e . $1.0473 ()

g o2 L LI e whsmen-S 307

Service Charge: ... .. Per Mefer Pér Monthiod

For5{8 x3M.inchmeter................cooo o lemiiani 070 (1) o

For | c34-inchmeter....... PN & 1 TO RSt 3 (B R DR

For | coldnchmeler..........co..... PP Coastm 14,40 | 03

For ; {<#2iinchmeler...........ccoonivunn . Cooomtmidn 2780 0

For (i) co2-inchmeler.......... P S ARIPTY T -7 I RCY

For inchmeter.. ... Ceeeerieaeienn o 83.00 |

For dinchmeter......coovviveinunnn. 139.00 |

For G-inchmeter........... R .. . 27800 C1RO0 MO IS

"fOf ko -8-inch mqter.-.n‘ﬂm Bytedaaha i Usds polnanaor 03z 445,00 | g :3,1T N
Fory 31 10-inch melers 17 50001 rd Iaitez s o 62 o mm ’640.00 ()b &
Sardigas mt o yhogevy ez et o d b fnasiags
The service charge is a readiness-lo-serve charge which is applicabletoall
metered service and lo which is added the charge for water used odmpmed shinibslt €

al the Quantity Rales.<s: = yatf's missde et g o e ob 2 ’cm.\.i 110 115 ¢}
L":s:;!ﬁ:-n_;}g'._j[, 319 F_L IQW‘Z‘A\' 3193 it 3 Vit2 g 03 bsnes o
SPECIAL CONDI]']ON, q2 s e A0 nssings *(‘jt £7 !m) a4 bas b Y st ed botielzni oF

1. To amortize the Lost Revenue due to Voluntary Consérvation, a surcharge of $0.02395:(N)
per Cef is to be added 1o the Quantity Rates shown above fof a 12 month period ™)
beginnjng with the effeclive date of this lariffria'kontrg ;i efsvimg ot eishaunisd c(N) 22 €

ot vd batroqeni ¢Re'ens 915 fatw Las bowndlis 918 edau] 6ilasio \1 Jm AR

2. Allbilis are subject to the reimbursement fee set forth on Schedule No, UF. 54 213%van9bny

(trxniinod)

(END OF APPENDIX A)
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APPENOIX B
Page 1 of i

sén Jose Water Company

Each of the lollowing inéceases Inrates may be putinlo effect on the indicated
dale by fiing a rale schedule which adds the appropriate increase to the rate which
would otherwise be in effect on that date.

1997 1998

SCHEDULE No. 1, No.6

Service Charges: -
For 5i8x3-nchmeler. . . . .. . 0.10
For  d4inch meter . . 0.10
For finchmeler. . . o o v o v v 0.30
For t-Ar2inchmeler. . . e 0.70
For 29nchmeter. . . . 1.50
For 3-inch meler. e 4.00
For  4-inchmeler eee 6.00
For &-inch meter. , v 6.00
For 8-inch meter. . .. 15.00
For 10-nch meter 50.00

Quantity Rates: .
For al water defivered, per 100 cu. ft. 0.0086 00119

Quantty Rates: {Sch. 6)
For al watet delvered, per 100 cu. ft. 0.0086 00119

SCHEDULE No. 1B

Senvice Charges.
For 5/8x3/4-inch meter
For  dddnchmeter. . .

~ For f-inchmeter. , . .
For Y-1R-Einchmeter. . . .
For 2-inch meter. .

Upsize Charge: :
For 1/4-inch meter upsize .
For 112-inch meler upsize
For 3d-inch melerupsize. . .
Fot $-lnch meter upsize

_Quantﬂy Rates:
For alwater de.:veted per 100 cu. R.

SCHEOULE No. 4 )
Foreach2inchsernvicé...vovovivnnn. fereaan
For each 3inch sénice .. treeerenaaadan
Fot each 4-inch service .. ... Cieeeennreannns
For each 6-inchsenvice ....... PRV
For each 8-inch sérvice . '

For each 10-inch service
Fo;each 12-inch service .

(END OF’APPENDIX B)
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EAt.agg],‘ Page 1of5

SRS P I San-":ose V_Vp{ef Company

Adopled Quantities
¢ - (Oolars in thousands)

“d; [N 996!01;.'{.’-,,_!:1 1997

’. £ x§a

23 028 . 23,049
3,200

zsbi _ 19,801

6,029 46,050

1,532 61,560

&

(R |
\?JaterProducbon MG ?“” .

¢ Surface Water o
?uchased Water . 9.5? N
Total MG 2201

S TolalKCCF page

bad

T oew o 00 U )
. -vﬁ_’.:,)—-‘(o_'m :.‘u L)

oM D e AN O e

lguchased Water Rates g;!
Santa Clara Valley Waler District
Pu'chased Waler Cost Per MG
,gump Tax Cost Per MG 32208

ok} 35 $951.36
e YT $736.54

il e DM DY O

(%]

haied L'.’D*?oﬁ
s
<

«y

YN

Pl}'d‘ased Watel’ cos‘s b‘ '\s p 7\ } ? 7 ; Ala s h) .
SCVWD erteas we R Y G X $18,837.879

: Pump Tax Cost $16,961 043 $16,976,510
o 21:9‘5?} Purchased Waler C?Lsftg §35 798,922 $35814,390
o 63t cigt
P?xghasedPT p22.12 S22 e MMV
0504
Pacfﬁg Gas, & Eleclnc CO 0.(1- 33) Sﬁéﬁfh
>Qweér Raqgo . 0 o -
,TqLal pPower Usage (kWh)- 3¢ , £
o Total Pov@r Costs %) 003 cat
e 35T 36032 182258
ares
Woater Quai‘tx EXPEGSGS (5 Ve E03
Chemicals 3

'631;1’2: 1.2 sap NN :9“%} zals
t.., A ﬂ'*"'l(
Total Wa? ?73‘. M )r

SSE I8t 8:3‘)‘}? (1*\)(1,“1{}41‘1 ey
01,03 Veves (2A) w=!sW bszed g
26707 01308 (A E5\Y
1552 1s3.e IR RV AN

r\,
e L.
.'nu

W)
L
vy —

0.099281 ...
09383
57,613,254
5720478

A e 00 A e
L RV IRE
a
-

()
W

Qy

Qo 4 6 Cw
— T O
-t Y e

(']
3

—
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" APPENDIX C
"t "Page 2015

75199 ik Watét Company

<EIL

L ‘;_;.'l t ’x‘

R

" Adopted Quanﬁ‘bes

Sd)edu!e 1

Number of §2idces by mefer size
5/8 x 34-inch

msfg

s:{n g

Sf"i

131,928
43,586
20,535

2,962
4,184
1.089
313
148

o8,

0
204,754

33765312 dgales (KCef) 56,3489
012510 812 :
035318222

1997
203,744

2
el

0

31
150
205,591
2416
208,007

1 996
Resldenbal

G200
PubAUU’)omy
€220 rigation
baa ‘“"“‘Resare
HIOESN2 Other

1)

W3, te

Private Fire
020,63 3323

*3 AEE
croes: Yoo G,
: san et DA
Water Production (AF)
Purchased Water (AF)

Wel (AF)
Surface (AF)

8870

Schedule 6
1997 1996 1997

'3§;:$ oot boil 1“'&‘

206'3 \}’Juij‘-‘
2604 13isYY sualwe

W besdyng
:ggg ' 3"’b*01’ 16

149
EJ K2 AT .riﬂib 1 ZEDOY ?‘
st ’11 "" TyaTsV e 1):‘:530
:J"'l P R ERG RIS (TR S Vi

205560) !‘Q!/\*Aan si

; -t“|¢1 Ay L1
(l‘iiV\_’u
"\3 35T qrutl
A Usage -ccf
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: Comparison of typlcal bils for residential metered customers of various usage
level and average level at present and aMzed rates for the year 1996,
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San Jose Water Company
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appropriate iqcenti\re to. seek., the most - efficient use: of - the, 1D Y

resources under their control. ] b ovibdaoeaaih
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procedurxe.establishedsrequires:SIHCito . develsdp asreddrdiwnidh?
passes:the:scrutiny-of-the:WaterBranch; Commission Advisoryrand (s
Compliance:Division-and-of}theibDivision éfuRatépayst Advécatds 2oy
(DRA). Because.théreiwill-be a-second phasé:of this proceédingf??}
disagreements, if.-any,:over the advicésléttersshowingrmay Bei#fx. 01!
tested.in:thosethéarings. sef1 Dogiereatoh TIA ady L8800 Yo linbogdin
Mzit ol 10§>}HUODDR sa it Birow (§00,.0F 03Y aunpaenil @Gy
The~Reburh\on:Commonagﬁuitgﬂicj; .ii'=ih-1ft:?" a'UNLE al dnosoadni
tisiosh yaisobsr et (DA 243wl Bozeganxo o {3 ar M npot 2AeD
He dissen;ﬂfrémathefmajoritstCdecisioﬂ Eqsinoréaééﬁfféﬁﬂﬂiﬂﬁf
10.00% to 10y20%cthe retuxnuérreqiity (ROB) forssdwcsirue{lityss.of
shareholdérs aré-entitleditoiazjust and-réadonablévretarnionoddpiad
theiriinVeStmeﬁb.jfHoweveﬁathab:detefdiﬁaﬁionn&is?ﬂéuiaépfécigéﬁqﬂs
sclence” : fRe:Sierra Pacifio PoweriCos»{1993)<52icalvp,Ui@.2d5390/)6%
406 (D.93-12-022)). 1t is an educated judgment based, in partf¥3o:

on quantitativé:financial médels!which providé‘aﬂraﬁgé’Of Shiy

reasonablerreturns., ‘iiossos b [aniesd e aroiat Yo oavasy odd aid v

wie patiet! sldng 28 s 02w fntog abdtecisslenill nolelosh
(Ilt is the application of. judgment’ Ot ., 1. e
“tHe prééisidn of these iodels, whi & e FAOE LOILT JnooT
.'the‘kéy to;selecting as Spegifiéhfeturnfcﬁl annl F0L.11 of
ommon equity egstimate wit in the range , o fidnd o
ﬁfédictéd by “analysis.r & Bicifia Gas dnd" P iny odd
-Blectric (1991)f42 calip: U C 2471050112752 @€ Jaunud

ﬁ“ﬁ:aqiuig£:%ln?§2!hua aonan oeer drod L diremon{ddon yd bedssau

In thisCcasej thé .proposéd décision ofthevadministiativesua)
law judge (ALJ) evaluates the financial model evidence.andvEHesgzsx
business riskg peculiar-to SJIWQ, iinéluding its2statusvas=a sifigle
district company: :Wé see no=reisonztordetiaté frohstherALI!gas3ioD
judgnient-that=10700%0istd just:andeféaséhablenﬁos?Jq:bsisﬁpfudéﬁﬁsa
to presumdsthatréniissuesithat .regquireé ded¢islon.ofcinérdet 1o3nWisD
deterinindtionsvdudhrag réstablishing rdtuvd bnééﬁuity,jtheii§W 23051
Commission shouldufely onithédlperasdhindstsfamiliay wihhathetoni arfd
evidéentiavgcrécord? 2Intthis2inatancée:it wasIthataldl Thettbsssoty
majority offers fd-rationalésforitheirerejeationtofatha>Alytssq ({5
proposalicrotq YlJdasdesvpairl YAD rotaineb yiltiogem 213 ,ednemsfildisa
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Both:the Aldiand themajority ¢correctlysrajdctISoWcta:RORDO 1Y
argunpents _and rely:instead ontheirange-ofirYeasonable:yetufis 522
presented-in;DRA!g:-Discounted-Cash:Flow: (DOF) "and "RiskiPremfumic . oj
(RP). analyses( »The analyseés produced a‘spréad:of:i9,16%-toi . (A%
10-33’5.';DR{\:-prQDOSed;an_:ROE.i'éf-;9:.=9't, =10 basis .points above thev uth
midpoint of 9.8%. The ALJ determined that.ancadditional;10ibasiss?
points increase (to 10.00%) would better account for the risk
inherent in SJWC's single district statua:iLFéroviftﬁally=thén9 =Y
same reasons as those expressed by the ALJ, the majority decision
increasegithe; proposed ROE:by-20:basis-points: raisingnit €0 ou

10. ZOiJII;QJthe4absence ofcan prlgnablonfathe majofity£s o3 $60.01-

heightened;perception of-SJWG’!s risksrcis_unwdrrantedsr Thislodssads
appears:especiallyztruecwhenithe:xécord shows.that .sincezthe :lastii
rate:case SJWC consistentlyiéarnedin exceédg:of the: authérizedw%ru
Yetuxnuer. i Hozasd tucophop bEoiatuba e wr 31 Sf{sse-ss-r2.4d) aor
The majoritylnotes ithat the ‘adoptéd-ROBiof+10320%¥ifallgicny o
within the range of returns authorized in recent water:caségcnThent
decision illustrates this point with a ROE table listing six
to 11.10% {See majority:deocision;:mimeo’at:prl9; . m2:) o:i-However,
the table does not feVeai tQat”all of thoqeof tﬁrqs éx¢épt the
August, 1995 CaliforniarWater Service" (Calﬂater) case: wére
reached by settlement. Both 1996 cases, sutdB8n ‘Waldx' dystems
(Suburban) ;and :CalWater-weré settled:at-10.00% and:=10:30% oI
respectiively.conablive fzsben feisasail =y esisuisvs (L14) schub wsa
= 1rThe return:for-SIHC adopted-by .thesmajorityidngthisis wzsniauvd

contested iprodeeding is-20-basis-points-above the Suburban 3isictaib

setplemeqt;gadoptedginﬁAprilv}1996:and~ig is210:points belownthebur
CalWater sgettlement, adopted inidune, :1996;-cCertainlyysthesestg oJ
facts will-not beimissed hyuthe water:industry-and:by:grantingssiej
the increaseimay produceiaschilling:effegtnonyfuturevcds noiaaimnod
proceedings? bespi§e3this commigsion{s:exXpress encouragementnofivs
all partyLséttlgmentsiandtdesirejthabiALJés:prngtg sughlo yiitotss

settlements, the majority decision may inadvertently promoté:zcqoiq
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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 promote its preference for alternate dispute
resolution. It would be a mistake for others to misinterpreét the
majority decision as a commentary on potential deviations from
this express preference for settlements,

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

Dated this 17th day of July, i996, at San Francisco, California

/s/ Jessie J. Knight, Jr. /s/ Daniel Wm. Fessler
Jessie J. Knight, Jr. . Daniel Wm. Pessler
Commissioner  _ Commissioner
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KNIGHT, Commissioner, with whom Commissioner FESSLER joins,
dissenting in part:

By deciding that shareholders should participate in profits
from non-operating revenue derived from the billing service
contract between 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 customers. He believe a management incentive -to
productively employ idle utility assets is most appropriate. For
the reasons explained below, we join our colleagues in this part -
of the decision; however, 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 Commission regularly authorizes
the expenses 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.2d4 45, 56-57 - part1a1 d1ssent, commrs.
Pessler and Knlght (D.94- 01 028)). This proflt sharlng should
guarantee that captlve customers are reimbursed fully for any
unidentified buried costs and are provided a fa1r sharé of the
prof1t. As important, this profit sharing gives management an
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appropriaté'ihcéﬁtive 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. Commission 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 Pacific Bell (1987) 27
Ccal.P.U.C.2d 1, 17-22 (D.87-12-067); Pacific Telephone and

Telegraph Co. (1979) 2 Calfp.u.c.zd 89, 98-99 (D.90647); Suburban

Water Co. {1962) 60 Cal.P.U.C. 183, 200 (D.64256); Southerg.
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 contract is not
in the record, nor is there an adequate accounting of the
revenues and expenses associated with the contract. Pursuant to
Commigsion 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 demonstrate 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_héée 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, thé advice letter
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procedure established requires SJHC to develop a record which
passes the scrutiny of the Water Branch, Commission Advisory and
Compliance Division and of the Division of Ratepayer Advocates
(DRA) . 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 Eaquity

We dissent from the majority’s decision to increase from
10.00% to 10.20% the return on equity (ROR) for SJWC. Utility
shareholders are entitled to a just and reasonable return on
their investment. However that determination "is not a precise
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. '

{1)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.” ([Re Pacifi¢ Gas and
Blectric {(1991) 42 Cal.P.U.C.24 105, 112
(D.91-11-059)].

In this case, the proposed decision of the administrative
law judge (ALJ} evaluates the financial model evidence and the
business risks peculiar to SJWC, including its status as a single
district company. We sée no reason to deviate from the ALJ'’s
judgment that 10.00% is a just and 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. ' The
majority offers no ratioénale for their rejection of the ALJ's

proposal.
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Both the ALJ and the majority correctly reject SJIJWC's ROR
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 spréad of 9.15% to
10.33%; DRA proposed an ROEB 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, the majority decision

"increases the proposed ROB by 20 basis points réising it to
10.20%. 'In the absence of an explanation, 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 ROBs 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 its
long term resolve to promote its preference for alternate dispute
resolution. It would be a mistake for others to misinterpret the
majority decision as a commentary on potential deviations from
this express preference for settlements.

Finally, it is important to note the true impact of the
majority's decision - a higher bill for captive consumers. The
ALJ’s proposed RORB 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 Bee no compélliﬁg'feaSOn to burden the customers
of San Jose Water Company with this additional sum,

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

Daniel Wm. Pessler
Commissioner




