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BRUNDIGE, .COM_SSIOI\.‘...
ORINION -

In this epplication, Southern Cslifornis Zdison C}bmpé.ny
alleges ‘chﬁt by reasom of g chortege in the supply of hyc’.ro-el.ectric
power Iits operé.ting expenses will be increasea and its net revenue
grestly reduced, snd aek 23 for vernieclon o place in efZ ec‘gvfér a ver-
10d of nine montas vemporaz‘ylincreases in rates or sarcharges- thet will

--.‘pa:rtislly ofXzet ‘che reduction in net revenue. L e '
A public hesring wag held in 1os A.ngele'- on’ J‘une 17 1924 at
| which the Co:np...ny presented test:.mony and exhibvits in .,unport of 4its
a.pplication.' Tae hea.ring wee thex °d.j ourned to July %, 16 and 17,
wher protectants were given on opportuaity to submiv evme?ce in rebuttal
and o cross—éxamine the Companyte witnesses. a. *her ie'a:i‘ing was held
on Ju.ly 23 "or the presentation of arguments and the case was. su‘bmitted

"‘he shortage in weler power clur...ng the cummer of 1924 is 80
seriow’ that it cennot be met by the ma.ximu.m operation oL Applica.n
Steam plents’ vnd of such plazxts as it has. been voos.,ible Lor i to-leasse

! :Crom nrivate ovrners and ‘py the purchese of a.ll surplus power ava.il...'ole.
It hac become recessaxy to T e2use service o new consa:ners a.né. to res-
triet the use of energy by present. consmnars, w:Lth a consequent reduc-
tioa in gross revenue. |

The Compary estimates o reduction 6f $5 652',000 in net
reveaune for the year 1924, es coxpered with the same yesr wi.th an.

average surply of hydro-e!:ectric »yower. It is urged thet, 28 @ rezult

of this reduction in revernue, it will be impossible foxr bonds to be ...,
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certified wntil lste in 1925, 'ani thet, if construction work is to ve
continued and the demands o:!,’ the pu‘blic Lor an increaaed supply 0% power

are to be me'c, ‘rates must oe incre ed. to 8 noint the.t-will pemit 0f the
certification and sale 02 ‘oond° in the snring o.f 1925. Tt is asked that
certain spéci ic increases in rat es ~be-snzt::.cm':izecl from ....ugust 1, 1924,
o April 30, 1925 wh..’x.ch &u:ring that in‘terval will result in an increase
in gross revemnus oz {3, 080,000. .

The v*incipa.l opposition to the Company's avplication c'a;n'e
froa the municipalities 0 Souttern Celifornis, which were renre:aem:-
od 25 o group by Mr. W. J. Carr. ..{r. Cerr uresented. "’1gvzes to ehow
that, for the wnole 02 tre seven-year period 1920 to 1926, fncl‘a.eive,
"che Company could be expeeted. to ‘earn 2 votal revemle eligb.‘t:ly in ex-
cess of thst negesssry o yield. the return on the inveetmmv wh:tch this
Commission has heretofore declared 0. be rea.sonable.‘ .&r. Ca.rr argues
that tae éompa.ny's- rates °honld be-kept upon a level that will prodv.ce
a reasonsble retuwrn upon ...:Le 1:Wes1:ment over a 'oeriod o-" yea.rs‘ and -
thet s decrease in net reve-nne in one vea.r, even ‘though it is ag serious
as dur.ing the present year, does not ;jnsti.hy' a.temporary ;.ncrease m
rates. E . | R .

Representatives of the sgricultursk irterests united” in wrging

thet rates. should not be increaced, and called partictlar ai:‘f‘eﬁtiozi"to -

the economic condition o"’ the farmer during tae presert years

The company e.eclazes that unlese it is given t’he relief reauest-
ed, it cenno?t iss:..e any- bonds before the end of 19°5 a.nd that its
failure to issue bonds may necessitate serious curt:tilment of its sonse
truction'pr‘ogre:n or incresse the cost of conmstruction fundjs." “Thie’ situa~
tion, 1t shoula be noted, L8 not due uO the fact tha.t there is no market
for the company's bonde (refunding six percent. bonds °ellin3 at or near
par and otaer iseues on a-beuter 'be....is),but is brmgnt- about '_o_:rthe
p‘rovi.eion'o:f the companyls-mortgege. Such morigage bermits the ‘trustee

to certify bonds only when the net earnings of the company for a period
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qf twelve consecutive months end.ing'.not' nore pli.e.n.siﬁcty deys prior to

t?zeA req‘aes*c'me.de unc"m The trustee ito.certify. bonds, shall ﬁé:v'e "'B‘een co
in each e2 se ecual 00 ‘one. and three quarter tmes tne 't:otal a.nnv.al bond
interest ch.arge. Morvguge provision° such ‘88 are in.vol-ved in thie
: insta.nce b.ave never been and will not now be cons:!.clered by The Com-
mission as & proper ‘ground Lox. tne increase in retes. The .issuance.
of bonds is.but one. .,oc.rce o:f cs.pite.l :Euncls. Other sources are ava.il-
‘gble to Southern Celifornies ud;soq Company e¢ well as to cther wtilities.
W;:ile the Compa:.:.y"s 'position’ _tfo.at its rates mns‘g be sach a8
‘x;o ‘é:ia.ble it to. isaue bonds cennot ve gecepteod, I ah'unabl.e 1o agree
en‘cirely with toe posivion ta&en by Mr. Carr on behal? of-"‘aﬁe Ag:ities.'
A 1arge comnunity depexde upon,tbis‘-Cmnpany”,for tae ‘sabply‘.o_f.-yelecfr;-
city essential to its vrosperity, and it is'blighly"j;;mpb_r__ﬁe‘.fxt‘*Jb.atjl'thg‘
COmpany continue. its develolame,..u work and keg‘p _‘Jhe' s_uppli: oé power "}g.t
least abreast of ,tne‘ demend, Waile trds doeg not néce‘_s;iit'q'te -the con=-
tinuous merxeting of bonds it does 'reqo_.ire ‘the -maint',ena.dc—'qw of 2 ‘sound
i’ina.ncia.l egtracture ond su;f"‘iciexitvinc aue 0 that. "ina;nc:':ng'.in" SOme £o xm
oAy be carriod out ond construction wOorxK nemittod to proccod w.u.tnout
dengerous imterruptions. It must also be noted that- tne evideace" nre-
sented {n suoport of Mr, Carr's theory not only includes so—called s:.rplus )
carnings during the yeers 1925 c.nd. 1926 waich e,re gomewhat pro'blematica.l,
but that in his Exhibits showing swplus. ea.minge. for pa.st years consid-
eration has not been given to the ‘c*-a.ns...er o auproximately $1,137.000
fron earnings to depreciation reserve. Thie t:x;gms:fez: w_as~m.,.de- at the
instsnée Of the Commiesion to take care of inadeguste provisions for
depreeistion during pesrs of redueed eerningg priez T0 1920, g effeet
ively removes This sum Lrom Tthe funds which Mrl. Carr in ha.a Exhivite )
.c:!:a.ims are surplus earnings. .,.hd.s amount prac‘tica.l.n.y offneta the aurplua

earnings fcalc;p.la'te&_;by' L’.r. ‘DQc;c‘er Lo the s.eve;:x yesr perlo& inclu.&ing
19_25 and\.1926. .:Eis exhi'bi"ﬁ' WO "7_-1‘.? balenced e.‘.'t'."che' end,’o:f.19'24v‘&nd

considering these trafifers would. ehow n 'deficit of svout $1,697,000.
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The evidence in this end inm Other proceedings coming'béfore
the Commiscion d.zring The srring and -‘swmaer o... this year indicates
that the drought conditions of 1924 are S0 senous the.t ‘their Tew
petition 18 £o.be expected only at re.'z?e :vaervale The Jlow o-" the
stréé:‘ns.in'the Slerrs Nevedas Lrom. ’v':.i'c‘b'. this COm:pa.ny derives. the 'bu.l;c
oL ité water po&ef géﬁeérs o 56 2ar below °ach flow dring any oL
the dry yéaré taet have occurred cince relia‘oIa records hevae been
Iﬁept. Qhec'e'condi*ions hevo, o2 neces‘-*ity. reﬂu.lted in greatly
increased onerati..g exoense.., and have required & curtailmen‘t in’
the wse 0L power by spplicentls cozsumers, . ) ,

"‘he‘generc.l prosperity of tke uerritoz-y serVed by apnlicant
‘has been pore’'or less °eriously effectod by the same condiuions of -’
drought and the c":.*toilment of electzic erv:u:e .ma.de necess...r“ bl the
shortage on anvlicant's systexm has "v:t:aered the extenv. o this “burden,

- On the other ha.nd it st be bor ¢ in mind tna.t the ‘growth~
| 0% the terrl o r7 ig dependent L:pon the contimuing ability o:ﬁ‘ this
agent of tae public to meet the demsnds for power. " This conditionj
places p\olican* in o somewkat different position: than othe* lines o2
iAdestry. CApylicsnt must not, even uwxder the corrditions such'ge this
yeér':bresént g, be Sorced inté & finemeisl nosi*.:zon ch a.s-fmay cause
serious, ¢ curteilment in 1ts.ecsential develonmenu, waick in warn would"

»

caxse loss To the oublic because of J.nadecm.a.te nower mnly S.n the LT

’
.

fu.twe. Lo . . - - o e _'.. . .".-." SRS .

-a

I% appears that there 1o 2o corntention tret the present rates

cre too low Zor svercge -conditions dut that trherturden of increased

opercting expenses it too great to e bome- e‘n‘airely hy .the COmﬁanj,‘
in'view of “he conbi ned Sndrepid dovelopment of t.:xe 'terr:.tory dom,
pexient upon it,with the :ew:u:m.. vurden of fina.ncmg end - developing
w’n:ich the Company must meet.: An 1nd.ic9.tion of uhe demend fcr- finm.dng
is obtuined from Tae estimates of rate base or-invesiment us,e&. '~b'y‘.lﬁr.

Cerr which were, in round numbers,




"138 000 000
177 000 000
200 000 000
Deteiled figurees of omerating ezpensec_un reverue were intro=
duce@vby the Company end on denelf of the Cities. 4is 1s not urnatural,
ne Compory's ostimate of operating rovgnueé ana‘expénses ip'this ag in
prey;ous cases present & pezsimistic fat@er then sn optimictic view of
the. sttuation. It iz not %0 e expected thaf the reverues will bo loss
then now estiznted by the.Compsny nor -that ~the exnensos will be more.
Oz tho other. rend, it was brought out auring tze hearirg tast certa*n
factors. Which rhad not bcen ﬁnlly considered in The Comnany'" Ziguree
are cu;te likelj to result in o better chowing than is re*¢octed. Tre
figureu, 2¢ prosented by Lx. Decker, witpess for the cities, will there=-
fore ve uzed Lfor tac vasic of thic fecizion. The fbllowing table Shows
those Tigures as well o8 the effect of drouth conaitmonu on the Compeny's
ojerations as. indieated by ite owm ostimates: | - - : )
- D43LE ¥0. 1 |
e .02 Oporating Revemie and Lxpentoe.
Sounthern California Zdicson Comvany
Yoaxr 1924 .. ,
. average - : :
water Conditions ~Asctual Conditiong

Compaxy. - Company . Cities’ |
Zgtimete Zstimate 3= timate

-

CO 2'.'&.. 13 Coom-13~ C.Lty .Com 40

Electric Oncrat;ng Rovonue 522 279 000 $20 554 000 *~1 ~5O 000
Orerating Zxpense ) ‘s .
Production 2 389 000 6 888 000 6 888 000
Transmission . . 585 000 585 000 - -585 000
Distrivution 1 920 000 1 920 000 1 730 000
Commorcial 1 207 000 1 207 000 1 105 000
Goneral 728 000 728 00 728 000
Rentals 30 000 . 20.000 : 30 000-
Uncollectible 2ille 24 Q0Q0 24 000 24 000
One-third deficit o . S - ,
SoJO& E-RF- CO- - — 52 OOO

. Paxes . : ' 2 206 Q00 1l 614 000 -1 614 Q00

Total 5059 000 12 996 000 1z 756 000
Net for Depreciation & Return 13 190 000 . Z 558 000 8 494 000~
5

Deprcciation Annuity 1l 8569 000 862 000 1 869 OOO
689 000 6 szs-ooo

Net for Return | 11 321 000




. Corr wsed in his ‘Tresertation 8 figure for rete base
for the yesr 1924 furnished him by the Compeny, &nd the Comissioﬁ
bes been supplied Wwith deteils supporting this figure, An examinstion

0f these details irdicutes that for arn emergency proceeding of the
vrecent rature the resullt may ve accepted. A4Ls & proviéi'onal rafe'be.sé'
for the year 1924, for ke purpose of tais decision only, the sum’ of”
$137,700,00Q will-be used. The expected,net revenue Lor the yesr
1924, as developed in Table No. ome, emounting to $6,625,000, after
deprecistior; 48 a return on this rate base of 4.8 per cent, '

In 1920, in & rate csse before tais Commission, Southern
Californis Zdison Company proposced the esteblistment of a contin-
gency reserve fund, As modified dy tke Commission such Pund Was
established £or the purpose of -abserbing ﬂucmaiione in opexating
expences occasioned by variations in the supply of hydro-electric
power and in the price of fuel, For the paé‘c fovr yea:cé this con~
tingency resorve ket been in @is‘cence and on January 1, 1924, 1t
contained o balence of $1,581,000., The operations p:f the '.préaént
yoaor will not only entirely wipe out 'chié bélance, bz_z'a‘ the fand ':;ill
fail to neet the contingency dy anpro:d.me.‘cely 93,000,000. While tre
reserve‘ 18 clearly ix;ao.eque.te to mee% the burden wkhich 't:he cmditions
of the preseﬁt yeax impose upon 1%, it should '_‘oe applied to ’meetﬂ,‘_ a8
Lar as 13 may. the unusual expencoss

E‘rom the c:f.tiés estimete u*epaz-ed °y .mr. Decker 1T appears ‘
taat, withou‘t the nee oL tke contingency_ reserve, the COmpany's :;f;t
esrnings will 2all ..5 703,156 below & 7% per cert return upon the
rate base, a.nd thet, 1f the contingency reserve is apnlied. 'c..ey still

will be .,,2,1..1,965 welow a 7% per cent returi.

)

It is to be noted that, in the‘analyéis of the evidence

presented, Mr. Cerr in his brief pointed out the possibility taast
even & better condition will exi. %+ then estimeted by Vr, Decker, 80

that the deficit of spproximately $2,100,000 may be somewhat reduced,
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Mr. Carr, in his drief, avparently takes the position that

the Commissiorn, in 1ts Decision Wo. 12718 in whick ‘the present rates

were,ﬁﬁced,, doternined the rate of return for 1924 .10 be 7% percent,
Thie conclusion is not entirely Justified by The prev_.’nozis decision in -
walich the Commisel or pointed ‘out that: '

. "It would eppesr, in view of the general tendency -
toward an incresse in the profits from the business camsed
'by concentratior of the load and an increscse in the:use -
02 electricity, ae well as redwction in operating costs,’
the.t ratee shovld row de,fixed whick may result dr = .
stizated return, based or cspital and ssles somewhat less
than would be conu_dered recsonsble on the average. On.
the other hand, this compeny is fuced with the necessity
of rapid enlargement of its system and o2 making large
exvend itures 40 meet the unprecedented growth of southern
Celifornia. In view of 2ll the coxnditions existing,we
are of the opinion that a return of syvroximately 7.5 per
cent on the 1927 basis (Lederel income %ax bdeing codeidered
as an ooerating experse), -1s & ressonable return, it being
expectod thet as busiress increases with the repid growth
of the territory served, the net return will incresse some-
what., Speciegl cere on the. part of the mersagement of the
utility should also result in some ineresses ir efficiensty.
ard reductior in cost of overation, o part of the results
of wrichas least chould be aveilsble to the utility as
compensation for suck improved efficlencies.”

It was costexplatved thet, wnder normal condi‘tions, as-the

"busineus becems more concen.,ra.ted and the economies wero, made e:ffect-
ive, 2o uomewhat higher returza might te expected. . A

| It 1e apperent thet unéer the condi-tiqné :yhich',:éfg been -
geccribed; the Comparny coanot hope to earn @ Tetwn that might wader
norma.l condit tions be co“sicxered reesonable. At -the; se.:rie' tine 1%
cennot be- expected to proceed with ,finarcing ond constmction work
without some relief from the sbnormel conditions under which 4ts
operstions must de cerried on. It would seem 2air. thet the’:.. compeny
ana the rste-peyers skhare the burden idposed b,,r this unuetal condi-
tion. If during s yesr, which the Company's repréesentatives have '
described ‘aé, 'c._o_ming puﬁ once im Zi¥Ly yeers, Jouls Company is - ernabl ed

t0 earn e returr uporn ite xeason...ble ixvestment of 6=3/4 percent,
its eorning cepecity under normel corditions should ve well estedlished,

+
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ond no difficwliy shovld de experierced in financing the developmente
vhich ore necesscory i:f‘ sn adeq&a‘ae swply of power iz .To be reslized
in thp youry o ¢ome, To producc L returs of 643/4 porcent will reguire
an ineress3e in reveaue of approximately $1,100}C)OO, and the order will |
80 o*ovido. .

In con idering The sources f:om whi ch inc*'ensed.‘ *eveﬂ“e
caovld bYe d.e*ived the - Comm..ssxon iz of Tre oPini.on that’ serious con-
sidera‘tion s::ou.;d. De given %0 economic conditions st this ‘cime aifcct—

Cla

ing sgricwlture. - )

For severu.l °easonf* *‘**mer@ in Cali:t‘orni.. and el°ewb.ere nave
encou.ntered ma.ny’ diLficuls i.e Price levels nave been lcw. Thc
farmer has sold nis p*oducto &t low wrices compa.red wita ..he p*ices he
hes pedd for The arvicl és'ne ha° been comoelleé. 1o duF. Pew farmers
cperated &t a- profit is3t yesr, and thts year their difficulties seem""_
to have ircressed. During the eerly pert of fhe. yeer Tne marizet’ for
Califomise prbdﬁc‘cs outeide the sge.ue -.:a.s seriqu..ly injoer:ﬁerred. with .
The - e:ctrem’éiy' dry weetaer ncw-pr_evai;ing' Las '.'Ex;rt.:her i_:m.-poeéd unusuelly
neavy cnd.odditionel burdeme. o o

A4S pointed out by Mr. Dewell in his gu.meﬁt 'thé faimers
power bill, alrecdy increased vy the necessity of mut‘u,l pmning
4o supplement deficlent rainfall also khas deen fur uher increa. ed by
receding undergrownd water. levels neces aoing *he use o:‘:i':_na?e power
o 1ift the ssmo smount of water. -

while it is cloar thet the ohility of en individ.ual con.umer"
or & claas 0f consumers Lo pay cannot ‘be rogerded a3 in anywa.y cort rol=
ling the fixation oI fair rates, ye‘a the::e ceexm t0 be nresenu in th.uu

ne.rtic..la.r cace certein facte and c.a.:-cum angces wnich a.re believed

.A-

to justify the exclusion of the agricultural nower ocneaales fz'om

+he increase of rates whick must be g:'e.n'ced..
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Elec**ic schodwlos ore more or lese complex and are £0 be-
cause they are intended to spread tae burden os eouitably &S possivle,
taxing into cousideration the wiaely divergent condit‘onu under whiech
power 1Lz used, ond the varying costz of dolivering such power st the
places at which it is wanted, Tho relation wiich a schedule wffecte
ing one elegs of consumers cnould bear to all other schedules is a
matter of sound snd discorning judgﬁant and 1s not susceptidle of _
determination witk mathematical exuctneyu. Tes 1t cannot be assumed
. that the relation bst&bl‘°hed'l“st yeor betwéen“the agficultﬁiéi'noﬁér
sche&uies df thoic utility ond sll other GIQCUTic&l schedules on this
system then was end now remains matnematically exact and not subject
to varistions in eny particuler. ’ !
We are, there*oré} 02 the opinioer, in view of the reasgons
atove ‘set forth, that the exemption of agrmcultural ‘sehedules from
a pefééntage incroase in rates in the presgent circnmstances will
nﬁ*‘fbsult‘in unjust or wndue diucrimina tion dsainﬂ%'ahy other class
or tlesses of cohsumers: . Dauell, in his argument. pointed out .
nany r52.90 1S why in equity he believeld the farmer should bear no
part ‘of the inéresse. That the Company oelieved the farmers were-
ertitled to some specisl concileration was evidenced by the fact that™”
in Jhe retes asked for by uhe Commany 1t was suggested uhaz the farmor ‘
be ipcreaued only about half &S Duck 8t some other clas zeg of caxcumers.
But one sixth of ‘the Cdmnany‘s‘gross revénue is derivad.from‘

the °ale-o* power ZLor irriga ion pumping snd the elimination of the

egriculatursl scredules from those to whicn the: emergency*increase is

$0° oe apnlzed w111 therefore, notv result in tre addi*ion of any
materisl durden to otaer clagset o-wconsumeru.: In view oi.the cons=.
ditions in the sgricwliural indusiry slready discussed it appears
entireiy:reasonabl that, d&ring the vresent emqrgency, the agricul-

tural consumers should be exempted from sny increase in rates.
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ORDER

Southorn Californis Edison Compony, having apnlied to the
Reilrogd Commigﬂion Lor autao*ity to file and maxz effectivc,new sche—
dules prov;d;ng *oﬁ an emergency increase ofmelec ric ratew, public
heerings having been held and- uhe matter being °dbmitted, tre. Raflroad
Commission finds as & Zfact that under the abnormal conditions existing
duriﬁg the yés{ 1924, the presen. rates snd charges of Southern Celi-
fornia Zdicon Comoany for eleciric eervice sxre unjust and arr esconsgble.
Basing itsorder upon the fo*eaoing findings of - fact and upon the find=-
ings of fact sot forth in the opinion preceding this ordex,

I2 IS ESRE5Y ORDERED thsat L

(1) Z=ffective on Eilis Zfor flat rate service'd;iivered dur-
ing the months o2 August, 1924, %o March. 1925, inclusive, and on bills
fox metered‘se#fice based oﬁ regular moathly meter°rpadiﬁgs taken on
or after Sépteﬁﬁer let, 1924, ond before or on April -30, 19~5 unless
otherwi°e ordereq, Scuuhern Califoznia ;dison Comnanyi:e and it is
mutnorizea to add a Surcrarge of 10 percent to 1t° rates ac now filed

with this Commission, provided. howevgr, that no such surcharge shall -

bé'added t0 bills for service rendered under schedules Ped and P-11, ‘a8

214 schedules are fow *1led wita éﬁié COmmiﬁsion. ‘ ’

(2) On or bea.ore Avgust la.l%&ﬁou»hern Cali?f o*:’:ié. Bdison
‘Company shall file with tuiw Comuiseion revi°ed ‘¢copies of the rate
sche&ules.affected by this order. .

(3) ‘Soutaers Califorzis Saicon Compmy sell file with tais
Comrission monthly statements of ite overating revenuos and expenses in
‘form satisfoctory to thre Comm ion. '

(4) Southern Califoranie Zdison Company shell account to #s

contingency reserve for thz proceeds 0% the increases in'rates herein

anthorizeds

| ~(5) The iailfoad Commission hereby reservec the right to
make such other snd further orders in this proceceding ss shall sppear o
1t %o be just and resconsble under the comditions That develop in the

et

future, S 1Fl




(6) Tre effective &ate of thics order snell Do -August

15, 19%.

mhe foregoing opinion end oxder vre horedy approved and
‘ordered £iled =g the opinion and oxder of the Reilroad Commicsion

02 the State of Celifomic.

.

LA
-l .

tod at Saxn Francisco, Californis,

@Wn" , 192%.




Application Fo. 10143,

SEAVEY cod SIORE, Commissioners, Disconting:

Mo aissent from “no Opinion 'and Orler issued by the Rall~-
road Comnission in-Decisiorn Fo. 13850, signbd by three members of
the Commission, emd dated sugust 1, 1924. e regret thet the Com-
mission as & whole &1& not have the opportunity of comsidering
togetaer the proposed decision before it wezs renderod decause iﬁ_inr
voives importent principles of rete reguletion not Leretofore pdESed
uHon by the cdﬁmicsion 28 at prosont constiitutod, omd bocauwse the
Opinion ond Oxder =8 rendered foils %o tcke into cccounmt certain
matericl factors wiolch might hove infiuvenced the decision.

éhe nolority decision appecrs to offirm certelzn yrinciples
in waich we canxot concur.

Pirat, in its provision for o net returz in 1924 of &3 per
dext on tke rote basse os estimsted I°k's tﬁe Compeany, its statemenﬁ of
$h60ry oppocrs to imply the princivle thet this utility should zot be
‘permitted t0 oarn .less then 6% per ceut on 1%s reto bose, even in one
out of £ifiy yeors regerdless of the imcressed ocxnings in the other
49 yoors. ke majority.Opinion in this conzection says, "If during

& yoor, which the Company's reoprecentatives rave deserided as coxing

but once in Lifty-vears, this Company 43 encbled o esrn 2 return

wpoa its reasoncble invesitment 0f 6% per cent its earning capaciéy
wder normel conditiors showld bo wéll established, md no difficlty
zowld be'experienced in finzencing vze developments which eoxre neces-
ary 12 on cdequeto Supply of power 4s to be reslized in the yesrs to
come. To produce a return of &I per cent will reguire =n increasel
in revenuwe of zpproximately $1.100,000. and the Order will éo Pro-

vide."




It i5 our opirion thaot the net return in an abrormal yoar
such &S this year 0% 1924 should be taken into comsideration only
in ite rolation to. the roturz over = period oFf yeors ineliuvded in

which will be fouwnd past years in waich there wss on excess of oern-

ings, ond 2130 s estimate of years to come, Lim whick as estimated

by the Compeny for thls Jesr of 1924 wnder aversge water aSRRihlagrs

thore will'with‘reasonable‘probability.be an excess of earnings -
cbove the stenlerd set in Decision No. 12718 in Octoder 1923, -when

2 net return of 73 per cent on the rete base wes arrived at by the -

-

Commission es a.reasonable‘feturn for.this wtility. - = v““\;"

“dpposed $0 the prineiple invoived in’thb'ﬁgjcrity dociéﬁqn
in this~max;ér,;is e well recognized princivle frequenﬁlyiapproved'
by taie Commission not oniy in its owm conforences on’ rate procedure,
but exnressed iz a ;umber 02 decisions rendered by viis COmmission; 
that retes szould be Sixed not witz reference to the gpeciel condi-
tiones fownd in ond narticuler yeer, but with refereunce 1o thefavéiﬁ
ege conditions over a period 0f yoors.

-

_-éecond, the majority decision copeers to support 09§osing-
pfincipies with referonce to the guestion of‘bésing incressed rates
on épecial!condifions ihvolved in the Compony's finencing. Oz tkte
one hand it coréectl& deﬁies tie vrineivle 0f basizng inc&easbﬁ.rates
wpon the: Compony's finan¢ial'héed as i in the moétgage ééo-f
vis;one 8 tzche&-to.its bords wheredy the Trustee 1z pe¥mitted_té'

certify to bonds only when the net ecrnings ore equal %o one axdn

. D)

throo-quarters times the totsl ommual bond interest charge; and txZen
tho decision procecds vo grant an -increaze. of raotes upor the need of
m;iﬁtaining'"a sownd Zinencial structnre,” and wpon ox assumptiqn'
of the Compmany using more expensive meansuof DMnancing then that . -

donied. DQhe Coorany's bondfe are luzusl s.pproxi'mm:ely wpon a alx pox




cort basis, vaereas itc debemiures -ond proferrel Lidck are issu nod

& cevezn per ceant bazis. Zowever, in our opinion there ove-

.nrinciples involved ia o rete nrocoo&;nv quite a5 fmportent

the CO§pa;y's _nanc_;* eogroam; ond moreover, cq.lpng
the Compeany Linds itsgeld anlo-to~pay'3 oer cent diviadndg on its
more than $4l,000,500 of common stock, we &0 not beliéve teot 1t e
justiy cleim o ebnormel incresse of rates to meet o temporary dimin-~
ution 0f itz veveanes.

This Commiszsion was oceupled for o period of nearly nine
months lest year, from its Iirst Leoring in Ja_“ury, <923, of Ce=e
¥o. 1756, to e date of ite Docisfon No. 12738 in Ociobor, 1925,
in tre conduct of oxhoustive hearings and in the snalysis ond com=
bilaxion o2 data from 'tzo evidonce in thot procéeding Zor the ostob-
lishment of stondexd rotes to be appiied oy this Company. In taat
proceeding the Comuission had before it data mado evailaﬁle after“.
extended invéstisations oy tze Company's englineexs énd officers, by
the Commizsion's englneers ard by edgineers ud reprosentatives of
the consuzers. Taat record applied to conditions covering many past.
years snd %o e stimeted conditions for éeﬂ*s %o come. The Commission
wes repeatedly reminfed in *hax proceoling ol W¢ Inevit able‘gzm
Jears thst would appeaf. o all of tzat rocord ratesﬂwpre ?iqu.by
the Commission upon on anxicipaieé net return of 7% ner ceﬁt upon the

ase. ﬁc are now reminded by the CQm?aﬂy in %his proceedlng
th:m~those_ratos éstablished in Qctober, 1523, on o 7§'per cont.net
roturn beosis would hove produced in 1924 under aversge wetver condls
tions o net returrn 0 3.2 por cont on tie xate base. DThis stetement
only goes to saow tact the ratqg weroe establishéd on & generous vasis,
and.cqpfi;ms the provebility of = kigh rate of‘return'on,existing

" rates as soom o average water conditions return next yeor or the




'S

of oxisting rates3ahy'shortage of reveruss experienced this year oz
account of water skhortage, will bde readily chsorbed in.thé‘Compahy's
oxcess-ﬁrofits'1ﬁithp ye§r or years tbé%‘will follow.: If’wé'aie To
te urged nowéwifhip o fow monthe of the Commission’s mature Decision
Xo. 12718 of October 1923 to add & surcherge of 10 per cent to ex-
isting rotes to tide tho-Compeny over its teiﬁorary dizinution of
revenues, wo might Just es ressonsbly require the Compauy to.stipur
loto tkhal the ezistiﬁg.rates will Yo proportionstely reducediwﬁén it
le Zownd trat the 1925 and 1926 revenues yield a net return ;n'excess

of 7% per cent on the rste base.

maird, o further principle Involved in this proceeding, which

-

o beiieve shouid‘oe given grecter consideration then is effected Ey
the majority decisfon ic tze injustice of requiring tihe' donsuzers to
shaxe'%he so-cu;lpa losses of the bompény st o tibe waen toey trem-
selves sre suffering similer ond serious 10Sses 2rom the very Semé
auses, ﬁamely, f;om the shoftage of power, =znd the curtaiiment ol
its‘use; 6wing to fhis-Company's*inabilitf through water.éhortcge
to =zupply taeir needs. e ore not ot tais time, aé fbrmeriy; con-
fronted by wer comdiilons extending over s poriod of meny yeﬁré;
with its exnoustinz effect wpon the resowrces of corporste public
cgencies. o cre focing aAtemporary cituation estimated in tae
zajority -Opinion of the Commission on an eight montas vasis. This
ls not an appropriste time for the imposition by thae Commission wpon
cities, industries =nd other pudlic wtilities dopendent upbﬁ this
cpplicent company for thoir electric vower of an e:érgdncf incregse
of rates in fovor of ome wsility waich is indeed ome of the best
fincnced axd ablest‘utiiities ix the State. - It may be well %o poér

ir mind thet the so-celled losses of tals Compeny sre merely o tem-

porary.reduction of its cusiomery profits.

-

4




Pourth, the ovidence in thls proceeding was vexy limited

Bl

cnd nmenifestly immeture in its preohration. wzile the majority

‘Cpinion sccepts snd uses lexgely the figures cuwmitted by lr. Decker,

ropresenting the Cities protes¥ing in this case, Mx. W. J. Cerx, :

tho chock mede by ix. Decker &ue 1o tre copditions involved. On the
otker hand the engineers 0% tize Commission, ‘wkose Zaoeilitios and
“records are more direct, : 0T maike guy report in the record of the
case, as we bolieve tney shouds have'donb. therwice thé procéedihé
1§ immature end the record incomlete. Uzder such condiiions we be=
lieve that o deporture from' the standerd rstes set in Decision No.
12718 4n October 1923, ectablisked after e complete investization,
szowld 20t e cllowed.
Fifth. Tre mzjority decision does not adeéuaxely texe
account the eveilable resouwrces of the Company. The decision
esIx. DeckorT’s ostimote of 22t reverue for 1524,cmonnting to
.$6,655,00Q &nﬁ bages its concluslions upon that figure in cohjunction
itk the Compsay's ostimeted rate base of 2137,700,000. It goos o
some Lodgth into a discussior of 1. W. J. Corr's SLgures on 6XceSS
6Sénings of the Compeny for the yoars 1920 to 1923 inclusive,from
- whick™ it malXes cortein &eductiﬁns on accowmt of tronsfer from ecxrnings
to dcéreciation‘reserve proviousiy effected; dut tkhe decicion &oes not
teke into accourt “he more importent metier of the Compeny’s 2coum-
ulated curyius, revesled iz its own snmuel report to the Commission,
walch 1s part of the rocord in fhis ceso.
It is guite trme, o pointed out by i&. Corr, that for ©me

yesars the Cbmpany nes beon earning muckh in excess of wkat e Cox-
miséion, in establilisking rateslfrom tTime tO time,-estimafod t0 be

2 roasoncble return. That onlr sShows now consSexrvaiive the Commission




should bo in congidering estimstes of snticipated revenues ond ex-
penses, snd it als0 °uggnsts + the Commission might well'bqnsidef
somoe mesns of qui b 17 _d'u iﬁ? tne Ccmpany's'éates S0 a8 o ﬁore..
1’%;gg§j%§bly digtribute-its.net return over ¢ period of yoers ovalel t“a.
conswmers mgy not be'cél¢ d o o poy excessive::uteo. rBut the:ez-
coess carn-ngs do not .naic te 211 of tre Company s gains. ‘There is
not ouly tae goin sbove am e3timated ressonsgdle rate 0f returm, but
there Iis also ¢ gain within tre »zte of rotwxn obove the sotuEl cost
of 2oney. - t ls in She coxblnation oL thece ”acuo and:pbssiblyJif
other- zins, tiot we find the cecumuwliation of a‘surplus,:which tégehxer
with the ‘contingency reserve const:tute a'combineauxése:ve.upon.whidh

tae Comosny con drew to meet the nocessities crising from.the texe

-

-

Porerily ‘diminished revenuete

Tae ‘rocords of the Comperg™idiz the Commiszion ‘ow-that

foXel
on Jenuery L, 1924, the scecwmuloted surplus cmounted tol$8,293,008.

we arbA_iv;sed Yy tle Fiancicol Depariment of the Commissclon ket tais
18 over mnd cbove the combingency resexrve. reported
24 os emounting to 31,522,605. snd is olsc over wnd
dbdvo'the anount of 81,137,000 oro&iously transfexrred 0 Copreciaetion
 :esér§é'£eferred in the azjority Ovzn;on 23 not having heen . uakan
invo seccovat in lx. Corxrr's discuscion of excess coxaings. '

. | ‘ Javery L, :
$3,393,008; in . : ' ‘ : ver cent Aivideads.
on itsg- com*on LT : i prefex stock ma-
interest on &1l outsvandi: in 2ddition To tris survlus
hod on had $1,522,803. s convingency reserve, .created- fox the *
nurpose oS protecting vie Coxpony 2gcinst o water shortiege or fm=~=
oroased cost of fueld oil. Dhis mokes 2 total of $4,915,613. wnich

the ‘Compeny hed on Januery 1, 1924 with wailch ©o 2ortify itzelf agsinst




timoted acfual revenue undef ox-
1stiné condivions =cespied i Jority 0p1n_on ané, C*aor _Ouﬁt-
ed to $5,525,000. deins these.émouuts togeteor the Co ;
heve gve . & votal of ”’;,546,613. Tais 1s equive-
lext ES 8.38 mer cent on o rote base of (137,700,000, end is setually
more thdﬁ.tﬁe Com;any elaims 4% would aove esxred in 1924 on‘ezisting
ates “*de*~ overage waterkconditions, én whick cmount it préaicdtés

its ‘so~called losses ihrouzh water shorteoges |

It is srus thet Yhis des not represent g rate of nef'ré;
turn exciusivoly rewn from %tro earninés of 1924, dbut it dq§$frepre-

sent ovoilable resources, whick Z2sve il acerted from re*t revezues
cxorn Lully into =accownt before any

end £nouvld be

\ -

emergoncy increase of rotes is considered. ‘ e

Lot us cxamine this situg ¢on further o5 to0 its real

A . :
finoneiel "significonce.

mony ond the Ilatorest

- L

as follows:

“Ln&ed Dept. .- |

Ae 5 3,914, 4OO of 7% deventures; Interespe- & 274,008.

B. $64,093,000 of 6% ‘oonds- Interest - - . 3,845,580.
C. $10,225,000 of 53%-bosds: Imterost, = 562,375, .
D. $36,558,700  of 5% bonds; Interest .. " 1,826,935.

Dotol Imterest = = - = = = = = - = -, - $5,508,898.

1. $ 4,000,000 Originel Profexred .85 ;  320,000.
2. 11,528,100 Sexies 4 Proferred Stock, | 792,967.
$ 9,891,000 Scriez 2 Dreforred Stod . 595,450

341,241,372 Commen - Stock paying 8% 3,299, 310.
. . g

Motel DIviGends = = -~ = = = « = = = ~ = = 35 OO.) "ST.

Total Amownt of 3ond.Interest md Stock Dividonag Vll,Sl& 635.




There ':-:ill' bo aveilaoble to the Company in 2924 from acém-;
rlat -.urpliz.f-:; ' contiinsency reoserve ond net rovwrn from existing raves
the totol zum of 311:540,61:3_. Iz other woxds, even wader the. unfavor-
able wa‘_aér conditions of tris year the Compony will tave enough noney .
to pay :311“ operating exponsos; doprécie.‘cion é.nnui‘cy, interest on bonds, '

and full dividerds on stock, ixeldding 8 per cent on its common stock,

-

end 3411 kave o surplus of $25,978. IZ it shouwld develep thab iXe.
Docke'r'sléétimé.te- _o.f net reovoruwe for 1924 13 beiow the sctual resuits,
this'-:surglus wouLd e corresp'ondingly greator. IZ, ho'.':evo:r,‘ on *ze.
figvre‘s 1;ef6re,u3-. ‘the Compeny chowld temporarily reduce i'::é 'ciifidend
on éommozi stock %o 7 per cont it would have & surplus of-i’*;&se.'.'391. T
I2 itéhoﬂ& roduce 1%z common stoei dividend to 6 ner cent ,“;‘ would
nave &% the ond of 1926 o swplus of $850,804. o submit that éhis
is whaot the Compuony should do ond thet no inereesse of rates skould be
grontod by the Commissfon ot thic Time. | )
| This bompdr.y hes for meny yeers enjoyed not only proiitable
reiu-ms' but eamingéo&sﬁe&ab}r:m_ cxzcoss of the ratle of retwn "esti:nated.
by the Commission from time to time o5 reesonazble. There is evexry
roason to fﬁ‘el’ievo that on the basis of oxisting rates, axd on & re-

turn of oversge Wwater conditions next year or the yoer ‘aftor, tne

Coi':r'pran'y can speedily recover its finenci_&'l. position =nd be stz:ongéi-.
thch ever.. Tre Commicsion should baso its rates on the sverage coﬁ;
&ivions of o period of yesers, sxd should toke fully into sccomnt the
roturn secured oy the uwtility not in = Single yoar but in a period of
yoaxs. . The existing rotec wore osteblisied only in Octobex, 923.
Tt 1s, in our opiniom, ¢uite wrosscnzble Lo vhe Commission o be

asked = few moxnths later on necowrt of 2 temporery weter suortage ond

the consequexnt 2died cost of operation to impose new durdens on con=
I

sutmoers who ore themselves sulfering

om the sScme-cavses ip."me

. e -




Shortage of power, especliclily ia the faco o the strong finenecial
vosition of this Compony =nd in view of th adequacy of its revenmes,
Togetlier with 1its scowmuleted surplus ond its contingency reserve to

teke care of i1ts curront requirements.

Dsted ot Sea Francisco, Califormis, tals 5tk doy of Anguet,”

1924, )

v

szfpw_zz | .

——

Lommizsioners.




