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SZAVEY AND WEITTLESEY, COLISSIOERS:

OPINION OF EE:ZARING

I'd

o June 4, 1924. xne Southern Celiformis Zdison Coﬁpany )
filed an application fbr"auxhority tqmpo:arily to increase ifg
ratos partially to olfset incéeased oncraéing expenzes reuultzng
from & yeer of unusually‘low stredm Tlow and co*rounondingly in-
creased nrodu&tién of steam pover. rlng" were neld in uOS An=
geles on June 17tkh, md July l4ath, 16th. l?th *qd 23rd ana on
August lst the Commission renac*e& 1t° Decxcion Xo. 13860. . Srpm
the figures in this decision, it PWPEAYS uh&t 38 s reault of the
inecreaced ObOI&v$ng expenseg a2nd a reduction in gross revenue
brouvght coout by the leck of sufficient power to meet the reouire—"
ments -¢0f the Comnany’" goncumers, its net roevenue woulﬁ be rqﬁpped
by something locs then $5+000,000 below the roveaue whick would
probadly. have boen recéivedvundor np:mal éonditions. : -
The decision péimts out»iﬁat. after allowing for dépiecia-
tion amuity, this ic ecuivaleat t0 ¢ retuxn of approximate@j’é.é"
ver cent wpon the rate page. OF tae reduction in net revemue of
nearly £5,000,000, svrodmetely £1,500,000 it offset by = ¢ontin-

gency reserve accmaulated from rates for the purpnoce of meeting un-




sual fuel thonuc aurz"“ dxy yeers, and an ineroease in rates of

:ozimately wl lOO OOO wee autnorized pertially to offget the

remalnder of tﬁe deficionc ' - . i
' ”he cage wes recpened by uhe Com_l cion on Aug 25t Bth

for far*he* heerivg, and vetlitions for rcaecaXing fron & "rmaber of -

protostents weroe granted. Purvheor hoerings were held in 'Tos Ane

geles on August 13th, létn and 2222, end tbe case was again-sub-, 

mitted. | ‘

During these further hearings, additioﬁal eviaéﬁce“wns“
introduced besring upon the 5fobabl opereting revenues aha ex-
venzes £or the yesr 1924, The Iigures £o rresented indicate that
more power will de oveilable for distribution vo the pudblic “hen
m@élbzpected at the time of the earlier neexings, and tkat the xev-
cnge‘to that extent will be increesed. luch of thie additionsl-~
cnergy comes from oynonsivo sources md, 2t a result, operating . -
oXpenses wmll aleo oe inerezsed. While-the roviseé figares'diffcr‘}
from tnose ed in the n*evio decision in deteil, the cutlmated

result 1s not subs antislly changed.

As. morc ‘ul_y deserided in Decision Fo. 13860, the Zd-

ison Comrany in 1920 suggested the Zorzetion of o contingency re= -
cerve that vas designed to gbsord fluctustions in opersting ox~
vences occasionéd oy variations in the spply of hydro-electric
POWer arnd the price of fuel oil. Trile the Compeany's suggestions . -
were mot sccopted without modificaiion, guch & TESEIVE s Qﬁ'ﬁ:@.b'
liched and has beex 1:1 onc*'xtion zince 1921e It moy be-.:fo.irlﬁ' £0id,
thorc:‘!o_:fo. that Zor _severo.l years the Commany, tho ;qu'olic. and the..
Roilrosd Commicsion have accerted the nrinciple thet raies ShORl&*f
ve fized uﬁon.the basis 07 avercge weter power conditions. Verla= .-
tions in opersting expentes during the past years have dbeon &b
soxoved by‘the’Company tarough the medium oI the contirgency. re=
serve; and, nad the conditions of tke mprecsent year not veen SO ex=
.
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treme, there ig no doudt thet the resulting cxpensés would 8lso

¥

have been absorbed by tae Company w;thoux auz;ns rol;oﬁ. evon
thougk, iz so dolng, it somewsst more than ex.hau...tod tho con=
vinﬁency TOS0T Ve

The oucntion now to ve decided is, ﬂaere*ore,'vhcther
the con&itione oi tne vresent year constlvute an emcrgency just
*ying spvecial.consideretion or whether tho precsent year shoula be
cons idered ac an'incident-oZ tie Zdison Company's operations . The
Company ¢leims that the dro *h-'"ﬂ'been so severe and the conseQ-
| guent oporating expensos £o “*u~u31 thet  cnecial consideration
showld be given thom. The protestants wrge thet cpecisl cone ider~
etion chould zot bo -given to the present year out that it should
'bé considcro&.as one of the years making ap the- average,  pxrtic=
wlarly in view of the Zoet thet all industry and ousinese kheg-been
sffected adversely. No clainm haé been-méde tagt the large and -
unuéual expenditures deing made ore not in the nublic intereczt:
or,;ﬁat thAICompany is seelzing any uel*isn advanuage in naking thcm.
The policy of consiﬁering wet e.d dry yeers upon &n .VQrase basis
having'been-udonted end neving ziven watiufactory res ult3'£o€‘a
number Of-years, it is spparent thet the pres ent yeer shgtid.oe tak="
en iﬁto the sversge rather theon given-zpecial treatzent i*, By S0
doing, no detriment to the: public interest resulls.

It iz realized that without o incroage in ratos. the
Compeny will be uwnaole 10 sell Lor apn*ox;mately a ycar any vonds,
but this is the result 0% mortgage brovieﬂons *ather‘tban~market .
conditionse It cen hardly be concluded tham-the denisl of this
appliéation will seriously affect the Company'° ability to nrocee&
with necessaxry construction wo:k oY mate:mally incresace th@ aver-
age ¢ost of money. - The 1d1icon Company enjoys an undagaily"strong;

financial vositiom. Tho money which 1T borrows is 1x otected by a
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subs tanxial °tock equlty. snd at the prosexnt time-ite floating

- devt is by'no Deans eﬁcyUVL when comparcd with capitelization

§n¢‘prOperty valnes. It 1c of record that the corditions of:

the presenz vear are_“dxhout vrecedent in tke ‘recorde of hydro-

.

eloctric oompsnics in this State, and thig bas veen spoken L0588

-

one yoar }n'forty. The effect ol guch: conditions pon, tne Com=

vany's position is fax ¢ifferent from the loss of rovenue throvgh
compétition. thc accline of the community or any other wore yermu-
pont <ause. TO o very cpnside:able gxxent tne stock of the Ed-
igoxn Cbmpany'is held_;n.torritory_serveq, where the pudblic ié
naturally Zudly écquaintea w@th the circunstences. In view of
the fact° and of the Company'" record, it seems mOst unlikeiy

that o temnorary condition such as confronts thé Company now will
have any serious or lastxng ol *ect° on the Comvany's credit.

Tne n*ouenz yoar rresents unmsual problems to appli-
cant's consumers due to the gene*al ecoromic depréssion and the ’
curtallod wuse 02 electric powe* zade necessary by ‘the . aroutn and -
inabilit& of tae Company. to mee. the demands made upon it. . Dhe
fixing of rates wpon verage .ratrer then epecial comditions is |
highly de irable bocause it eliminamec objoction&ble fluctnat;ons
in rotes and’ a;Qtrioutes over sevorel years the burden thet
would © hcrwiuo vo. concontratea in 2 cingle ycar.

A

‘The ev;aence in this roceeding ghowe that coasiaor;ng

an avcrage of tr "°ter power co“a-tlons of the poot several

yeors, tne exzsting rates are Just and rcaconadle. Fluctuations

of fuel cxpense during the past few years have been abs orbea
through thg contingoney *eue*ve ané it auncar° reasorsole that
tnc upuseal productiorn oxpence o* tne vresent year be t*eate& in
the’ Somo way. ;hic nollcy will be juwst to tcc Company and WLl
reve the gront cdded advantage o® avoidipg an incrcased buxden

upon conswmerc et & time when they ere sullerirg fron & general
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e¢on§mic\dén§e;¢ién and a3 inndeguete & vply of eloctrmc energy.

In viow of all the conditions, includmng tnc stron 18 -
?inancial_scatue 0% the Company, the net roturn t0 bo oarnecd oven
seder the very abmormal conditions, .the ecomomic situstion oxi;%—
ing ond the curtailmeht of powor, we nave c¢ome to the donélusion .
thot the present year, although 1t will produce muck less tﬁan'
tho normal net revenuc, chould be uIQGtOQ as but oue of the aany
yqars going to bov. 3 ke up the uvcrage condition upon which rates
shoald be beseds “

The prcvzouu Oraer will, tncrcfore. be rescinded and the
spolication of uouthcrn_calirornia Bdison Company for suthority

. temporarily to increacse its electiric tes will be deniode.

Sogthezn Caii*o*nia Edison Compény neving qpplied,fo thoe
Railroad Commission for authority to file and mﬂ“o effective new
schedwles nrovxd¢“g for an emergency incrcace of electric rates;
tae Railroad Commission having on August 1, 1924, rondered its
Deci°ibn'Wo. 13860 and havin: by Order dcted Auguct 6, 1924, re=
opene& tnc case 2or further hearing, and having by Order dated -
Auguet 11, 1924, gronted the p titlons of certaln s rties for re-
nosxring of 214 mottex, further heerings having beon held, the
mattor nOW'oe;ng "uomitted and ready for dec,s*on, and the ‘Roile
rood Commission beiug of the opinion thpt the auxhorzty applied

for ought not to be granted,
IT IS EZRHBY QRDEE LD tnat tnc Order of this Commission

embodied in its Decision XNo. 15860‘da tod Lugust 1, 1924, be and

the same ig abrogated and rescinded, ond toe applicgtion of South~
oxn Celifornia Bdison Company for authority to-file and male el-
fective néw schedules providing for an emergency incroase of .

electric raotes iz deniede




The forego;ng Opinion axnd Orxder axe nereby anproved

',o

ana ordqxod £iled ot the Onirion and Order of the Railxoad Com~

1ni~cion of tre State of Californma. .
, p _
Deted 8t Ssn Fremcisce, Califorxis, tkis _Jff day of

| ,Om ) » 1_9240

Commicsioners.




. Applicatior XNo. 10,143.

COMMISSIONZRS BRUNDIGE AND (ARTIN, DISSENTING:

The re-hesring hold in this case revealed no new . testi-
mony of impoftance. Actuai opexrating figures fdr lay, June and
July were substituted for estvimated figures. Certain small changes
resulted. There wae & slight increase both in revenue and expenses,
leaving & slightly lesc percentage of return to the Company than
nad been esvimated in the original decision.

The figures presented in these nearings check S0 closely-
that they may be accepted as the fairest end most accurate astimates
that can be made at this time. Such diife:encés of opiniod as may
exist, therefore, may be s52id to be the result of applying conflict-
ing theories to & given or admitted set of facte rather thmm zhe: .

ragverse.

There 4is no dispute as to the fact that iv will coét:thé:
Southern Celifornis Edison Company, in round figures, $5,000,000.p0
more to serve its conswmers with light and power during 1924 than.
it wounld have cost had there prevailed the axefage water conditions
which were the basis of the present rates, which were fixed in
October, 1923. fThe dissgreement smong the members of the 2ailrosd
Commission is over the guestion of what Skell be dome about ite

Tt should be borme in mind that the lack of rainfall in
1924 was the most serious prevailing over a term of approximately
forty years, so far as it affects.ﬁhe éource of hydro-~electric

power in the territory covered by Southorn Californis Edison plents.

The territory served by the Zdison Company has been growing &t &
tremendous rate and the dexmand for power has increased with popule-

tion or even more rapidly. Zdison Company seales in 1923 ixncreased
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30 per cent over those of 1922, ZIZven during 1924, when all in-
dustry was compelled to reduce its demands, it 1s estimated that
total Zdison Compeny sales, measured in kilowatt hours, will ex=-
ceed those of 1923 by opproximssely 17 per cent end those of 1922
by 53 per cent.

During 1924 there was & shortage in hydro-electric
production on the Zdison System of 820,000,000 Z.w.h. below thke
amount that would have been produced wader average water condi~
tions. This is equivalent to & reduction in normal output of
53% per cente |

To meke up this great shortage in hydro-produced power,
the Southern Celiformis Edisor Company not only ran to.full capacity
its efficient Stosm plants, dbut early in the year it pleced in
operation it3 Santa 3arbara and Visalia steam plants, which, in
1923, were thrown out of the rate base becsuse of obsolescende.f'

The Company 6l3c lessed snd rohabilitated every private
3tean plant available whicr could be commected to its syéfem or
to connecting systems, including plsuts of the Pacific Zlectric
Reilway that had not been operaﬁed for s nurber of years. Small

plants of private industries were operated at 1iUs expense and all

surplus power produced byeother electric utilities was purchased

to relieve the situation. So great was the emergency, and SO
{mperative was the demand fox power, the*COﬁpany purchased power
or produced power at & cost waich, in-a pumber of instances, was
in axcesz of the revenue raceived thereirom.

In 1923, the Commission estimated that vae Compeny
should be entitled toweqrn something more than 7% per cent on its
reasonable 1avestment in property "used snd vseful™ ir The public
service. 3y rosson of excessive'cost of productioﬁ, due vo the
wauswelly dry yesr, the Company, in 1924, will esrn gpproximately

84,053,000.00 less than o 7% per cent return. There haes been
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provided, during the pasv Lour years; & contingency Teserve 0

tuke care of difforences in coat oL power due to water conditions

and oil prices. At the doginning of 1924 thore was 1# this fuﬁa
£1,581,000.00. 3By epplying ell this monsy to reduce the pro-
duction oosts of thig year,.the Company s8till falls approximately

$2,472,000,00 short of the estimsted retwrn of 7% per cent , which
was bel;eved 50 he the very minimum the Conmany was entzuled to
oarn under average watex conditions, and out of whilch return it
Luat psy al; the interest on its funded gnd floating debt, inter=
est wpox reinvested deprecistion Treserve, amortize 1its debht dis-
count and xXpense, ond pey dividends upon its stock. |

In the majority opiniorn on %the o*iginal hearing, the

Company was given an ;ncrease of 10 per cent on sll sche&u;ps,
excogt agricultural, for o period of oight ionths. It was ox-
pecfed +het the ivcrease would emount %o. about $1,100,000.00 in
ravenue, ond thaﬁ +his additional smouvnt of money would provide
for the Compsany from 1924 operstions, after including the
$1,581,000.00 from the contingency reserve, approximately 6-3/4

per cent return on the investment in The property devoted to the,
public service. | '

That decision was based o1 & belief that it would be
foir to the Company and to the rate-payers to require each to
besr & part of tho extraordinary burdexn, coused by the oxcessive
and upususl drought. As nearly as could be, the original de~
cision placed sbout one~hslf this burden on the Company sxd the
other helf on the rate-payerss

In the minority opinion in the o?iginal rearing, 1f was
wrged that the Compeny should besx 81l of the extraordinary expenss
incurred during this yesr "in view of tﬁe adegquacey of its revenwes,
together with its accumulated gurplue and its comtingency resefve

5o take osre of its current regquirements.”™ The Compeny's revenues

A7
i ¥
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for this yesr sre inadeguate by $4,053,000.00 to provide a retwn
of even 7% per cent: the Company's sccwrulated surplue did not,

a3 has been alleged, resulf from ekcessive earnings in past years;

+his surplus i3 not & cash fumd, dbut is reinvested in plant; full

ellowance ié made for the use of the contingency reserves
This claih'éeems %0 be abandoned in fhe majority decision

wpon re-heéiing. The éugsestion therein made is that the expenses
0f this yesr be included iz the aversge upon Which rates shall be
beged in the future. This,sﬁggestion means that the losses of this.
#ea; be absorbed over e period of years. The gquestlon which here
is vresented is whetker the increased coste incurred by the Com-
peny during 1924 should, in pert, ve made tp by consumers who have
been beneficiaries of such incressed costs (which was the effect of
the majority decision in tre original hearing), or whether these
costs should be-spresd out over & long term of yesrs and paid for
by consummers who will receive little if any benefit at all from
suck inereased expenditures. The yesr 1924 hsas besn spoken of a8
one year in forty snd if it ie in the contemplation of the majority
members of the Commiscion thet one=Lfortieth of the cost nov cdvéred‘
by contingency reserve scould ve added to the expenses of esch year
for the next forty years, we then would have succeeded only in passe
ing on this dedt %o pocterity. Zven 1f these ¢08%s should be amor=-
tized over s period of only one-half thatl time, it seems that tThe
principle still wowld De ovjectionable. - In effect such a proposal
is to leave in the hands of future Cormissions the duty of reim-
bursing the Company for necessary and sdmitted expenditures, to
which reimbursement it is, in equity,, entitled now. It is obvious
that™he present Commission hes no power to pind ivs successors in
this or‘ény other matter.

-I‘Economic conditions end price levels change from time to
time. Utility retes, o be feir slike to consumers an the Coxpany,
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must change ales. It is not possidle that any Commission can iix
raetes S0 a8 10 Spregd she losses 0f 1924 over & period of forty o
evean or'twenty.years. If this wero poscible, in oux opinion, 1t
would be undesirable. In effect, the result cazn only be to deny
s¥e Company 8ny reimbursement for its extraordinery expenditures.
We feel that 1f some conslderation Is not to be given %W
the extraorainary cost incurred in purchasing and in producing
power t0 keep the wheels of indusiry moving as rapidly as possible

this year, end if all of these extrsordinsry expenditures must be

borne in their entirety by the Company, there will be 1ittle, if

any, incentive, under eimilar conditions in the future, for any

utility to go to suck lengths and inmeuwr such costs as 4ld the
Soutnern California Zdison Coxpeny this yeer in its exndeavor 10
serve its consumers.

For the reasons stated we dissent from the conclusions
contsined in the msjority opinion upon re-hearinge P

7/
Dated at San Francisco, Californis, this // ___dsy

M—WW&/
4
Zommissioners.

.02 October, 1924.




