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Decision 

In the ~at~er ot the Investigation 
u~on the Co=roizs1on~s O~ ~ot1o~ 
int.o the ra.~s., cb.arge~,. e~e.ss.1~iec.­
tiODZ, rules, reO\ll.at1ons. praetices 
and eO::l:tracts 0-: LOS A.~G:s:r3R G~ ~'\D 
zr:'=:CT?IC CORPO RAZION. . 

Eer.:1a:.?lleger a:::J.d ?~uJ. ove~to::l, tor!.os ~e.z. 
Gas a:lc' tzlee·t:-1e Co:",!,ore.tio:c.... 

Erwin P. Wo.-:ler,. Thurmond Clerke,. ?t'edoriek Von 
SChrader Xld Milton~,. !'o::- tho City ot 
!.os ~4.neele$. 

Leo:ce..rd ~.,;::niether t Depu.t.y City Atto=ney, tor t.~ 
C 1 ty o'! Pe.se.dene.. 

:r. o. ~e:=."'i c.::.c. 'Y. '1'. Bcll., -:0= the Eo:::d 0-: P1l"o11e 
Ut'illt1C$ or the City o~ Los .Allg~lcs ... 

Chaste: L. co:rnn, .c1 ty At-::Or:c.ey, tor the ·Cit.y o~' 
Se.nte. Mon1ee.. ...: 

C.b.?3.~ CO=is::.ioner: 

,'0 ? ! N ::: 0 N .--. ..... --_.....--

ow:l: :notion ~s. o:lc,of'i senez 0: inve::.tiStltions 1:::to t:!le =::.tos o~ 

. vc.rious u'!;ilit1es in. the State, w:!lich ~om. d.e.ie:'; on ::ile a'?e....~n~lY 

were re.;'" 1z!ne :;.;. ootte:-net e~-:l1ng' 'the:l was dee!:led. :easollaole·.·. 
~e proceeding ,,::,e.~' eQ.lloe. 0::' :\"ove:n.'!;)er lZ, 1929,. When .. ' " . ,', 

" . ' 

mem.bo::s o:e- the CoI:Ill1szi'o::l"':; ,~oe!l!lie=.l st~~ p!"e3o::.ted ovidenectCld 

e7_'-l1'bits 1~Qj;co.t1:g .tho ,cc.r:.!.:g posi~io:c. 0-: -;he,.Co:1p::ny,. ·bot:c..~ 
• 'I' 

j'" '~'.,"':' 

-~-
,.; 

,'., 

,~ , 



$737 ~OOQ..OO 1J? tho ~e: 19:30. 

the coznissio:::l. ..:e.s to tho o~eet the:; -::i th such a re~et.io::. the 
, ·r, ,. ,. 

, . 
·unde:r:-t:b.e ·e~eu:ns-:e.~ez c 

!.n tor1oeuto!7 order t:as ':="0 pe:--i t t!.ng the co::p c:o.:r . to c:b.r:sc. the 

:c:te:. sought..· . ~etu:il, ~er1o:::lee e:c.r!ng the ~:::l.de:l.~:r o'! ~1:;. r;ro-

eeeding has: no 0; , bo=:.e out. ·the teers ott-he Co=?-c:lY'.· .:t.a. sc.les :b.e.:ve 
I .. • I ... , 

rates. ·::Jloul.e. be lll.'lde ~e:lt. 
"" " 

o-r it:: ge.s rro:perty'.r.l::.1ch. ... ;::0'l;l.d =.~qUi:'e ~O:le ::o::.tlls to eo~ple:?e •. 

Z'.:.::ne tor 'tl';.!.s,· e.z. well az..-=O,dete::1::l.e :ore e.eti:UteJ.;r: t~e3ttce-: 

0": the 'busi:les::. de:r?::'Gcs~o~or. it.z. Sc.::.~es.p .-:ze.s; songh.-:'. :'",?i:l.t!ll.y 
I • • • _ • ~ 



plete~ on JUly 15th. 

~. • t" .. 
0= OV1~enco~ the transe~ipt o~ te~t~ny ~ucbe=i~ ZlZO ~$ ~d 

'. ,.. . 
'be.se. 'e:a.~ veluation we:; 'covere' er:c::lzi velY' by test~:lY nnd. exD.11::>1 ts. 
as \'tell as e.ll ot.J:,e~ 1 te::ls 'bee.r1::::.e uj(on ..ta.at O1ouJ.d ·00.' c. ·~c:lZo:::.~le . .. 

',' ' QuO; '0'1 'all 6'.: 'tho cor.!lict1ne C!ld 1:o.eo::.s1z-;0:l~' eie.i:rnz :tn 

e'V1O:o!lee . it becomes :neo·esze.:-y to r'eaeJ::: tl: Sc.::::l.e inC!. JUt;"'; eo:o.eiU;!~n 
•• 'M .... 

~ to ":"J:ie.t' ":till eo:::.s~1 tu.'te ~ee..::;.o:la.ble re.ios 'to::: 't:!le' ::"o::;W:-o· - rc::es 

~est-,o-:Reo..eo::.o.ole:l.ess.. 
~ .... ..-" 

ju:1sd.iet-ion ~ c~e.b11s:b. reaso:c.c.'ble rates .!"or. util1:;ies o~ .th1s . 
• ~ ", .t '.' !. •• •• ,.. ~ • : 

c.b.aro.cter" has fixed, re..tcs. to Y.1eJ.d. u:ton t!le 1l1st.o=1ocl. 0:= l.:.O~ 
~ ." fill, _ ,'" • 

.. .'. ,. ' ..... I 

the' oooks'~e=e '~ceu:~tely k&~t these h-~e'oeen dee:ed to most ec~etely 
, .. ,. 
so::o-

, .' 
time::.~c'l't.:.e·::l t~ese \10:e net ':-eriaole, it'h3.s, been. .tot6d noee~ to 

e.sti:ll:lte vthe.t. it, cost to :prOduce' t:b.e -=holc or ;e.rts o~ the' l'r~:r 
.. , .... 



.• ;.J.4 

- .. '-""'~.... . 

eRe Coast Valleys ce.s &. -zJ..eetrie Co., .(~9~7), ,l~ C.?,~C. ~oO; 

Southe=n S1er=e~ Po~er Co., C~920} 18 C.?.C. 818; Sou~he:::: ~11-

fo~1a Zdison Com~t, (1921) 19 C.?.C. 595, 
, ., "',~ ... 

~e. (1.923·) 23 C.R.C. 

981"' .) -San .roacn:.in ~.( ~t !.'. 'Por..e ...... !'!O .............. -. f!'t"_on.. (It''l''''') "1 ,.... '"!>,. ';:::"5-~~ ~ - - ~ - ~ ~~ ~ .~.~.~. ~ , . I 
! 

creat :1'estern Peei~ic Ga~ & ~ee~=ic Co., (1942) 22 C.E.C. 744; 

Power Co., (192:3·) 

33·, C..R.C .. 7~). 
. . I 

. ,'", 

• 
2ZC.P..C. 81~; ~citie Tel.. &. Tel. Co • (J.9Z9) . .. . 

-:hi::; 'bes1s utili t.1es o-r this che....-c.c~e::: . 

he.ve grown strong ~d 'Orospe:oou.s. 
~, ,.... . ~ey b.z.ve experienced. ::0 ~::::1-

• .,1,. ..... " > 

. COn.-. .. 
I 

!"ield o~ i::lves.t!llc:l ~ ~eadi17 3!l.<t: at ~ .s:'s.~~ 1 ....' . ",:' " ',.' .-: .. ~~ .,,' ~r 

·.~o.e:~:!S.1ne.. ~~t;e, 9=. cost. . 
• ,.' It' .. """ •• "' .. -. 

, . Zo,e Los .A::lgeles Go....s &. 3lee-::ic Cor,ore.tio::l 1:: :-espeet to 
.... • • ~ •. . ....' ~ • " .' , ~ . ~ I,. .',. -I ~ .. '..... ," rI,' l' • 

1 ts: gas operat1o:lS hes ooen ooto;:oe ~h1s CO:::u.ss1o:. treo:~e::J.-:;ly ~1nce 
, ' • '~'... ~. I ., ~ • • ".:, .. ', '~. • ,.,. •• , .... : 

the time. the. Commission. Ue.S- given jurisdic.tio:c. ove::- :t~s~ra.tes, :;0:::.0- .. 
Ii ~ ~.~ • ~, " • ", ,'.. ~ • ... ,_ 

ti::ne::;. Oll its: 'e.Ji:plleation. :0:: eut.ho:-i ty to 1:lc::ease .its. ::e.-:es~ $01:10--

t'i:ne~: at" ihe' "1nitariee'ot the Co=i:;~lon. or 0: oO:'1'le.1~ts loo~ 
· , . · ..... ,. ' .. •. . .. 

):;., · ... In ~~Ae ~Cr~,~eo. R"r:'¥ :t:e~r't pt 'the ?.e.ilroe.C. ·Co=1ssiOll ~o,:: 
1918-9 ft. al'l'Ca:s .thc.t. :z.t~he c~ose o-r tho' year ··19lZ'''t;:c··~eee.t.e 
j'17.ed. ,ce~1te.l. 0-; ~he. S~ :~,d e1co.t:-1e ut~1-:1es .o~ ~:c.e ste.~ was 
$4;6.8.588.4:07.07. Be~ee:L. 1918 e.n~ l~28 ~z i::lc=e~d. "~epic!ly; 

" the tot.e.l'.~.ege.te tiXed o.e.p1tcl. ~.U!lt1J:.g to :::. tote.l 0": , . 
01,185,372,,,478.71 by ~e elo:e 0: 1928 Ce~rual. =opOrt 'ter 1928-9). 
Za.e ~ege,te par . value , o:t issued ·oor.c:.s ~c. zteel: o~ g"'~ =<1. e~cc­
tr1.e u.tilities, as teken :!:rom the a.:mueJ. ~o~o:-tz 0-: 'the'com:1ssiO:::l> 
~fe.s .$54:3.285.,.59-i.04 ,.U 1918 and. $1,.lZ3,.558,757.82 1::., 1928., 'en in-
crease 0: ~5S0,575 .. 1OS.7e.." ,Z.:le inc::ee.se 1:ic~uae$~$3l0,500_527~50' ' .. 

.. o~ bonds •. '. '" ",'l;l ,~7.s.1so~ re::?ort~ :'ilod ~ th ~he .com::l1~1011. show:z 
t.ho.t ~b.e rc::la1ne.e:" ot :;;259,872,535.28 eO::lSists 0: SZlS ~9~S·,54'7;9.c:· .. 

. ot ;D:::ct"errod,:;;-;oek:Clle. C"9,,928.,988.Z4 o'! CO::::LO!l.' ."~. ' .. 
~& :=,ollor::ing t.a:oulilt1o:::, sho .. ,:=-· ~e oe:;i s . Oll ":I1l1oh ~he.· RC.1lroad 

,Cor.:::t1~10n has. ,~tllo:1zed Sotl.thorn.CeJ.1tor:tiC- Zd.isoll Co:c:!,c::y·c.n~ . 
?ac1:-ic Gas er.d. zleetric Co:::pe.n~r to izzuc' '00::10.::. c.::l~ j;l=cit'enec!" :::t 6cb , 

.0,0 bg .1:o.die c.~i ve not o::J.ly. ot thei:" .,g:-O;":l't8. 0:u.t. or. ~::'e l~s~~~~st 
or ::lo:ley: . , , .. ' 

. . 
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z to rc~uetio~ o~ ratos. 
, , 

':lOre" testae. or measu:-ed' 'by the:' :;~de.rd' :;te:~ed e.bovc. 

tor '1 tsgas 'dept.:.r~e:i -;- bas' grO"ml ':':"om. approxi,.-nr:-;ely .$12 ~~(; ,coo. 1::. 

, '~-l':i6'·~o;'·::.c:W:17 ~;59'.)O'oo~oo6. '1:::1. 1929 ~ ~d i-;s' i:ld.o~e:ld~t.,:iet.1ve .:J.Ote::; . . .,-

Yce.:: ' " ' 

~ee-
tive 
::-ate 

Ct:.' (0 

l.~i~: ,16 CRe· 423"$'?"OOC~OOO~ 5.58 
:l920;: '18 C2C lM .. 5,,.000.000. 7 .. 54-
~9Zl:: ,20'" CaC294'·' 6,00'0,.000. 7.80 
1.922;:·22 /CEC ,,41.7: , 5,.1.6.0~OOO.. ~'75 
1925:24 ~~5 ::2,500,.000. s.,SQ. 
~~~~, ~,CRC:., ,S~1 ,j"4",OOO,,opO.,. 5.~5 

1.9U: Dec. l67eJ.. 1,.:0,00.0.,0,00.. .5.40, 
192,7: 30· eRC 3.55· 3C.OOO"OOO.. 5,.2.0 
1.92$: " 

, , ~. ,,' """ ' . ' 

19Z9,: ZS eRe" 45:L ~5,,.000 ,coo... 5~040 
1.930: "Dee,. '.2Zl:2l. .5,.OOO~,OOO... ,5.l8 

: . .. .. .. 
. -.. .. 
... .. .. .. .. .. .. .. .. .. -.. 

2Z, CRe, ~5 
2S CRe: 651. 
2S eRe 579 
27 CRe 130 
2S CEC" 370. 
so em 754-

: ~ ,31. CRC ~S.9. 
33 cp.c: 5']"-5> .. .. .. .. 

"- 'I' ' /. 

""', 
,j .... 

$ 9~~,.OOO~." .. 
5'~ 1)00':,,000;. ::--: ' 

Ie , \; ~j , 000:', 
, 0 I"\,·v ... · 00'" " , _ ,,-..r..J ... ~ v .... 

10., O~ "yeO. 
,. 0 fV\O' "OCI'\.-'; . - ,;."V,. v ... 
1.0 ,OO,O,.OCO~., . 
10 ,OOO;O~~ ,', 

:a:~ee- ' , 
~1ve' 
::a-:e 
~ 

7.00 
"7.00 
G.8Q. 
0..2:5 
.6.2$, S.es, 
5 .. .1$]." 
5 .. o.:l 

Paeirie G~~ ~~ ~ect~ic Co. 
Bonds , . . Preter:-ed stock 

- i& c?c 154 ;.;( 5.o00,.ooti. 7.'47 .. .. ~6 CEC ~es .3,500.,,000. ,7.0S. .. - :i.9 cae 7 . 5 ~OO9-.000 •. .7_50 -.. 20 c::te: 688, 2.,QOO~OOO~ .,.:._ 7.50 -... 2Z CRe. ~6& 5 000 000 _. 6.se. '." .. ' :j", .'" . .:"""'~ ... : .. ~ ~+' .c~_.: .. , " 
... 2Z ,eRC 923- ,2:,,.5oq.~COO~' .. ", '5.6-7 ~. .. .. .. 

27 _eRe' 335, 
<"f - , 2..S00p;OOO •. ,·5-ZZ .. .. 29 eRe J.37 :::' Ji090:.,.OOO'., . &.00 -.. 29 eRe 276- 5,~ 900,.0,00. 6.lZ . .. . ,zz C~:2il. ~ ~o "ooO'p~o-", .. 5..6l. .. .. DeC • ~ _0 ~ooc.oQo •.. 5..61. ", 

" , .. 
, . 

2. BY eonst.!.tut1oncl. e:no::l6e:::.~ edo:t'te.~' in i9l~, 'the ?c.1lroe.c. C'o::m1~ion 
was vested.;:'ith· jur1sd1etio:l over tho rstes. o! t!:.e· CO::l.pe:ly. ,.Sho~lY' the:e-
e.tt er a:p,l.ico.t.ion" ... u!~ :llC,o.o :.or en . i:l.c=e.~se in ~ 0. ~e:; w:c.ile ~lle 01 t7' .' O'! !.os ' 
l..Ilgclei t'ilec. Co eom!llaint o.ttae'k1:::.g the :oates.. ;;;:J. e%tenz1ve 1r.Y~Z,t1ge.~:Oll 
followed an'd thet'.1o mtters "Noro d!.sJ;losed. ot 0".1 0. c.ecisio:c. he.:o.dec. down J..:l 
~st 1917. (Re Los Angeles Gas & Zlectrie Cor~.~ 13 C-R.C. 724). ?atez 
were rued. on tho basi:; s~'ted., es'tima~ec. 'So yielc. en e. peree::::: =etUJ."1:.- The-

-5-



,. ' 

crecse~ tro: appro~te~y $e,OOo,OOO. in 1916 to over ~~l,OOO,OOO. 

1:1 1929. 

at the oe.g1:mi:lg 0-: 't:llat. pe!"iocl •.. 

::.sl.e ot 't:he Com,o.nj"s bonds end 7-e!or:-e~ ::;~oek, tb.ese h:lVi:lg been 

I:S:'koted. e. -= eo grc..Cl:.ally le::.sen1ng cos~, ,so' that the l':"Czent !!n"':u.e.l. 
, 

eosto~ itz bo~d ~d p~eter~ed stock money is c.~7 ,e=c~t~ 

'.its de:?="ec1etion reserve ~as ,'bce::l invested 1:1. the ~~ope:ty • 

. 
pe:-ee:l.t, "'!:>e1n:g ·tJle !:-e.:~e a~ ~v:b.1ch it is rectu:L.~d. to e.c·eou:l.t :f'or it:: ,:::e-

• )If'. " 

se::-ve, ·the· ·annual. oost~o:: its bond, ,rete:::-:::oci zto~ :a':.le. ;Q.o,rccie::1on' 
I • .... 1-,' 

re$e~ve :oney is but S.14 ,~e~t. 0:0. DeeeI:loer"31, .·1929tlle Co::.~ 
\ . . ~ 

.' b:ad·outs-;'a:l.d1ng in~the.b.e:l.Q.s o~ tho ~u"Ol!.c $47.070,000.,~ vc.lue,ot 

value 0 t eo:r:::o:o.: .s-=oek. 
.\ . . . 

l'orted at'·$1&.S04.,105 .. 15 ... All o'! 1";$ 00=0:1.; stock.is OWlle~'by Paciric' 
'" ., .,. 

2,- Co:::rt."tt": ~ . 
.. . . . ". !"ollovt1!l.S. ycar ~the" C·o:::c.,~y~ e.gair. sought e:l i~e=ellSe i:.' =e.~es in tho-,-

~0l".Cl. ota;.··::;u:clln=ge e:ad. rates 7:ere tixcdto ·yield en es-=1me.~ec. re-.... -
tu...-:J. oZ 7.87 ·pereellt~ . (:-\0-::'0:' ;.!lr:,:eles cas &. 'Electric ·co:":?_">,. 16- C.3.C. 
4~8}., ~ JUnel192~ this Co==iss1on ~ge~, on a~p!Ica~ion o! the 
Co:::;:per.y', e=ellte~ 0:0. 1:::.e::-ee.se in rate3, the ehsrges authorized 'be1:lg . 
ealcul.~ed to yield. c. =etu...~ on. the be.ci~ stated o~· 8 l'e:een~ =, .. g, 
?e.=eent 0::' ~rte.:1;u. c=.pita1~-::b.!'c:b. !!a.de.:!llee. to!" Co high i=.-:eres.t :ra:te~ 

. ,C:ReLos ~t:leele.$ C:e.s. &'·E'leetrie Cor,., 20 C.:3..C. 9S). . ~e:-w¢~. r.e::-c next 
!Uec.· at ~.:le· close·, 0;' 'the yea;: 192:0., the :r.atter eo::i:lg 1.)etore the • 
'CommizzioZl 1:. the c:om:;,JeJlj""z :::'l',l!.e~tio::. -:0:: c.:c. incrce.ze. ·Tlle sar.e 
basis· to::- ~e~er.mi::.1n.g ::ecsoneole::.ess ~es used ~c. the ::-ate ot retu.-n 
deemed. rcaso:lable ":1e..s 7.8 ~e::-ee!'lt. eRe Los ,.t,;lt:elcs· Gas &. 'Zlectrie 

~ Cor:.Q., 2.9 ~C • .R.C. !64}. ,. Fo!lonng.s. co::piain't Coy· -;he" ·ci 'C!, ot· J;,o-s 
Angerez 'rc. te<s o~ tlle co:::::.!' e.:c.y ··we::-e re<lucod -le te in -=he. yozrI928;I."t1::.e . 
r~-=es.· :ixed.. be1.ng esti:atec. to ·yieJ.ct. a, :"etu==. o'! slizh,tly jz exeCGS--
ot'7-: pe::eent., (?e!-os .!::4R:elc.z GC.:z~~:·'Zlec-;=iC'Cor2"!.z.. 32 ·C.?'.C~_379) • 

.. .. .... ... '" .. 
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Since 1915 bu-; $4, SOO ,0.00. 0": this s-;oek has 

been pu=chased to':: cash, $5~500,000., howeve,::, hav1llg.been diztributed 

to Paoitic !.1ght1ng Co=:PO::"e.tioll; in the !"o=m o'!" stockd1'vie.endz, :reFe-

.sen ting earnings 1e~ in t~e :p:'o~:-ty. D·!. v1dondz have been :paid on 

its co::m:.on stock o:t 7.20· percent pe:- sha=e ($~OO pes ·ve.lue) in 19l.6., 

, 1917 end 19lB; 7.4 :percent in 1919; 8.4 J?ercen~ 1n1920; 1921:~d. 

1922;8.7 pe=cent in 1923;' 3~75 :pe=ee~t in 192~, included 1n~1ch 

is 25 percent as a ~-;ock dividend 0:$2,500,000.; 9 percent 1n 1925; 

9.8~5 pe,rcent in 1926; 35.17 ~=cent in 1927, Which includes a' s~oek 

d1 vidend. o:t n.42 pe:-cent, 0:: $3,000,000.;. 15 pe:-ce:l.t in 1928, e.nd 

17 percent in 1929. 
- . 

1:1 1916. to $4,176.,563.09 in :1.929, -::hile i~$ depreciation ::-ese=ve 1:1-

c:-ee.:sed. from. $3,8~,.38S.·36to, as sa1e. o."oovo., $16-,804,105.lS. 

:!?est· 'Zarnings. 

Table I, ouil~ up !=om !1nd1ngs in co~ss10n9s'deeis10ns, 
.. 

records u:po~ which such dec1sio:tS ere be.sed, and the CO::::lp::l.Y": e.n:meJ. 

::-eports ~ ino.iee.tes the es..'"ning l'Os1 tio::l. ot: ·the COmpe.ny 1'6= the yea::-s 

1916 to 1929, 1ncl~sive, on the basis u~on ~ich its rato$ and the , , . 

rates o:t othe= utilities have ~een ::::eas:cred. ~ ~. =easonableness., exee::;>t 

tha.t in Vie'll o~ the conolusions ho:-e~ter :-eaebed, respeet1ng co=erz" 
-

ad.vances this item has not been. d.educted ill building u:s> the ro.tebe.ses. 

In this table ad.just:o.e:c.ts have not beo:l mad.e to:- tem:pe=a~c eond,i-:::tons 

or othe:.,1se. The t'igu::es a=e those :epo=ted b:r tho Col1l.~ c~eeke4. 

against CoJ::liss1on t:ind.1ngs. 

yee::, the latest veJ.ue has "ceen teken e.:J..d ee.::":1e~ beck to e.. year ill 
. 3 

whioh they have been t'1%e~ AS to1ts eleet::-1e :pro:pe:-t1es~ lsc.d 

cash ea:p-1te.l e.::l.d Ina tc=ials ene. zu,j?:1.ies- he..ve he.d to 'be e.~o~.,e4:. ., . 

z. 'fEe. e::ect or this in 1ncreasUg the =0.::0 'base e::.d co:::lSCquentl3' 
10we=1:og tho ::-ate ot =etu."'ll. is il1ust=e.ted. by ~c test1mOny ot !C:'. 
Masser, or tho c:ompa:lY, Oll No\"'c.:.ber 2Z, 1925, who:-e 1::. teztity!:Jg· as· 
to the ee...."'"lliDgs ot' the gas. do:pe:tment ot' the co::nj?t:lY in J;>reeO~llg 
yee:rs. he ~ointed. out the.t the :::ct-.;z...-u in 1922 we.s 7.4. ~reent, in·192Z 
0..31 :Pe=cent, and. in. 192" 5.81 :Pe=eont, o.l:L, 1-:' w-c1i be ob::;c::-ved" 
sl.1ght.l~r. in excess ot' t::.e.t sb.o-=:c. in Tablo I. 
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, •.... 

~ 

}JP 

I I 

• • 
,~ I 

1916 
1917 
1918 

'1919 
1900 
1921 
1922 
1923 
1924 
1926 
1926 
1927 
1928 
1929 

TAB~ NO.1 . . .. 
" 

HAT!: B'ASE, 'Rt:rU~ "A.)ID R.~T8 01 J\}.'1'VaN 
- . ois AND fLDiiEUO DSPAR~~'tf'S .. 

..~ • m\RS' 1§16-19~§" .. ,:,.; . 
~ ~ 

" 

---- , • --------,-~ ~-- .COlAb~". , 
Oa.& Dbpar\'t.on\ " 8160\ .. 10 DOPar\,a.Ql\' . , Depl.rjien\ :, . 

.". Rs.\e !!l.80· .Ret' for RetUrn ,'Rare of Re\\U'n Ie R9.\e B&.sO· ,HeE lor Ro\ur'n t'Rat. or ne\ur;rl~'fi o,t tt&turn • 
.. .. • • v-- F , • • ._ .-- • .... ._ ... _ • • • • .. • ......... 

~12,f,92,434. *1,163,122,' 9.16 46,070,000. ~99.b?l. . .8.23· 8.8$ 
13,039,710. 1.1l4,879. e.M· 6,&19.000. 353,842.,· 6.6~· 7.60 
13,398,711., 906,676. 6,77' 6,458,000. 407,916. 6,34· ,~ 6.6a 
13,971,70fi. 1.1U),816. 8.31 ' 6,617,000. 424,990, 6.62 7,'1~ 
16,211,~34. 1,207,429" 7.94 7,030,000. 607,698, '1.~2 1.'11 
21,327,234. 1,119,669" 6,26 8,348.000. 740,296. 8 .• ,~7 6.27 
29,043,144.' 2,067,132., '1,12 10,5'l9,OOO, 1,174,793, 11,32 8 .. 23, 
37,603,113, 2.?'93.e~5.· 6,12 13,362,000, 1,609,16:4. ' . 13,65 8,01 (. 
45,466.164, 3,()?2,o~n. 6,65 17,483,000.· 2,603,692, . 14,89 8,94 ' . 
51,31'1,~26. 3,483;619, 6.'l~ ?A,426.000. 2j323,6~9, 9,61 7.67 
64,699,052. 3.460,'161, 6.e6., ~li030.000. 2,761,426,· 8,87 7.27 
66,602,089. 6,046,259. 8,e8 33,741,000. 3,012,487. 9,11-8,97 
67,662.659. 6,095,917, 8.8S 37,567,000. 3.299,277,' 8.1S e.61 
f)9,070. 66~.· 6,'705,990., 9,66 41 t3~,OOO. 3,621,764, 6.76 ' 9,29 

Avot,:\g-G. '1,66 9~44 8.26 

_-: :..; :: ::: I.: ;-

" 

t 



'. " 

Pa..-t I. Ze:lli?-s :pO,si~t:on .o~ 'tb;e .~::.:V~ in 1928, 1.929, 

a:o.C!. 1930, on. t.b.e basis. her~toro=e used in ::-espeot 
I • ., ~. t' • "'I • '. ' 

to -:lli$ a:nG. other eompe.rable ilt.1ll ties !n n:rlng 
'. 4 9 ., "," _, ~ • 

=e:tes. 

-?e=t I!I. :ae.~O~l.e .:=e'ti:ll-:~. ~d' ~ e.~ ~~o:c>er to eee:l.t.a.bli.shed. 
,I, " 

Pert IV. '!e::::.:pere:tu=e rese:ve. 

:'".As !)re!e..to17 -=0- the di seussiCQ.; r.h1eh :tollows, it. is pert1:l.en't 

to po1nt. ou.t that when"~e zyz.ten:. '0:C l"egI%ltl.t1on o=t :public" util.1 ties 

ot utU1.t1es, 1110lu.d.1rJ.g~gas. .. and .eJ.cetnc,. su;b-jeet to thejur!.s.d1et1on . ' 

ot the Co~ss1~ . 
able or conce1 vable 1 t-em o:r:~ expene.1 t:ure: "llaS,cove::'ed. ill one ":1a:y' or 

: "' .. " 
anothe=. 'Some ole.e:ly t'ell 1::.to ~e ce.tego::-y o~ cap1t.el. '~::ld1tura, 

~ , ' , ,. 
such as tl?-e direct. ::ater1al and ,le.bo;:: co:ts ot phys1~ i!ro-per~; 

... , 
others, with ect'i:I.tU el:n-j:t.y,~ teJ;1.· 1D.to;·~e clAsz1!'1co:~1on. ot our:O::l't 

operating ex:gense;othe=s o::ere. 'Ot~ .. a :o.atu:-e ~to :'''oe.: grouped nth balance 

shoet 1nco:ne or surplus aeeo'Oll.ts. s.oz, accounts. were not. o~ e. c"':.e...-aeter 
,-. 

to 'be so clearly clAss1t1ed. Nor. business eX',PCllse,. -:0:: i:::sta:c.c:e, int.o 
,. .. • • ..... .' • .' "It" of" ... ' '.. ~ • 

which accoU1l.t ~b.ere -ne..s intended: to now -t.i!.t items. or e:coend1 tare - -
he.V1llg to do vz1 th the eost ot" a.tte.ch1:lg' bus1:les's, might. have been 

cO:lS1del"o'c' a.J. a capital. e:.-:pe:::ld..\ t'c::'e or az a::. oIlOl"at1:cg, e~nse. It 

was :put 1:ll.to the latter cle.s~if'i,,~e.t!on.. 
" • .r.; .,. • ,.,~ .~! ,. '.". ~ • .,. • '. ~' 

Into orge.::J.iZat1on ~~~e, e. ec.::i?1tcl.:'itom~,- tllc:e. roes per-

m1 t',~ed -:0 tlOVl not onlY ell. ~,·;'se$ 0-: 0= gen1z1=g the co::o;porat1oD. 
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" • 
but a.l.so cos.ts. or 1?!"omo~1cn ::ld the ~nz.es 1nc1 dent to the sale. ot 

co:m:no.Il: and :itreterree. stoek. 

T:b.e C:o:t:J:l.iszio:o., 1n exere:tsing itstmlCtionsot deter::1n j:ng 

:-easo:a.:.ble ::-ates tor 'u-:illt1es e.:n.d 1n otb.el"Wi.se exerc1si:lg it.s juris-

diction over them, has elvz~ attached g:=-eat 1l:lpo:-ta:o.ce, to the 

.. 
been e.ccura.te1ykept,. ~e.:p:p&e=$ ,to J:la.ve -bee doneb7 this Co::.:p~. 

~e sa:mo :pollcy 1 shere oo.sened.. 

PART' I. -
'rho order· here. :ma.dc dee.l.s with the !Utt::e ~u:~ in dcte.-m1n1ng 

;probable operative :-esu~t$ 'g::"ee.t ~1e;ilt must be g1 Vel:. ~ ,-:h.e· ae-:ueJ. 
4 

exj;)er1onee 0": the Com:p~. Re:t~is o'! course are not ~1Xe<:' ~or I!IJ.Y' 

pe:t icula:: ealend..e.r yea. 

! 

atteet' re,venue' 'and o~e=e.t1ng ex!Jense, -::ill be :a.elptU:l. in :~l>~s1ng 

the tuture.- . Here there. ~e :p::esent ·~-1Otlz. abllo::::me.l oond!.-:r1ons tor' 

operating ::-evollllc,. tor -. :t:lZte:a.ee" 'is, sub:::te:c.t1ally tU"!eeteid 'by tel:.~a­
~o eo:c.e.:t t10::tZ. Ne~l,. 5S ~re'ent o~ -:::b.e C:o~t:l:rt'::: grosz. revenu~ 'is' 

~ , 

der1vect'in the months :t:ro::. November to ~1:L,. 1:J.eJ.us1vo. 'It lott' ' 

1ngl:r high. 

the 1:c.gen:t:t!'t7 o'! the e::g1nee:rs Ms evo!.ved to'==nnjas '!)y-'~lneh sues, 
revenue ond' cost 0-: prohe.sed. gas may 'be ~e.nsle.ted. ~o no:::c.eJ:' -=e:Qera- . 

ture cond1t1ons. . 
. The t'ol'lowi:le ~able II state.so:pe:-at'1llg%'eSU~ts o~ ~he 

com;pany"s gas' ~e'Oe.rtmen~ ":0:- ~:b.eyee:: 1928, e.dj'll:rted. in re:;pect '-:'0 

4.. In ::ece:c.t', rate cases. the C:o::n1s,siOXl..bas eX?erteneed d.1ttie~t;r 
ill fiXing re:ees ':lll1eh Y1e:Lc.ed the re.te ot =o~n intene.ed and thought 
rea.so:::.e.ble. Late 1n 192.6.::-e.tes -:ere !ued:. to Yiele.. ~ =e~, <Yr. 
7.8 l?C=een~ (29 ,C.R.C. 164). ~ey e.ettl.elly Yielded in 19Z1'-8~8S per-
cent a:l.d,in 1.928 S.as pe:'cent C~ee Table I) •. , Age.1.:l, .. l.e:te 1n--:1.9Ze, .. 
the commiSSion. t'ued. :':!tes to, Yield. e.. retu.rn or 7.z percent (32 'c.? .. c. 
3.79). ~ey aotue.lly Yielded e. ::'e'ttl...-:t or 9.6.5 pe=cent. 
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opere:~ing ~eve::lue c.n.d. eo:;"'; o~ ·no.-:U::'eJ.. ee.s. ~o renee":. ::.or.r..~~ , te:nl)tea~e 

oo~d1tio~s and e:isti:g r~te$ ~d dop~cci~tio~ O~ the ~ez1s ho=e1na-~e= . 
discusse~ and ~ound to ~~ reesonao!o; !o~ t~e y~ 1929'11~ewise ad-

just?d ~ retlect no::e.l to.=.::;>ere::ure co=.ditions t1nd tt:?: dopreciation, 

~d also to e~~~1:atc ~ho ?cc1~ie Lightine 9or?Orct1on ,ay:ent ~o=ein 
JI> A...· j ""1 ~1 .:r ,1f "" 11"1 "ZO "" of - .. d" .. " ,.. ... ounloO. 110 00 un. ,us" ... Ol.l.; Q:llo,t. ... or -';oJ e.s eslofJ.:l.:l ... o OT Iof.ae ..... o~ 

adjusted to eo :::lo=::w.l te!lperetu::e jea:r:l:ld e.dju.sted -:0:: de,:-ee1~1o~ ., 
e.:c.d Wit:!::. the :?e.ei:1o !.igiltins Co~:?orc.t10::l. ::;>8.:;':lent. cl1:l:1.::::lAtee. ~d to:: , 

izee.. re.te. Taxe:::. 'to;: each ot ·the~e yeo.=s hc,ve"ocen :::.djuzted t~ re-

~igures used will ~e treated subze~uently. 

. " 

, , 

" 
, '.,.:'- . 

-l:l-' .. , 



DJ'tiSTED O~ING ~m.TS OJ:' GAS ,DE? J::P.T1$"'T 0:5" I.OS 
;XGElis GAS AI."IDEUCTR!C CC?'pORA.TIO~~ ~'O? YEA-J.S 1~$~ 
19~9 . and 1930 - HISTOR!CAL BASIS. ' 

l~m 1~~?J l~ ES.t.; 

Operating Eevenue, $l4,959·,000. $lS,989~OOO. $.~6,.4J.S,.OOO. 
Operatillg ~~e$: '.' 

P:'odllet1o:::z., . 4,597,000. 4,6l7,000. 4.,.612,OOO • 
Transm1ssi,on:. 1,000. 0.,000. -D1s.tr1'Ont1on, ~7,.OOO. 780,.000. ~,lZ3,OOO. 
c:ommere1u, 829,000.. 009,000. ess"OOO,.· 
N~ Business, llZ,OOO. llO,OOO. ll~,OOO_ 
General,. 

(·'t 

70~tOOO. 720 z000. ~zOOS.t.0OO. 
SU"o-Totc.l., v 1 ,oo~ ,1)00. ~1,m,OOO. ~7,.,m,~. 

De,:oec1 at 1011., e 943,000. A 967,000. ~ 9'90,000.. 'it. or 
T'eXes, 1,5Z5"OOO. 1,61,15,,000. 1,~7,.OOO ... 
'O'noollect1bJ..e B1lls., 1.:30 z000. J.8Oz000. 'lSZzOOO. 

Stlb-To~,. ~ ~,5$8,OOO. ~,762.,OOO •. ~,~,b06. 

To-:el, O:ve=e..ting ZXpe::lSe,. $9,.685.,000. $9,.~,00O. $lO,558,Ooo •. 
Net to::: Retur:t,. 5,2'74,.000. ,6-,105,000. 5,85,-,.000. 
Rate :aase, 57,.838,.000. 59,220,000. 50" 7~,OOO. 
Rate ot' Retu.rn,. 9.1% 10.S% 9'.6% 
7Ie1g!:::.te.d. 'Average Re~~ 

tor S-yea::: Period 9.7t% 

Rate :sase." 

The ra~e bases in this table are bui~'t: u~on t::o.at estab11=2:ted. , 

in 1917 (13 C.R.C. 724) aug:ne::.ted. by' ::let e.de.1~1o::.s and. better.:nents: ::z 

entered upon the CO~"s books but. n~h ~~d in 1928, 1929 and 195') 
. , 

at 1t3. value e.s 00: Deee:oer 31~ 1929, e:.s ~est1t1ed:. to by jjt:. Mc.snl1'-r~e~ 
. 5 

le.nd. e,:p:pr'e.!.ser 0: the C'.ommis si on. Za.ese be.se$ have not boen raised 

az.· urged. by the co::J.~ny ~eee.U$e 0-: the cle1:ned omission. 0: ,.to.....,~ed. 
ove=head ehc.:=gos, o.l~oee.ted by the C:oI:lp::lY ~:::L :rea:- to yet:: e:c.d 1ll the 

:). xhe oreak-d.OWll. ot ~he rate oe.se· ~1gtl:"e used tor ~930 is ~ tollows: 
Dltang1"ole eapit.e.l ~ ot Dece.::."oer 3l, ~929: 

Organ.1Za.t1o::t., ...................... $4l5,.735 .. 
FreJlch1ses, ••... ,. ..•.••.... ,... l.3'z 391.. 

TotsJ. Inte:c.g1ble ca:p1t.al.', $ 429 ,.lZ6. 

'Z=eiO!e CapiteJ. a.s or :Dece:cber 3l ~!.~29: .... . 
Land, ••••••••••••••••• --.-.- •• ~ ~,500~~ 
Prodllet10ll. c:a:,p1taJ.. .oo .............. 19,2J.5,.650. 
D1st=1'bil't:1ol:. ce.p1te.l. ........... 32,205,912. 
Genere!.. Ce.p1tal., ........................ 3,335,,6lloo 

'!ot1!l. T8:lgib1e Ca~1tal. ~5B:~2S8,,05J. .. 
(COli~:d) .,. 

~''- . 
. "'r-: . ,~ 



• 

or~.ry eo'O:se o~ its a:ceotul.t1:o.g p:re.ct1ee. to operating e~cns~:~.. III 

the 1ll1t1al. ease 'involVing theg~ r~tes '0-= '~1s 'Co~e:lY a rate base 

was' :1xed. 1neludi=lg ove::-head charges su'bstant1e.Uy higher than those-
. , 

charged by the C'o:nl'e:lY' 1:l. :,tn'eeed1:c.g yee::s and. e.J;)1'rox1=.a.ting tho·ze ,now 

el~ed. The Co~ was thu8, tttllY appriso~ ot' ~ bas1z' o~ eesi~ 

to capital certain. gene:-e1. che.:-ges a.lloee.table ~ z>e.rt to ee.p1te.:l' e.nd 
~ , 

in part to operat1o:t. Not":l1thsta:ld1ng %he !act that,.. it we.:s thus 
. , 

d.ct1n1 tely adv.1sed. ot the ~ro,:-1c't:v 0: al.1ocat1ng I:lO:"e or these to 
. . " . " . 

" I I ". 

:'" ( 

capitaL a1.l.d le~z to operatio:J., the company, 1:1. subsequently meking those 

s:I;)l1 ts 0:: allocat1ollS, sew t1't 'Zo alloce. to on its books ;the buJ.k o'! 

, ., 

under , 

Add.1 t1 o:::eJ. ..e..llowanc.c ~ In~e.rest 
, c.u=1;cg Const1"llet1o:x. • • • • • • • ,$; J.5S,OOO. 

G:"e:l~, Total. Fixed. ~1~ C;$ ot" 
Dece:iOer ~l, 1.929 • • • • ., • . . 

One.-halt' CCOmpall:r"S Zst1.'c:tte) Net 
Additions and. :Settol:'me~S tor 1930 

Avorcge ?,,-xed. C'~1tel. ,.",1930". • • ~ ,,,, .. ~. 

Me:ter1e.l.s e.nc1 SUPl'lie s • • . . -
. .. . 

Ea'te. Base". • • .'. • .. '. • • .. .. .. 
'C> . . ' Eate ~trsed • ~ ........ .. 

767,103. 

5S ~609 ,29 c.. 
450,000..: 

M5~OOO~ 

- 60, 7()4;,2.90. 

60~·7~,.OOO,; , 

/,' 

/ 

; . 

Es.'t1IC;.'te.::> or the' l:.1stor1cal"e,0,st. ot' tlle'$t,~llctural p::ope::ty wc:-e 
m.e.de in this proceedix:g, both by tho co::i:pe:A"J' eJld by the Co:::n:l1ss.10::l,"s . 
Valuation Del'e:'t:le:J.t;; :ZXclud!::s::ove=b.e~, .the. Co~ renolled. e_ t1gu:.e 
e.pp:-oXimately $300,000. h1gb.e:r; t~c.:l :the one obtained. by teidng the 191? 
rate "oa:;e as t1Xed by the CoI:m1ssipn, ,in its t1rst decision a:.d building 
up on the. t, rzh11e the 7aluat ion D,ell.t;',tment 0":, the COIrlX:l1 ssi on. ree.chod a 
t1gu:e app:-ox1=l.atoly $300.000. lor-or tha:l. the one thuz, o"ote.:1lled. ~e 
te.ct that each ot these e.stim:J..tes, 1llde:pendentJ.y reac'Jled. by employing 
somewhat d1t:erent methods sn~ :procedure. co~~v:~onde~ so closely to the 
h1stor1eeJ. cost t1gure &oS used. e.;nd. e;coep-:ed "0:7 the Co:m:.iss:1.on and 'by the 
Com:.Qex.y ~ corree'f; 1n. tho serie,s ot, =ate deter.:n1nat10ns !"11Dn1ng trom. 1917 
to 1928, cont'1...-:n.s its subste.nt1aJ. :::ccuracy. The ~1eu:-e us~d eo:c.tol"l'tZ 
to the a.ccounting. p::a.ot1ce' ot the CO~e.n.y tlS -=0 the bUll: o'!1.-:s. invest-
men't;, ":lh1ch hl!Z in.ere:l.sed. trO:l a"ro::c :t:::ate 1y e13. 000.000 •. '·1:l.: 'l9~7 to. over 
$58,000,000-. in 1929, ~he c.ittercnoe reJ;):"esent1:l.g net aMitio11S and / 
botte=m.ents G.ilr1ng this :period e.s ins.eri"ood in the. COm~enY"'sbook:: ~ 
records. Ur. Me.A.uJ.1~~e o.:t.G. the COlll!>=Y"s 1=.0. e.I>:p=sor wo:-e :==-~.~. 
:pr1s1ngly close in the!: re:w.lts. !n the t'ew po:tn:~s ot d1tte::-enceM:'. " 
MCI..uJ.1rt'e's testimony "Je.z the more conn::.ci:o.g. 
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'~~e un1t'0:=m. sy.:.t~ o! c.ccount:; ~ cO!lsiclorc'b1o l"e.:lG;o 0:, discrot!.on i:l 

::::w.:.a.!lg el.~oee:~1;nz. such ~s here i:lvo1.veC'. rest~ -::1 th .:tho Cor:..?r:.=:s". 6 

e.l~oca-:10ns 1:." the ,exercise 0: their best jud.g:ent at', tho ti::le 7tllo:o. 

to the :..dve.nte.ee o"r the Co=J,pcn::r, de11"oero.tcly, u:de:¢llArscd ea.1;>!teJ 
~. ~ " 

~d overcho~gea operation. ~ t~e variouz proceed!:gs oetoro th?' , 

Comm1~s10~ it repo=teda~dit1on:; and-bettorments, ~ well ,~. o~e=e.ting 
? 

ox:yon:oe:;, b c..sed u:;to!l its ,00 oks a:l.c::. t=.c :;:'::'10 eo:: 10:lS there l"OC orded.. 

&. ,Sec:-;1oc ,;:;. 0::: Generar: Dlc't:-uc~1ons e=.<J. :::>e::1nj,:::l.0:::.s resl,)oct1ng 
class1~1cation ot ~i:ed c~~ital accounts ~ro7idcs that "~ ~~ as 
posziole,o~rheadconstruc~io~ COS~$" sue~ as e~i::lee=1~ co~ts,l~ 
eX]?enses, inj'\l%'ios ant!. damago:::, taxc~ cdintcrost duri:.g co;o.:rt~ .. :.ctio::.,., 
shell be a.:.signed 0= apportioned to ~ticul~ e.cco~ts, .to thoond· 
the:t ee.cb. 1te:: o'!' p:-operty :::b.c.ll boe.=" its. ,ro:per -:1l .. ··':'c o~: such cozt 
and .thc..t the c:lti=e cost ot'~l1c i te:l! o:r Jt=O:9e:-~y, 'bot::'· di:-eet .cald ," 
overheed, may 'be do~ucte~trom tho ~ed capital c.cco~t$ ~t, tho t~ 

" the'itom ot'!Jrol'erty1s reti.:'ed." The CoI:l~y e.~aims, ~c!"it'is. not. 
CJ.uestioned, t1:w.t its. 'books c.:::.e. reeo::~ c.ro unu:u.e1ly,tull, e:.d. eo::.~~oto 
and. ::::103t . carefully kel'~. 'Accounting ":lil'"aetiee~ ~l"e 't'lo=ked. ou~ 1: co::,-
sido=~'ble detail tor the ~locetion ~d ass1~ent·o~ ovcrho~ds ~o 
ec:?1te.l e.ccounts.. T2le 'whol.e :-eco=d ~eee.:~!.ves a::;.y ic.ee. 0= 'o::lisz1o:w 0:-
ove::sightc i~ res~ee.t to ~1ne ~~ese. 
" .. 

• 
7 _ ThUS7~.?t. Z. EOugllto::::.,. cO::lt=oller 0-: the CO=:J!;'e~"'J'., .testitYi:S 
0:0. UI!lXC!l: 21,. 1921; respecti:g' the rc.te bc.ze·cs '0-: JUly ,1. 1.920. -:Ozt.1-
tied a; follows: 

'"I started W1 'tl:l. the re.-;e ~e.se 11~1c h '71e.c. =r!. ved. c.t· by the '?;e.il~ 
l"OoA ,C·ol:l!t1ssio:c. 1n it-s. Ilec1s!0::l. !~o. 5:39, -:rlllcb. ! oel1evewe.s tho 
last e;e.s rate 1"1xing 0,:.::0 tor thi.:: CO:r.~c:!.Y, and. ,to'lJ.nG. tbe.t the e.llo-:r-
o.!:.c¢, exclt:..:.ive 0-= t::r..t to:' -::orking ce.z!l·cCo:piteJ.'&llG. :l.e.te,rieJ.s c.:c.d:. 
su:n:)~io~; \1::..::. i~12,8re,7~44. TO tb:::.t. ClllO'C.nt. erc tllen e.e.G.od. tbe ne~ 
ac.dit!.oIlS :to 'the -ole.nt. ez ::!lo-=:l. '07 ou:: books, ::::lount1::lg, ::':-om: ~7 l, 
1918, ,to ;)()ce::foe='" 3~> 1918, to :~48.,OlZ. 95; ''!'or the ~:l919, 
~o,6u..;~O·; -:0:: t~e per!.od !::'o: J"e.:::.u::....-y :L, ~9:;c., .":;0 J'\Ulo 30, 1920,.. 
~·J'6"> 860 1'0. a'IA ........ "t. ·"'d·""'~o"'''' 0" .:;., r%1"I7 )\~5 S~' .-r t .... A .... ·",.:1;;0.:1 ''(":1> _,. ..~,;n...-!l3 ... 0 ... __ .... c.l. ... _...., ... ,,t-:, . .,OiI ,~ ~,. ..... _, .................. ,-""", ...... 
::ate:-icls e.n.~ sU1j~l:tes e.-: tho ave::-:lge -:0= 'the yea,r'.}.920, e::la-.m ... 1ng ~o 
;~585.,455,.O2.7 . end." I t'ol=thor '~c:.d.ecl r.o:.-k1l:G ce.sh,ce.:i,'1t.':.l et' Co::l.e::lount 
eCJ.~ to ',cCout O:lO ='O::lth" s· o~r.e.-=illg cX}te",:::es 'ot: tho yee:r 1920, 
e:notlllt1ng to $300 ,~_Z~; tho.se ,two ite::.s to~:!ll1tlG ~~, 789.~o,. c.::d 
:cel{i:c.£ a gre.nd. tote.X c.s o!" ,',july l,. 1920, -:rhich :i:~ the·.!:ec.:::. e.~t.e tor 
tlJ.e ';{e.FJ:: 1::::. o..uest1o:l, o~ $15,:1.51./386.61." ' 

, , 

?or yeuz. 2.a-:er, 0::': November 23, 19Z5, -::hen .:=atez -::e:::-e e.ge.in 
unde::: exeJ:l1ne..t'1o::,,~ .. 'E:. !..' ~sser 1 thc:l' 1:.,ch~ee 0-: the, ope:-e:t1o:, 
ot'the Com!?e.:i:r" s gus c.ope.='t::nent, testl!1ec.. c.s :o11.o71S:, .. 

," , 

"l:?. fj'V~TO'N: Q._ "1::' .. ':!e.ssor, ~1::lg~::? ~ll1:s .exhi'Si t ~ 
'sect.10::l'4, :w2:.iclJ.; ! -believe, .d~~s '1I1t:b:·t1xec. o,o.piteJ.· ot ):he e~=:po:-e.-

". ~ ~ 



h 
" '~~-:.:..:,~ ... , 

'Zb.e ::'in~:c.gs or -the CO:l!Il!S$1~o:::'!:ld.1eete the": c.oto:-::i:lo.-;ions ... " I 

SoS 1010 - " . .~ ~ 

rates \7e:l t O:l. ~~e~s::a:::l:p~10:n th:lt :me::' alI.oee.tionz'T.'ere p:oo:l;le=ly oc.de~" 

, , 
mo:::.tio:J. Will "00 ~e, ~he e:t:::eet or th1z lO:lg contlnilecl l':oo.etice end: 

eou=se' ot actio::. hes' been -=hat. the Co::l~e:lY' he.z "oee::1 o.J.loo;red' 'in the. 

have' -'been-added. to: c:!,i ~cl., end r.bich it :lOW' zecks to Dodd to ea:.?1:~eJ.. 

~ Cont;·y d.: 
. t10n., i:c. developing you: teble shor:!::.!; the tiXed eap1toJ. ot the eo:."-
poration, you. use -- did' you use the -o!"oduet10::. eost, e.ctual eoS-=' ot 
tho o·orpore.tion or.. it:; books :mC!. reeo:'d.s ot the ,hYSical cO:::'!IO.:.ent 
~a=ts ot the Droperty ot theeo~o=at10n? 

"1.. ! did., except. ~o= lands. wherei:l ":10. lised. the l'=esent 'value 
ot lends csp=e~~e~ by ~ c~p~a1s~ at th1s t1=e. 
. . ,'''Q.. $0 .tb.e.t -:;:1t~ =esl)ec.t to the de:9reeic.'ble part. 0: the Xi::o:pe:-ty 
it'docs ~el'=ose:c.te:.ctuel cost? 

";;" Yes', e.et-ual; "co'oj: tig'l::'os-• 
. "Q.. ~aki~ e:s a stexti:o.g p01::.t the ~:'01l:lt !!ete::::i:lcc. 1)y the. 

Co=mission'i~ 192L 1~ 1ts Decision No.' 91321 
ff' Ji.. That. ieo correct.: ,. 

" "Q;.' The:. ac.d.!:lg to the:~ the" e.otuaJ. cost o! :let c.de.i t10ns an:~ 
bettencnts' to pro:;,:>e::tj" , since tb:!t "date? 

":;'" Tlle.t 1:; co:=oct."" 

;..nd late:::- 0:1. tho same d.tJ.y to x-t.he~ c1c.r!.:'y e:ld :.c.ke ee!"1:l!. te 
his to=t~O:l.~; ho testi!1e~ cs ~ollo~s: 

"1'\ . ,':I~o"~ . 1\ ........ ·n~", ... <!'e- -'" t .... '-'. .~ M.,' ...... MiiI."'-'"W___ .. , ..... _ 

as !1.Ulc.e=ste:l.d 1 ~p't:aose i"!.guro:; 
cost ot, "Vlle P:'Ol'ertj" 1:::. ~uez1;1on? 

=eS::;l~ to ";he totc.lt1xcd ea,1tc.l~ 
=o~ezc~t the 1~vest:e~t 0: ~:odttct!o~ ,. .. " . 

"A., Zc.et, is" eor.reet. '; 
, "Q,.' ~~:!l:.t 1$ to' ~e.y,. ~etu..e.lly whAt wc-s !)e!.C: out 'oj" the co::pore.-

- tion :Oor the:m.aterie.ls,. lc."oor, zUl'l'lies, i:ltercst du=i:lgeo:J:stl"Uc,t~on,. 
texes,. zu!>~~Jis1on El:ld' so ., ::'o:'th 111 t.'!:l.ls 1?!"o,e=ty? . ,. , ' . 

.. .:- ~c.t is corect, t~e e.etueJ.· co:::.-t 0-:' ouilding the l'le:. t.." ' 

·Testi!ying- OIl ~ehalt .o! tb.e ComPa:lY 0:, ~F11 25,' 19Z8,. the ~e:e 
~., !.!exer aee.in explc.ins. howhc ·ou:U .. t up. e ::-ate :Oe.:e ''oy ~d1ng book 
add.!t1ons e.::.(l bett.er:ent.s to. the bo.ses ?=oViou'sly este.:clizhed- bY' ~he 
Co:musSrio:c.., ,le.:lc., llowevol", "o-e1ne :;.peeie.ll:r t!l'l're.!sed. :l::.d 1=lcluc.ed at. 
its thett value. ~d' n~. Ue.sser ·71C,S Ullc.er 'no :r.i:;undc::ste.nd1ng :::"CZ'GC~-
ing the Co:::nmi~s1.o::,Ys. aceo!;ltins =60 acting ul'on' the CO:~,,::", book: 
"'1 .... ·..-e<!' ".o ........ e ·e ... i>.1"".1· eA. . ... ' .. ;:, .......... , ...... '.... . ... .,v ... .;. ""'. 

. . " . - . 
"Pee;o 180, Tc.ble 135, sets !o!"th e. ~eta.U o~ ga.s del':tment 

oapital ~h1ch is ~aze~ p!"i~ilyon ~hi~ 'C¢~ssl~n~s ~i~~1:le ~d ~o­
ci::.ions. ill t.ho ,receding :re.te caso-, ·oe·1:lg Decision !\o.-178W.· 'It soes 
.bc..ck to,:!" ~or1od six .:non:~hs ce:l1er':~han the GAte se't~ortll 1:. the 
CO~~~!O::l'S docision so as t.o chec~ the ~izu=es ez o~ J~~uc--y l~ :926. 
T'.o.oso !igures were suc:itted· i::.evic1ence in t~0 t'o:-:ner' cese t!nd. ":lere. 
used. 'by :the Co=iss10n in·· its 'dec1sio!l.'~ ... 
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T1:tere is ::10 equ1t7 1:l. the com~y."s eld.mj =.nd by its conduet ::nd 
-

election it has created e. ,quasi estoppel aga1:c,$:t; IlO"01 soe.1d.:lg to gain 

e.d.vantae;e by :-e:9uGiat!.ng i~s. 0'Q:l 'books..Qd. recorl!s a.a ":lell~$ its 

observations are notenti=ely ap~11eableto t~o overhead ~n=~ or 

charged to theinco::e aecotUlt.s and d,1' no-: get into o~ratiDg e~:l.SO. 

In :~r.c.ess, the :ra.te 'base, shottJ.d be 

!.:c.creazed by the ditterence be~~een interest Gnr1llg con.strc.ct10n as. 

actually i:tcur:ed:. e.:ld the e:::.ount; t!lere.o~ eha.:.-ged. to cQ1tel. • 
8 been done. ' 

. 

":[orld.:r;s: CeshCe:p'1tal e.nd Mater1aJ.s e.nd SUpp11es.. 

All' allo~o ~":)eCll. mae-a. -:or working cesh ea:p1te.l. Olld 

:~ter1als ~d' zu~?lies ~ eecordance with the pol!e1ez cust~~ 

rollowod by tho CO:n:l1ss10n 1:t dec.l.1ng -::1t:!l t::'e ::-e:tes 0-: other utili ties. 

tor the ye~ ,l930, ~~"OOO. be1:lg included. ~o= tho to=mer e;ne. $~50,OOO. 
. , 

tor the lAtte:-.~ese alli.>wauees ue dee:led to be adequate. The 

eJ.low~ee 'tor worki::l8 cash ca:p1te::L d.1tter3 t:oo: the ColnPe.n,-t's e::IA.1.:l. 1ll 

this case pr1ne1Pell.3' 1:0. the.t !t 1s 1>e.zeCtu:po::l. the eost rether the:t, the' 

retail. value' o"r the se..-v.1ce whieh a~ ~ t1:es has been =endered, but 

on 'aeeo~t o:! 'the lag in monthly-mter =ead.1:o.gs a::ld co11ee~io:lS 2l&~ not 

8. 'flie :::eeorC! is no~ cles: as to just w::a~.' illOWWlce sllould 'be made. 
Mr. 'Welle"s study 1>e.secl u;pon t:!::.e ~=iod 192::1.. to. 1929 indicated ·:proper 
1nteres~dU:"1ng eo:£t=ue~1on cost ot 1.75 ,e=cont. ~o=e$t ~~ 
construet1o:J. wo....s includod:. 1:0. the rete base :1:'st t1xed:. by ~he. CO=1$-
s10n tor 19~5 end upon ~h1c~ suecee~beses heve been bu!l.t. Erom 
1915 to 1921. the Compe::lY~ though det'iD.i te17. ~e.V1se~ tl;e.t. this. vze..s., eo 
~ro~ereap1tal charge, di~ not so ~e it. ' I: 192~,. howeve~, it 
co:rme::::teed. e:b.arg1:tg inte=est to cap1teJ.. ~or the pu.--poses ot': tllis I'=o-
eeed.1:og the;e hs.s been e.d.d.ed the' sum. o:! $l.55,000 .. tothe.192S' and 1929 
base, which is est1:n.ated to ,be =:91e to cove::: th1s, 1 tel:. 
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is, based upon. the e.tlloun-: ,cu::::-ently ec....-:-iee., wi'th allowance :tl:tde to~ a 

l'ro,Portio:::. ot th~~e he~d. tor cOllst:ucti,o:c. F.pose.s a:ld e.ge.1nst :;1h1eh 

COllsimers' Advaneei. 

'P:'1ne1pel.ly 'to :p....:oteet ~e maj ori'ty ot: couJn:ers' age1nst 1.n-
creases. in rates the:~ would uit1:cately =e3U~t :::O::::l comp~e.t1'Vel:r large 

inves-:ments in non-::emune:::at1ve. cxtensi01ls~'the 'cO:i:nisSi'o=. n.e.s ap:Proved. 
" 

=nles 'to: this Co:n:pe.ny :e'qp.1ri:Jg that pe:t or' the' cost 'o't Such er-~1ons 

shel~' be e."d.ve:a.ced to 'the utility without !nteres:: by the 1ne.1.v1duel.s 

benet1ttea. Man1testl.':r~ it' the utility is ~lo-::ed. a. retu...-n 0::' the 

total investment 1n so:.ch exte::.si CQ..S the p~oee 0-: :this :-c.le ":1111. be 
" • I • .' • .10 

largely deteated.. . ~e. .practice 0": too Cot::m1ss1on. h."'t~ been to deduct . . '" ..... .,.. '. 
the e:ra.ount 01" s.ueb.' ad"tances., :Erowe'Ver, the Co:~, notwi thstar.d1l::.g 

, ' • l ' I I ~'. ' 

the, :many a.~vo.ntage.s 01: a. eontinuance ot t~is rt.l~e, ~ ~e~ ~t. to, in-

sist upon 1t~ ngb.t to ~ retm"n. ujfOn the :Dney thuo, ad:va:::.eed. . 'mlder 
• '. " .'. • -+ ~ ,". -lir ~ I". ..,' '. I • 

these ci:"cw::.s.te.nces eOllZUI:e:s.' e.dvenees h::.ve not bee:a. deducted. to,obtain 
...,. ,i I ' ",' + ~ • It . I, .... , ' ' • .. 

a rate 'base t'1go::-e. Zo.e l.og1e~ eorolJJ:l.::'y' o~ th!.~ t:ree:tmen~ ot" ,this 
•• • • . t' ,~ .... ." .. ,. •. '. •. ,I :"'. I' '.. I •. , 

1 tem, thus made at the ins1 stence 0-: the. Co::l~ ~ is "» mo41t3',the. ::-nic 
of • " ~ '\' .' , ." , ' • :... , .... ~ "'.. 

so e.s to require suoh advanees' to be :etu::::.ed ,000th .u::e:est. , T1le 
j' I'··· " ",' ,... . " ...., ~..- /. -'. -" ....• 

.', 1 

'Generating ?l.e.:l ts..' 
>. 

No dec1netion. is. =d.e O.'l ~'eotmt" 0-:' "the Co~~s,e:,tit1elal. 
I '. • ... • c ~ 

gene=ating plml.ts. 'and eqO.1pme~' 'be1llg :en~:ed:tUmeees::.a..-7 by the 1llt::o-

, duet10n ot natural ge.s.. ZIlere ean: 'Oe,' no ~ues-;1 or. the. t mOney .1m.e$-1oo&d, 
h . ' • , •• • '.. ...1.···' • 

1!l these was investe'd, ~::u~tl.Y' e:c..e. in GOod t;c.1 th.· . 7nlen"J::iaae~ ~ ,at. 
• '.' ..... , .... ,'c'., ""''',.'' ... I 

~ee.st, tho investme=lt ....:as e. ,roper end neee·ssa........,. one''''' Zle"theo:-Y:.ot' ... ~.. . ~. . I.~. I.... ' ~. -, f 

the 'basis or test1:og rat.es here u:z.der eon::1de::-at1o:t ;cOlltE::;jtJAteS. 'FO~ 
, . ~ . 
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tcet10::l 0: :1.nvest::ne:c.tz thus ::u;:.e.e. "::ere tho co~t or thesepl::.nt: ~e-

tio:i. The City"s setup p:ov:1.dos 'f:or thei: e.r:o:t1u.tioI!. over e. 10ll6e:" 

l'e:::iod o~ 'tir.c than tha1:-- no:omtC- li:-e ex,eetc.:ey. UpO::l ..... hieh eurre:lt 

de,::eeietion ex:?e::lseis eac~ted~ 

serious question c;s to w:"e'the::- ~ 0: the 1nvest:J.ent they re:p:-esent, 

0:= the.1nvest:ent 7toulc:. oe:!"airto ,~e CO!1~c.ny, 0:- to the interest 

or the CO::lsu:ers. 

con:o.eetion -:11th the CO::l'e::.Y"selai.::ls to tl':.~ rop:oduet10::. value 0: 

01'O,re.t1~ Revenue. 

o.tu=e conCi tio::ls ve::y slightl.y" the 0::'0 used by th~ 'Cor.:;,x:.~"c. "f:::r. 
~asser is here ~ployed. The ye~ 1930 is 'in'~~reipOets ~~b::.o=:Al 

yea::. Not only have the' te::.l'cre.tU:-e=. oee:c. higher tli':o' no=mc.l' butt:::'e 

sales. 

"1 ' • ., , 't ~ JIo ... '1. t ""/'!of!>'" -_ .. ~.e o~e ~e· .. ··o~~~ <:_¥i ot'lo.e ......... ~ ... _, e as .. ::le:ioIOS ..... o::e l'~ese:. c~ ~cr 1I';'1.~ J"'~. "'" ... _ ...... ..;.1, _IOJ 

tho 

responsible O:!"::"ic.e~ in charge 0: gc.s o!,ert!t1ons" ohangod only to :0-

:lcet. no:::m:.l te::pere.t1lros throuGhout ~ho.· e::1t 1=e. ye~. 
. ~ " f .. '" ' 

.. 
Opera~in~ ~ensez. 

Pl"o'a,uot1o:l cxl'cnse :'0::- 19:$0, t~e le.rge::.t 1t'e::: 0.:" ~ieh 16 . 
, .. 

the' oost o~ ':1'u::o b.e.$C~: eas" 16. the. t . ezt1::e.too. by t~e' Co:cbo.ny" e:x:c'el'-=' 
~ 

that the Drezont" ailthoriz.ed. :-e.te ~or S~ t:-oIl:.'SOtttlloI-:l CcJ.i,toi-:::.!e 'Cc.i 

CO::lpe:ly"1:; usee:: instec.c! o!'e, Aighe=' c::'c.:-ge-;:=:1Cs" it -::a=- :eJ.:.:i:ed.·~eh-=· " 
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othe= ope=e:~i:lg e~e:c.ses tor 1930 tor. cl1s-

tr1but1011, COm::lerei eJ., new b,u,s1nesz a.~d general expense, except to:: 

Pacific !.1gb.ti:l.S co::,poratiOl:l;.~s ~ee, a:e -:ho$e ez-:i:ated 07 the 
9 Corc.,e.ny. :Mr. Wehe, ot the C'o::m:n1szion~s ~e.tt, made a ve-:y care-

~ stud1 ot the depreciation ellowe:ee pro~er~to be ~de, involVing 

both an inspection ot th.e :physical J;)ro,erty end a detall.ed study ot 

Tll1s company is ot .. =utt1e1ent ego 

so that its experience is an. important gUide to tlle. eorreet dete:"tlina-

al10wmlce heretoto:"e made, and. wn1eh tlle co::::.pec.y elaims,. is large::- the.n' 

nccessa:y. 

mont.s tor 1930 and adjusteG. to plantas it e:d.stet! in 1928 ene. 1929,. ~ 

9. ~o:" the operating expense tor 1930, excep~ tor cost ot ~chased 
gas and. the Pacit1c Ught1ng Corpora::ion·s tee, deprec~tion, texcs and. 
uncollectible billS, the Company est1~ted. $Z,57l,696. Mr. Spelee~ 
an engineer ot the Com:n.iss1on., made est1m.ates ot ::-ee.sonable expe.n:::.ez tor 
these aggregating bu.t $3,.031,603., as appears mo::::e t'oJ.1y ~om -=he 
tolloWing table: 

O-oere. 't1%i t:x;pe.DSes tor 1930 z as E~'t1::na'tec1 
or Masser end speice .. 

Masse~ s~ee 

?roduet1o:l otller t1:ta:lcost ot 
gas ••••••••••••••••••• $ 4~,.8lZ. $.4.91?56Z. 

D1s.tri bu. tion and. Tre.ne:::t1 ss!.o:. ....... ~"l.25,32;2. SSS;OZO. 
~o:c:ne =o1u. ......... ,..' .............. -• ~,552. 9~,,520.;." 

.,;' 

New Eus~es& ••••.••••••••••••••••• ll4,003;. 109,,500. 

~er~ •• ~, ••• _ ••• _ - ••• - •• ., ..... - ..... 
~otel o~ tneoe •••••••••••••• 

'=he compaJ:.Y' has reeen~y shitted. eertain itoms 0: e::pense hereto-
tore 1nclu.d.eci in jtroductio:..to distr:!.out.ion.. M::'. Masser tollowe~thiS 
ne.w cle.ssineatio:c:.. Othe:v.rise his :p:oOlct1cn expense as shom in the. 
table ~oul.d have exceeded. ~_ s:Pelce~s, wh11.e his distri'but.iOll. e;,:penso' 
V10uM. not havesho"im the se:ne me.=g1:c.. of d1:'!erenee. 

. ..... ' ...... 

, ; 

, .. ',... .. , 



'. 
bee:. usea..: 

?ac1t1c !.1&tting Corl'o~o.t1o:l 'Fee,. 

Co=cncing 1:. 192~ ~b.e Co:?CJlY ~s. bee:c. p:l7in.e to tho ?c.ci!'1c 

in the yec: 1929, Qd e. ~'l,o;'os~t1clJ.y s1d.l.er a::.OU!l.t in 1930 .. This 
, . 
. '.' 

charge. is o~i:D.i:JJltod. i::l the o.bove, tc.'blc tro::. the oJ?erati~ costsi:.ooth 

pa~oIlt 0: such :oe, largely upo~ tho theo=7 ~het he :olt ~he need 0: 

are directors :;:.lso o'!' Los Ane;eles G~s &. Electric Cor1'Ore.tio:l.. 

se::vicesl'ende:-ed "by' atto::'neys or P~c1!"ic LiSb.t1ng 'C'o~¢=e.t·1on~ all.O";7-

o.:c:(;es fo::: legal ,expense e.ppeai~,~ considere.ble eI::.Ount 1:0. 'th.e o~ating 

" ' 

vices ":lere ::e:::.de::-eCa bY'·?~c1:ic Lighting Co::-,o:-e.t10n~ o.s'·e~~d/ iu::t:oe 
this period in =c~ect ~o :1na:nci:lSor 1::. res~cet to o,ere.t,ion~ :'0:-

- .... ~ ... c .......... ... J.- ........ , ... -; .... 

, . . 
inclusion ill the 0::;>erat1ne e,;::;;;o:::.:::e$ 0: the CO:l~:lY .. , 

Retorn. . 

,resent. rates. have oec:l ~~ :! lovel to ,Yield. the Cor.:pc.n:r 0:1' the avere.eo 

/ 
./ 



" ,. 

10 
tor this pe:1od a,retu.-n 0": 9.7 !>O~ce;c:~. This ::ojtre.zents e.n 
eerl11ng ~vel hie;;:.o:- ~;tlwJl :b.e~eto!o:::'e deemed. reeso:le:.blel in res~t 'to 

this or to other co~are.ble utili ties. 

"?L~ !I 

sion t!.X1ng rate~ uI>0n the basis. he::=,eto~o::-e !'oll.o-:;ee.. 

titled to 

. 
cost rathe: tn.=. invest::lent , it insists, is ":lhe.t it is en-

e. 
esrn/re.tur::J. upon; e.:ld 'by roproduct1on coct new e=t1.:n.ates 0-: 

v~ue. With lArge ove:-hee.ds, cle.1::ls ot value !'o:::- the oost ot t1:c.anci~, 

p:'Omoters~ p:"o!'its e:td SO!.ng co:o.ce::':l, ell te."o:-icated about Co theoret1cel.~· ,. 

reeo:c.st:uct1on. :p::og:-a:o., it MS "oui~t up en asserted. ~e.1:: value, u:po::. "Z1h1c!t 

even a ve::y lO"11 retu...-::. '1lould call :t:or :-'e.tes so.o.ztall::iallyin 43xcess 0-: 

those n~ in etreet. No 1ncree.se, ho .... ever, is ::-eques'ted. 

T1J.e ::ate ~.oa.se 0': velue tl:.us e:-ected aggrogates the somewhat 

staggerillg tigu:e ot $95, 757 .. 3S~ It is mde u, es '~ollows, e,p::-o,r:!.ate 

chenges 'be1:cg :c.ad.e in the. to::-m ot exb.i"c1 t:: 32 end 50 to 111ust::::a'te the 

various majo::- 1tem.s go1:g to constitute tllo ~tel..: 

~. .,. ..... 
3. 
4. 
s. 
6 .. 

. 7. 
8. 
9 .. 

10. 

ll. 

O:::g~e.tion. .end ]";:ancb.1.scs CZX. 3Z) ...... . 
Gas Pro CJJ.c-t1oIl. Cap:!.. t;e:L,. eEl:. SZ) ............ .. 
Gas Di:;::tr1'bo.t ion. Ce.p1 tel. (:c::c. 32) ............ .. 
Generel •••••••••••••••• ~ " •••••• 
Ce.sh ':rorkillg cc,:p1 tel. ..... " w .. ~ .... 
'~ate:::ials ~d SUpplies .. IT " ...... 
Cozt or ?t...JlAllC1ll&-: •••••• w " ........ 
?l-o::c>to:::s ~ ?e:nunerat1on. " " .. _ ... 
.A.ddi ti ons. _. e.::.d Bette=m.en.-= s 

$ 831,781. 
, ZO .e~9 ,402 • 
51..41Z;; S32'. 
4,5.22,.585. 
3.333,850. 

6lZ,735. 
5_923.,470. 
Z,500~OOO .. 

:0::: 1930................... (Ex. 50)............ 1.,0S4i.,255. 
Going Concern Vel.ue ........ w "..... ........ 9 ,228,607. 

, Tot,e.l,.. -~"";""'ii"',,",~~f51""'l~,. 6-71-.-
I.e::;. Accrue'- De~ee1e.tion (Ej:. 32) ......... £. 3 7470 ~u. 

v~S .. 16'l;SSI. 
Ie. I.t is 1n-:o:-est1:og -=0 :1.0';6 .t:o.e efreet or.. tEe ~ e.te 0: return-:rere' 
the ',Co~~Y" s claim as to ove::::llee.d allowe:o.ces reeog::.nzec. to the :e:rte:o.t . 
ot e,llonng .. ove::-heads ot 11..25 ;percent. Tll!.s~ O!l -=:c.e oe.s1s 0:· Table 
II, rrould mea:o. c.:l ~:-ease in =e.-=e 'base :0: 1930 0: ep:vronmat~y ~ 
$2,750 ,000. and an increase in tUl:lueJ. e.o;>~ec1c.t10n ~l'l::.e·.o~ ,n~ox-
1mo.tely $50 ,,000. Thewe1ghted. average· return ror t:c.o three ;;ea. :period 
would oe ,reduced to 9.2 pe:cent. ' 
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:tt.e:cs (2), C3} e.nd (4) reprose::lt the .e.S$e::-ted ve.l.ue '0-: the pllysieal. 
'. . 

l'l.ent Cbetore deduction '!o-: ao~rtlod c.eprec.ie. tion.) less. add.1 tio.ns and 
,. 

bette~ents to::- ~930. It is inte::-e~~ing to ~soertain uvon the 

. .. 
and ::nater1eJ. oozts exelus1 ve o! so'-eeJ.le e. overhead eJ.10wanoes. The 

~ 

this to le.:ld e.s well as to the s-=ruetu:~ :pro~=t1es.· . Meki:lg deduet10:0. 

tor tho :tte:l o't overhead roduces the total. to:::: these tJlree ite:ns. tro:o. 

/:. '.~, ,I, '\ 

1t~ (5), CG) e.nd. (9) gives ~$S,755.480. e.s the to~' e~=>d :epro.-
. :. ~', 

duetion cost ot the p::::o~a=ty, e4elus~ve ot ove::::heads Coxeo~t as some 
, , 

I • .', " 

ovor:a.eads are in i te::l 9), or gm::.ize.t1 o:t e%Jte::.se end oth0:' 1ntang1 ~l~~ .. -, .... , .. ' ',' 

em.ount1ng in the aggregate ~o $33,472,202., a ~ equeJ.' to :a:.o:re ~hc.Jl 
r . 

II' 

SO perce::. t or the c::le1:»d d1::oeet =epl.~eme::.t eO$~ o! the :phy':;1eal 

or $99,2.37,577. the C'o~Y' deducts ,'but $3,470,326. tor aCc:'Ue'd·.an'd " 

reaJ.1zed dep:'oe1e.t1o::J.,' 0= less the.:l ~ perce:.t, .el~o'Q;gb. the phY:ie'aJ. :; 

pJ.e:c.t 'he.s been ·ou11t .uP over e. pe::1od o'! meny yeezs' and'e.l.though.;the . 

,C:OI::P:!mY cJ..ai:::.s over one-third o'tth1s e:ou:c.t ~ en a::.nUAl. eO::ltr±1xtt1on ~ 

, II 
to a del'l"'ee'1a.tiOJl. reserve. " .. ~' 

;-: 
" , .. 

~. Ano~her striking 111~rat1~ o~ ~he e:teet ·of ~he CO~y·$ 
methods 1$ ftound in a c olloCj.uybet-:te e::l Mr. GU1llou, ot t:b.e Co::c:n1ss1on ~ s 
stat!', e:::ld~. Luick, the COI:lPo:::l.Y'~s 'v:1~ness. BY de~etion.s t:om .bo:th 
~.. Luick ·s~ histor ie eJ. and rel'l"o<!uet1on. cos.t e.l'P:-e.1sals ~or org=1za-
tio!!., land 'and overheads it. was dovelo;ped the. t thed.1t::'e:"o:lCe .,be~een 
-:he two beee:u.se o"! ehens:e in ~1ee l.eve~s W""....s ,"!.~,rox:1matelY $5,400-".000. 
The:o. tOl101lS: ' . 

"~. NO": the:.; 1:: you. ';-:ill take you: to."cal·h1stor1~1 ap:!I=a1se.J. 
.. or $67,507;'000 and d.edue.-= -:hat ::'rom. the total. :"ep::'OdUet10ll.aj;)J?~isaJ. 

0:' $85,484,000 I get a d.!.::'::'ere::lce 0::' e;p:pro::c~ely' $18,000,000. ' 
;.. . That is co:'reet. '" .. 
. ~ .~ "Q.:. !~o\'t, ot the..'t d.1ttere:o.C6 ot$18,OOO,OOO. a:pjtro::cim4tely- ... 

.. $S~4007000. has been accounted ::'0::" as the d1~erenee1n. the,·:priee levEl~ 
,ot, the· eireet labor end t:b.e aetuaJ. mate:-~?' .'. ~ ',' .; . 

"A. Yes." 

, '. I 



to 7lb..1ch ::etore:lce ~s "oec:l ::lade i:::. ?e.rt'!, there ,-:1o::e ::le.de estj'!l".Atez 

del'reeie.ted~ CoS \':e11 COS ve::tous so-ce.llcd :-cp::oduct10n co:;: :::.e-:: a:J.d 

ropro~uct10~ cost ne~ less depreciation ezt~tGs) the est1:etes~ 
I 

var7ins 1tidel~ in :-eoult o.cco::-d.1::.e to the !'=tie~a: .~&:.:np~10ns uj;)o::1 

", 

~ce=ber 31~ 1929 ~d covering o~y the usuel, ca?itcl accounts. 

Bibles ere nq~ included. Cur:-ent ~ico,level est~t~~roec~~ed u~on 

c.nci 1'ro1'o:- ~ec.s~e 0-: veJ..uc ... 
t .' 

,thco::-y that v&lue e~ best be :::.easured by theoretically =epro~uci:g 
. I 

the ::t:-o::;>~.:-ty, ~de:: a:L c.sz.u:a.ed. ,rcconst:-uction :r~erc:c- SOl:lO 0 t. the 

di~:e=e:::.oez ~hieh a,:pe~ 1::1 these esti~~tes ~e ~ue toa,=~l~t1velj . .' . '. 

s:r.c.ll d:!'!'c::e::leo in ~c 7eJ.ue plccee. u'Oo:t. lane.. othe:::;· ~o. ~lnina.Clo 
,'-' '." . .. , .,. ' .. 

,< . ', • . ' '. ,",. I', ' ... 

the ::ezults wA1ch ~ollow theso, 3s,tney ere ro:lected in overhe~d.&llow.-
{ • J ,,, • • 

" 

S!l.ce=:.,. . esti:::.c.tecl Cit~ic.ulty f'acto= costs c=.d the like--;,~e. wide 
, " 

v~ie.ncee 'in aoc::ued.·· dep=eciatio:l ~ieu=es ti::.d -:hei=e~le.:letio:O:· u ·";~o 

~ult,s i'low. 
J ... • 

one .ot 'the .l.oo::rt i:l'orte::lt f'c.cto:t's contri·ou~i.."'lgto =::::r ot ~'he ·;-:c!:):uJ.. ~ 
, 'f': ~ . .. pt ... I ' • "'I, 

'11 Con~'9cl: 
le.vcls·.ru::.d. ap~=oxj-.":te17 twelvo c.::.d c. hc.lt millior.. is. o.tt=!.oute."ol-e to 
theze ·di~ticu!.ties tes.t (C'e: i::lhere=.t in c .. ro,=odtl,ctiO::l 0:1, '::., ":lholesaJ.e 
sec.le1 . .!!.,. .zy..a.ctly-.. T".c.e: cost 0-: :-ecor.st:uc'ti,ng, tl::.e. 'l"\?~Y ,as 0::: 
.rQue::'j .l, l~ZO,) c.:;s.e~i:l::~ ~hc Aj.ctoric:!l =e~odu()t1o:l.,~cost..," "" . 
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ex:ltJ:'essed., the e::ctre:x:.e re.nge. o~ ,t.he e!"teet. give:l to this ru::u::.iD€ ::rom 

$5,080,000. to $5,900,000., or, e:qresse.d. 1n :percentage o~ ~e~e.l his-. . . 

torieaJ. cost, f'rom 5.5 percent ~ 10.5 :pe!"ce:c.t,. 

les:;ened 'dlfm certa!n te.otors e.:pl>ee:r~~g ;pe:~ps in. one est,1l:tate e.:lQ. not 

in anotb.el" are te.ke:l into accow::.o;. 

TABU: III 

?AP.TU!. T.bEU!..A.TI ON' OF V;:LuA.~r.ON 
ZST~'i1ES· 

:. : De.'O:'6c1.a'ted 
: . :s3 nE ng tiEd : s"Ee.is.c.t Line. 
:und.ep~ec1.e. ted: Basis.·. : Basis 

1. Elstorieal Cost - ~tual~ 
land. at FGsent 'rel.ue., 

2. E:1s.tor1eel. :aelt~·dttet.ion 
Cos.t. - Zst,1=:te, . le.:ld. e.:: 
present. value~ overheads 
as che:rged (Du!o-ur}oo ••• 

3.E1stor1eal.Ee,~~ct1o~ 
cost - Es:t1:ate, le.::.e. ~:t 
l'reseILt. .value, ove=hee.ds 
at 1l..Z!i%. (!)U;toU::). ~ ... 

. . . 
"'- :Et1s:""..o:-1ce.l Re.);Iroduc,t1on 

COst - XS"t1me:te, l=d. ~ 
);I:'ese:l.t.value~ o'U'~heads 
ot 1".~ . (Lu!ck~.oo ••• 

s. cnrrent~ce LeveL -?rices 
as ot JUne 15,1930, 'btl.t. ex-
eluding J)1rncuJ. 'ty' Fe.!):tor, 
overheads 0::' bez1 $. e.ba=ge.d, 

. tOtttOllr - Wellel .... 63.,2lZ,,22J- ~S5.,~37 ,.354.' ~7 ,866~067:·. 

6-. se.:.e as 51, "out EetIJrod.ue1ng 
so-ee.l1ed~o'llSht Iron-· Pipe 
111 tho steel P1:p&, 

. (DUZOtl:' - lrehe)... 6J.,6.68,21.0. 
, '. 

'7. ae.p:rodueti Oll. cost New, over-
heads '0-: 24 .27,'$. (!.t:.1.ek} ..... 77 , 586., 700. 

8. Re.:produet1ac:. COst Ne~ -~0'Cr 
Year Average. PriCing :Per1O:d~ 
22.32% overhee.'-S~ .-',:-:'.:~" .'-

. (Dtl!oaz - 7i~:;-.',; ... :,'S,Q37 ~542-
I ....... . . 

M,179,O'n. 55,676,886.. 

9. se.me as a, ~ re:p:-oOlcing. ," -', 
so--eal:led -;::-ough t. !:'O:::l. Pipe·, .. 
with Steel P1pe~""'" 

(~OU::: - Tiehe.) ....... 71-,805.,.496... 62,899,.499. ~,8S2,378 ... 
* ~... ~ou:r 1:0.. his. exb.i"o1 t :bad t:!:%1.s. a:t ~, s~e, 7'1Z. ** COS:;· to- Res.to:-e ]3as1s.... . *** :c+.,ems. z, S,. S, 6., e and. S conta.m non-oporat1ve 

lend 1n -;be· amou::t or $l.S2,205. 
-24-



'!'.1lere is oneothe:: e::.t:!.:J.c.tc ot' v::J.u.e to -:h1c1::. ::et'orcllce 

11~ 
_. Luick's, esti:ate :0: ~ecomber ~l, 1929 o~ 

$77,586,700,.; J;,ddi t10ns and betto:::ncntz . C.u:111S 1928' a:lC,,l929 die. 

not excce~ $2,750,000. in ::o~d :isures. 

Resu:!. ts. sucll &z 'l1oreto:o l"€I inc.ic e:~ec. Qd es express.ed., in. 

the tc.'ble neees:c:1ly draw 1:.to q,uezt10:c. the SOU!lCOSZ ot the ::.ethods" 

. . 
,·cho.::l.ges. in. :p::-iees. It is Cl,ui to c.:J.otho::: :::2.tte=,. bece.use the:'e is 0. 

. . 
change in. price 'levelS to devise ~nd ut1l1ze t'o~u1as ~d ~ethods 

, . 

" 
tar in excess ot,~~a~ the ,rope~ty ~0u1~ have cost i: cUr=e~t ,~1ce= 

had ~re·ve.llecl d.u=i:leits enti~o lite. 

, . . 
se.i'd 'by the cou=t ill ~eCe.rdle v. D!die.::.a;:x>11s 7ie. ter 0.0. Z 272 'O'.S. 400, 

"is eood ~v1de:o.ce ot' ~*. value c.t the t1::o o'! th~ co:iS~=UCt107' ,~d. 
" . 

'suoh tlctue.l cost will C0:::1t1:::I..:.e !'a1:'lj ...:ell to ::aasu:e the :::.mount to 
t .' -' 

Qe.'t:b.o'e~:,ect . . 
u,on. Such actue.l. co st ot :the si::.:ple Co:::.d single ~s::u::::.,t 10::' that eu:":'ent 

• h • • • 

:pr'1ces':p=cve.11e~, du:-i::.g the . lito 0-: the. prope:-ty :ay l!.ke~isc be .... ;. . .. 
" 
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1~ the etteet ot h1ghe~ ~~ce levels. Cost wi-:h ~dju:;'t:le::lts tor 

, 
~1on in a.-r1V1ng at a cu.-rent valueo! the p~ope~ty he=e ~vo~ved. 

is d.eemed ~ much si:npler, se.!'e= e.nd ::lOre dependeble gu1~e tban 

It ,to 

estime.tes based u:pon rebu11d1ng the ~o:perty une.e= e.<b;y:pothe~ioaJ. 0:0:0.-

st!"ttct1on. :progre:::. u:lc.er eondition.s -alUc'b. do: ::lot and coolct no-: reaso:c.-

any result desired. by thei:' des1gne:. 

Go1;G Co~cern V~ue. 

The Co::npauy cl.e.!z· $9,228,657. e.s going concorn value, based. 
1.2 

~gely upon the test1::lony ot COl. Ate:. s. M11~e:'. This eJ.A1m. is 

e.ssociated. ~th the ComlXUlY~s re:;>=oduction. new valuation c.ne:. is, bu1l.t 
<. 

up 0:0.. theo:d.es e.n~ :methods a:c.~ogous to -:hose et:.~lo:ved in =esl)Gct to . 

the st:"ttctu:-al·· p:=o:perties. JUst as theso theories e.::ld methods lead .-

to ex.t=e::le =esul~s -.::ho: e.pp11ed to ple:lt, t~ey lee.d ~o th1s l:rge . -

under a theoret1eal. reeonstrc.et1o:l :prog:"a:l- 'tr.o.c.e:: the :nethods e::tploy-. '" "" . 

res~eetine this progrec-

his total tisure thero is co:::rte.i:r.ee. eo. ver:r su.bz::e:c:~1e.l. sum. on eeeou.nt 

7ere go1:c,g ¢on¢o~ to 'be -:re(lted as a.:l. 1ndoj;)Ondellt 1 'te:n. o"r 

value, it should be :co~ed nth d:c.e :-ege.::-e. to act~tiez =:atl::.e:- tbcn 

12. ~'t;1::!.a:ce$ anG.. el~ of go~ concern -voiue o~ the co~y he=ve 
steadily g:."own 1:0. tJ:rl.ount. ~ 19l~ =.d 19~7 the el.e1:: c.::ld ezt1:Zt;te. 
was. $l,OOO,OOO. (13 C .. !?.C. 724). In 19Z6 tho ele1::. he.d 1IlCree.sed'·to 
$5,000,000. CZ9 C.R.C. 15~). ' . 

-26-



, .. ~ .. 

~ 
','. 

",- I,:" , .( ,"i) 

,', ", I i;~, ~~>.I 
'0,-, ,. 

, , 

u;&l0::' theories and e.s.s:wnp-:io:c..s such c.:; e:ljiloyed by Col. 1w!111.e:. AQ.d it·" .', 
. . . ~'''?<~~~.;}, - " . - ,'.' 

would zecm ~ha.t ':that 1 t ~e.:,'eost t:o.1s CO::.~y to a.tte.ch its business 
::,\'1. 

is a "rrr :::!lore. reliable. gu,1de ~a::. en estu.a.te o~ what it might eost ,', 

under atheoret1oel. reeonstruetio::l :progr~ By the JtJ:eseribed e.eoow:r:t-

ins rules cJ.l. eosts 1Ile1~e:c.t to e.ttach!:lg "oUs1::.CSS e:e :equ1red t'o tind 

lodgm.en t in Now J3,u:;.1ness ZXpense .. 
. " 

i.s an attack u:!;)on the elasz1:!'1ee.t1o:l o~ :q'ew .. Bu.:;1:c.ess z;cpense as. a:l 

should have been e.d.ded to o.e.::?,1tal yet::: bY' ":lee::. 7.ere ::::.e1t blls1:c.eSs. ex-
, 

pense. to ,be. adtied to eap1-;eJ. the co::olle--y wou:Le. be its el1::tinat1on 

leo ve::y ~~ec1a'ble change 1:.', result, wuld 

tollo":t ~o:c. el.low1:lg a reesoile.ble =O'tl::l."~ 1:0. ::ete :case to represent' tJle 

cos.t ot· a.t"tach1ng the 1:lusiness ' Ctollowi':o.g legelY Co'-~' Miue..::i>$ theo:-y 

but reducing theory to :.e~eJ.1ty)' e:.d at the same' time 'd.1~ioVZ'1llg New 
lZ· 

BUsiness ~e::lSe in ope=atiox:.., 

It is t::ue t:!le.t CO!"":' mlle= ineludo$ 1:lh1s. tot~ t1S'C='e 

-$506,789. cs "cost 0:: o=ge.:c.;zi::lg j;l:::ope:::ty l.Q.d 'pe:"sOcilel." bu~ he does' 

The .. a.etueJ." . 

C'ost o'! ·,'building up the ~:,son:lel e:l~ o:::ga:c.iz1:.g the' prope!"'ty has' o~· 

is •. 1:iad. ::c.ew ousi:o.ess ~e::J.:re oee::. acCO'UJl'ted. tor =.s a' ea:P1tal1tem . 
capital. would. heve 'been aug::.e!lted in =oWld t1gu.res boy the sum. 0-: , 
~~,.358,OOC •. du::-1:og tlle period :1.9:1.3 ~o :1.929, 1nelus1~e', or at the ~ate 
0:: $5.4Z ,er indeJte::.den-: active meter_ ~t the elose o~ 19Z5 the 
COmT;f!:1J.'1'he.d. M6,OOO meters', ~h1eh ::.t.this e,vo=e.ge ,cos.t woul.d. =eprezent. 
:1.::l.r~und tigurese., total 'cost. o"r $1,875,000., New bus1nesz. ~nso ' 
as :1.ncurred. :::en~ed.. 't::om. $lo9,00e. ,to $ll4:jOOO.: a ,yee:: 'in .reeent"yee.:t"~ 

. " . 
/. 

.' , 
.... # , .... 

., 
, ., 

. ' '. , .. 
, '. 

. 
1 ~ ... .. .. 

", 

'-



.' 

eourse,." :une.e:: aocou:c:tmg ":p=oced:ure :me. 'Co:n:11ss1on. pre.et1ee, been in-

cluded 'in 'current ope:-at1ng e:tj?e:c.se, . e.nd i!" Vie-::eCl. 1:l the light o~ 

oa:p1taJ. expe::l.d1tu:'e, just as 1::. t:!le ease-oO:. the cost o::e .attaching the 

business, he.s been· taker. care ot' end. 1::. &O:~ect. cnort1Zed. :vee:: by ":leer 

as 1neurred.. ' 
su.ostanee ~e.ther then. torm. is. to, 'be eonsidered.. 

this. Commission. does' allow ~o= the ,so-eolled inteng1"ole eo1llG eonee:::. 

, . " , 

jeeted.. as too hy'pothet1ee.l .~d te.r :::"=oved. ~om. aetue.l.1 ty to l'rop«t"l":l 
~ "~" I : ~ ~ , ~'. 

'!he Stl:. 0-: $4l.5,734.. is i:c.cJ.uC,ec1 1:t 

th~. historioal =ate~e tor o=gan1~tio:-
• :'.' .. to J' 

I " . 

Zc.e . un1!"o=syste:n 0-: ... 

aoeoun.ts :provides that there shollld b.e ent.e=ed under t!:.1s,hec.d, in .. " 
~dd1ti~ to ~ees :p~id :o~ i~co=porat1o::l., ~ell o!t1ce ~d other. ex-

, , • ~ .' f/tr' \ • I" ... , , 
pend1~es incident to orgenizi~ the eorporation or other'enterprise 

, , t ' ., " 

. and :plltti:cg it in read1:ess to do buz1:c.ess .. ~ This 1:c.oludes"oozt 0": 
'. ' ~ 

. p::epa.ri:og. a:l:d., d!.~tr1bu.t1ng pro$!>Cetu::.e$, eO$'; 0: so1.1eit1Dg., ::ub-
.... , , ~ 

se:-1!)t1o:l.S tor stock" cash tees pUd. t¢ ,~omote:"'s ,e.:ld the ee~aJ:eaeh 
•• .fa. ... , 

I, , ' , 

" ' " 
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their se~ces 1It** ·~c1el. counsel tees ***)jC****; elso costs incid.en~ 

to *** negotiation ~d is&1e ot s-:ock ******lIit,,' 

. men t vms not' stepped up. It should. 'be reisee. somewhtl.-O; to edequately 

Acorued Dep::ee1atio::l. 

The c:nount ot the aoorueddo;P!'ec1a t10n in the p=0~::-tY' is 
. - l~ 

greatly ,in .exeess 0:: .~. ·.!.u1ek·s :'1gu=e o't$S,.~70~326.. ~ is not 
~ 

The ::-eco~ clearly shows' 'tha"t' this 'resul.t~ 

f' , 

Ie Tho dep:::ec1e:t1on =eserve on Deocmbe= 3i~ 19Z9 we.s $9,350,589., 
e-s ,sho-=.. by, the C'ompeny"s 'books, (including' 72.5 pe=oent' 'ot" the Gene=e.l 
Ce.p1te.l Reserve). ." ._ 

. M:'... !.U1ek ",$ Vie':':s on ncc-~ed. dC:9:-cc 1e. t1 on. ~e' 1llu!:.":::.-e;tee. 'by his 
test1mony.r~s~eet1ng de~ree1~tion 1~ dist::-1but1on ~ns'en~ entomoC1les. 
M, to .the tormer, hi~ exhibit No. S5 sb.O":tS th::.t ho- made no: ded'llo t ion on 
over 86 percoI1:: o! the steel~o'Ught 1::0:::' l:A1ns.. ·The reeo=d sho"llS these 
mai·:::.s· to. have been in 'se=V1ee' a eonside::o.ole'time e.:!.e. ttlr-:her'that 
there ae~ally existed a phyzical ~te=1orat10n. 

The automot1:'V'e equi-;pmentot the CO:l.l)5111 is not no~ as show by 
the pricod 1:.ve:tory cnd ~s 1nd1ce.-:ed. by the Compcny9:; dep=ecia't10n 
=ese::ve 0: over 90 :percent o"r the book CO~~$. .1Er. Lu1ok ... sthecry o~ 
te.king en old Model T Ford, tor ex:ml'le ~ Qd ·oy t:!le. expep,Cit-qre 0:= 
rele. t·1 vely $::" J 1 a:ounts 'tor ·t1:-es., '~:o. t ing a:rid' genoral. overhau.J. ~ :::e.k1ng 
1 ~ the e.quivalent 1:.' ve.lue. 0: a. ~e":t ee.:: - even ::-0: the pout. 0: Viow 
0-:: se::-viee elone., is contra...,. to QO-ml tacts e.nd. e»::ld1 t10::lZ-. I:l ~~=­
pe;rtieul~ j,:::l$te.nee 1 t. -:~ dcem.od. to "oe the eG,uoJ. ot 0. nett'Model A. ]"ord., 
to:: the Co~=y used the subst1 t'Ilte theory 1::. :V=101.ng these olod o~s. 
It 1~ appa:e:lt the:~ the a!)p11ce.t1qn 0: Mr. !.U101::·s se:-v1ee' theory 
(called. by h1t:t cost to res-tore 'thecey) 0:: del'ree1e.tio::t e;1 v.esl"estllts. 
wl::.1cll cannot 'be. t:.cce:pted.. 
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ot the ;pr0:Pertj e.nd analysis 0:: CO~e:l.y :-eeo:::e.s. III the t=a:lSlat10:::l. 

ot the :results 0": these :?hys1e~ inspeetio:..s e:ld e.n~ysi$ 0": pest 
\. 

'. 
:pe::-:ormenee the :-oeo::d ~the= :;hows t~ t the ,:-ese:l:te.ge, th-e e~eet;ed. '" " . . " . " 
tutur~l1te, t~e present operating costs in respect to ma1nte~e~ 

'\ 
\ 

the 1~terest and dep:ec1at1o~ e~nse ~ kee~ these p:o,er~1es 1n 
/r~-- .'" lS 

se:viee lQd o~e::- t'e.otors ':tere all considered. . . . 

Fcir Value .. 

SUbj oct· to' dedc.e:t1oll: -:0::: . :.e e:ued. and :-eeliZed d.ep::ee jA-;1o::1 

in a ~ ot' app:-ox1::ne.toly $7,650 :.000.,. t:!:l(~ :ta1:' value o~ the ,ropertY' 

here. involved as e. ~1ng p:ope:-t7 ":lith business attached, g1 vi:C.g 

!"Ull e!"t"eet ":;0 the current love~ o~ :p:1ees e:a.d alJ.o"rl!lg tor ~ 1n-
J ' 

taJ:lg1'ble ele:x:.onts 0": value- not !tl~~y eared -:0::- 1::l the usua~. Cond. . , ' 

e~,rent o::?era.t1ng ex::peD.sG elJ.oWa:l.oes "cut exc,lu~ve..-1ouz buUt up 
• .." , ",., I • '. ,..~-. 

claims or ~alue1neident to e. rep:::oc.u.et1o:a. o't the :property under',Z.: 
.. • , 4 , , • ~ • 

-, 

t1gures,. exeee<l $SZ,,500,.000 .. , ene. to-: the yee::1929.$64,OOO,.'OOO .. " :::nd: . 

tor '~he yee: 1930' does not exceed $65,;500,000., ·wll1eh t1~:'0~. 'tor 

the pUJ:~o::es<::.eroo:f" ;a:rc spoke~ ~o~ as rete OOse.' Theset1gu...~ !n-

.' --
.;,..-~ .. ::~,. 

, ' 

c~ude. the e.ll.or.z.:eez ror. add:t;.tiOl:Z8.:c.e. be;,:t~!":::len1;s~:"Korking,C'ap1~ 
. ~,.: .~:.; ~':~' .. , ..... ; ~~... • 'II 

and"lIlate:1aJ.~, end Sllpp11es' co:-respond1:g to· ~hose· 1llc~ude.d in. -;he ' 

rate, bases e.ot out in ·Table. !I. 
, 

'. .b.l.thoUOh de:9=' ee:1e. t:to~ is ~us tree..-;ed. as e. . d~~:\le~:rbJ.e . .1 te:l1 
" --to e:r1 'Ve at". t'air value, o:pe:-atiJ:g ::e~ts unde::-' th~");?~~~d. ~air 

ve.lue theo::, '!:JAy best be ,111ust::-a::ed, by ·us~'Ulld.e:Pree:i:::a.~'.~e~" ~ 

15: :to, 1$ 1n~eres:t1::lg -:0 :::lO'te t.llat. M:;'. 'lJ.ellc Y s es-:1:::~e o~ accrued 
de;proe1at1oll., is less than. tha~ mede :tn 19ZO 'by l::;:'. Masser,;'V1ce.-
:?res1d.en~ ot the CoIltl'eny end i::J. oharge o~ Gas OJterat1ons. Tes-=1.Y-=xe.~­
tor the Company then, he e~esse~ theop1:c.!o~ that the con~i~io~ 
peroe::J.t ot the de~:::ec1able pr~perty ~as's11ghtly le~s than eo percent, 
the aee=ued de~:ee1ation being $9~2'S.~. 
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, . ~ .. .,. r 

rate caso (fair value) be used the deproe1a~i~ annu1ty ~ouid hAv~ 
'" ".,,'" .., 

to be canputed o:lly to:' ~he ex;pee~ed l1:'e or ~he p:'ope:'ty e::ld would 
" . 

, , , 

be ::tore tha:l an e.nnu1-;Y eomp'C.ted. 0::' the basis 0::- age :plus expected 
" I, • 

11!'e. I::. b:1et', while the base '0.,0:1. "Nh1e h ,the :e't'J.-n would be !'igu...~d. 

, ~ . " 
the ?on<li tio~ pe:,cen~ or the p~sice.l ~oJtert7 the higher is the 

deprecie.t1on a:l!'lu1ty' eXjtense. Indeed under the to=. o~ ope:-at1ve set-

u~s, with the method o'!: ,deprec1a~1o::. e:Qe:lSe e.CCOIlIl.t1ng customer1l.y 

used., ,and used here ,~o::; the l'll:',l)Ose ot this Jte=t, ,the =ount 0: the. 

. accrued~e~eeie.tion. is or thc.o=etiee.l re.:t1ler ~heJl e.et'Ual u,o:-te:lee. 

The o:lly tigu.re .~n "the, recor,d tor deprc,c1a ~10tt e.nnU1~Y expe!lse vtl.1.oh 

could 'be used. with a de-oreciated bese 0:, rei:- value is theto'!' Mr. , ' I,'" 

:::,u1ek or *1,300,000., end 1t is very dou.bttul it the ,use o!'~ th1~ , , . , . \ . 

16· 
t1e;ure -;;ould in~e~:te til te.1r or :-epresentative result_ , There is 

~n ,tl:l;e .rec·ord. w~ll. sU1J:Ported, est1Ill:!.tes ,ot de:p:-ecie.tion, e:IJlU1":y., 'Villich 

1Jarmon1ze w1 th e:c. unde'Orecia ted:. base. a:ld. the, use 0-: wJneh W1.t:!:. .. such.. 
• ! ~ tIii. ,. , ~ 

e. ee.se ':lill. S1 ve, eo, cor:-eet. indica ti on ot o~e:ati ve :reS,tu::s. e;nd. retu...-::.. 
.. f" , 

, ' 

OPerative Results on Fair ve.J.ue Basis. 

Ta~leIV udic etas 0;>erat1 ve . rosu1. t~ to": 1928, 1929': and 19:50, 
, , . .' .. . .' .. 

be1ilg co~ere.bJ.e" to T~ble II. Revenue is the se.:n.e in each .os is al'~o 
, ~ !, " 

o:perating e~nse" exce:pt as e.e.justed. ~ co~o=m to the higher bases 

as. ill 'th'e case :pa:t"t1cuJ.~lY i~ respect to the depreciation annuity. 
, ' t ~ ... • i .' ."" " t \ •• ~ 

'!he rate "oases there ineicated e.:-e ~hose !"ound above and like ~he 
, .,. .1' ,t .' .. I " ...', II. , \ 

base's in Table 'II do not re:lec~ rd:D.'1 c.ecluctioll tor ace:ouod depreciation. 
, . 

l.~. ~he use or 'this clepreciat::1,OJl:. o::,on.se o!;'tim.te in lieu otthe.t 
~loyed in Table rr, ,1n...--ra, end 0. e.oprec,iated. base in .lieu 0: tlle 
undepreeie..tcd. 'b,ase, ':::,b.ows. e. ::etu.r:l. to:: 19ZO or 9.& perce:c:: a.s· com-
~=ed:,.·"lz'! .. tb.,tb.e.to'! a.a l'eree:it. s!iow:c. .in, 'thc''re.ole. "'., 
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ADJ'USTED OPEP.AT!NG RESOLTS OF GAS D:E:P A..~NT 
LOS ANGELES GAS ~~ ELECTRIC COPPORATION 

FOR T.dEYEARS 1928, 1929 ~Ii!) 1936. 

Operating Revenue, 

Qperating Expenses: 
Pro <1uction ~ 
Transmission, 
D1str1but1on ,. 
COm.erc1e.l. , 
New ,Business, 
General, 

SUb-Total ,. 
Depreciation, 
Taxes~' 
Uneol1eet1b1e Bills, 

Sttb":Total, . 

Tote.l.'Opel"ating Charges, 

Net; tor Return~ 
Rate.Base, .. 
Bate ot Ret;llJ:'n, 

Weighted. ;A.verage', Return , 
tor,3-year ~r1od, 

. .J 

?AIF. V.AI.UE BASIS, 

'192$ 

$14,'959,000. 

$ ~ ,597 ,000,. 
, 1,000. 

847,000. 
829,000. 
llZ,OOO. 
701;t0OO. 

1,087,000. 
l,.026,.000., 
1,51S,OOO. 

130z000. 
2,671,000. 

A 9,758,000. 'Ii' 

$ 5,201,000. 

$62,500,000. 

8.3% 
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. 
1929 

$15,.989,000. 

$ 4,6~7,OOO. 
0.,000. 

780,000. 
889,000. 
110.,000. 
720'zOOO. 

7;:L2Z,O®. 
1,049,000-. 
1,505,000. 

180z000. 
2,835,000. 

$ 9,-9S7',000. 

$ 6',032,.000. 

$M,OOO,OOO. 

.. ,.~ ... ~. 

9.4~ 

1930, 
(Est.) 

$15 ,.4l5 ,000 .. - " 

$ 4,6l.2,000. 

l~,.OOO. 
885,000. 
114,00:0. 

1100~.z000. 
7,7$9,~~. 

.1,.072~00O. 
1,537,000. 

182zoo0. 
2,891,.000. 

$10 ,630·~OOO. 

~ ·5,,.7S5,,OOO~ 

.(;. .', 

... ti.5,.50~,.OOO • 

e.a% 

. ',.:::::::: 



~o G,uostions: 

z. 

?:.::r :!r 

BY -:ZM -; a:::.OU!'l. t should. tho re ve:J.u,e c.:J.d..= a:tez, be 
reduCed? 

7f.b.o..t tor:o. 0-= rates shou1.d. be ~!.Xed ~o c.cco:::::.pll:;;::' 
this =educ.tio:l.~ 

the Com?eny, ~z i!ldicctec. by T~bfes II 3?d rv~ ~d ot ~ othe~ 

pcrti:e!lt :actorz, some ot r.hich ere' ~ubseouGntly d1scuzsed, 1e~d: 
~ OJ, .. I.~. " . .. to t.o.e cO!lcluzio:l. that =o.~s sllou.1d be ~:u:ed -;rb.ieh i=. the tu.ture' -::ill 
~ 

lower the" co::::::p:my"'S do:c::.es.t1e ~d co=erc:t~ gas :::-eve:c.ue':by' z,l':prox-', 
. ~ , 

J. ", .' 

SUch. eo reduetiO:l ':Jill have" ¢er~i::l e~fcets U,P0::l the ~OtlJlt·' 

o~ texes ;:rhich th.o CO::lj?=y..:ill be celled U::i0::l to e6e~c, cur::-ently , 
, I 

as to tho ],~dera1 to: =.d ~ the e:::.su1:lg yee.= as to' the·' Steto tax.: 
This is Ulust:'ated, bY' the ~ollo~i.l:ls :e.ble '7, i:h~Ch~ oo~es:!?ondS m. ~h 
Tables II a.=ld '!:l excc:?t thc.t it assumes =~:;es -:;e:::-o i:l c!-teet dU=iXS 

the ;reo::s 1928, 1929 e:ld l«;)~O T-el~i:le e do::e:::t1c" c:o.d. co~=c1el' 

,; 

:::-cve::l:ue',9. ::?ercent lezs. t:c.a: the y1el.d 0": tlle ::?!"ose::.t ::-o.tes. The Tablo 
, / 

turthor:' 11lu=-t:-e::es ,.the ec..-n1D.g posi tio:l 0-:: -:ho CO:::::'p-'Uly u:l.Q.G:- such 0. 
''-

", 
/ 

I 



ru;~ 
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. TAJI,~ NO. V • ----...---.....--

,'.'. 

!OOlts'I'ED:COP~RATii,j~lJL'I'S i,at OAS Dfl>AAtlJl'2~T 01 too 'ANrutKS 0.'.$ &- U,'8Ol'RIO' OOlroRWION 
--; g"2'o-193o ON oo·rririiIsroRH1\i;- 0:61' a\S'lS AND l'A'lit 'yiWs B.a:~HS AS'SWING 9! m1iJC11oji--
~... . . . . -- Ili IXit~TIOThil o:i!ii~ iiLR~W." . . . . ... , . .... ... .-

" ' 

t , ••• -_. ,~ ..... -'~ -.~--........-.:... .... -~-. • • ..... ....!._. Io... - .-.....-....-..-
t_ !....?---.li-: . ,. ..~1 __ ~_...l9 a .9. .~_I.; : 1 ~ 3 .0 ,Est,_ .:.:. ___ , • 

". Historical , Fall',Value. • Hi~~orlcol 1 1'alr Value I HtstOl'ioel , Yeh' Value_", _ ( 
.l_,_~ _____ _ __ ~~~i ____ Bas.ts . l_._Ita.8I,8 'i ~P~J .. 8 I,. _1!8s18 1,.-.:.P.8B1f!. ' __ . B,~&la._~· 

$)'pora ting ]lev&wo I 

~~~.~~\,.~r·; 
Proru9tion, ' 
Tl-allemi sston, 
DistribUtion, 
CO!:1:lO l' 0 1 al, 
Nolt' BUS.IM8!, 
G6nol'al, 

SUb .. ~to1, 

Dapl~ol8.t1on. 
Taxas. 
UnoolleQt1~es, 

Sub-'l'otol , 

$l~ ,669,000, ela,G09,roo, - $14 ,626,000, $~4, 626,000, $15,003,000,' $16 ,OO3,OO~. 

4,699,000, 4,697,OOOt 4.61.7~OOO" 4,61'l,OOO~ 4,612,000. 4,612.000, 
1,000.-' 1,000, 6.900", 6,000. , 6f 

847,000, 647,000, '180,000,' '100,000_ 1,123,000. 1.123.000, 
829,000, ~9,OOO, 880.000, 889,000. 005,000, 885,000, 
112~OOO' 112;000. 110,000, llO.OOO~ 11~,OOO, 114,000, 

_:- 701.000. _. 9,)1,000.1._ '120,000.. '1~.OtOOf:J. ___ ~a900.0.0.2_._---...hOP5~9PO •.. 
_J I08_'l.LC9.~_....!L087 i.OO~, _ J.J...1.E tOfJP. ,~.122,000J __ !t. '139I00_~,---1t.'139,~., • 

1,049 ,600, Oro,OOO~ 1,O?-~,oOO.-
1,373,000, 1,(04,000. 1.395,OOOi 

___ ~€:OJ~' .. ___ t02~, __ 1!3.2 '<!..OO--L 
943.000~ 1,026.000~" 967,000. 

1,371.000, 1.362.000, \,~,OOQ, 
__ 1;..;,.3.2JOOp.! c..~).3(),OOO. _1f!OiOOQ.\ 

~,444tOOO. ~~101000. "2.529~OOO. 8,002.090.' _.~ij'16aOOO, ___ ..?.Le~oi~.L 

TOtal Opo).~U~g Char3e.sf_.9l531,OOO. _ 9,~5.oo0, ~~, . 91'124'~0-L---.!Q~6.000 •. }.0.3.~l.OOO~ 

llot tor Return. :-1.4.'~3~d~4..LOO()' ~L975,OOO. : $!,ro~ .• _~::--_~.600~ •• _~~~ 
Ra to Baf?o. $5'l,ooe.ooo. $62. 6<!0 ,000. $59,2~6 ,000. $134,000.000. $60,'104.000. $65,500,000. 

Rate of Roturn, 'ltifo 6.6~ 6.4~ '1. '1i~ ." 'I, '1-~ '1,(f/J 
. -- .- .. _... .. - .. -.--. -----___ .. ____________ ___ ........ __ -.-+--.. J __ • •• _____ _ 

_ 1" <J.' 1 
~ ... .t'~1 ;~~ 

y{Gi~t-edAVOl'a.go -NM~- for throo-yoor pOl;io.<l -1i1s-torlca.l Basis 
lfolgMed AV61'tlge ).\)wm 1'0),' till'GC-YOO1' pel'iod - 'ah' Value Basis 

7.~ 
'1.1~ 

!;-
I. 



."~' • 
. " 

,The va=ious operating setul's. (Zeble$ II, IV n:c.d. V~' ' have 

not oeen, tekC:l or used as·a co~e c::1ter1o:t o=: gt1i~e in e.ote::J:lii:c.1ng 

the oa...-n1ngs end rates which in the tutu:-e W1ll be just ~c. reaso:c.-
, . 

able.Certai:. :-csult;s the:-e i::::.d.1eated clee:=ly eo su.bject to .. " 

qual1~oe.t10n, and there :uo-e othe::- t'ae":o:-'s t:ae.t have 'been. take:. i:o.to 

eO~1derat1an in reac~ a oo~c~us10n. 

'19:a8-1930 O;perat1ng P.esu~ ts. 

, 
t, 

'" 'l'lle operat1:::lg l"esul ts indicated 1:0. these Tables are not 

'.ent1rely:-opresente.tive. It ";7il~ "00 obse=ved t:-O::::l. tlte Tables' ,that, 

:o.o~ te:n;pe:-~t'lX:'e :-evenue i:c.crease to;: 1929 over 1928 was neerJs' 
, ,,' ,I 

Investme:.t-:: or 
. . . 

!'a1r' v~uo-1ne:"eaze,::.s -tb:e 'ease may 'be-, '""=~ :lbOut the Se.:le ~ the 

··two years. Yet it ';7111 be obse:::ved that the genere:L operating. ex-
.t" I, ~ . .. ",. ,'.~ .J. .... : . ..~. . ' • 

.. l>enses ill, 1929 1nc=e~ed over t~ose 0-: 1928 by 1ez::.· t1ltln~5¢~qOO., e.l-
~ • 1'#1' .~ ,.. ~ r'.,.' .. : .' 

',. thougi:. Itore ::.e.t'tIre.l gas ":las l'u:-ehe.see.. i~ the latte::." year, while, in 19S0~ 
.. ~ .." vJ "'/ -.I',', . ~ • .', ....... ~ .• 

ttt th 0. les~c= co =:-espono.1It.g increase ill tbis 1 t e:l o~ ex;9CllSe,:, .;the=e ,',,'1s 

en esttmated. 1::te=ee.se in -;O~e.l. e:Qen&O 0-: OVO:- ~600,OOo.. . The , yea ' • 
." I',' .. ,~ - f.' 

1928' as.. to ope;:e.t1:cg e~nsc ~as . zo:e";'lhe.t ou.t 0-: line "oee~use the 
.... ' _..... ....' "",," .1' '~;I. ... ... .• 

C'O:t:ll'e:lY tl8.S ill the t.=a:o.sit1on. ~:-10d tl:'Ol:ll -:hesernee '0: So miXed gas to 
, ........~ --.t" , .. ' ',+ ~ ,,' N· ~H"'" ~ .'. ,I>. 

1929 "mS a. mo:-o no~ Ye8::., ~e~'sherp 1n-
, " "", , .. 

There 
e:e 1ncl'C.d.ed 11l the. :igures-used eerv-e!,Il, ·la::ge 1te::u:: ot 'e. so.Cewhe.t 

, ~u.sual :.:c.-d.:o.~ll-=eeur=',!ng'''D.a:ture •. ' ":elS9~867 .. 1:0.' a:enerOJ. -ex:pe::.se is 'tor 

the cost o'!' ap:pre,1sa:L and regulato=7 co::m:1sz1on expe~e .. ' T'Ae~vere.ge' ' 
" 

e.:cnue.l. oost tor these 1te.";":, -torl921 'to~' 1930, ,:t:ic~us1ve,. v::aZ ~O,500. ' 
.. ,,', 

" .. ' ' .. ~' IfIt ......., • ". ..... 'II...". ,ta ,. ..... • " .... ' ... " .f'I<'to'" ... ~ , " 

$159,867. exceeds. by :::.ore th~ 5O~e...-ee::.t the expense to the comp.e.n:r :or 
'. f< ~ ... .".,. '. "" ..... ~.'" ~." "" ... .Jo. 

these items in 'e:r..y 7&a:' 1::1 it.shisto~_ U thepast .. :exper!enee 'ot' ,-'the . , 

...... ,. 
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company mee:o.s ~h1:1g it is ove!" ~lOO ,000. in e%Ces:: 0: -;;hat Dl/ly "00 
u 

expected. in'the t'uture. $139',320. is. includecl tor lege.l ~se, wit:!lill 

o'! e. pend!JJg l1t1gati'o::l, in -cb.1eh the, City 0:" LOS .a:.ngelos seeks to en-

jOin'the Co~p~ tro: e~::l~¢ting'a ~~e= business as distinguished 

trom. a 11ghting btlSi:ess unCLe:- the t:-~ch1so extended. it by see. 19 

o! Art. :0: o'! -:he Co:::.sti ~t1on prio= to its e:nenO::.ent in 19l1. It is 

asse;"ted that it the City is 3t!.ccesstul 1::J. th1~ the determination will.., 

~pJ;lly to t.ile right ot the CO:ll'.a:c.y to opera.te :. gas business except 'tor 

It is not cle~ tha:t -=h1s e:c:pe:c.se will oont1nue, 
/ 

:lor is it at ell clee= that the e1.1e>cation. ot sc.ch e. 1ergo FOpo~ion. 
", 

0-: it. to the ge.s de:po=tm.e::lt can 'be j'l!Stified. 

Age.in~ as indicated in '!o otnote No.9, the ·Co~ est1:ma:t,es 
•• '. > .' "" 

e~:o.ses roJ:' the. yee: 1930 on e. ::ueh :ore liberal be.s1s than tl:le.t 
'\" , 'c 

ind1ee.tee. in these ta.bles 'tor 1930 cannot, be taken, 'C'i thout, quc.l1.t'1ec.-
, .,. .. ~. '., 'C" • • ~ 't 

tioJl, as a guide to what e~::l$es in tho. '!o.tu..-e ";till be. ,. . 
, I " 

Factors. :At:'ect1ng Rete Base,. 

'The t:a!r'VeJ.ue. rate be..se !'igt:.:'es' a...-e sub je~t to so:c.e adverse 

ett'ec.t" 'by' ~e.e.tors· vt.o.1c'h have :cot been 't~en.,' into' aecOtlnt in e:-r!.'V"'~~ 

at them an'do wb.1ch ~e not e.asi!J' "buseepti ble. to ~ee.su=<=::ne::rt ,1: 

dolJ..ars e:c.<t cents bu~ wh1eh 'Mould. be adve=ted to as 'enti tled to OOJl-

s1d.ore.t1o:c. nth the~othcr :taeto::s le'e.d.1llg to the conolusionS 

reached as to the 'reasone.bleee.r:.1:lg basis 'to;: tho' tutttre. 

'"The eVid.enee oonV1nc1~Y' e::ld, se.t1~actori:Is e.stabl1shes 

J;ll"esent,s a. serious c...uestioJ:t. e.s. how the e.rt1:N.e!al. ge.s ~le.:C::s .or "the 

COmpany shoule. be t.::ee.ted....ae they all :ooeeSS8:'7 ~s e. st.e:o.dby- 0::: 
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" • 
would e. :pert 0: them be e.deo..u~te tor thi,s; ~ose,? under the b.a.s1s . . 
ot t1X1llg ;:oates he:retotoro Zoll.owec. by- the CO:::usE1on, -::hieh essentiallY 

. "',It: .. · of> 

is to :provide ~ te.1:- retu...-n on money l':udent.ly 1nveste<1', 'it any ;part or 
• ............ I" ,. 

. -these were 'el1:11na ted, e:.s operative p=operty it would., toUo,:; that p:-o-

'V1s1o: would b& :t:U!de'to:, the em.ortize.tio11. of the money 'invested in them.. 

In ?a::'t I SO!:le cons1de:::-e::1on. was give:l t.o the :::atter 0-: these pla::lts 

and the conclusion ::ee.chee.. t:::at the ende::loe unde:= all 0-: the ci:reum.-
, 

stanoes did :ao't just1ty their retire:le!lt a::ldamo=t1zation at this title. 

.. " , 

the prooent t'a1;: value or its J;!l"ope;:oty, -:or the sOl:&'What 6.oubttul· need 

or all or these plQts does. have an tlp:;:r-eeiable. :ldve::se. bearing upon 
. ' .' .' '17' 

tb.e1:= veJ.ue, es 1nclttded. in the rete base !1gu.res 'in '!e,'bles IV a:a.d v. 
The CO~any e181= t.b.et :prior to .lS13 a eons1c.ero.ble amou::J.t 

, I 

" , 
ot pu:-e -::rought iron :ne.in was i:c.stel.led • Si.tlCe 19l5 it has. used. ::teeJ. 

• I , • 

:::ne.ins.. In the :1SU:=e..:. in Table.s IV Q,d V are included the cost.,o':.oJ.!. 
I '.', " .. ,. '" 

or the cla1mee. m:ought i:on mains e.t cu::":"e:o.t p!'1ees.. :tra<t e.noqu1ye.lc::l::; 

, .. "', 
be Co;p;p::"ox1matel.y $1.50,0',000 less and the a::::t:lual. dep:.-ecia::10n an:LU1ty 

\1Ould.. be dec:.-eased by $25,000, 1:. :."OU:ld ~gtU"cs_ Tlle. e'V'1<ie!lc$ is not , ' ' 

at aJ.l. cO:::J.v !:o.c1:o.g e.s to the eJ!lOllnt 0: pure vaought iron ::.::.1:0.:1:0. the 

1" .... ±lie Clty·s !'l='csen-=e::10Jl 1:as based. U1>011 -=.o.e ·eli:ninat1o:c:. 0: all. ot 
'the. :plellts. Some or the ~o:pe:.-ty iL.cluded. is nott used in the distri-
hution or mt~al gas. ~e reco:-c:. doos .:lot contain :se:~1~ac~0::r 
;~1gures 1:ldiee.t1 ve ot tlle e!'teet ot el.oo;m~ :::II! ti:cg the ol.do= :ple.:lt.s, 
ll'Wllbers. 1 ·and 2. :S:o-:.rever, the ettcet or their el «!!!~nation.·=t17 be 
approx1mated.. 'I'he ~e1r value !igure here used would be ::-edueed by 
t:::om. .. $2, 750,,000 to $3,250 ,000. 0:pe=e:~1:lg expense woul.d be- redueed 
t'rOI:.;f;LOO.;OOO·· to- ·$lZS.OOo. 'e,. yeez. Ve-::r roughly, ~t sueA el:t:n1:oat!0~ 

. \1ere,~e, the contJienY'sretu....-n..o.s 1nd!.eated !:l. Table!'" n would· 'be. h1~er 
b:r aro:tind one-heJ.:r o~. O::le :percont. 
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system, no:" is it at ell olee: ~t cougllt iron~ e.lthough much 

:c.ore costlY' t:ha:t steel, lle.s fmY :=eal su,erio=1ty. 

Utiee,tion is in r!J:og:ess ~teet1:lg the eleet~e ,t:-anchise 

ot the 'Coml'e:lY 1::1 :Los .Angeles, the City :b.o:ving e.t~e.cZ::ed its right 

u::lde= the so""'C~led oO:lSt1 -;u,~1011al ~=e:lch1,3e, "-:0 u~ the l)uoUc. street$ 

:0::: the distribution o!eleetne erJ!rgy !or pc.r,oses other then i1ght1:::.g." 
, ~ 

A$ cla1::.ed "oy the CO:::pa:ly in 1 ts :E:X. SO "vm:.tle tllc aetion i:l C?uestto::l. 

involves only the serVice 0: electric, ene::gy, it is o:lly r.easor:.a.ble t:!lat 
'" ~.. 

the gas dep~t!llent sllould. ZIlste,1n its Irol'Ortio:l. ot the eXJ?O!l.ze o't this 
, , 

l1t1ge.t10~, since its ~r~ch1ze right is derived t=o: the semo CO:l.-

'" , , 

~t1tu.t1o!le.l :j?l"Ovis1on. fr 'Z!l1s '$i tu.e.t1o:o. -::ould tone. to m.1n1:Jjze eJJ.'S 
.' .,." I • I-

intangible values ,included in the t!gu=es used in Table IV. 
'" 

cost o't Mone;r.;, .',": 

eur::-ent increAses the ac"t;u~ cost tigure, so a sil:11s= .asS'I.lm,tion., , 
, ' 

that theCo::rpe.:lY we,s ti11:!:lCed .on the basis ot euttent money oo,st or 

,"l8lue :rould- =-eOleetb.e:e~g..:re o't 6.~7" ~e:=ee:l.t to 5.:46 peree~:~.!:t 

the.Com~eny 1$ to derive, t~e.e~v~tage ~e toeeonom1c.ehanges which 

're.1se· the' vallle 0:' its, :p:'o~erty over' 1-:s ',aetueJ. e~st" 1 t shotW.d . at the ... ", 
, " 

s=.e, title 1n, ... tai:ness expect ZO ~!e: a!lY' detri:ne::.t dUe t<:> ecollo:c:.ie 
. , ,. 

,changes which, , may less,e::l the cost or ear.c.il:.g c.'l:>il1ty o:r ::oney~ 
~ 

't ' ~ , 

.. =.dverse etteet UP0:l the Company's g:-07:"''..h e:l.d. revenue. It 1$ retleeted 
.' \ - , .,!. 

~n revenue tigures tor 1929 an~ 1930. zo::.- the ~a:' 1930, . as, hereto-
,..... ~ '. .' .. 

fo .... e pointe.d. out lJ the va...~ous :oevenue t1gures used' e.:-e those o-:~. 

Messer based. upo:t. c.etu~ sales ~or the !"1:'st !1ve :lO:l.ths ot the yee: 
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ever ~ ha~~ been he:-o adjusted to =e::'lect ::.o!":l:.J. te:lp~e:tu=e$. 

Since t:o.c, suOm.issio:c. .o:t th1~ ease the I!lo::lthly repo:-ts o'!' the 'co~~ 

tiled With the Co.m:U.ssion show the e.etue.t sales to:- three e.d.d1 tion.al. 
::nonths.. Not only do sal-es ~O':l c. sl1gb. t t'alli::.g 0::'-: :t'ro:::t those.. e,30;1-

mated tor these ~nths, but these :lo~thly re~o=ts also show a lesser 

growth :tll ::le":t ::nete=s tha:l. was e stim.atad. The:-e is noth~ ill these ::::e-

ports or in the record to indicate t.hat on a llo::u'l temperat'U:'e basi:: ' 

the Comp8:ly t s "ou.s:tness 1$ not g:-om.:os. 'J!Ae !"eeord, hO\1ove:-, does. 

. '-, 

up. The s1 tuatio:o.. he=o c.e.ve:"teo. to c.e.lls :=0:- a:ld has rece:!. "led ceretuJ. , 

consideration. as shoVil:ng that the :-eve:me est1:le.tes used :tor ~9.30 may 

not be e.nt1::ely =e~esent:e.t1'Ve, just as the greatly 1.nc::::ea.sed. O~=8..tillg 
" , 

ex:pense tigu=es u:::.ea :Co:- the yee: are not e:c.t1:."ely re:prezentat1ve. 
1,,-

tactors which he:v-e accen~e:~ec. this.. o~:-ating ,expense ::'0:: 1930 has 
" . 

shO"ml e. startl1:lGly large incree.s&,. Qld. the w1:c:eor monthS o~ 1929-30 
~ ~ . '.., . 

This, Co=1ss:!.O:l. ~oes not, in tix1:lg ra.tes tor the t'Uti:e~ 

:p:-ete:lc1. to- meke. ul" tor past dej;>let ion ill ::le t . ea...-n.:!.:lg "oecaus.e or' a. r.:l'l 

1:c.. this ;:e.y seek to ~=o:p:1.e.te :past ee..-nir..ss enjoyed. ill. e. larger 

e.:lOunt, t:b.e.n.:me.y e.ppoo.:::- reaso:J.a'ble. I:l ~esc::1 bing :oa.tes :tor tho, 

~t'ure it :r:ru.st, almost neeesse..."'"11y eo Oll -:b.e assu::npt io:l ;tha~ ~l'C='a-
• • I , 

turcs vt111 'be :l.o=mel. o~a:ti:::.g .expe:lSe also lUUZt be e.sS'Wl'led ,to 'be, ' 
, " 

0;::), e. mo=e noo.:-l:y' :l0~ 'basi s ,tlle:l. in '19&i .. ~stil:lg b.us1::le~ eOll-

d1 tionz, on the othe:" h.c:.d., zb.ou~e.· 'be and a=e g1 -u>ncoll$iG.ere.t1o:l. a:o:d 

'weight.. 
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". 
othe:- ~eto=s. 

~e=e are other ~aetors o~ ~h1ch b:ie~ mention ~ 

al'P::-Ol'l"1e. tely be made. Not":.~ thstanC,1ng 'the etteet 0-:: -:he' e.e:p:-ess1on 
, .' , '. ~ 

" 

growth., the tell~e:lcY' is ::'0: the :ate 0: :-e'tllr:c. to .inc:ease. Added 
I . J' ,. 

operating ex:pe:o.s~< and. t.b.e ea..-n1:.g on e.dded. i!l'V'es-::cent 0::' property 
t· ~ . .... ., •. .. ... ,. 'II 

with g:"owth is usue.lly less theJ:. the i::lCre~ :-evcnue. 
, < 18 .Aga1:o., lower 

" 
:rates tend to s.tiZlle.:~e sales. 

to the st=ue:eure.l pro)lerty J?ro~ces eo sliGhtly higher tigtt:::-e t~n. the 
I -<'''' ",.. I • ~ • #. " 

actual.. h1storical. cost, even thougll ~03e:l.t price levelseont1nue w1th-
I , ; , • • • . _ , Ii" • • • 

,out chenge, ,the. g::adueJ. :::e.t1re:ne:l:~ 0-: the ol.de::, p:-ope:M;y in the :p:L~:~ 
, ,. ,0 " • " ' 

Jr.'Ojtc=ty 1nst!ll.led during the pe:-1o~ o~ 10-:; 1':-1 ces - I:l.e.e:lS that :elle 
,.. '.... • • .' I • 

'1 t ,vould. have eozt und.er cU::o:."e:::lt ':p=1ces wUl g:ov: less a::.d less end. 
, J 

, pos1 ~1ol'l: :!t l~c.st as good as, =.net :9robe.bly ,slightly bet~: ;tha::.,. th,at 
, • '\ I· .... ....., '. t ~ ",' • , . " III • ( .' ~ 

c.ueod. 1::. the, le.tte= part ot 1928 (32 C.?_C. 319) • . "'. . "" . .. "' 

e~-n1llg: posj. t.1011. O::l. such b:;:"~1= o.::.e. e.,s, :o.o~, ~o~d .:t~, o.a ::.~as,o=ble l's 

eO:l.sone.nt with that allo...:ed. other co::p~able ut1l,i ties :ond,:bas, :proven 
"~ ".' . ,,' , . ' 

18. .b.. ::ec!'uet10n. 1::. =e.tes, it r.az; ::eco~izec., e.s. .test1~1ed. ~ ~. 
MQ;Sse:-, "'U::lque~t1one.o-ly does stimul::.te loae. 'to some ,d~greeft and 'Wl-
Cluestionebly has some e!tcet on the -oe::"Ce:l.tege..ot the i!l¢l"ee.se. 1:l. 
sales, . the extent. 0: which e!'!'ect he. "":res unable to s:tate'. To Get ,the 
b.est ::-es1:lts t::O::l a. reduction. 1:J. :e.tes -:rou.ld, 1nh1s o:pin10ll., ·c.e.ll. tor 
cal=l1te.l1z1lig 1 t'~ ettect "oy -advert1s1:lg.!t is. soQe\Vh~~ s1g::l.1r.10a.::.t. ' 

.,here that ,the ,bu:.1ness <!ep:-essioll. appa::entJ..y has .:lot had ,the sa::.c" 
etteet. in slowing up 1:::lc:oeased. sales 1~ the eleetric~ departQent or 
the C,o~enY'''s b'.lsi,nes.s flS it. he.s 1:l. it.s gas depe:t:lent. ,:. ~ is not en 
unxeasoneble deductio: the. t t1:.e reduced .-electric :oates 1ne:::-cet in 
1930 .have ¢'ont:ri "outed. to so:ne ~en:t ~o t:c1s =e~t.. ._ ~e. CO~, i.n 
:1. tsestimate o't oPere.ting ~se$ tor 1930 includes e.d'd1 tional 'cmoWlts 
t~r adVC=~1s~. ~is is not diS:turoed.. The. company- Will. thus. be 1n. 
a position to :teature e. red.uction in :r~tes i:1 n 'ea::tpaign to increase 
sales. 
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tielc. o~ utili t:r in'Vos-::c::~:~. 

such a retu...""'n or eo.r:n::.~ ~$i t1 0::' to ce tc:l:I".1..-, '1J':"!-rce..zo::.l3.ble or U!l-.' 
attractive to ce.:pi~al. ZAe Company nll 'be reoeiVillG a reeso:w.ble 

:1.9 : 
retu=:. .or. the tail" value 0: its ~oj?erty e.:::.d ~ll be ~ble to mee-: its. 

1",Ued cha.:r:ge.s, pe::r it-=:. p:-e~e::":'e~ stock e.1~delle.s, liberal. d.1V1d.ellds on 
20 

i~s OOm:lon stock ~d aug:na::.t its su...-pluz. 

19. Zc.!.s C!om.~ 2:Jas CO:lSt::"\lC. ted.. t.lle "cI1lk 0: it.s :property s1:lc~ 191.7. 
MUch o! 1":.s· :pro:pe::ty ~ 1:o.ste.lled euring a pel"1od -::h~ ;prices "01ere. 

. highor tllen at J;lrese:o.t. . ~e tende:o.c:r is tor tbe ec~el. .=0. cu=:-ent. 
Fice level. cos: ot" its struo~:l. ~o~rty to co:ne cl.oser.end close~ 
togetho::-. ':he O\lr::en t ~ue a!" money is lo-::e:: the.:t.. t:b.e cost- to· the 
Company on its.ou:tste.nd1::.g seC14-1ti cs.. :tt ie e.l'Psrcnt tha~> rates. . 
reasoMble on the basi:;: he=etotore used. in respect to the ra.tec O~· this 
.Company Will l.1'ker.1seoe :-easo:le."ole on the so-eal1eG. !'e.1:- v~ue "oasis. 

" .. ...,.:,.. '.--.. 

20-... The comp=y~s st::.te:.ue:::l.t. tor t.he' year enC.1:lg A~""'C.s't 3l, 1930 t1l'e~ 
with the . co:c:l.1s s1 on. in cotU'l1ence -::i~:b.. t1ie··com;!':l1$sio~·s Ge:lC=~ Order 
No. 6S,and. wUch ste.te:en"; une.e= sti:9-uJaat1on is dee:ne4. inmde::.ce~ 
shcm:s tor i t;s: ge.s and ele c tric dej;lart:::::e ~$ a ne~ p:'o ~ -; 0:" $4',. 72S ~ '780. 
D.ed.uct1:c;g t::'o:::. this $1,~70,,&30 ... tor dividend.$. 0:' -:he CO~:rT$. ~=e:e==ed. 
s."toek, leaves ·$S,55S,J.50. to:: co=o:). stock or ea..'":lillgs. .. e"t'the rate· ot 
~7. '77 :pe:-oGnt 0::1 lsueh stock, 0::- 14.6. ~=oen-; 0:::' oo:c:on stoek en~~­
:p~us.. ~s pe::'1od te~'t the inc1dence 0: eight :months ot the reduced 
alec'trie :-e.te::., the wa...'"m winter ot' 1929-30 with it.:;. dec=ease~r~e.s 
=evenue and "ee:. .mo:::l.ths o~ 'buSiness dep::-e$s1on. Also ,much 0-: the ~-
creased a:ld e.ono:1::lal opere.ti:tg expenses occur.:"'e~ d'O:'1:c.g ~1s :period. 
It. is he:-e tOWld t.b:!.~ the Co:::'Pe.n3' Ys :o:m.uel. c1ep::ec1et1on ~e' tor its. 
gas d.epartment !s 'UIUleeesse.r11y le.::ge oy th~;1 sum o~ apF0x1=.tely 
~O,OOO. The CO:::.pe.ny he.s i:l.cluded this uct.:n-: in its opere:t!:l.g ex-
l'e:lses t.or, the' yee.: e:c.Ci::1g .ti.Ugust ~l, 1930. Ad~6 :this. =oun": and. 
the.$l20,OOO. pe1d to the. Pac1t'1e :..:tg!lti::lg CO:")Jore..t1on.,Q"S e:l. ,a:c.nucl. 
tee.. to the ~~.SS5;t~50. mekes a ~t.e o~ $3.,905,150. tor t!lo eom::on 
stock and =u.....,l'Us. ~i$ re:presents lS.5 pe:rce:l~ Oll thecom::o::. :.tock 
and lS .. l ~=ee:::l.t on CO:IlIllon s-eoek e.::.d zu=:r.>:l.u:. eo:c.'b1:wd.. It' the. 

~Coll1:pany!'s gas revenue :0= the year e:l.d1:lg August 31, :1.930 :tAd been 
·nine ~reent. less t.b.e.n it. e..ctue.lly toaS, Slch l:l.Ue ~roent 'bei:lg the =e-
duetiol:. herein o:-dered., ~e CO:lpe:lY~s :.ct :g:-ot1t 'tor the eO:o:lOn ::.wek 
and. s~lu$ w-ul.d. he.VG 'been $Z~575.507., 0:: lZ.a percent on ·?~e COl':lXllO::l. 
s.tock ~d 10 .. 0 percent on it.s COl'A:lOn stock ~d. SU-"":plus.. (No .. ,~dj:U$t­
ment., in . -:b.ese figures is. :oe.do. on :!ceOiln t o'! -:.e:x:es.) 
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the ·e.d.vantage$.o~ red:lced rates. 

date, the' :-ec.ueti alS' sh01!ld: teke t.l::.e torn 0: . a lo,>,:e::1~ ot the ,meter 

tended toe!!eet,e:.::.-eduet1<n ,in. the. Co::::l.P~"S erOSs. dO::lest1c. and 

,eo:tme:t'c1al, reVOJlue o-r 9 pereen-:. 
. 'I·..· ~ 

Pli.?l' IV .. 
, ' 

'At the. risk ~r re~t!.-:iOl:t e.:ld tl:,:t' .. t t~:re me:';! be no :dsu:.de...--

stend1ng~' it 'may be restate~ ~at ~e co~elusi~ ~eised,~ pe:t.I!! 
.. I, ""'.... • • ,... '. 

, . 
ere p:.-em1seo.:on· tlie as:ml:.p-;1o::. 'that to!:lperature con~t1ons 1l?o the 

, # I " 

.". >I' I • 

:"Utu:"e' ':'1ll' be no=el. e.:.a: that bus:tnes!7. 'conei ~1oni mll. e.~:Pron:le.te' . 
those or the yea 19~O 'ane. tlnt the g:-o:;;:; reVe:lue o!'l9.3l. with 'no~ .. , 

te:::.::;>ere.tu=es nll no-: be less. the.::. the:: 0:= 1930. It !os '~ere ,'reeog,- . 
• ..... 'II .. ' '.. ; 

n1ze~' that reVe:lue tOl" -the' yea: 1930 r:.::..y, because ,0: "o1.isi::les~ e~:e.1-;1o:::.s~ 
. I • • ~;. . . ','" >t • ' : • • " '" ~'~. ~ '.'~ •• , 

be'less ~ the.t est1-tee.;by the"Co:l.~Y en' e:q:r:::es:ed. i:i tlleve:1ouz 
• .' . ~' ...' • .' t" . 

tables. on 'the other hand.,. 'ope:-atir.g 'eX:ge:lSe !o= '1930 ~ ~essee., 1:0. ,.. . .. 

,j.<;;:::J.y d1:::1::lut10::l 1!l. :-evenue is 
, , I"" , ••• 

o:r:~set by the e:oun~ by ":tl.!.ch t.he ol'e::ati.:lg ~nz:e is' Otl.'t 0:: ':lo=.tlel.. 
II1II • • ~. III 

Ho:ever, the co:c1s s1 o::r. ca.:cnot cl.os.e its 'e::res "to, 'the ::'ae-:' 
",I J ., ~ 

J , 

eOinc1de::lee in ~t yea 0: high tem:pe=a't;tl:es ("Oli tl:. eo:-:-cspon~:l8l:v 
.' ~ ~ .. • j' -. • .. 

=~e.uccd sel.es) and. added e:.nc. un~cte~ zc:vc::-1 ~ o~ the ,::ese:::-t 

to l.~ O::l the other ht.:ld, a co1nc1denee ot ~ eo~d ~ 't7ith 1:p:-oved, 



pondiIlg a:n.ount ... 

I::J:1 deVice 0:= ~ oy t:.hicJ:. tb.ese ele::teu-:s 0: occ:-ta111:tY' ::J!;r 

'be reenced obviously 1.'Ol:.ld 'be 0: ::.e.vcntee;o ::.ne. "ce::).(~:i ~ 'bo~h to the 

util.1~Y' Qld to, its consu:e:z. 

mission severeJ. yee.:s. e.go. 

this co:pany in Novem.be::- 1928~ repo!"te'- 1::. 32 C.R.C. :579. ~hc CO~1~.-* 

$ion sa!.d.: 

"It 1$ :l.};l:pa:e:l. t t:'o:n;- the Cl.1scuss1on. c"oove the t g:'oss· 
:=evcnues -::ill nuctue .. ~e cons1e.era..'bly :::0::. yea: to, "Soe::. 
de;vendi:lg upon 'tZee.ther oonc1i t'!. o:.z. -.:!.th e. =ezul~ng " 
.mc.rkee. e~!'ee~ u!)on :yee::Ly net reve:l:lUO e;ve.!.lA"ole :0::: re-
tu.--n.. It would: seen:. ~t the. ::test e~::ee'tive method o~" 
stab1l1z1:cg ::lot =eve:l.tlc:: so the.t a ~e.i=l.y' un1to:::::m rett:..-n 
:m.1gb.t be euned. t:b..-ottgb. :: penod. ot ~c:s o'! ve..-y1ng 
';tee.the:- condi-;'10ns.. ";1ould. be ·OJ ::mf'tl~ or a reserve set 
up to= this ~u.-pose. simila= to ~ho continsency rese=ve 
:lade etteet1ve zome yee:s. ago on tl'le. Soutne::n ce.l1!'o=n1c 
Zd1son electrie syst~ to: the ~-pose o~ ~1n1~1z1::l.g the 
yee::l;r verie.t1ac.s. 1:.m::er conCi t10nz e.::.e. hc~e in ~ee::. 
ge:l.erat1on tnel cost. 

"$O.c::' 3., stell Cell not "oe to.l:o:l m thou::; coopc:rati~:ro:::. 
theutil.ity 1nvolvcQ.,. :no. -::e the=eto:.wc S'tlggest~!ta.t these 
utili ties give se:-ictts. t=;ougc..t to. the estr-b11s:b.::le:l.t ot re-
se::ves :1.:pou.:.di~g excessive yec::ly revenues "in yee.::s o:t 
low ~~era'tl.lre co~cl1 t1ons, ~d ~:'O:c. 7:hieh o;:",!t1le.:-e::ro.ls 
eouldoe made ill ~~S o~ ~1g!l te=.:perattl::'e cor.dit10:l.3 Wit.h 
consequ~t lo~er =ev~ue." 

, *' • • .,. 

made in the o_uoted exce.j?t. ~ows out 0-:' t!tC, d.ee!sio:o:. e:o.Q. o:-der in ::e '. '" ~ . 
Sou.thern C:ll1'Zorm.a. Zd1eo:::l C:O~Zl l.9 O.?-.O. 595,. 922;.. 

The co:::p=:r Ci~ :lot see t:t-: to ::lOve el.one; the llne o"r the 

Eowever, since the dato ot tnat decision 
. .' 

,to:-.:::ul.e..$ by which sales, pu=ch.e.ses 0-: :l.e.t'o::::al gu, c.:.d r;;::oss ~d net 
, j" ,.If'~ 



• 
r 

" 

:lorI:lAL teit.;perat~es have "oe<n g::ea--...ly :-e~nee.. 

;tc.1le the CO:m:n!s:1.on does :o..ot a.sS"J.:!le -:he "~ower te Ci:'ect. 

the ·este.b11~h:lie:o.t 0:= a reserve, it is tcld.ng tho liberty o~ isa1::l 1101ll't-

il:i.g ou't'1-:s des1:a'bi11~ ~:. the ~t.e:c.d:?o!n-; 0": the Co::peny. the co::.-
, 

sumers and. the Co:::uss1on, anG.,i:::t. ~C.d!.tiOll, to e.u-~o:'1zc by its o:-de:: e. 

te.m;por·e...-y opt;tone.l. =~te u:::::.dcr a vJ.e.n ~'l iell, 1: ~c CO:o.;pe:ny el;~~tz. ~ 

accel,t 1 t,' not o::lly -::111 lea.d to'11erds the c:"ee.t1on. ot :tl.ch 'e, roso=ve 
'butm:n: :t~e1dentJ.Y' ten' to so::te:l'the etteot U~O::l. t1::.e·co::np:my or a 

v:a::c. 'yoe:: ill. 1931 0::: severo::: "olls1ness cono.1t1o:l.s t~ those ot 1930 •. 

e.nd on tlle' othe:' halld' :,;l=ove o"r ed.ve.ntage to' CO::lsu:e::s 1! 'l9Zl. :proves 

to' 'be 8. cold. ye ar or'1!' ru.z1Itess cO:::''o.1 t10lls ~ro've ove:: those ot 19SO. 

c:o~eny ":lo.uld. ::nee:. e.::l. ee...""::l1:Jg ?Os! ~0It ::lot subject to nuc~at10::l. be-' 
, • • ( ~ •• ' , • , ! 

lODge:: "oe l':"ovoee.t1ve ot =~te. 1nvest1ge.~o:l.s ":'"'.he::t ee...""':l~s e.:-e high 

.With e. cole. Winter '0= e.et:::'il:.entel to it~ ti:e.neial st'Olldi:lg 'T.hen they 
~ 

are low "because. ot c. we:m. yee.=. 

<1\, ., 

s10n easier 'because 1 t ~uld' do e.~y ~ t:!:l 'the t:::'ge, evo:- ~re~ent -:;ll~ 

rates e:e '''oei:g tixed~ to· gue:d. against herdsh1:p 0: e:l"oe:ras=e::lt to 
'. , 

'., "'"" 

3ales. e.:I.drove:c:ues-' 
' .. 

A tem~r=::c='e rese:-ve should. be set u~ !:O ~t !)erio~cally 
.., . 

it could be. dre.vm. U~:l to :::u:tke: up tor deplet1o::t. in g:"osz c:l.e. net; 
" . 

-,., , ,'II 

revenue due to ~ ,criod 0: high t.er:.,erc.~e, o.nd b-e augmented "07 gros:: 
AI f "' ,. 

, ~'. 

e.:c.d net reve::lllO above :o.ormel. &le to e. ,enod o~ 10-: te:u:r;>e:-atures .cd 
.... ' . • ,' ... :'1"" . 

eonseque:.t i:o,eree.see. sales. ~e c.etCils.ot' "!'!6k~ with~e.":t:::ls :::.no. 
," . ..... r" 

aecretions and the tor:l.'lll.e.s by ~h1eh to be c.e~l':!l1ned should be ex-

pressed in 0. zt1pule.tiO!l. by the C'o::'l'e::.y, .e.l'l'roved by the Co=m1ssion. 
" 



S'O.ch a =eserve shoo.ld 0::' cot:::se be ste:ted m. th e. zu:!;)-

sta:a.tial c=edi t .• The Co:npeny could, i~ 1::: believee.~ "Sell attord. -=0 

'. .. 
The reeore. i:.:.· this. ease s'Ugsests at lee.st two possible so~ce$ 

trom r:b.ieh. such Co credit could. be created r:ithout injury. to 'the CO::lPac.y. 

res:pec::t to the Federal. tax, -:1liell .. tosetb.er With. othor tax aeerueJ.s. . -
have bu11.t the Texas, Accrued. Lecount to $2 .. ~,O2.7 .",,0 as ot DOee:Ilber ~, 

1929. 

Fe.deral excess accruals tor ~s ~r1or -=0 1927. 

tb.1z v:e.s derived t:-o: the gas operati ens. or eleetr1c o:pe=e.t1ons. A.t 

a:ny' rate ~ it is in et~eet a C'.Ocpe::lY' asset .. 
.J., ' .~., . . 

.. ' I • 
'. . 

3l, 192:9 't'UtS $9~350,689., subject -;0 som.e verta-:ion according tc) the 
'" .... 

substantial. e:lount was trau:.:er:-ed. !:::om ~he dep:'eo1e.t1on. rese:-ve .~ a. 
I • 

1nd1eatod. wes necessary. , .. 

lead to the conelusio:l. that :t"::om. $500,.000 .. to $l,OO:O~OOO. eoul.d, with 

" . . .. 
it is :pe:t1nent to point out ta.e.t the CODll'8llY is "Jlow-sett1ngtlp a 3!;)ee1al 

',. 

reserve.' ::0= extrao:::-dine....-y- haz.a=ds. 



:po~:c.ted ou.t, or othe:-w1s.e, is tor t1:Je ~o$e$he~eot, o.t le.as~ .. 

native =e.te ple.:J. ,reter:::-ecl ,to, ho':'eve:", :p:-oV1 s10n is :n=.~e :!'or the 

:!toszi'ble este.b11sh:ll.en't o~ c; c:-ed1 t to the rez,erve c.deq,uate -:or its 

erea~ion end ODCrat;o~. 

:h1$:alternative ~~" the aeeep;snce o~ which is ~utho:-1ze~ 

" 

i=ately 7~ to be, a~tho~ize~ 

2. Za.e COtl!> eny to agree: 

'(a) To establish, etteet1ve on ~e.nue....-y 1, 19'32;, 
.' .. 

ap:?roved. 'b~ orde::: ot: the Coc:.is ::10n •. 
• ..,.. ,I 

, .. 
1ngs, :.va11able :0= :-etu~ ~o= the ~u 19Z1. in exeos,s 

o~ $4.,.650 ,0,00;, ill the dete::-.:::n:at1on. o~ which ~pee1t1e ..... , . • : ... ,of' 

opernting expcn$es'here~ ~ound to 'be un:-easonable not . , 

to 'be included. 

such tu=ther o=~e=s here1: C~ ~y be deemed :ecesza~~~ 
" I • I 

o P. !),~ R 
~ - _._-. ",.' .. 

" " 

the rates, ro.l.e~ and =egu.le.t1ollS, 0-: the 
"". 



su~ttee. 'and. o(Iing ::ow reedy :0:: decision; 

T:o:E: ?AII30~ cowasS:rO~ O'S 'i':.i ~:)oT:. O'S C.A:.!!O?J.o~ ~:sY' 
, , 

:'INDS .AS A F~T' that the d.o:nest1c t\'lld co:mere1w.. rates !'o:-'gc.:; now 

'being 'cha:-e;e~:'b1 Loz AI:.geles Ge.s e.::.d. Electric ,Co~o:e.tion e:e Wljust 

and unreaso~"ole, a:nd ·~the= t"f..nds as c.. tact that. the rates noW' e"'e:=-~d 

by said CO::9o:-at:1.on. ta: electric e::.e:-gy as set !orth and authortzed 1:1 ... 
e.. supple:nenta...-y order heroi::', Z>ec1sio::. No. 2~6., 0-: d.e.te J)ece::.be= 2" • 
1929. ~e just e.nd reasonable :;ates. . ' 

:Sasi:l.S its: orda:- ,0:''' the to=egoi:lg :!'1:o.d1::J€sott'e.e~s, e::ld~on 
, . , . 

such ot!'ler findings' en.d. ste::e::.ents ot taetz cos =e set 1'orth ill :tb.e 
opinion ~eeed.1ng this o:'de=, 0:: 1:. this--o=der, 

,IX,IS ~1ZBY ~RD~·that Los ~ge1e~ Gas ~d 3leetr1c Cor-
..... 

". ... 

's8les, :as' ::Ilfla.sure~ by ::.e:te::o' =ee.~ ~n-a::.d .e.tter 

'J"e:::iuary- 1, 1931., the :re.tes se,t :f'or~th in ]!Xh!bi't "A"~ 

~J::.ich: :"ates e:e herein !ound. to, be re.e.soIl..'e.ble :r:ates. 
I 
I 

Z. ~ge -e.::.d. collect to': elee~ic e:Drgs: sold. t:!le ~tes. 

autltor-1zee. by s=.1d 1nte=loeu to::y o=e.~ he:=ei:l, 

o'! to, !ll"oVide !or such. :-e'tu=::. nth interoS"Cz:: 'the -rate 
• "'I .... 

ot ~, 'po:- "an:J.'I:I:., i:.terest ~o == ~:c. J"tlJlUA...-y" 1, .l9~, 0: 

z:..om. date o-r ad.vance if' me.de s:c.bs~uont to se.1d d.e.te. . .. .". _ .. ., .... .... . .. . 

IT IS EZ?J!!EY ,;"OR'0"t"-:R OP.!>E...':tZD ~ ~ I.oz ~gole:: Gaz .e:c.d ,::a.ee~ne 
" ...... 

"'J 



'. -
to· in the opin1on. m:d zubjeet to. t1le te~ ::.:o.d eon~t10llz here1:la.o.-:er 

, ,.' 

'1!'he to::-egoi:o.g o:pt1o=-:e:!. =ates he:-e1:c. ::utho:-izea. sha:!.J. ":ie¢ome. 

etteet1 ve upon the tollo-::1:lg term:; ~d eondi tio:ts c:nd not· othc::w1se: 

..,. ....... 

, 
op!nion, the details ot ~h1oh ere to. be subject ~ 

e.p~ove.l 'by the .CO:::r.!ssion. 

~e Co~~y shall by ~tipulat1on ag:-ee to. c:edit to 

earn!.n.g$. 0: !t So go.s e.o:;c.:t.:.le::l't -1:0:: the ye.c: 1931. e.va.1l-

able tor r ctu.=n e::::ceods the zwn. o~ $4.,,6050 ,000. ,. in the 

eom~utat1on ot nh!ch net revenue available :O~ =e~~ - . . .. . 

s)tec1t1e" o:pee:;1r.g OXl'ensas here!:. :otUld to be. UXl.:'ee.so::.-

able not to be included ~ ~ o~rat1ng, e%]ense. 
S. SUoh rate:. shell. be d.ee:led to be 't;Cmpo::-a.-y- or ~!..el. '. " 

r~tes e~teet1ve :or, the year 1931 ~~ ~til'!U:ther 

orde::- ot the Com=!$s1~. 

he.:-e1:a. proV1doa. tor shell 'be mAde e.": least tive. deY's 
J. 

:trio:: to ;je:D:o.e...-:r l, 19 ~. 



.' 

T:!lo 1"orego1ng op1:UO:' :l;:ld. o:-clor ~e he:-e'by t!tJ;>!;I:"ovod end 

orde:=e' :iled. ~S. the olti:o.ion. c.::l~ o:=e.er 0: th~ ?ail::'oe.d. coI:C1sziOll of 

',I • 

... 
",,,,- .--. ,",' 

' . 

.. •• I 
II '. , . 

" I.' 
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i' 

" ;. 
Deeoto, COmmiss10ller. d1ssent1Dg: 

.\ '< ..... 

. ~om.';'~he time ot the 1n.St1 tutioll ot state regulatory 

'bodies tew utili t!:t= and regi.:.latory 'bOdies have had tlie ,roper 

conception 01: regulation. Eegul~tory bodies have ed~ocated as 

their ;policy to,~::::ido:ptiOll or e. met.J:.od or t1x1.1lg a reo tebese 

that would bring 'the'lowest rates to CO.tlS'OIllOrS. :Public utili-

ties have:advoeated as, their policy the a~O:i'tio11 ot a meth~d ot 
," "1' ' 

fixing a.,rc.,te" bise, that would 'bring to the:l'l exeessi va retur.us • 

. BryOJl ro"Orese.o.tirlg the oonsumers. At the time he advocated th1s.;, 

metllo~ it would :produco the lowest rate ba.se. 58 we.s opposed> 

by ~ublic utilities advocating the stock and bond base and the 
prud.ent i.tl.Vestccllt or h1storical rate be,se, 'bece.\lSe they ,would 

oe the highest. (1) :Now the position ot most :regulatory., bo41~ 
and most p'C.'blic ut1lities is completely reversed, ee.eh ~v1:o.g 

execu ted e. .com.pl eta about race, :oegula tory cor:nu1ssions now ad-

vocatiDg' historical CO$t end utilities advocating reproduct;on 
cost 'nerw. (2) Both sides see::. to have lost sight ot the te,c't 

the. t the lJ1.lrJ?ose ot regc.lat1o.1l is to p:oo<;u:e tor the CO::lSUlllerZ 
. . I 

. . " . 
reasonable rstes and service and at the same t1me seeureto the 

utility adeq\l8. te :return upon t!le value 0:- 1 ts pro:per'ty, such 

valuo being determine~ in accordance with the :any decisions ot 
;/ 

the United States SU'Preme Court. From. t:!Jne to time the tederal 

,. ,. 

(1) . Smith vs • .A:m.es 169 'O'.S. 466, 

(2) For a:I. 1nstrue:tive treatise on tbe s1 t'UO.t10n ane.valu-
atio.!l .1ll general, see· "Val,;,ation 1n tlw Supreme Cotc:'t" 
by .AltredZvans ill Vol.XVI - 'No.8 ot the American 
Bar kssociat1on Journal. 

-1-
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eo~ts have ste'O"Oed between these o-Pl>Oz1llg Vi ews and have o,tU te 

eons1ste~tly ~1nted out the 'Pro'Per ~ethod ot tiX1ng s rate base. 

For t~rtytwo years 'the Su~reme Court ot the United States has 

consistently adhered to t~e eontro~~ 'Princi'Ples ot valuation 
. . . (3)· . .. . ... 

le,1ddown by 1 t ~ v In z'01 te ot the· tact that the 'Pathway j,s. now·· 
. • '* '* .. ',' 

made, ree.sonably c)ear by the decisions ot tbe eourts~· SO:::l.e state 

coIllmiss1oll$ seem to· '/:)e incllned to be· a law un to tllemsel ves and " 

"Persist·.in 19norillg the law. as laid doWA by the c'?'tlrts .. · 

The Ca.litornia Com:c.iss1o:c. has. to all outward a'O'C)eerenc~ 

been o.c.e ot these. It has clung ostensibly end theoretic'all:r to 

the ,historical rate base. I:l reality 1 t !:.as 51 von et'tee"t to the .. 
, ' 

d1tterent elements mentioned by the tederal courts including 
. .-.... ~-............ -"' ... ~ 

taU: value 1ncludillg gOi.:lg value by alloWing a rate ot l:etttr.ll be-.----... ~ . I~--_~_~ ..... ---·~-.. -........ , .. · .. ---· ... ··~I._~ / 
t~een8% and ~ on historical cost.v'It there be added to, t~ . 

. "" - . ~ ,.' 

historical rate base, an emount . between 10 and 12~. the rate:base 
.... . '. . . . . 

so, obta~ed, will e,P'Pro:.d.mate 1"a1:' value 1neludi.c.g go1l:18 value~ 
. ,~~. 

So, also.,. it there is deducted trom. l~ to 12~'t'ro.m. s. ratelo!' , . , -

l"et,UI:'n or 8% or, * on eJl. historical cost rate .oase~ 1 tis· read1-
, . . '. " .. 

ly seen that there 15 an actual return varyiDg trom.7~ 'to 7 .7Y; 

upo~ tair.value1nel~~ there1n a reesonable amount tor go1ng .. . . . . 

value. 'With this arrangement Otlr, "Public util1tie~ ha:ve b~en ,content. 
, ' 

y DuriJ:Jg 'tb.e last two- yearsth1s com.1ss.1on has shown e. 
, " 

teAdeneyto cut tberete or return u~n an historical rate base '. .' ... 

trom 'between 8% and ~ to 7%, which reduoed the rate 0: return 
, . ' . (4) , .. ',' . 

U'PO:l e. ta.U' val.ue bases to Q.12~ to 6.3~. ~h1s~~ .. eo~iseat1011 

(3) Smith'vs • .Ames'lo9 U.S.460. San Diego L.&. T.Co;~ vs,:'N.at1onal 
City-,174'U.S.739, Stan1slau,s; 00.71$. Sen 'J'¢e.~tl1n~ etc. "l92 
U.S~ 20l~ Wilcox vs. Consolidated"Gas. Co'. 21.2, U.S. 119, .. 
M13sow:-1 ' ex' rel. S. W .Bell Tel.Co •. vs. PUblic/Service' Com.. 
.2&2. tT.S~ 27&,. McCardle vs. Ind'Dls.'ilater CO·.ZlZ 'U~S'~'400-, 
St.Louis &. O'Fallon Ry.Co. V$. u.s. et al, 279 'O'.s •. 46l. 

(4) Railroad, Comm1.ss1on" vs.L • .A..Rail wayCoroorat10:c.,280 v~S. 
14S.In this.. , case the. retuse.l o!' thl.S cOmm.1ss1011 to grant 
inerease1n . street C:lr tares"'we.s set 'aside. In .Decis1on 

-2-
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(4)' NO.2l766 - A'Op·. 13795, Pac. 'l'el. & 'l'el. Co. this comm1ss1on 
, !'ixed rates eaJ,;eule.ted to result :tn. a rettlX'll 0: 7%:oll··en 

,b,istor1ce.l base. Fortlle tirst six months ot 1930, the 
actual retUrn was 6.05~ '. 

, .' . 

and not regulation. It ca:c.not be ex;>ected tllat O'tlr ~ubl1c ut1l1-
, 

ties will long content themselves 14.. th such a ret'Urn. ~.1le result 
.' 

will be an a'PJ)eal to the courts tor p:-O'Per re~e:3s. This is ill etteet 

a s.b1rki.tlg ot. it.s res'POnsib11ity by t·ile commission end 7t1.lll.ead 

to an era ot regtllat10ll by the COtlrts • .,,/ 

IJ:'he present o't)i.c.1on is .jUst e:l;other ste:p in the direc-

t10n I have 'POinted out and tor that reason I desire to rev1ew 

the majority opinion po-int1ng out its meny obvious W~eJale:3se$ 

and sett:Lug UP what I believe to 'be Foper ~e.tc base3~ both his-
" ., . . ' ", ., ~., / ... , . 

. . torj:cal..~ tai:' value, and a proper estimate o! revenue and e:z:-
- , 

1)end1t'Ores tor the. next'tew yes:rs. 
, . ,-

Table NO-. I, ot the majority opinion is m1sleadillg ior 
. " 

the reason that 6:.~ overheads are used and no going valw .what-

ever is allo'Wed.. I:t' ll~25% overheads were 'USed and a going ve.l.uo 

allowed to the extent o~ 10%, 1;2 average rate ot :r-e'tm"'n tor each .. .. 
ot the years quoted would be nearer 6% th~ 7.74% 1;here1n'sho~­

Table No. II is also m1slead1ngtor the :same reasons 

as Table No. I. 

Table No. III is nsleading tor 'the reason that :parts 

1, 2, S and 6 are again based upon 5.ZS,r; overhea~. 

~e.ble No. rv a e.J.s~ m1slead1:lg 1n the. t it 13 be.~ed u~n 
",.. " 

~.35% overheads and o~y $4~,886.00 1$ allowed tor go1llg value. 

Table No. V is also misleading because tor the yee:r· 1950, 

the ta1r value basis COll ta1ns only $422.,.885 .• 00 tor go1l:lg value"as 

shown 1n Table VII or this. o'D1:c.ion and. in a.""'ri v1llg at the histo:l;'i-

cal basis and tail" value basis 6.35% overheads is used. 

The. historical basa used in Table No. V is not der1 ved 

t:r'om eJly ot the exhib1 tsme.de by the valuation depart:lent of this 
-3-



coMmission in this ,h~ar1nS bu't 1~ 'based upon. t'o~er rate b~es 

ti:tee. by th1,s cOmmission ill prev1o'tlS hearings. It. is set up sz 

tol101ls: 

T.AE'~ NO.VI 

DETAI'L 0]" EISTORICA.!. RATE BASE 
OF 

:LOS ,ANGELES GllS AND E'tECTRIC CORPN. 

n!AR 1930. 
. . 

Item. . 
l"1xed~ . C.e:01teJ. ' -

INT:L~GIBU 'CA?ITJJ..: 
. Ol"geIt1 za:t10n, 
·:.~~eh1se$f' 

Tota~ ,Intnng1b~e Ca~1t~, 

TANGIBLE C~IT~: 
Land", , .... 
Pro:due'tlOn Can1:teJ.... . 
D1str,1but:ton ,·,Cs:01te.l? 
General Ce:oi tal,: c 

~o:te.l.Tangible Ca'01.tal., 

GRAND TOTAL FIXED CAPITAL, 

. As' o~ Deeember"31 J 1929~ 

.. - .. -. ' .. '.,r. • 

. k?9 ,i25~9~ 
.';.. '.. I 

Addit10lltll Allowanee, tor :nte::es't . . " , .... 
d:cr1%lg cODStruet1o;t" ~55,000.00. 

T~~~F1xed Ca'01tal Dee.Zl,.l9z9, ~~~2,~lS7~OO 
,. , ,,' . .' . 

One-hal~.Net A~$ and Bts , 1930, 
(Com"04llY Zst1me.te). . 

Av~re.ge Fixed Ca'C1tal, 1930, 
Material and Slm'01.1es ~ , 
WorldJlg Cash C 8.'0 1 ~al. 

Rate Base .Used, • • • • • • • 
. .r,.~. ,.' :'. '. , 

$60 "'704.,..290:~00 
"', 



, ' 
The taU, ve.J.ue 'basis used 1n Table No. V is set up 

as to llows: 

Item. -

TABU; NO. VII 

DETAIL O'F' FAIR VALUE RATE '.SASE 
OF 

LOS ANGE""J...ES GAS ANIi""E'tECTRIC OORPORATION 

Y.E:A.R 1930 

INT.AN'GIBI.:E CAPITAL: 
; ". 

Orge.n1 zat1011~ , 
.he.n~~s. 

~otal Intangible ca~1tal, 
' ...... 

TANGIBLE CAPITAL: . . 
Land',. ~ ." . ' 
Product1011Ca,,1te.l:,. 
D1str1but1on:C8.'01 tu,,. 
GenereJ:: 08.'01 tal, 

Xotal Te.:::.g1ble Oan1tal, 

Intangibles and ~d. 

,y' ,' ... , ..... ' .... 'l .. , • .,#; , 
~$S.,.693~i9l;~OO ' 
·~5;~lZ;..'6S9;;'QO 
,.37 -;.l2$';SS7::"OO 

. 2 J 731,'lZO~OO 

" .. .,. . ""~' .. 

Total Ca't>1.tal, !.essInte.z:g1bles &,.' Le.:ad, $S4r;870;396;OO 
,tess Ditt1eul ty Factor Exh.NO.32.'PP.l47~' 0580i?-?5;OO 

. ".' ,29,(5~20Loo 
Wrought Iron Pi't>e.Allowance, '''u''l;.t.45&;614~OO , . " ' .. . , $,55-..,~46?8I5.,OO 
Book Overl:.eads, at 6.35%, ":'3i-539:;.g22'~OO . 

" '. . $S9:1.286;.n'1,.oo·, 
O~e::e.t1ve Land as' ,ot 'Dee. 31, 1929. '. '3.;a.'50o.i.ees~OO 

~~,78?:;.&~ .. o(5 
427,406~OO Organize. t10n aJld h~oh1ses, . .' 

Total F1xe~ Ca:01tal, Dec. 31, 1929, 

Add 1/2 AYs and EYs tor 1930, 

:Me. terials and, ·SU'Opl1es., 
WorkiJ:g Cash Ce.:o1 tal, 

Sub-toteJ. 
, 

Goillg 'Va.lue " .. 
P.a to· Base Used, 

-5-. 

." , . . .. " ~ 

$53 ~2l.5~031.00 . . ... ,' -, . .' 
767 ~lO~OO, 

• • + .. ' 

$65 ~077;:,~~OO· 
,.,. ... '. 

.422:866'.-00. 
*65'~ 500·~ O·OO'~OO·. " 



.' 
I have set up ill the tollow1:c.g two ~bles an historical 

a:cd a ta1r value basi3 built up on the studies and e:ch1bitsmade 

by the engineering de~artment ot thi3 com=iss1on. 

TA'BLE VIII 

BlSTORICAL RATE BASE 1'1ITH GOING VALUE 

Ex. 52 Vol. 1 Table 1, C.R.C,. Du:rot:r 11.25 
Overhead, ,. ••••••••••••••• $61,019,602.00 
Add 10% tor Going Value ,. • • • • ~ • •• 0,101,906.00 

$67~l2l,628.00 

Add 1/2 ot A's an~ Bts, 1930 

Materials and supplies, •• • 
Worl:d.ng cash' eap:LtaJ.,- .• '. • • 

• • • • •• ' 76711103~OO 
~?·,ase:;'1~I.o~'· 

• ••••• 0 ~.~~,. -450';000-";00"" 
• • • • •• ,MS,Jooo..OO .. 

Rate base, • • • • • • • 
.:I- ", 

• • • ...68,. 9~, 731.00 

• • • • • • • 
-- TABU: NO. IX 

FAIR V.A!."O'E BASIS BAS~ UPON 

REPRODUCTION COST ~~ DEPRECIATED. 

$69,000,000.00 

Ex. 52 Vol. 1 - ~able, 2, Colm..3,C';..E.C. 22.35% 
overhead, Unde~eciated, • • • • • • • • $73,637,542.00 

- Same de~~ec1ated, • • • • • •• $64,1?9,071.00 

Deduct, e1tterenee between 
$S,69~,19l.00 ot Ex.52. 701.l - Table 
2. - Col::l. 3, and $3,500 .. eee.00 allowed . 
by Com.. Carr tor operative lend,. •• ' $192,313.00 

i~,986,7&050 
Add 10% tor Go1ng Value~ •• -, -"'0 6,398,675.00 , , ~76 ,~,~.50' 

"_~ _~'~ ••.• ~ __ o#_~ • ...,.,.. .... 

, , 

O~c-he.l:e .At s and B t s, 19zO, • • 767~103.00 
, 

Materials e.:c.d. s:.pp1ies, •• • • 4~,OOC?OO' 

Working CashCap1tal, •• __ • 645,,000.00 
Repl'Od'tICt1on 00 st new de:pl:'eeia ted . , 
rate base, • _ • • • • • • • • • •• $72~247,S36.00 

Fair Value Used, • _ • • • • • • •• $72,500.00~.OO 



'- . 

I have used a :rail" vnlue or $72~500,OOO.OO tor the 

reason that I have noo: used the going vall» 0::' $lO~OOO,OOO.oo 

set to::-th',in the record.. It I had used such going value, the 

tair value here used wot:ld 'be much less tba:l. a tail:' value based 

upon reproduction cost ~ew depreciated. 

! ba've also set up 1n "Table No. A anesti:nate ot ~he 

operations or the gas d1 vision ot the company tor the j'ea::' 1930~ 

bas1ng the operating revenues UPOA t~e actual revenue tor the 

year to Se:9te::l.oer lst, and l'X'Oject1ng the ear.n1!lga tor the r~­

ma.1n.ing months Oll the c-urve, ex:te.aded., t'om.ed bY' the actual ~re- ': 

ce1pts to Septe:o.'ber lst., 

TABU: NO. X 

ESTIMATE OF OP:ERATING RE'n'N'OE AlI.'1D 

EXPZNS~ FOR 19SO. 

OPERAT~G REVENUE,Cl) •••••••••• •• oil •• 

Produ¢t10n' ) 
1're.ns:m1ss1on) •••• ,. • • • • • • • ...... 
D1stribut1o:c.. • • • • • • • • • • • _ • • • • • 
Commercial, • • • .' • • • • • • • • • • • • • • 
New BUSiness, ••• _ •••• 0_ ... ' ..... 
Gene.ral, •• ..........' ' •• '. • ••• 

Sub-total 

DEPRECllT!ON • . . - . . . . . . . . . - . . . . 

.$l6~061,OOO.OO 

4~~,OOO';"OO 
1,l23,000.00 

S3S5,OOO.OO 
114_00()~OO~ 

ldOO5,OOO.OO' 

,$7.66$~OoO.OO 
.. " , .' ,·· .... 1 

$l,,22i'~'02i.oo 
.Taxes, • •• ...............,. '. 1 ... S94.:rooo, .. OO, 
Uncollect1bles" • • • • • • • • • • • • • • • • l82~OOO~OO 

Sub-total 

Total Operating Charges, • • • • • • • • • • • 
Net tor Eet'Cr::l~ • •.•• .,.........' '. > •• ' 

Rate base - tair value ~ ........... . 
Rate ot Return.. on tail" value_ • • • ••••• 

Rate base, historical with going value,. 
Table No. VIII, •.• , .. • • • • •• 

Rate or Return - on h1sto=1cal basiS with 
going value - Table No. VIII7 • • • • • 

(1) - Based on actual recej.pts to Sept. 1st, ·and 
proj,eeted on seme basis 1'0:: reme.1nlllg 
months 0~.193C. 

,', 6> " , ,;',', "',. ': .-
, ..,2, g9S,023..00,: 

, .. , .'" 
~ '.:~ ~;,,,, 
...... 0.6631;<)23.00 
. ,5 ~394,\~ 97'1 .. 00 
72,500',000.00- ' 

'·7.~ 

$69,000,000.00' 

7~ 



Overhead:r. 

As I have "001.e.ted ou.t, both the historical end :t'a1r 

val.ue rate bases 'USed ill the major1 ty o:pill1on e:e based upon 

6 .• 35% overheads. ~here is no evidence· in the record or e:A"1 

weight that ju~tit1e3 the ado,t10n o~ any such overheed percent-

. a.ge. The lowest ~rce.c.tageot over~eads that is at all strp-

:ported by the record 1.e. tb.1s ease is 11.25. In all, 'the ec.ses ' 
. ' in wh10h I have sat in too last :1 ve yeus, I have never heard 

the 'Co~ss1on' s e.Dg1.tl.eers ad.voea te : en overhead ~hel"ge o~ les3 

'than 14%, so in adopt1ng tl::.e engilleer1n.g atudy wh1~h ,jz~~ e.n ~ 
" , 

overheadot il.Z5~, ! ieel that I have 'been conserva.tive. 

GoingqVallle-. 

Going vJi1.;.e' !S lli:)t .mee.su:re,d a1o)l.e by theeos:t. ot at-
ta.ehing. new bus1:ess. It is a "resent· ele:ent 111 eve:oy, -pe.Y.1ns 
business 'over and 'above "Ohys1eal value.' It. is an '1!l.'tang1ble . 
.' ., ,~ , 

ele:.:.ent that eall be· deter.n1.ned only 1:>:1 the judgment end:o~1n1011 

or men em.1nently' .qua11t1.ed by long enerience in the des1€",n, 
, ' .'" ... ' 

,~ ~ I~ 

construction ~d .o~ra~lon ot gas, ~roport1es and thoro~ly. 

conversant w1th the particular buzines$. 
I .' • 

" I . ". 

The test1:nonj" or Colonel Woiler that the so1ng value . '.' 

~ ..... 
by 1 ts :cllYSioal eleI:lents W~ at .le~st $9,,288,667.00, and the 

~ " '. - '.' . 

test1mony ot Mr. Luick tl::at .such val.ue ~a= e.tlee,3t $lO~OOO"OOO_OO 
" .. 

stands uc.ehallel:lged and.. und1S'Outed and 'U.!lde.uied bY' ,e.'1J:'7.' te~t1::x>n"1 
, . . . 

anywhere ill t.be, :ecord.. ,To ado"Ot, 1n thet'ace or' such :U:Q.~ " 
"Outed teet1mony as the :a.a:jo:1 ty "o'P'!.tl1on ~s done', a g01ngvalue 

.,,' 

o'! $422,866.00 C~bo'Wll ill Tabie No. YIr)" 1$ an absolute d1~e-' 
gard of all test1mony ~'all' law.,(S) In fixing the .. goj,ng "'Vai~ 

(5) Des MOines Gas Co. vi. C£t:r o'! 'Des <Mo1nes . Z58.,.U.S.l.53. 
MeCardle vs. Ind1ana"OOl1s Water Co~ 272 U.S •. 400.' 

-S-



at 10% ot the phrs1eal ~roperty, I ~eel tha~ I have been eon-

servati-vc indeed, and ·:p=obe.b~ would. have been just1t1ed 1..tl 
' .. ' . ' 

USing $lO.OOO~OO~~OO. 

Economic Con~itions • 

.A study. of the actual o-oerat1ng .revenue tor' the yea:r 

1930, shows it to be uc.der that estimated. bY' the company. .Th15 
, .' 

is -'due to t.l:le eeonomic p:resSt4re and eeonomies :ade .ueces~ 

by the east1e change ill the business ot the commun1ty:. It 
, , 

is, only e. "Part or the buzilless de'tlress1on' at~ect1llg t!le whole 

eount~ end'1n my o,,1n10n w1ll. eont1llue th...'"'"O~ the ye-e.r 1931, 

e.ud probably well into 1932~ '1'0, fix rates U'POJl 'the torz.er 

normal trend ot business; is to close 0'0::' eyes 'to~w.b.a.t ,~ . 

everywhere 'about us, end to ~ol:'get th8.t we are' taeed With ae-
'* ' 

tua11 ties; and that theorie.s should yield to actual tacts. 

Ra te 0-: Return 

Table NO,~ V 1= .-pred1catedU'DOll a 9~, reduction in 
.' . 

tJ:le est1!llated ee.rn~s. ot tl:le oo::n:pmlY as sAo'Wll by its . exhibits. 

It Will ~eld to the company U'OOll the historical rate base 
, ., ~ 

shown i,e. Table No. VIII, a ret'crn ot 6.~ and upon' the':ta.1:r, " 

'value base shown in Table n: e. :return or '6.~~ The.s~ .. re~ns 
are less than, the cost 0-:: :lOneY'_ 

" 

There are several other matter" 1:1. the :majority 0~1n­

ion With which I '1sagree ''in part, but I have dee:ned it 'best 
.. • <' 

'to, discuss only the major J)01nts or dit-terence. Under the 
evidence 1n this ease any reduction 1n revenue is que"t10n-
able:. 

It seems to me tlla t this Com::l1ss1o.:c. should adopt 
" , 

the legal method 'or t1X1!lg a :rate base 'on :!"a1r value 1ncl1td1l:lg 
, . 

therein a :proJ)er allowance tor go1J:lg value _ Howeveri" ,11' 1 t 

still -oer,s1sts.1l1 adllerj.Dg to tlle h1stor1cal cost ~ate ,be.z1s. 

-9-



.. . 
1 tshould -also ad:herer,'to its pa~r:' practice and' allow a :rettrll 

'. between \~:S and ~ ., 

. ,.- ~'- .... 

~ ~."'." 

", 

--10.-



','. -:e 

ZXE!B!T " ... '" 

SC~LE NO. G-l. 

CLASS OF SEEVICE. 
, ' 

Applicable to the se~e=el ~ome~tic ~d oommercial service 
or llD.:tt:.ral ge::: ~or 11ghti:c.g, hea-;ine~ coold.:cg 8.lld we.ter heat1:lg, 
1nclud!~g use by ap~rtme~t houses, ch~ehes, ::'otelz~ hospitals, 
reztanre.nts, ~cl:.ools, bus1!leSS bu11d1r.gs, etc. 

TERRITORY • 

APplicable to Rate District No. l~ as set tort::. in det~l 
1n the ?rel1m1na...7 stateme:::t, cO:l.pl:'1.s1::g that ter:1 to::y: 

1, W1thi~ t~ City Limits or Los Angeles az they existe~ 
~«1 30, 1926, except t~t port10~ o~ tl:.e West Coast 
~dG1tio~ ~est 0: ~ souther17 oont1.nuat10n 0: the 
westerly boun'ary o~ ~ekler A~e1t1o~. 

2. W1 th1::. the UA1nco:;pora ted te:'%"1 to1.7 in the neir.i toy oot 
Shem.a:l. cOJ::.t1guous to Laurel Ce.nyon, Melrose" e:l.d 
Fairfax Ad~1tlo:z. 

3. 111 tb.1n the W11ncorz,orated, terr1~:7 "Nest ot JJ..=eda 
Street and, ~orth o~ ~ easterly cont1nue.t10n o!the 
sOt1therlyb~~-y o~ Wat~s Add1t1o: to the City or 
~s A=.geles. 

4. Wi th1n ,the C1 tyt1::l1 ts 0-: Pasa~e:c.e., SOt:th ?.as:1c1eM, 
.Alhe::lb::-~, Eunt1:c.~wOn :?~k e..:te.. Vernon .. 

:or cont1nuo~s service ~or periods o! one :onth or more: 

First 300 eu.~~. or less per meter per mo~~ .... 80 cents. 
Next 3,700 cu.tt. per :meter :per IIlo::;h •• 6.9 cents per. 100 ou.tt. 
All over 4,000 cu.t.t. per meter pe:: month •• 5.9, ee:=':';.:l;'er 100 cu.tt .. 

~,~ CURGE .. 

J,. :::1:c.1lr:o.:o. charge ot 80 cents per meter :per month "T."ill 'be 
ra.ade -::or the ti:rst 300 cu.~t. ot gas used dur1:o.g any /on.~ lnontl:., or 
t:-aot1o:l thereot', it service is o~ened and closed. d.w:1::xg"a:lY' 33 
d.ay period. 

PRORATION OF O~~"'G OR COSING CAS 3:!.I.S. 

The l:linj'rJll:l c70.o.=ge to:- ope:::ing or olos!Dg ')1113 tor 'n 
tre.et10::. of :. :n.o:::.th 0:' tor less than 300 O'C..~. "::11l be p:-o:ated 



tor the period or service in acco~dance with the schedule o~ pro-
:-atee. m1::::l.'~.ma.m charges, as set t'o:::-tb. 'below: 

Period 0: Use - Days 1 ~ 10 11 to 20 2l to 33 

Mi.:::1mum 'C'se - F1:-s~ 100 c •. ~.orle3s 200 o.~.or less 300 e .. t'.ol"' less 

sol-
Over Min1mum Use 

at 6.9~ per 100 c.r. Next 1,200 c.t. Next 2,500 c.t. Next 3,700 o.~. 
at 5 .. 9'1 per 100 c.-:. Over 1,300 e.t. Over 2, 700 o.~. OVer 4.0,000 e .. :r. 

- ..... -000---.-, 

SCHEDO'!.E NO- C-Z 

OOM!!.STIC .A.~ COMM:F.:RC!.Uw GAS· SrnvICE. 

CLASS OF S~qvlCE. 

Applicable to the ge:lere.l domestic and co=.erc1al sel"V1oe 
()t :latural gas tor 1ight1l:g, heat1!lg, oook1::.g e.n~ water heating,. 
including use bY' apart:e::.t hou.ses, churohes, hotels, hospitals, 
restaurants, schoo~s, bus1~ess bu11d1~gs, etc. 

~p11cable to Rate Dist:.-1c't NO.2, as set !'orth 1n detail 
in the Prel1m1na...."7 state%ent, oompr1si:lg: 

.All distr10ts :lot included under Schedule ~o. G-l, 
::la::lel:v: 

1. C1 ty o~ San M'a.."'"1::lO. 
2. Ci t:v 0: San Gabriel·. 
3. City or ,Monterey ?ark. 
~. City or Inglewood. 
5. Culver C1 ty. 
6. Uninoorporated territory north, east an~ south or 

Pasadena and Alh~=a. 
7. Territory serve~ east o~ City L~ts 0: EUnt1ngton 

parkinclud1ng po=tio~ 0: Maywood and Be~~. e. U:l1ncorpora.ted terri tor:r sOt:.th ot southerly l1:ll1 ts 
0: Watts Ade.1 t10n to City 0": :.os .Angel.es. 

9" Ter:::-i tory south a~ we~t 0: the City ot Los .Angele3 
:1ncludj.:lg E:awthorllc and that port1oI:. 0: West Coe.st 
Ade1t1on to the City ot Los ~eles west or a 
~outherly co~t1Dn~t!on 0": the west boun~ 0: 
Buekler·A~e1t1on. 

.., ~.~. 

'. 
,( 

.'. 



ror continuous serv1ce tor pe:-iods ot o:e :onth or lllOl"e: 

F1r$t 300 eu.tt. 0: le~s per mete!" per mont.h ........ eo cents. 
Ne~ 3,700 cu.tt.. per meter :per lllOnth .... 7.3 ce:l.ts per 100. c.t' • 
.AllOVer 4,000 ou.1"t. per 1neter ,er :::lOllth .... 6.Z,. cent:. ::>e:::: ~OO c.!. 

'*'. . 

. A m1ll1nn:m, chuge ot 80 cents ,e:::: :meter :per :o:c:th will 
be mae.e' tor the t!:rst 300 CU .. , rt.. o'! gas used ~:o.r1::l8 ~ oxte month, 
or tract1o~ thereot, i~ service is o,ened a:d closed d~1ng sny: 
33 I!e.y period. 

PRORA.T!ON' OF OP~"'ING OR Ctc'SING G.AS B!!.!.S. 

T".o.e min1mwn c:lla:ge 'tor ol'e:.1:c.g or c10:1:1g 'bills -:or eo 
~re.ct1on or a month or tor less than 300 cu. ft. Will 'be p:-ora:ted 
tor the pe:-1oe. ot service in e.ccord~ce W1 t~ t:b.e schedule or 
p'ro=ated l:l!n"'nnu:. c~O:6o.s, as set :!'ort:b. be~O"I': 

Period 0": Use - Days ___ 1 ...... to__.-.10 ........ ____ 1~1_t .... O_2 .... 0 __ 21 to 33 

M1n!~ Use - First 100 c .. t'.or less :200 o.= .. o-r l~ss ZOO e.t.or less 

OVer M1n:1mu:o Use 
at?:;",U:",er 100 c.t'.Next 1,200 0.=. Next 2,500 c.r. 
at6.3~ per lOO:.o.t'.' .Overl~300 c.'!'. Over 2,'100. o.t. 

---000--

eotj 

Next Z,700 e .. ~. 
Over 4,000 c .. '!'.: 

," . 

. ~.~ . 



SCEEDU"'..z ~'O.. G-l. 

DCUEST!C ~:D CC~C~ GJ-..S SEP.VI~ .. 

c::~ O~ SZEV=C~: 

Ap~lieable to t~e ge~r~l domestic and commeroial service 
ot ne.tur:ll ges to":: lig:llti:ls:. heat1l:g~ cooking end ... a:~e: l:.eat1llg, 
il'!eluc;Iotng use by c.,c.rt:e~ housee, c~?:.es) hotels, hos:!,)1te.ls, 
restaurants, schools, business buildings, etc. 

A~p11e~ble to Rete D1s~rict ~o. 1, c.s set tort~ in detail 
in the ~e11m.ine=Y' State:nent. eo~risi:g t!:et 'te...-r'ito..-y:· " 

1. Within the City !.:t:nits 0-: Los .A.llgeles. as theye%isted 
~y SO, 1926, except t~t ~ortion ot t~a West Co~st 
Ldditio~ west 0: ~ southerly eontinuation.o: the 
westorly cou:dary o~ Buckler ~deit1o~. 

2. Wit:b.1n the u:ti:l.eo::,ortlted. terri tory' :in the Vicinity ot 
SherI!l:lll contiguous. to !.e:o::"ol CCJl101l, Melrose e.:.d 
Fa~t~.dd1t1ons. 

3.' Yl1th.1n t:!le UlllIlco=J;>ore.ted. territory "'lest ot ~e~ 
Street a:o.d :.ortnot e.:. e::.~terly contt.J:.~tion_ or· tAe 
southo:::-ly bou:td~-y ot Watts ':"dditioll.:to the Ci":j O'! 
Los .la.Dgeles. 

4. 7Hit!:.1n, t2le Cit1 !.1::lits 0: ?ase.d.eM~ Sent:!::. P::.sc.dene., 
.A.lh=b:-a, ElJ!l t1ng-;on ::?=k :.nd Vernon. 

~or co~t~uoue service tor ~eriod$ o~ one =ont~ O~ mo~: 

-, 
.' 

First :S00 eu.tt. or less per meter :ver :no:I:t::. •••• eo cent::. 
Next 3,700 ou...tt.. ·:per :t:.eter ::?e:' lIlO:::.t!:. ._ ..... 'Z~O ee:.ts ;;er::'OO ou.tt. 
All over 4~,OOO Cu..!'t.:;;>er meter ~er :7l0nt!l •• •• 6.Z cents !)e=- 100 cu..tt • 

.k. n::1n1.,,-rm e:!::.e:ge or eo ce:::tz ~or ~ete:-A'er ~nth will 'be 
::de tor t:!::.e tirst ZOO cu~tt. ot gas used dur~ any one ~nt~, or 
trcctio~ t~ereo~, ~ sc:~ice is o,e~ed ~d eloced dur1:g ~7 33 
d:;.y :peri~ 

The min~ c~eo tor o,en~ or e~os1:g bill: tor ~ 
tro.ct!.on o-r Co mO:!lth or tor less t::.an 300 cu.tt. Wil.,1. 'be pro:-o.ted 



, ~v 

, ~--, .,-.. .. 
tor the ?eriod or service in aceo~~ee Wit~ the se~edule o~ 
p:'orated. min1m.'CJJ1 eharges, e.s ~et. ro:-t= 1>elow. 

Period of Use - Days 1 to 10 11 to 20 

801-' , 
Over M1n1I::tum Use 
at7.0~ per lOO e.~. ~ext 1,200 e.t. 
Cot 5.:¥ ,er lOO e."r. OYer l,.ZOO e.t. Next 2~500 e.t~ 

Oye:- 2~700 e.~. 
Next3~700 
Over 4~OOO 

--000----

. C:.L.SS OF S~V!C:Z: 

~'vlieable to ~he sener~ do~ez~ic ~d co~re1al ~e:v!ee 
o'! ne."eure,l gas to-:: lighting, he:!ti:l~~ coo!d.:ce eJld. w::.ter hee.ting~ 
tnclud.1::g 'Use by e.j;)er'~nt houses~ c!:.'Urehes, hotel:l.~ hos!,>it::.ls,. 
re~teurantz" $chools, ~~s~e5s bU11d~5) etc. 
,TEP.RITORY: 

Applicable to :R~ to Dist::-iet 1-!c. 2.,. ::os set tortll ill det:.il 
in t:Ce Pr'elim1:lery S~ te1l:.ent, eo:o.,ris1ng: 

All dis~1et$ not i.r.el\!de~ =:.der ScJlec1:::U.o No. G-l. ::.c.mely: 
, _. 
2. 
,3. 
4. 
5. 
6. 

8. 

9. 

City 0: ~U4rinO. 
City ot S~n G~briel. 
C1 tY' ot 1Jo:::erey ?ark.' 
City or Inglewood.. 
Culver Cit .... , 01 ,. 

Unineor,or~t~d te=ritory north~ ees~ end sout~ 0: 
?~s~de:4 ~~~~br~. 

Territory $erve~ eest 0: City Limits 0: E~tingto~ 
?c::k weluding l?0:::-tio::l.s o~ :M:c.:rwood end Bell. 

UnineorJ,:)o::'e:~ed. te=-ri to~ zout!l or sou.thcrly 11::li t.:s 
or W~tte Addition to City ot los ~seles. 

Territory south en~ wes~ of theC1t7 o~ los ~elez 
including Eawtl:.o..-::Le c.n.d th~t :port:to::::. 0-: West Coc.st 
Add.i tioJ:. to the C1 t:r o"r :::.os J..r.eeles west. O't a 
southerly eont1nuetion ot t~e west bo~dn.-y o~ 
Euekler ~ddition. 



.' 

?or continuous service tor ;eriods ot one mon~~ o~ mo~e: 
, 

1i='st 300 C"J..:t. or less !)eJ:' meter ?er mon~ .' ••• eo~ 
Next 3~700 eu.tt. ~er meter ~e~ mon~ ••••••• :7.4P. ,or 100 e.~. 
p~ over 4,000 eu.tt.,cr I:le~er ,e::"' mO!lt!l ••• ,_ s.~ :;:er 100 c.!' • 

.;. m"iT,1:c.u::. el::.e=se o:t 8O~ ~e= mete::- ?e: ::::J.o:c.tb. Will 'be ~dc 
~o= tboe ~i:-s:~ 300 cu.-ft. o!S~ u.sed. duriJ:.e e:::::; one mon~,. 0::-
~act1on thereot ~ 1: service is o:?ene~ ~d closed du:"Ulg e:.j 33 
dc;,y l'e::!.od. 

ZAe min~~ ch~ee tor o~en1ng O~ eloe!~g bills tor e 
~~etio!l o~ ~ month or tor less than 300 cu.~t. will be ~oreted 
tor t~e period ot se~ice in eecordance with the schednle ot 
:;:rorc.ted ~1ni::IUm. c::'~,rses., e.z se~ torth below: . 

?eriod o~ Use - D~7s 1 to 10 11 ~ 20 21 to 33 

lOO c.t.or less 200 e.t.or less 300 ,e .. : .. o::- le's~ 

e.t.Next 1>200 c.t. 
c.t. Over J.,3CO e.:. 

~e:ct 2,,500 ¢.~. 
Ove:- 2~700 e.r. 

ec~ 

~:ort 3~700 
Over ~OOO 


