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- COMPAXY, a corporation,

Defendant.

B. D. M. Greene for complainant.
Charles P. Cutten for defendant.
. THELEN, Comzissioner.
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The issue iz this case ic the determinaxion‘of'“faiiiand"
roasondble ratee to be charged by defendant for electric energy supplied
to the town of Antioch amé its inhabitants. : |

The comploint alleges, in effect, that the town §f Antioch .
bas voted to confer wpor. the Railroad Commigsion 1tejpowere'b£ coﬁtr01 
over the defendant public ut ility, that the xates charged by defendant
fox electiric energy eupplicd to the inhabitants of the town of Antioch
for residence and commerciel lighting are as follows: '

For residence lightingé

Firct 30 X.¥.E. per month &¢ per K.V.E.
N’pxt 70 ] ) L] 7¢ W n '
cht 100 X LA ' 6¢ f,' "
Nexz_eoo " L - 5¢ " R

For‘cémmefcial lighting:

Firct 150 X.¥, H. pe:r: month é¢
"'Wext 300 '7',' L 5¢
| Fext oo v '",' " 4
ALl over. 1050 K. W B.per month - 3¢ "
¥indmoum charge: §1.00 per meter;
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that caid rates are.high and exorbitant and that the service iz not
reasonably worih the price charged by,the'defendént: that complainant
has been unable to arrive‘at-a satisractory agreenent wita defeﬁdant
with reterence to the rate to be charged by dcfendént Tor iighting
the public strects of Antiock; +hat defendant haz sffered to furnisk
eleciricity to complainant for said nurpose at the rate of‘él.ﬁ5 ner
month for cack 40 candle power series Tungsten Lann and'$3.SQ ber monti
Tor each 200 candle power seriec Tungsten lanp; that complainant deemed'
said rate high and exorvitant and refused to enter into an agreement
th defendant at said rate; that at the present time defendant is

charging complainant the flat sum of $128.00 ner moath for lighting
the vublic streetc of Antioch; and that complainant_believes T2at said
chorge of $128.00 ner month is unfair and unreagongble. The coﬁplainw
ant asks that this Cormission establish thc rate at which the defendant
zay.  sell electric cnergy 4o the town of Antioch and t0 the inhabitants
“hereof. |

The answer denies all the material éllﬂvations o’ the conme
Plaint and slleges that the rates charged by defendant for 1¢uht;ng the
public cireets of Antioch, and also for service to the xnhabitanta there-
of, are fair and reasonable. The defandant accordingly asks that the

complaint be dismissed,

Public hearings in this case were held ‘n San Vranc;aco on
' Aagust 6 and November 28, 1913, and on Januarj 6, 7, 27, 28 and Mazch
9, 10 an&ill, 1514.

The celay between January 28 and Maren 9, 1914, was caused
Oy the fact that the committee of engineers who were working on the
question of tae value of the water rigats of the defendant had no%

finished their report. This report was completed briot to the submise

8ion of this case but the defendant chose not to preaent b 44 énd stinvue-

lated thnt 1L this Commiss;on should make no allowance for the value

of water rigats in thic case, the

defendant would rsise no objection %o

such action.

This case has involved a tremendous amount of labor, Yotk on
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the paxt of the Commission and 1ts expexts and of the defendant.

It has been recessary to investigate defendant's entire hydro-electtic
system, extending from the crest of the Sierras to the Pacific Ocean,
and also that portion of its plant which is engaged in the prodwoticn
axd transmission ¢f electric energy produced by eteém, ag well as the
local distributing system in the town of Arxtioch. The extent of the
inquiry ic shown by the fact that 62 .exhibits. bhave been filed by the
defendant, contalning information requested by the Commission and ite
experts, as well as evidence presented by the lefendant on ite own be-
b2lf. These exhibits contain over 600 pages of statistical informa-
tion. Tke case for the defendant has been fully and ably‘prezented
by ite counsel.

"After the pubmission of this case, the defexdant filed a
brief covering questions both of fact and of law involved in thio case.
Before considering the issuves of fact herein, it will be necessary %o
consider certain fundmmental principles involved in this inqn;ry.
These principles will be oonsidered under the folldWing Leads:

(l)‘ Basis.of. return;

(2) Going doncern value;
(3) Depreclation reserve;
(%) Rate of return.

1. BASIS OF RETURN.

The defendant, in its brief, makees the direct claim that

tbis Commisszion must use 2z the basis of retu&n the reproduction value

new o défehdant’z.:yatem, plus an allowance for so-called go;ng concarn

value. The matter oﬁ going coancern value w;ll‘be considered later in

this opinion. I desire now to give comsideration to defendantls

claim that this Commiasion, wnder the authorities, is bound to give &

retuzn on the cost of reproducing defendant's system new, and that

thié is the only bvasis to which this Commission can give cornsideration.
That cages ray ariee in which it would be fair and eéuitable

to give to a utility a return based on the cost of reproducing its
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property new is tadoubtedly true. It may well be uxged that where Bhe

coat of reproducirg the property new'is approximatel? b am as iz~
vestment and the utility has dore its full duty in keeping :I.ts propexrty
a.nd nas egtnblished a »proner depreciationfund

up to 100 pexr cent efficiency, Atb.e utility may jua'cly ol‘..im a retuwrn
on an estimate of repxoduction new,

The claim, however, that rate fixing authoritiee muet give
& return on the estimated ¢cost of reproduction new, without considera~
tion of any othexr basis, seems to me to be without warrant botﬁ in
commor semse and or authority. It will at once occur to & student of
public utility problems that if a plant has been permitited to run down'
below an ef ficiency of 100 pex ¢ent, it may be most unfair t0 the con-
suner tTo allow a reiturn based on t§:7 éﬁ:egf reproducing the property
new. If the stockholders take out in the shape of dividends moneya
vwhich should be used to keep uwp the propexty, they cextainly lhave no
Tight thereafter to claim a return on the basis of reproducing the
property new. Likewise, the same repgult may wellf follow ir cases in
whiok, while the service rendered may féz: the time be wp to standard,
the plant has been perrmitted to deteriorate in such a way that proper
repairs and replacements have not been made. A simple .':.liué‘.:ra.‘cioni
will suffice %o make this point clear. A water cowpary's mains may
kave been pemitted t0 wear out, and atill they may not dbe leaking
to=day, s¢ that it may well be ¢laimed that ¢ A..;o{é: ?gmishing 100 per
cent service. To-morrow the pipes may all staxt xx leaking, 8o that
the system Pecomes almoat valuelese for the transmission and delivery
of water., It is obviously ridiculouvs to say that if the rates were
being established to-day, 1t wokld be necessary to accord the utility
a return on 100 per cent. reproduction value new. A contrary conclusion
would reswlt in the temptatlon on the part of tke stockholders £or the
time being to take ou’ci@l.". the pfoﬁte in the shepe of dividends and to
fail Yo make the necessary repaire and replacements.

A more fundamental objectior to defendant's position 15
that the zeproductioz value new theory has no logical or necessary
connection with the relé.tionship between a utility and its customers,

L
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sesis ©f return wiich is largely wnsclertific
ard fortuitvous. The relationshiv between a wtility end its custozers
was expressed vy M-. Justice Harlanm, in Smythe vo. Ames, 169 U.S. 586,
S5Li, o5 follows:
| "4 radlrosd ie a public zighway, end rone the less 80 because
constructed and maintained through the agency of a corporaticon
deriving its existence and powers from tRe state. Such a corpora-

tion was created for public purposes. It performs & function of
e oy gy "
Vme au&veo

The same Yhought i3 expressed by Judge Van Fleet,in San Dieco

s
1

eter Company ve. San Diego, 118 Cel. 555, 570, ac follows:

”As‘we zave 8&il, it is not tae water or the distriduting
works which the compeny may ve said to own, and the value oL which
ig %0 be zscerteined. Trey were acquired and contributed for tkhe
use of the public; the public may be sald to be vhe real owner,and
the cozpany only %the ageat of the public to administer their use.”

The thovght expressed by Mr. Justice Harlan and Judge Vaxn
FTleet ip, t2a% in many respects the relationsilp dbetween é uﬁility and
its conaumers may ne compared to that existing beiween principal and
agent. while theze are, of course, respects inm whick this amalogy will
2ot hold, I think that we may safely look t0 this reclationship as sup—
plying irn a laxge percentage of rate fixing cases one of %bc nost iﬁﬁ
nortant bages £or & retura on public utility propexty, namely; the
invesgtment or the origizzl coat, plus the oot of addiﬁibns'and‘bettcr-
ments. Waen weight’is glven to tkis basis, it will be apparent that
2 pwolic wtility is entitled t0 = reasonable retuxn‘ﬁpon su§h moncy‘as
it Des znonestly and wisely expended for the public, but that iv should
10t be allowed & return On money Whick it nas expended diskonestly ox
whvaout a felr degree of wisdom.

The wltinmate guestion is, of course, always what is falr and
just and equitable to e done by the public authority as between <he
utility exd its patroms. If a wtility, in pursuance of its duty %o
tae pvblic, dss expended zoney honesily and with o fair degree of wiz~
dox, and it thereafter vecomes Possidle 4o acguire more cheaply pxoperty
waick it has purchased in tie zgency, or Yo cecure at a lesécr expense

. : . he compelied
w2bor ox material wsed thexein,the utility should not generelly, to

..5..

'




guffer the loss but ghould be entitled to a.return on the money:

whick it kas spent for the public. On the other hand, if it costs
more to reproduce the property at the time of the subsequent rate
inquiry, 1t would seem just as unfeir to the conoumer to COmpel bim %o
Pay a return on moneys in excese 0f those which the agent has expended
iz the service. The injustice of the reproduction value mew theory
in these two cases, first to the utility and then to the consumer;

hos been clearly stated by Judge Van Fleet in the San Diegp Tater Company

case, herelnmdefore referred to. In that case the question at iesue uéa
the basis on whick the water company was entitled to a return. Referx-

icg first to the wnfairpess to the water company of applying the basis

of estimeted reproduction value new in case prices have»gonq,do'n;'Judge

Van Fleet, at page 568, says:

¥The comstruction of & municipal water works iz a matier of
growtk, It is necessary in common pruderce, or the one hand %o
construct the water works of cuch capacity as to satisfy the
aceds of the growirng city, not only at the moment, dut within
the neaxr future; and, on the other hand, not 10 extexnd them so
nuch as t0 cast an wanecessary burden on the stockholders, or
the present comsumers. As such works are a necessity to tke
¢city, they must keep pace with, and 10 some extent anticipate its
growih. When consiructed they stimulate to that extent the.
progress of the city, and tend, like all conveniences, to lower
the general cost of producticn of all thirgs. It results that
at least the first water system in any ¢ity occuples the posi-
tion of a pioneer. At any expernse the works must he constructed,
and usually no reward can be realized by the constructors. wmtil
sonme time has elapsede. It would, therefore, he highly uwnjust
to permit the comswmers to avail themselves of the plea that at
the present time similer worke could be constructed at a less
cost, as a pretext for reducirg the rates 10 be paid for the.
water. The reduced expence, if it be réduced, ic due in par?
at least to the very fact that the city hae been provided at the

cost of the water compary with increased facilities for doing
busineos."”

Referring then to the injustice to the consumer 1f he is
'compelled to pay a higher rate on the ground ¢of an advance in prices,
Judge Van Fleet, at pagc*569, continves:

*Nor would it, on the other hand, be just to the consumers
to require them to pay an enhanced price for the water, on the
ground that it world now cost more to construct similer works.
Suckh a contingency mzy well happen; but to allow an increase of
rates for such reason would he To allow the water company to make
a profit, not as a rewaxrd for ite expenditures and services, dut
foxr the fortuitous occurrence of a rise in the price of materisls
or labor. The law does not intend that this business shall be a
speculatiorn in wkich the water company or the consuzers shall
respectively win ox lose upon the casting of a die, and upon the
equally unpredictable fluctuations of the markets.®
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Judge Van Fleet thus looks on both sides of the shield and
shows how the application of the reproduction wvzlue new tﬁeozy nay
woxk just as great an injustice to thé utility: ; under one set of
facts as 1t may to the comsumer wder another. The reproduction
value new theory has no necessary relationship whatsoever to the
saorifice which the utility hae made. It seems to me no more fair
to giggta returz on $500,000 when the entire amount invested has |
been/$100,000, than it is to confine a return to $100,000 when the

£434%ty has honeetly axd in good faith invested ir its capacity as
agent for the public and wmder its dﬁligations to the public, the
sum of $500,000. It should be borme in mind that this oriticism 4is
diréctcd.morc to an estimated reproduction value new at the time
oL the inquiry than to an estimated reproduction value bazsed on the
historicel method anéd on the conditions and prices preveiling at thé
time when the different portions of the plant were constructed.

o Yotwithstanding what ™orld geem to be the simple common
sense and logic of‘the situvation, the defendant here cleime, and other
utilities in other cases before this Commission continually claim,
that vndexr tﬁe established cases this Commission will be compelied
to yield a return on the cost of reproduction new oflthe p&operﬁy,
irrespective of any other element. I am of the opimion that a care-
ful consideration of the daaes which have been decided by the Suprexe
Court of the United States, which court alope hes the finel sey iz
this matter, will show that this position is entirely erroneous. I
shall now proceed to a consideration of the principal cases which
have been decided by the Supreme Court of the United States on this
point.

The original and leading case is Smythe vs, Ames, 169 U.S.466.

Iz that case the Supreme Court affirmed a decree of the lower court )
enjoining certain iailway conpartieo from eatablisking certain rates
prescribed by an act of the legislature of Nebraska, on the gromd

that the rates 80 established were confiscatory. In announcing the
decicion of tke Supreme Court ¥r. Justice Hazlan uses the following
language with refermnce t¢ the proper basis for public utility rates:

£y o)
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*We hold, however, that the basis of all calculations as
to the reasonableness of rates 10 be charged by a corporation
naintaining a highway wader legislative sanction must be the
falx value of the property being used by it for the convenience
of <he public. And in order to ascertain that value, the
original coest of construction, the amount expended in permanent
improvenents, the amount and market wveolue of its bonds and stock,
the present as compared with the original cost of construction,
the probable earnizg capacity of the property under particular
rates prescribed by statute, and the swm required to meet oper=
ating expenses, are all matters for consideration,: and are to be
given suca weight ae may be just and right in eack case.”

He then continues as follows:

"That the company is entitled to ask is a fair return
upon the wvalue of trat which it employs for the public conve=-
nience. On the cother hand, what the public is entitled to
dexand is that no more be exacted from it for the uee of a

public‘highway than the gervices rendered by it are reasondoly
worth. ‘

This lenguege must be considered in the light of Mr. Justice
Herlan's earlier declaration in the same case, to the effect that a
statute or oxder establishing rates for the traneportationlof persons
or property by railroad will violate the provisions of the Federal -
Constitution only if it»*will not ddmit the carrier earning such com~-
penaation as under all vbe circumetances is juet to it and to the
public.i |

It seems clear that wnder "all the circumstances” should be
included the fundamental circumstonce of the character, of the rela-
tionship between the pudblic and the utility, which relationship, as
has herelinbefore been indicated, may in many respects be compared to
that between a.principal_and an agent. Eefore leaving this case,
I desire to draw attemtion to tke fact that Mr. Justice Harlan Nas
urged by the railroads to accept the outstanding stocks and bonds .a8
the proper basis fxr rate fixing, dut that he refused to do 80, and that

he
in getting away from that basis,/used the other bases hereinbefore

reflrred to.
In San Diezo Land and Towvn Company vo. National City,
174 U.S. 739, the San Diego Land and Town Company filed a bill in
equity in thg United States Circuit Court for the Southern Diatrict
of Califoraia, againet the ¢ity of N;mional City, to obtain a,&goz&e
-8~
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declaring water rates fixed by the defendant %0 be void as violating
the State and Federal constituxions, and to secure an injunction
against taeir enforcement. The decree of the lower court dismiscsing
tze Bill was affirmed. B

With reference to tﬁe basis on which a return shall be
allowed, Mr. Justice Harlan, at page 757, uscs the following language:

"Waat the comﬁény ls entitled to demand, in orxder that it

may dave just compensation, is a fair return upon the reasoncble
value of the property at the time it is being used for the public.
The property may have cost more than it ought to have cost, and
1ts outstanding bonds for momey borrowed and which went into the
plant may be iz excess of the real value of the property. So that
it cannot be sald that the amount of such bonds should in every
case coantrol the question of rates, although it may be an element
in the 1ngquiry as to what is, all the ¢ircumstances conscidered,
Just Doth to the company and to the public."

It 15 evident that Mr. Justive Harlan had in mind the possi-
bility that the moneys originally expended may bave been wnwisely or
dishonestly expended and‘that Le was trying to gét away from the clainm
Thot o utility ds entitled to a returz on the amount of the outstanding
securities. Toere io nothing in this case which justifies the claim
that a rate fixing authority must confine itcelf to the theory of
reproarction value new. Nr. Justice Harlan simply states that a usility
ic entitled to "a fair retuxn upon the reasonable value of the property

at the time 1t 1o beimg used for the public.” That the time as of

whick the value must be ascertained is the time of the logquiry, ie toq

well establisked to permit of any doubt. There.ic nothing in this
case which jJuetifies the corclusion that the property of the utility
will be confiscated wnless 2 return 1o allowed on the reproduction
value of the propexty, without regard to the relatiorship existing
between'the public and the utility. . No question of appreciation éf
land values or other values wae bef@re Yr. Justice Harlan.

In City of Xnoxville ve. Knoxville Water Company, 212 U.S. 1,

the Supreme Court reversed a decree of the Federal Circuit Couzt for
the Eactern District of Temneseee, enjoining the enforcement of an
ordinance of the city of Knoxville estadlisching minimum rates for water.:

In this case, the Mester below gpparently reached hig coﬁclﬁsion on

the besis of the cost to reproduce the property new. Mr, Justice
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Moody held tkat this was error, and foxr that reasom, the Supreme Gourt
reversed the oxder of the lower court. Refexrring v¢ the reprédngtion
zew theory, Mr. Justice Moody, at page 9, says:

"The cost of reproduction ic one way of sscertaining the
Precent value of o plant like that of & water company, but that
test would lead to obviomsly incoxrect xesults 4f the cost of
reproduction is not diminished by the depreciatiorn which has
come from age and use." ' :

Continuing, ke says, at page 10t

"The coat of reproduvetiion is not always a falr measure
of the present value of a plant which has been 1r uce for many
yvears. The items composing the plant depreoiste in value.from
year %0 yeex in 2 varying degree. Some piecec of property, like
real estate for instance, depreciate not at all, and sometimes,
on the other hand, gppreciate in value. But the reservoirs, the
waing, the service pipes, structures upon real estate, standpipes,
pumps, bollers, meters, tcoles and sppliances 0f every kind begin
o depreclate with wore or lecs rapidity from the moment of their
first uwse. It ic not easy to fix at any given time the azowmnt of
derreciation of a plant whose component parts are of different
ages, with different expectarcles of life. But it is cleaxr that
soxe stbstanticsl allowance for depreciation ought %o have been
mede in this case."

For the reason that no such allowance was mede, the decision
below was reversed. It thus appears that the Supreme Court of the |
United States, contrary to defendant's position herein, has definitely
discarded the theory of reproduction cost new, in a case in which
materiel depreciation bhas teken place. It is proper to say, before
caving this case, that both sides below started with estimated repro-

duction cost and that nothing was wxrged concerring the originael in-

vestuent with betterments and additions.

In Willcox vs. Concolidated Gas Company, 212 U.S. 19, the

Supreme Couxt roversed a decree of the Circuiﬁ Court for the Southern
District of New York, enjoining the enforcement of an 80 cent gdc

rate in the city of New York. The prircipal Guestion ir thie .case was
whether 2 franchise velue of twelve million dollars, found by the
court below, should ectand. Although the court below found that the
present yaluc of the franchise was twelve milliqn dollars, Mr. Juastice
‘Pecknam refused to follow hic own lanmguage to the cffect fham the

wesext value of tze property is the determining factor, and allowed
only a value of $7,781,00C, whick value had been agreed upor by the

slate oL New Tork by a statute of 1884,

~3.0~
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Roferring to tho general Question oL the dbasis of return,
Mr. Justice Peckham, at page 52, says: ' i

. TAnd we conecuxr with the court helow in holding that the
valuoe.of tee promerty Ls to be dotormined as oL the time when
tae inguiry i made reogarding “he ratez. If tho proporty,
wrich legally enters into the conzideration of the guestion
of rates, zag increased inm value since it was acquired, the
company is entitled to the bemefit of suck inerease. That is,
at any rate, vhe zeneral rule. We 4o not say that thoere may
Xot noasibly be an excention to 1iv, where tThe nromerty may HAVe
increasod 30 enormously in value as To ronder & rate NOTIALTILIE
8 reasonepleé revturn uNor Such increasoed value Wajusv Lo The
nablic. How suen facte snould beo treated, is Kot & cuestion
now before uUs, ag TALS case doeS Not wresent 1v. We rewer To
tae matter onlv for the wnurnoce of statine tTrat the decizion

nerein does notT vrevent en inouiry into tne ocuestion waoen, 1€
8VOT . itv SnOTLL NOCOSSATLLY DE DresSonted el

T desire to draw attonsion %0 tho fact that while Lr.

Justice Recknam uses the general language found in all the cases to
 tke effoct ?bat a utility is entitled to a return on the value 6£
the proverty as of the time wkexn the inquiry concerning tho rates
iz made, ne seems 2ls0 to see the danger ahoad 1if this theory is
_carried to 1ts loglical conclusion. EHe expressly states that there
may be cases wnhen property values havo increesed so»enérmonsly éé
to make o rate bhased thereoon wnjust, and refusesz to declde taszt

guostion.

Pinally, in Simwvson vs. Shemnard, 230 U.S. 352, more com~

monly referred to g8 the liinnesots Rate case, docided on June 9,
1913, tre Supreme Cour®, f£or the Lirst time, examined the questién of
lend values a3 bearing on the proper basis for esteblisaing public
utiliﬁy rates. Ur. Justice EHughes, walle again using the gonersal
langusge Witk reference to present value found in the earlier cases,
gaveﬂto thevrailroaas consideravly less than the roproduction valve
aew of their Lands or the present velue theroof, based tpon the cost
2L precent acquisition. He refused to allow any nultinles fbr ascer-
taining the "value for railway durposes” from the so-called "market
value™ and aiSO‘made no allowence for o;érhea& oxpenditures in con-
nection with land, suck ac sdministration, suporintondence, engineering
texes, and interest during comstruction. In rofusing to allow
snytrirg for %hese items, Mr. Justico Hughes, 2t page 455, cays:
| -1l1l-
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TAissuming that the company is entitled to & ressonabdle share
in.the general prosperity of the communities which it sexrves, and
thus to attribute to its proverty sn increase in value, still
the increase zo allowod, apart from any improvements it may moke,
can not properly extond beyond the fair average of.the normal
- market value of the land An thoe vicinity having a similer charac-
ter. Othexwise we emter the realm of mere conjecture.”

The same conclusion i3 thoen expressed in greaterldetail
as follows:

"Tho company would certainly have no ground of complaint
if 1t wexre allowed & valwe for these lands ogqual to.the fair
average marxet value of sinmilar land 4in the vicinity, without
additions by +the use of multipliers, or otherwise, to cover
hypotheuical outlays. The allowances made velow Lor conjectur-
al ¢cozt of scauisition and consequential damages must be disap-
oroved: and, in this view, we 2lso Think it was orror to add
to the amount teken as the present value of lands the fwrfher
sums, calculated on that value, which were embraced in the
items of ‘engineering, ,uperinten&ence legal expenses,’ 'con-
tingencioes,' and 'interest during construction.’ " )

+ can not be disputed thet Mr. Justice Eughes a1d not sllow
the cost of reproducing these lands»new;_ It L2 equally clear thﬁt
ke doas not allow eveﬁ a3 nuch as thepresent velue of the land.
As already vointed out, he allows omly the "fair average merket value
of similer lendes in the vicinity,™ without éllowing anything for

tre domages which we 8ll know are caused by severance of railway

right-of-way from larger tracts of land end without allowing anything

for the expense of scquisition. Ho simply says thet wader all the
cirecunmstances of the case, iancluding, of course, the tremendouns in-
crease in the value of land, the railway company ought to be satis~
Zied 1 45 4z . =2llowed & sum "equal to the fair average maerket value
of éimilar lands in the vieinity,™ without any adaition whatsoover
for consequential or soverance &amages or the expoense of sequiszition.

Referring directly to the reproduction value new theory, %]
applied to property which 15 subject to physicel deterioration; Mra.
Jugtice Hughes f£inds that the cour? below erred in sllowing this
basis without tho necessary subtraction for derreciation. Ax'ﬁa30'457
Mr. Justice Eughes says:

"And when an estimate of value iz made on the basiz o2

reproduction new, the extont of existing deprecistion shomld
Yo shown an& deducted."

Again, ot pege 458, he says:
~12




"Ané when particular physical items are estimated as worth
80 nuch new, if in fact they be depreciated, this amount should
be found and allowed for. If this is not done, the physical
valuztion ie manifestly incomplete. And it nmust be regarded ao
incomplete in thie cese. Knoxville va. Xnoxville Water Co.,
212 'Uo S. l, 10." ’

Two conclusions stand out cieaxly from this caee, one
being tkat the Supreme Coﬁxt 0f the United States, in this most
recent expression of opinion, has definitely discarded the theory
of reproduction value new, as to property which has actually depre-
ciated, and‘ﬁhe other being that with reference to the;verj import=
ant question of land, the Supreme Court refused o allow the repro-
duction value new and likewlse the full present value, apparently
fox the aimple reason that it would be unfalr and wjust to do s0.

On thcsé authorities, it would seem clear béyond digpute
that the defendant's position to the effect that this Commission
nust take the reproduction value new bHasis has been definitely.disf
carded by the highest court in the land. It would seem that the
only baslis to which the quréme Court hae as yet committed itseld
15 the value which, at the time of the inguiry, under all the circum—
stences disclosed, is a "falr vzlue" for the purposes of the case.
Weat Mr. Justice Zarlan said in Smythe ve. Ames, to the effect that
all the elements which enter into the problem must be considered, is
8till the law. 4

Defendant, in its brief, quotes from Cotting 59. Xansas

City Stock Yards Companv, 183 U. S. 79, waich case, in turm, quotes

from Canada Southern Railway Company vs. International Bridge Company,

& App. Cas. 723, a BEouse of Lords case, t0 the effect that the
reasonableness of the rate depends not upon waat profit it may be
reasonable for the utility to make, but on what it is regéon&ble fo
charge to the person who is charged. In its last analysis, this

ie simply a restatement of the clainm Drmerly made that o utility

2as5 the right 10 charge what the traffic will bear. It is not necessaxy.
to give further conslderation t¢o this theory,'for the reasén th&tu

the Supreme Court of the United States in all its deciaione,.ido#sf]

simply to tke profit which it is reaszonadble for the uxilify to ﬁake
=13~
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and not to the so-called value of tke service, except that what
the consumer can reasonably afford to pay is the meximum limit of
a falr and reasonable rate.
While I thus find myself wnsble to agree with defemdant's
argument with reference to the estimated reproduction cost new
theory, I find that there is much merit in defendant's attack upon
tie basis resulting from the subtraction from the estimate of To-
production new of theoretical depreciation based upon mortality?tablcs.
Engineers freqﬁently ascextain what they call a "per cent value" by
subtracting from the estimated reproduction cost new, an ifgm for
theoretical depreciation, which is ascertained by maltiplying the
average age of ecach class of material by the theoretical deprecia-
| t%on obtalined fron so~-called nmoxtallty tadbles. The basis aé se—
cu:ed zay ve Jjust ds unfalr to the utility as the basié of reproduc-
tion value new may be t0 the conswmer. Thus, a public utility plant
zay originally have cost $10,000. The money may have been invested
hdneetly and with a fair degree of wisdom. At the end of three years
the plant may be giving 100 per cent service. The ¢component parfs
have been correlated and the system is in first dlags working 6rdér.
Woile the component parts may not be intrineically as sound as when
they were new, it would be a foolish wasté of monéy tolréﬁeﬁ then,
- for the reason that they are doing their work and that they are giving
100 per cent service, witaout any denger of wearing out in the neax
future. Under these circumetances, an engineer applying mortalify
tobles and estimating the theoretical depreciation at 5§ per cent per
yea&, reackes the conclusion that the present value of the plant is
| only 85 per ccn€ of the orxiginal investment, being the sum 05.58500.
The Comxizsion 13 accoxdingly urged to grant'a retwrn based On an
estimated present value of $8500. If this return is allowed at the
rate 0f 8 per cent, an allowance of $680.00 will be male for interest.
The utility, however, haé iz good faith paid out of its pocket for
capital account the swz of $10,000, and is giving 100 per cent service

10 the public. Waat is to become of the remaining $1500 whick the

coxpany zas honestly invested? If a man loans $10,000 oz a first .




—

zoTigage, Re expects interest or the emtire sum waich he loans and

expecto wWliimately to get back kis entire principal. Wiy should this

same man, if he invests $10,000 in 2 pudblic utility entexprise‘and keers
up als properiy in first class condition, 30 taat he is rendering 100
pef cent service, be rgﬁueed a return on tae difforence bétﬁben his
izvestment and a theoretical depreciated reproduction value? It mey e
urged trhat justice may be done by placing the-:éﬁainihg $2500 iz & dew
Preciavion fund, which fund may be';nvested and beax interest. As I
sk21l hereafter show, however, under tie yrovisions of Section kg of
the Public Utilitiec Act, the income froz investment of moneis'in de—
pxeci&tion funds of public‘utilities in this State nmust be carried in
theoe funds and cannot be used for the payzent of interest on invest-
ment or cperating expexnses. Tae injustice of applying gsuch taeoxy
becomes more apperent as the age of materials and structures increzses.
I< the tzeory is carried to ite logical conclueion-aﬁd the engineer
mekes no allowance £or repairs and replecements, but confimes himoelf
girictly Yo the age of the structures and hic mortality tables, there
will come & tinme when the value of the property will have been depre=
clated vo zero, so thaet no return whatsocever would be allqwed. Taile
“kis may be o fanciful case, it 12 of value in testing the'accu:ar?.of
the theory. It seems strange that public utilities'in protesting against
tals theory, frequently do net seem +o realize that the rezl reasen fox
Thelr protest iz that the application of tiuis treory deprives tiem o7 a
Teturn on & portion of the momey whick they have invested. It muet also
be remembered toat the ascerizinment of the physical condition pexr cent
of 2 propexty iz one thing and that the ascertaihﬁent of a proper vasis
cn whick T0 give a return may be 2n entirely different thing.‘ The CLgl—
neer fregquentl férgets this diztinetlion and erroreously believes that
Ric work ie the saxe as that of the rate fixing autkerity.

+ must be ‘apparent, nowever, that it may wel? happen that
a wiility wncer certain circumstances i3 not entitled t0 & return on
the amount of money iavested, and that in such cape ceritain Qeductions
zust be zade for actual depreclation. For instance, if the wiility
does not setv aside in & depreciation fund a sufilclent portion of
t5 income %O cover the necessary replacements, from time to time,
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to replace portiozs of the planfiéﬁiéh'can.né lenger be'u;ed, either
because they have come to. the end of their matural li?é or vecavse of
obsglescence or in&dequacy, and 1f the nmoneys wﬁich should Ye set aside
in suck fimd are diverted to the stockholdexs im the shape of dividends,
suck diversion 1s practically equivalent 0 2 payment of dividends out
of capital. As the investment has thus been reduced, there xust e 2
corresponding reduction in the bazis of return. Stockholdcre‘must not
entertai£~the delusion that they can take out =mll the ea:ningéhin the
sbape of dividends and still claim a return on the basis of the ordgi~
nel invesitment.
A realization of the injustice whick frequently fblloﬁs fiom
“he appilcevion of the theory of reproductior cost new less depreciation
bagsed on mortality tables, iz inducizg zate fixing.auxho:ities o Pay
mozre atltentlion vo the actual depreciation ac shown by an inspection!qx
T2e plant and 10 the gquestion whether “he necessary renewals and repigce—
zents are veing wade 50 &G O keep the zexvice for tie preseﬁt and for
Teasdnable time in the future uwp to a standard of 100 per cent.

' After o coxsideration of these and other fize gpun theories,
the nind of a practicel man ingtinctively turns gy pirst Zuidance %o
“2e slmple question of the amount of zoney which has been hqnéstly arnd
wisely lavested. Txile it 15, of course, cvident that there ma# be
meny clrcumstances under waich the application of this baaié alore would
rot be equiteble, and that qualifications muwet be nade 28 justice and
equity require, it would seem t¢ the lay ﬁind that a rate fixing autiori-
vy will not go far wrong if, in determining the basie for rates, 1t first
ascertains the amount of money which the utility has invested honestly
and Witk a fair degree of wisdonm, in the business wkick 1t is conducting
foxr and on bekalf of the public. | |

Justice Ven Fleed says in the San Diego Water Comrpany case,

A3
at page 569:
"For the money vhich the company has expended for the pudblic
bernefit it is to receive a reaconable,and no moxe than 2 reasorable
roward. It ig to be pald according to wkat it haz done,and nov &o-
coxéing to vhat otkhers may conceivably do. In effect,the bargaln
between vhe company and the public was made when the walter works
were conotructed; and this zmatter 1s ¢ ve determined according to
the zxxz state of things at taat tinme."

Some of the necescsary qualifications <o thisz Vest are stated
By Justice Van Fleet at page 572, as Zollows:

”
c—ﬂ (w2 ]
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14 should, of course, ve sz2ld that iv does not follow tha

in every case the coxpany will e entitled %o credit for 21l of ita
current expenditures, Or voO receive & coxpensation based on the
envire co3t of its worke. Recklegss and wnnecessary expendiftures,
not legivimately incurred in the actual collection and distrivution
0 tze water furnisked, or in the acquisition, construction or pre-

servation of s0 much of the plant as is necesaary fox that purpese,
cannot be allowed™*™I%t is the money reasonably and properiy expended
in tke aequisition and construction of the works actuwally and proyer-
1y in use for that purpose which constitutee tae invesizent on waich
toe compensation is to be computed.”

game views were oxpressed by Tranklin K. Lane, at vkzat

-
w

ize 2 of +the Interstate Commerce Commiceion,in the Festern Advende

ave case, 20 Interciate Commexce Commigsion Reporte 3C7. Refexring

tc tke clair of the Buriirgton Rallroad +tzat it wac entitled Yo & retw:
on the envire presext velve of its property, including an item of onme
awndred and Sifty million‘dollars of wnearned increment offland;'x:.zane,
2%t page 339, says:

‘"In the face of suck an economic philosophy 1f stzble and
equitable xaves are to ve malintzined, tiae suggestion hasc beer made
vhav 1t would e wioe Zor the government 10 protect Llts people by
vaking to itsell tiece propervies at present value ratier then awzld
the day, perkaps thirty or fifty years hence, waen they will have
multiviied in velue ten or {wenty fold."

Yr. Lane then reaches the follomwing conclusion as the

© proper basis of fixing xates: ‘

"The trend of tke Zighest judicial opinlon would indicate
t2at we zhould accepy neither the coot of repzoduction, upen whick
the Burlingtons estimate of value ic made, nor the capitelization
waich trhe Sante Fe accepts a8 approximate value, nor the prices of
stocks and vonds in *the market,nor vet the original investment alone,
as the test of present value for tze purposes o rate regulation.
Perhzps the nearest spproxiration 4o the fair standard is that of
bona fide inveatment--the sacrifice made by the ownexs of the proper=-
ty--considering as a part of the investzment any shoxtage of returz
tnat there may be in the early years of +the entexprise. Upon thio,
taking the life nistory of the road through o zumver ¢f ycars, its
prozovers are enviiled to o reasonoble revurn. Tkis, however, menl- |
feotly 4s limited; for a return siould not be given upon wasteiwlnesd, !
miszandagoron® o poor judgment, znd always there is present the Ze-
striction that no more vhan a reasonable zate shall be charged.™.

Tita tkisz concliueion &g ecitablishing what will.ggnéialljfﬁe,
the most importvant circumstances vo ve conéidered in asce:taining tﬁc‘
falzr valuve of pwolic utility property for fate fixirng pﬁrpgsgb-I heaéti:y

I do 80, however, Witk the understanding thed thé&.;#uet ve o

zeasonable limit to the period during waich o shortage of return zay de

ceplitalized. Otherwice, the rate fixing authority will be in the ridicu-

“ous position of holding tzat

vkl

the early losses, %he grester

- ':'!Q.. .. - - ‘:.."....., - .
vhe value of 4he rropexty for v m2king purposes. In concurring I
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also nave in mind that these 2ifferent tests are but aids in detexmining
the Witimate fact, vhich will always be to deterrize on the fuctas oF
the case, Thet is falir and just 23 detween the utility end its cuetomers.
Cextaln objections ot once occuwr to the wniversal a@plication
L ke investment basis. The first cbjection ie that it would nov be
Zalr in all caees to rely on vhis basis alone. The answer is that it 4o
20t intendel Yo urge this basis as one elways Yo be applied wnder all
circumsiances,and that it is siwply meant to urge this test a3 gemerally
zeet Important to ve applied tut that i vuét.b nodiflied eo
Justice ¢f any particular zituatiorn Semande. After ell,the uwliinate
vaing ¢ e sccomplisked is to establisa Justice as between & utility end |

T3 customers, and these different tests wiich I Zave been consideriag

are but different suggested meihols of securing justiceVin particulhr.

cases. :
The ovjeciion that the ipvestizent chouwld not be usedjas-a

b23ia for utility rates, for the reason thet it 16 often Gifffcult ¢
the original cost, goes not t0 the correctness of the'prin-
to the aiff icu‘*y 02 appiying it in e giva;caoe; If the
certained In & given case, it, of course,
carnot de uced In t2at evend, 4t would seexm that courts
ard coxxlscions ghould sitrive to ascertain &g nearly as possitle what
tLe original cogt reasonably sbouwld have been. Taly result will, in
3uch event, e accoxplished by the use of the reproduction cost tkeory
wnder the so-celled historical zethod. This theory wovld be uwsed in
such event, not for the reaszer tiat it is “ecessarily in iteelf the

2eozy, but because it furnishes in tihe na: icuwlar caze %Le

luole evidence of whet the origimal codt reaconadbly skould

ohjection taat 2 public utility 4a entitled ¥o all
accretions iz Ttk inveatﬁent, whether 1% e in laxnds or water rignte
or what not, iz most frecuently urged by utilities waick, in the same
breatih, claziz that zothing should ve subtracted for depreciation. I at
times T ‘ utilities have 3¢ Litile faitk 1
i ke pi*nciples ¢l clmple juetice
. Succeed in cztablishing,a principle whiéh to the

wnlelr arnd Lneguitable v ¢f the Guestion
-]l




. appreciation in values would lead me so far afield that I deem it .

uwnecessary o0 go intvo this matter at this time. I desire, however,
to draw attention to the fact that in two of the most important Ge-
cleions of the Supreme Court of the United States, that couxrt has
refused to allow all the accretions in value which had acfually teken

place. Iz the Conmpolidated Gas case, as hercimbefore poirnted ous,

the couxrt refused to allow the accretion .in franchise value, and in

the Xinnesoia Rate cagse, as also hereinvefore pointed ovt, the court

refused to allow the full sppreciated velue of land.

Leaving this branck of this opinion, I desire to d:am}ggten-
tion of public utility maragers to the wndoudbied fact that exagée:azed
claime of values on the part of public utilities camnot but react on
those who make them. If public utilities insist on being allowed 2
return on all accretions in value with no diminution for dépreciamion,
they.peed not be surprised if the people of this countxy, acting on

the suggestion made by Mr. Commicsioner Lane in the Western Advance

Rate case, deoide to teke over all these utilities themselves, rather
than pay‘ratea on the ever increasing velues which have hithe;t§ beer
urged in commection with land and which are now being urzed in this
State in connection withk water rights.

Waile I have thus analyéec and comzented upon some of the
more impoxrtant theories which are at times presented to this Commis-
cion as proper bases for as¢ertaining the "falr value" of public
utility properties for rate making purposes, .I desire to have it
diectinctly wnderstood that this Commigsion does not commit itaelf
0 any?gg “hese theories to be wniformly applied tn any class Of cases.
This Commicsion will continue, as 1t has done in the pasi=--relying-
on the woxde of Mr. Justice Earlen in Smythe ve. Awes--to consider
all the elements whick enter into the problex in any given case, and
to give to eack the weight - to. which the Commiesion in eqnity.and
Justice believes 1t to be entitled on the facts of any given case. In

roaching/zggcluSIOn,hOWever, tke Commission will continue to give
great welight,fzy when the facto can be ascertained, to the amount of
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~ moxey whiok the utility has invested honestly, and with a reasonsble
degree of foresight..

2. GOING CONCERN VALUE.

The defendant ¢leims that to reproduction new am amount

should be added for what 1t terme "going concern value.” Defendent's

brief dbes ndt show c¢clearly the cless of expenditures which shall be
covered by this item, nor does the brief show the total amomnt ¢laimed
further than the general statement tkat "an allowance equal to at
least twenty per cent of the cost to reproduce the‘physical propérty
should be added to the value of the physical property to cover coats
of developizg the busineeé.*

That an gllowance muet at times be made for the cost of

developing the dusiness seews clear. In City of Pulo Alto ve. Palo

Alto Gaa_Compeny, (Vel. 2, Opinions and Orders of the Reilroad Commie
gion of California, P. 300) this Commission, at page 310, said:

fThat there are certain actual costs incurred in developiryg
the buginess during its early stages, for whick costs the utility
ig entitled to bve reimbursed, just as clearly as it is entitled %o
& return on the phycical portione of its plant, seems too obvious
for argument. The investor must go into ais pocket to meet one
kind of cost just as clearly as the other. There are two schools
of thought with reference to the manner in which the so-calied
'goirng concern! value or 'development cost'! should be met. The
supporters of one 3chool are of the view that these items showld
be added to capital account, while those of the otker school
believe that they should be takern care of by rates higher than
would otherwise be in effect, during the first years of the
wiilitylc existence. Tie difficulty with the first view is
thet ite adoption will reswlt in the increzse of the permanent
capital -account and the consequent payment of higher rates for
all time to come. The difficulty with the latter view is that
it caste upon the patrons during the firet years the duty of
payirg rates ever higher than the ususdl relatively high rates
vhich are pald at the outset of a utilityts higtory.. I am o2
the opinion that suck costs, legitimetely and wisely incurred,
shonld be taken care ¢f in “pome.rc way, but the exact method to
be pursued, and the extent t0 which consideration should be given
to such items will depexd uwporn the f2ets of each particular case.
It night well be, for inatance, that if the utility is wnwisely
conceived or struggles against unusuval difficulties, the cost
of developing tke busiress including the early losses may run wp
$0 almost the entire value of the paysical plant, if not in excess
thereof. It may happen also that while in one case the addition
of thece costs to capital account might be perfeetly falr, in
another case juetice will require that these coots bhe reimbursed
out of higher rates duwring the first few years, or that some
combiration of these theories be adopted."




Iz Thomas Monahan, Mayor of San Jose, ve. San Jogse Water
Company, Case No. 476, tais Commiscsion aliso ssid:

"l an fimly of the opinion tzat necessary dcvelépment
cost which is interest on the idle money in a plant during a
reasonable time in which 4%t may reasonably be expected not to
be fully productive 4s es much a part of the cost of the plant
a8 an expenditure for pipe or right of way. Woat I mean definite-
1y is this: Thexe i3 presented 2 field for the operation of a
public utility. It 4s known that this utility af+er it is oz~
svrucved and ready to begin operation cannot f;om the bcéinning
earn a reagonable amowmt on the investment. VA fair degree of
wise foresight prepares the busiﬁeas man for these losses in the
eaxrly days of his business; and if such looses are not to be
Tecouped frow earnings after the plant has reached maturity,tien
tae lnvestor camnot e expected to make such investments. Bul
this principle does not justify the ilnvestment of money iz an
exterprise that does not give promise of reaching a paying basis
witdin a recasonable time. If the business is well conceived there
will be 2 wniform gpproach from the very begianing of the operation
of the completed enterprise to & fully raying basis. Duxiﬁg tae
development period, therefore, thexre will be ?eatlyma decreasing
amownt of the capltal investment which is not returning d’:easonf
able awount, and the interest upon thic decreasing amownt of idle
cepital 43 a part of the cost of the property whick must be fore-
seen and prepé:ed for by the investor and muct be allowed by the -
rate-fixing body." o
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In City of Milwauvkee va. Milwaukee Electric Railwéy and
Light Company, (Wol 10, Wisconsin Railroad Commiseion Reports,p.l),

one of the nost recent and extensive of the decisioha of the Rail-

road Commission of Wisconsin, the Commigsion, a%t page 122, saye:

"It i3 conceded trhat in addition to the value of the -
tangidle property some allowance is properly made for the cost
of dbullding up the business, or the losses sustaired before the
property heas been placed vpon a paying basis. Previousidecicions
of this coxmission have recognized the nececsity of compensating
for such carly losses and the existence of a going concern value
is recogrized by both parties %o the compleint in the present
case. (Citing cases)."

In People vs. Wiilcox, 141 N.Y.S. 677, Mr. Justice Millex

defines "going valuvem-as follows:

"I define !goirg value' for the purposes as involved in

this case to be equal to the deficiency of net earninge below -
a fair return on actuwal investment due solely to time and
expenditures reasonably necessary and proper to the developrment
of business and property to its present stege, and not comprised
in the valuation of the physical property. 'Coing value'! ig

Yo be apprelzed by showing the actual experlence ¢f a coupany,
vhe original investment, its earnings from the start, the time
actually regquired and experses incurred in bulilding uwp a business,
all expenditures not reflected by the present condition of
physical property, the extent 4o which bad management or other
cavseg-prevert or deplete earninge, and any other facts bearing
on the questicn, keepirg in mind that the wltimate fact to be

determined is not the amount of expenditures, dbut the deficlency
%2 a {air retura to investors due to the causes wder considera-

ox. ,

It will be moted that in eack of the -Lxxms foregoing quota~
tions the basis used is that of actual expenditures, thus followlng

the investment theory. If the reproduction value theory is fbliowed,
experts at times estimate the expenditures which wowld probably be
made before the hypothetical or comparative plan to which they refer
should have been placed upon an eaxrning dasie identical witk the
existing property. These estimates are laxgély guesswork and are
008t wnrelizble, and will be given very little weight by this Comzis- |
sion, particularly if evidence of the actuald faots can be secured.
The best evidence of whet should be allowed for developing the busi-
ness 13 the morey which hés actually been expended for that juzpoae.
Waile the general rule is as thus stated, certain.qnalif
fications must be made. The effort to irnclude as 'going,conce;ﬁfvalue'
-1~




the valuation for "good will" i1 cases of utilities whick Rkave, in

fact, & monopoly of the business, Las been definitely fepudiated oy

uprexe Court of the United Staves in Fillcox vs. Comaolidsted

Gas Company, 212 U.S. 19, 52, and Cedar Ranids Gas Lighthompany V3.

Ceder Rapids, 225 U.S. 655, 669. It zust elso be *ememﬁ‘aezea that

if‘tie inveotment zas veen unwicely mzade, or if tae p*ant Las becn
zade larger Or more expensive than necesse:yrﬁzzxxfxikzx:ﬁ::zxaix:z:_
deflcits resulting froc these cauzesn
ecelve very litile consideration. The effects of abrnormal
conditions, vad management, poor judgment, ond lack of ordinary care
ené foreecight muct be borne by tke utility ond not by the pudblic.

In considéring thic element, congideration muct 2lzso be
Ziven to profits waich the utility has made in the past. It ie just
as wnfadr t0 ask the reate fixing authority to considex deficits alone
2ad ot profits, ac it is {0 ask that in establishing value, apprecie~
tion be considered, but never deprociation. If the retuine in the
Paov are To be considered, +the whole‘story should e considered and
20t merely & fragment thereof.

Thexe ray also well ve cases, partictlerly those groﬁing
out of the relationakip detween ;_nd companies and water co panies
owned by tae same people, in which, while there have been aprarent
deticits in tie operation of the water companies, th csc,deﬁic;ts
dzve been caused by 2 desire %o sell laxnéd by the inducenment of cheap
weler, so thet the zctual profits have gone into the pockets of tze
promoveres throughk the land company instead o *'rough the water comw
paxy. In euck a caze, careful consideration must be given to Tk
relationship between the land company and the water coupany, and it
does not follow xkzk by any means that the water company should have

sne right, after its ovners kove made their profits inm another way,to
come before & rate fizing body end cleim what would, in ef fcct,amoun*
10 a douwble profit by asking such auxhority e g}lgg for it-g "coat

of developing thae dbueiness.™




3. DEPRECIATION RESERVE.

That an allowance must be made out of earnings to establish
 a depreciation reserve is generally admitted by courts and commissions.
There has been very considerable confusion, however, with reference %o
the puxpose of awek fuwmd ard the methods to be used in aécextaining‘
the ampunts to be set aside in the fumd, year by yeaxr. |

That in the course of time all the elements iz a public
utility plant wear out and that replacements must.be made when their
nztural life ceases, is clear. It iz eqﬁally well establishéd €ha€ by
reagon of advances in the art.or growth in the bDusiness, Zkak.portions
of pubiic utility plantis, through what i3 generally called dbaélescence
and inadequacy, muct be removed before the expiration of their natural
1ife. TWhile ordinary repairs shkoxld be classed as operaxing‘expenaée,
the proper function of a depreciation reserve fund would seen to de
to take care of replaccments made nocesdary by the wea:inngux of
structures and materials end o the discarding of the same due %0
obsolescence and inadequacy. .

That a uiility has the right to look to its consumers for
the establishment and meaintenance of such fund has been directly

estadblisned by the Supreme Court of the United States 1% Knoxville vs.

Knoxville Water Company, 212 V.S. 1. In this case, Xr. JuetioeVMoody,

at page 13, says:

*Before coming 46 tte question of profit at all, the.
company is entitled to earm a sufficient swm annually %o
provide not only for cuxrent repalirs, dut for naking good the
depreciation and replacing the parts of the proverty when tey
coze to the end of their life. . The company is not bound %0
gee its proverty gradually wasite, without making provision
out of earnings for its replacement. It 1z entltled to see
that from earnings tiae value of the proverty invested is
kept wnimpalired, so that, at the end of any given term of
years, the original invesiment rewains as it was at the
beginning. It is not only “he right of a company to make such
a provision, but it io itz duty to ivs bond and stockholders,
and, in the case of a public service corporation, at leas?t,
its plain duty to the pudblic.”

Section 49 of the Public Utilities Act of this State reads
a3 follows: | |

*The commission shall have power, after hearing, to require
any or 2ll public utilities to carzry a prover and adequate depre~

clation account in accordance with such rules, regulations and e
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forme of account as the commission may prescribe. The
commiasion may, from time 40 tize, ascextain and determine
and by order fix the proper and adequate rates of depreciation
of the severzl classes of property of each public utilivty.
Eacn public wtility shall conform its depreciation accomnts

to the rates so ascertained, determined and f£ixed, and shall
set aslide the moneys so provided for out of earnings and carxy
the seme in 2 deprecigtion fund and expend such fund only for
such purposes and wnder such rules and regulations, both as

To original expenditure and subsequent replacement as the
cozmigsion may prescribe. The income from investments of
moneya in such fund shall likewise Ve carried iz such fund."

I desire to draw particuler attention to the laot sentence,
wmder which the income from the investment of moneys in public‘uzility
depreciation funde in this State must be carried inthe depreciziion
fu:d;izigfiéﬁer words, the interest earned by moneys in tﬁe-dqprecia—
tion fund cannot be used for the payment of dividends or for meeting

operating expenses. This fund, together with the interest on all
moneys invected thereln, is a trust fund set aside for the spédific
purposé of taking care of replacements, wkether of worﬁ oﬁx verial
or of matericl which has become obsolescent or inadequate, 1n.a¢gordp
ance with suck rules, regulations and forms of account as this Commis-
sion may presoribe. As the interest is to remaln a portion”of the
fund, it would seem that orxdimarily in this State the sinkingyfugd

basis should e used in determining the amount to be set aside znnu-
ally in tais Zund.

The method of determining the amount of money whick should

go into this fund, year by year, i3 not entirely free from doubt. it
would seexm that it is necessary to take into account the actual con-~
ditions surrouwnding the installation and operatioz of tae dlfferent
classes of material and thet tke average natural life of the materials
in 2 given plant should Ye determined frow all theece fac%a, wita ﬁhe
proper allowance, if any, for galvage. It will not always ve easy
%0 make the necessary modifications due to possidle obsolescence or
inadequacy. Sowever, if the aldowance made for these items proves
inaccurate, the necessary changes may be made by tae rate\fix;ng
- authority from time t0 Time. It would ve possible, aé a matter of
theory, either to place in the depreciation fund only a sufficient
-2




revenue Yo take care of the replacéﬁente as they actually accrue,
year by year, or 0 place in the fund a sufficient cum 30 that with
v3 intereat it ehall take care of replacements in tae long run and
over the life of the different comstituent elements of the utility
plent. The application of the £irst method would result in low rates
during the first yeéxe of a plant's life, while the repiacements are
relativc;y insignificant, with an increase in the‘iaxe during the',
.lame: years of the utilityts life, when it beconmes necessary to nake
more frequent and expensive replacemenis. TWhile, as 2 matter of
theory, either of these policies might logically be pursued, it
would seem thet because of the ddfficulty of increasing rates and
ol the frequent inclination of stockholders to take ouz giiee:ﬁ1ngs
without any thought of to-morrow, it might be wiser 0 establish the
fmd on the second basis, 28 is generally done by railroad and public
gervice commissions.

As ordinery repalrs will be charged to operating expenses
a8 they accrue, year by yvear,. and as 4he interest on the moneys in
The depreciation reserve fund will be credited to %hat fund, the
resudt may well be the establishment of lower depreciation reserve:

fuads thar has hitherto at times been the case.

Y. RATE OF RETURN.

On‘the question of rate of return, defendant presented
the affidavit of its treasurer, Mr. A. F. Hockenbeamer, to which
congideration will be given when I. come. to the Questiom of fact
involved in this proceeding. |

For the present, I desire simply to addresz myself to
the genera; principles involved in the determination of +the rate
t0 e allowed in any given case.

In Willcox ve. Consolidated Gas Company, supra, Mr.Justice

Pecknanm, at page 48, sayo:

"There is 1o particular rate of compensation which must,
in 21l cases and in all parts of the country, be regarded as suf-
ficient for capitel invested iz business enterprises. Such
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compensation must depend greatly upon circumstances and localily;
agong other things, the amount of risk in the business ig 2 most
impoxtant factor, as well as the locality vhere the bHusiness is

conducted, and the rate expected and usually realized there wpon

investuents of a somewhat similar nature with regaxd to the
rioz attending them."

In __Re rates of Queens.Boxough: Gas and Elect:iq?Company,

(Vol. 2, Public Sexvice Commiscion Reporis, First‘Diétrict; New York,

P- 544) the Commission of the First District, speaking through Mr. Com-
missioner Maltbie, at page 576, says:

"Tarious standarde have been suggested for determining a
fair rote of return. The one which in owxr opinion is proverly
appliceble %o this case is +thet the rate should he such that ‘
investors would be induced to provide Vvhefunds with which to
construct and extend 2 gas and an electric plant within the
area in question. If the state were $0 fix a rave below this
standard, capital could not be secured. If investment were
mnade vefore the state acted, the original capital might be
foxced to remain, but additional capital could not be secured
uniess necessary to protect the Lfiret outlay."

In City of Palo Alto vs. Palo Alto GCas Company, (Vol.2,

Opinions and Orders of the Railroad Commission of California,p.300)
this Commission, at page 316, said:

"No fixed percentage epplicable to all casecs and all
classes of utilities can be established by this Commission.
Each case aust be judged on its own merits. It may well be that
a utility in ozme community would be entlitled to one rate of
return waile a2 similar concexn in another commumity would be
entitled to 2 different rate. It may ve that 2 large and
B0Llidly established utility will not be entitled to as high a
Toturn as & smaller utility which is struggling against adverse
cizcuzatances. The most that can be sald by way of general
principles is that the retura should be at least the average
return which 1s earned by other classeg of business of the
same degree of tazard in the ssme community. The Commlgsion
in {ixing a rate of return must be liberal, lest too strict
& policy resul? in turning capital to other fields of enterprise.
California neede development by public utilities, and this -
Commiszsion's policy should be a bvroad arnd liberal one, 30 as to

encourage capital to develop the State by leglitinmate public
wtility entexprises where needed.”

.

It would seem that in gemeral the rate of retuxn should
be suck rate az is high enough 10 secure the funds f£or the develop—
menf of the busineae; and that in reaching its conclusion on this
point, tae Commission should de libersl im its attitude.

I shall now proceed t0 a dlscussion of the facts in
thlis case.
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Toe town of Antioch rececivee its electric energy from a

60,000 volt transmiseion line of the Pacific Gus and Electric Company,
 Zxom weick line tke energy is transformed througk a substation located
in Antioch. The ezergy is therce distriduted to lighting and com—
zerclel customere, 2 municipai street lighting system, and the
Califoxnle Paper and Board ¥ills, which mille use electxic energy
for power purposes. This same substation is also vsed for the sex~
vice of electric emexgy to an 1l X.V. suburban line.
ALl customers in the city of Antiockh are under meter.
Iz Marck, 1913, there were 227 residerce cusiomers in Antiock and
99 commercisl customers, in addition to tae California Paper and
Doaxd Mills. Of the xesidence customers, 87 used 12 X.VW.E. or less,
86 over 12 X.T.H. but not more than 22 K.W.X. and 5% in excess of
22 X.W.E. Of the commercial customers, 23 used 16 X.W.K. or less,
55 used over 16 but less then 35 X.W.E. and 21 ueed in excess of
85 X.W.E.
The electric ener gy waich 13 disur;buzed in tne town of
tioch is derived from “ree gouxces ~ the hydro-eleciric proper—
ties of Pacific Gas and Electric Company, +he ‘steanm plants of that
conpany and‘hydro-electric enexrgy puxchased from_varioﬁa other COottem
panies. The Pacific Gas and Electric Company's trancmission system
ie a unit, 80 that eleciric energy from any of taeee tnree sources
zay at any time when necessary be transmitted to Antioch.
In oxder to ascertain a feir and reasonable rzte iz this
case, 1t will be necessary firsf to‘ascertain the coet of the serv;ce,
walchk I shall now proceed 4o do uwnder two main heads--the coct of

production and transmission and the cost of distr;bution.

I.
COST OF PRODUCTION AND TRANSMISSION.

Pacific Gas and Electric Company's hydro-clectric power planis

.

are as follows - Alta plant, in Placer county, rated capacity 3,000 L.W.;
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Centerville plazt, in Butie county, rated capacity 6,400
Colgate plant, in YTuba county, rated capacity, 4,200
Deex Creek piant,in Nevada county,rated capacity 5,500
DeSabla plant, in Bustte county, raied capacity 1,300

Electra plant, in Amador county,rated capacity 20,000 X.%.;

Folsom plant, in Seeramento county,rated Ccapeacity 3,75C K.V.;

Newcastle plant,in Placer cownty, rated capecity &CO0 X.V.;
Tuba plant, in Tudbe county, raited cepacity 660 X.W.;

and Drum plant,in-Nevada county,rated capacity 50,000 X.¥., tkze
latter plant taving been recently completed.

The steanm plants of Pacific Gas and Electric Coxpany are
as followgm-

Station A, San Francisco, rated capacity 42,000 X.W.;

Statiorn B, Sac:amento, rated caypacity 5,000‘K;W.;

Station C. Oakland, rated capacity 21,ooo‘x;w.;

Sex Jose steaw plant, rated capacity 2,200 X.W.

Pacific Gas and Zlectric Company alsc purchases hydro-elec—
“ric energy, under existing contracts, from Great Western ?ower Company,
Norilern California Power Company snd Snow Mountain Water and Power
Cozpeny, and at times purcheses omall amounts of electric enmergy from
otlher companies.

The coat of prodﬁcing energy in the hydro-clectric plants
of Pacific Gas and Electric Compeony, of producing energy in that
company's steaw plants. and of the transeission of energy will be set
foxrtk ir 2 serles of tables whick I chall shorily precent. Before
doing 8o, howewer, I taink it well, in order %o Avoid Tepeated expla~—
netions, to draw attention at the outset $0 certain matters applica-

~¢ to all these tables, as followa:

(1) Basis of return;

(2) Lends end water rights;

(3} Overhead percentoges;

(%) Depreciation annuity;

(5) Rate of return.




l. BASIS OF RETURYN.

The basis on which 2 return iz allowed in tkic case i3, 4in

geieral, the esilimated coet to reproduce the physicel elexente of the

Properiy new az ol Decexmber 31, 1911, plus a proper allowance for
Overlead percentages, as determined by the Commission, plus tke actu-
2l expenditures for additions and betterments, properly ¢chargeable to
capitel accouwnt, from Januxry 1, 1912 %o January 1, 1914.

The reprodwction value zew as of December 31, 1511, is
taken as one of the elements entering into the vasis of return for
the reason that the original cost 1z not available. TWaile probably
none of tke hydro-clectric plants of Pacific Gas and Electric Company
other thar possibly the Drum plant, has a service value of 100 per
cent, and waile the vasis of depreclated reproduction value would
ucoubtedly be sustained ir thie case, the Commission is purposely
allowing the highér estimated reproduction value new basis 50 as o
be absolutely fair 1o Pacific Gas and Electric Company, azd alzo in ’
order %0 take care of any going concern, water right or other va;ue
woleh Pacific Gas and Electric Company zay possibly hercafter be 2ble
0 prove in addition to the specific allowances herein made. Pacific
Gas and Electric Company in this proceeding agreed that a basis showld
be fixed herein on wiich t0 ascertalin the cost 0f erergy delivered to
all tkze citiee whickh it serves with electric emergy. The Comzmisaion
desires 0 establisk this basis in this case in such a way that it
will ot ve necescary hercafter o incresse it. It decéeaaea Lere-
alver become necessary they can readily ve made wnder the decision
iz this case. In addition to allowing a reproduction value of the
paysicel elements as of December 3%, 1911, although’it is clear that
t2e systex is not worth the coet 4o reproduce 1t new, I desire to
draw atiention particuwlarly to the fact theat thg Commission 48 also
ineluding the sum of $842,634.61 for enlargement of the Beex River

Cenal, whicia work is ae'yet non-operative.
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¥o evidence whataoever was precented as o so-called

"eoing concern™ value or of the cost of developing vhe business, as
a2n entirety. In view of the statement in the eighth Annual Report
of Pacific Gag axnd Electric Company, for the fiscal year ending
December 31, 1913, to the effect that in the eight years éincé its
rganization the net-earnings of the company, after payment of bond |
interest, zave aggregated $21,781,471.00, and that of this amount
but 2L per cent was paid out ir cazk dividends and %xe remaining
79 per cent was reinvested in the property, appliéd in the reduciion
. of funded debt, or expended Lorxr otker corporate purposes, it would .
seem that 11 may well be difficult for Pacific Gas and Elecfrid Coxpany
“0 prove trat any allowance chould be made for ¢ost of dévelbping tae
Puginess.

| With refezence to mater rights, attention will hereinaftei
be drawvn to the fact that the Commiszsion is allowipg the fuil value
of lands as clalwed by Pacific Gas and Electric Company, including
large excess values due directly to so-cailed water righte. I am
drawing attention to these matters in order to show that tae Coﬁmission,
in allowing in this case a basis of return whick containe é:xnxs-sub-
gtantizl margin above the amount established by the evidence, realizes
tkat Pacific Gasz and Electric Company will probably never be able 10
 ghow elements of value amounting to the margirz herein allowed, bdut

i3 nevertheless willing, in order to avoid the neceasity of hé:eafter‘

increasing the rate, 10 use as the basis of return the very libderal

»

allowance . herein made.

2.  LAKDS AYD WATER RICETS.

The Cozmission is accepting the value assigned to its lands
by Pecific Ges énd Electric Company, after deductiﬂé such lands as the
evidence sktows <o be not properly chazgeable to hydro-eleciric devel-
oprent. The lends 80 excluded include lands used only‘in connection
with Paclfic Cac and Electric Company'z water business, 23 well as
timbeftlanda,mining claims and merely prospective reservolir sites,
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power house sites and righte of way. . An cdditiozel allowance is

being made under the head of maintemance charges %0 take care of the
ad3ditional charge waich would have to be rade for timber in case
Pacific Gas and Electric Company did not omn ite timber landa.
allowed

The azounts, foxr the remaining lands are not only
greatly in excess of the moreys paid for them by Pacific Gas axd
Electric Company and its predecessozs, dbut also include excess velwns
azounting %o hundreds of thousands of dollere for increased value due
o taelr location and to tihe attachwent of water rights. The tvesti-
mony of lr. Eenley for the Pacific Gas and Zlectric Company cleexly
discloses t2is situation. |

I desire to draw attention at this point to the fact that
several continuations in thié case were grented in oxder to enable

& force of expert engineers emploved by Pacific Gas and Electric Coze-
pany to compile a report with reference to the valuelof taat company's .
water rights. Although this report was finally presented tleacific
Gas anc Ilectric Company prior to the last heaiing in this case, tie
coupary chose not to0 present the same or any other evidence concexning
the velue of its water rights, other than the values contained in the
company’s estimate of its land values. It would be reasonable, tader
these cohditiona, to entertalin the presunption thaet tae report of the
engineers employed by the Pacific Gas and Zlectric Company showed that
tae water rights owned by Pacific Gas and Electric Company heve 2o
value in conmection with that company's hydro-electiric developménts.
Nevertaeless, in this proceedinz, in corder to 2¥Wold possibvle increases
iz the rate hereafter, tke Commigssion ic allowing the full value of
lands a8 claimed by Pacific Gas axd Electric Company, and also the
zergin over proved value hereinbefore referred 10.

3. OVERETAD PERCENTACES.

The estimated veproduction value new of the property of
Pacific Cas a2nd Electric Company 28 of Decexber 31, 191J, as prepared
by J. G. Walte & Company, chows overhead percentages used by that

coxpany as followa:
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Whi;e higk percentages Ior overaecad are Irequently pre-
sented by public utility engineers in commection with estimates to
reproduce property new under given conditions, and while, undex certalin
conditions and Witk reference to certain companies, particularly small
companies, it may be necessary at times to allow high percentages in
case it becores peccqsary to apply the reproduction value +theory, the
amownts allowed for overnead expenditures in each case must be deter-
zined by tke facts of that case and oy what iz found t0 be just aﬁd
ressonable in that particular case. In the precent case, wehhave a
uxility waick extendec over 30 counties of the State, and the different
units of which were comstructed in relatively shors periods of time,
plecemeal, and were promptly pléced in operation and proumptly began
To produce revenue. Ve dave also a company which has a large and
efficient organizetion and which is able to comsiruct additions and
betierments, {rom time to time, at considerably less expense than
would ve the cage with refererce 0 a cmall utility whick has 2o organ-
izatior. To say that 2 ufility of thie kind is entitled to overhead
expendituxez far in excesg of thosoe actually and Teas onabdly incurred
iz cen nectio* witz ite constructiorn work, uimply because the ayppliica~
tion oL a cextaln theory,-wiick theory i entirely foreign t0 the facts
cf the case~-would result in eguckh higher percehtagea, is of couxse
wnralr, unreaconzble and abourd. “

In the presént case the Commigelon has spent considexable
devor iz trying ‘o aeéertain what overkead charges shouid properly be
allo%ed.““While ordirerily this mattexr is aubject to considerable
difference of opinion, 4% is largely due 0 %the fact that utilities
neglec£ “he actual costs and choose to adort estimates ¢f whdt ovez~
Read expenditures might‘be incurred 1if tae propert?vmuurto bc Trepro-
guced xxx under entirely different conditions from those which exigted
during 4ts comstructlon. Little reliable date is available tending_to

establisz tic facts in connection with overhead ¢osvs. This deartd

of inforzmaztion zay de explained by the fact thas dréinarily.ﬁo




viempt is mede by an operating company to segregate sdministratiom,
exgineering, interest and similer charges to construction. Fro-
quently all orx practically all of these caarges ore ascigned to
operating expenses.

Iz the present cape, however, the Commisszion ic fortunate
ir having evailzble the actual expenditures in connection with the
expenditure by Pacific Gas and Zlectric Compeny during the year
1013 of the awm of $lo,107,643.89 oron additions and vetterments.

n thic conmnection it should be vorne in mirnd that of the total of
$55,285,923.92 claimed by Pacific Gas and Electric Compery inm
Exhibite No. 46 and Fo. 61 as representing the total velue of ite
envire tangibie property, bovh operative and noh-operatiée, the
sum of §38,51%,781.00 wes expended from 1906 to the end of 1513,

80 thet almost cne Xalf the entire value claimed by Pecific Ces and
Zlectric Company represents expenditures made by a going concern,

already iz operatlon, under condltions largely similaxr to those whith

ed
cotain, Witk reference %o the expenditure of the sum of §L0,107,643.£9

in tie yeaxr 1913.

Of the total expenditures &uriﬁg 1913 for construction
purposes, the total amount ckharged by Pacific Gas and Electric
Compary on its books for overhead expenditures amounts to $211,862.65,

ac appears fxoxw the following table:




Toble No. TJ

Ovorkond Porcertayen Chargod
[+
Pacific Grs ond Electric Comoany %o Counstruction
in 1913

Charged to Dngineering
end Superintordence

Denarment , Totul Expenso Porcentage Anount

Vice President & Cen'l Nzr. % 22,466.0° 5 T8 1,122,8)
luditing Depariment 87,360.67 10 8,736.07
Gonoral Engineering 31,678.71 90 28,530.79
0 & i Depariment = Hydro Electric 47,412.53 b 7,111.88
Electric Distribution 35,657.37 65 23,177.29
Gae Eagincor 30,903.42 55 16,996.88
Low Dopartment ' 39,288.78 15 5,893.32
Lend Deportment 36,785.01 100 36,785.0
Purchaoing Depuritment 20,643.26 10 2,064.33
Supply Depertment 10,849.93 50 5,424.96
tationery Expenso 40,742422 10 4,074.29
Drunghting Expenso 23,478.89 90 21,331.00
Postege and Enﬁelopes 7,861.37 :i ' 196,49
Telophono snd Telegraph 41,128.61 y 1,028,21
&xip e.nd Ticket Criors 20,688.76 80 16,551.01

& 178,806.34

Brought Fosward from Year 1912 , __42,967.52

3 221,77.86
Sofregated to Comploted Construction $ 181,786.53

Segrogated to Work in Progress December 31, 1913 39,985.33

§ 22%,771.36
~n%orost During Conz'tructionr
Irterest duriag fom- 1913 ‘ | $ 10,'094'5'.02.{
Brought Forward from Year 1912 24,804.60-'1
8 34-,s»o’c>.'é:z'<é
Soprogated to Completod Congtruction A .

30,076.12.
Sozrozatoed to Work im Progross

$  34,900.62
Undiotridbuted Construcilion Expenditures Yoor 3.913 |
Iegineering cnd Superinteﬁdénco 3 131,;735,53,

Interost during Comstruction 30,07_6.:.;

8 211,062.65




T should be noted that the forecgoing expenditure includes
all expenses generally kmown as administrasive, engineericg, legal,
miscellaneous and interest during comstruction, and that the total
taereo, pro rated %o non-landed capital Invested in additions and
vetierzenve during 1913, amounie +o only 2;29 per cent. Attention,
howevex, ghould be.drawn 0 tac fact that tze interest dm:ing‘conétruc-
ticn apparently includes only 1ntereét on working capital and that

additional 2llowance must be made 80 as to completely cover the item

of interest during comatruction. JApparently, additional zllowance

zust also e made for insurance.
Pacific Cas and Electric Company, like other uxi;ities, has
appaf';tly charped to operating expensec a portior of the experditures
walck should more properly‘be chaxgeéble +0 ¢conotruction. The follow-
ing-table chows the entire gereral administrative expenses charged to |
oreration during the year 1913, as shown by the books of Pagific Cas

and Electric Company:




Table Noa. IIT

Conoral Adminintrstive Expense

Charred % 0 Cneration
for 3.9....

ALL Digtrict o= —AlL Doporiments.

Zlectric, Gas, Roldlwny, Water ond Stoam Dopurimerts:

Ixocutive QfZicers
VicewProsidont & Conersal Monager
2nd Vice~Prosident & Treasurer
Secrotury and Cebblor
Auditor

Genoral Agent

Property Agont
Superintendent of Supplios
Purchaszing Agont

Cloime Depariment

Publ:i.city Dopartmont

Law Deporiment

Drafting Depariment

Persion Exponze

Heand 0ffice Ront

Portuge  Expenso

Stompod Euvolope Expenso
Telephone Exponso
Tolograph Xxpenso
Abvertising Exponsce
Donntions

Subscriptions to Acsoc. ete.
Newspaper and Period.;.culn
Mol Room Expense

Sc".m Ticket Ordors

Pond ch., Comnicsion, ctc.
Repairs +0 Eoad 0ffice Furnitwre, ¢ic.
Publioching Finsnce Reports
Houd 0f fico Bldg. Expense
Zxchornge and Colloctions
Autotiobile Iixpense
Stationery nnd Printing
Nogazine Expense

Peilrozd Cogy Exponsze
Plmnt Mpproisocont

Sundrien :

P.P.IE. Subscrip.:.on

Rave Cases .

Public Accountents

Electric Dopartmmnt:

Civil Engineering Depte

Commerciad Dopte

Elec. Distridbution Dopte .

Electric Counstruction Dopt.

C & M Dopt. (Kydro=Elec) -

¢ & X Dept. (Stoum Elec)

.Chim Inge Bydro-zlec.

Totel

Eloctric,Gas & Steam Dopis.-Inductrial Dept.
Zloctric & Guo Deptse-Appliance Dept.
Gos Department-Cas Tngincer

3 98,442.04

21,343438
17,510.39
14,474.75
78 ,624660
5,702.39

10,685.5% -

5,318.79
16,578.93

81L.45

5,007.1%

33,395.46

2,347.89

5,603.94

11,243.14
3,293.96
4,370.92

37,320.09
2,750.3

9,870.29°
3,450.95

3,634.00

1,213.18

1,610.35

4,137.75

15,167.28
238,81
1,375.35
12,349,863
958.87
8,862.38
36,568.64
4,739.09

945,15

35,493, 54

24,840.71.

20,200.00

684.78

8,252.75

'V

869.62
16,506.67
65902465
1,339.79
35,847.73
7,537.20
958.51

571 6t>£‘».6'z

69,962.17
1,438.6%

11,635.06

20,599.10
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If the entire gemeral administrative expences Caarged o
.cperation in the year 1913 had been charged to construction, aﬁd hed
been added %o the amount of §211,362.65, which was the total smount
actually chargéd,to conztruction, tae regulting totel of §887,153.22
would d&ount to only 8.77 per cent 6f tie total cum expended for
2dditiona and betierments in the year 1913. To assume that the entire
expenditu:es charged to operation shovld have deer charged t0 con-
strucvion, is t0 make an assumption which is very cb#iously contraxzy
to tae fact, for the »eason tkat 1t is clear that the ﬁajor portion
of the amouvnt chaxged to operation should propérly 5@ charged to that
accovat, foxr tae weason that the Pacific Gas and Electric Company is
2 going concern, conducting operations in at least 30 counties of
the State. The addition has been made simply 4o show 4that even wader
tae violen%t aésumption toat tie entire amountsvchaﬁgedvtovoperation
for zeneral adminiétrative~cxpcnsee zh§uld be charzged to-édnstrustion,

these emounts wher added Yo the amounte actually charged to comsiruc—

tlion wouvld yicld a tovtal for 2ll overhead expenditures except a

portion of inverest during construction and insuranéé, which is out

& fraction of tie amounts claimed by thae expernts of Pacific Gasz and
Zlectric Company in this cace iz 2pplying the hypothetical*réprodmc@icn
value new theoIv. | | xE : o |

1l degire now 10 direct zy attention to particular items
generally included wader the head of overhead ckargec.

It would seex that if one third of the adminigtration
expenses incurred during the year 1913 and ome half of the legel expenses
were ckharged to construction, at least the proper amount wouwld be
60 caarged. An allowance nust also be made for organizing,a"conctruc-
tion fozce.

Referring now t0 engincering and superintendence, the
?acific'Gas and Zlecwtric Companf’a Anpusl Repezt for the yeaxr 1913

containg the following item




Ingineering and superintenderce--1913% (electricle........ $15¥,587.22
This amount, walck includes fhe entire amount charged to
'cngincerin and superintendezce under the lhead of electiric corgtruction
curdng the year 1913, amounts %o 1.9% per cent of the extire cepitel
expendltures for additione and betterments in that vear, amouhting'
to $7,989,891.23.
In.makiﬁg ellowence for fire and casualiy insurance, 1%V
zust be borre in mind that the plarnt cf the Pacific Gec and Electric
Coupany was adwost cntire;y gonstrueted while the retes foé casually
inzurance were conaiderebly less tZan they are at tihe preseant time.

A Cexard for tze esllowance of »nresent rates, while, as 2 watter of fach
Pacific Gas axd Electric Corpany pald considerably less than present
raves ig, of course, unfair and wnreasonable. The Comwiossion will make

an allowance based or the amounts whick were pald by Pacific Gas and

Electiric Compexy for injuries and dazages over & seriec of years, ae

oxewn by vhe evidence in this case.

J. G. Waite & Company made an 2llovwance ranging from oxze
Lalf of L% to 1% for taxes during consiruction. The entire non-

taxes paid by Pacific Caes and Zlectric Company during the
year 1913 smounted 40 513,078.38, or .138% on the net coct of addi-
“iens axnd vetterments during 19135, including real estate.

chtingenciee iz 2r item which io {dependent morxe largely
wpon labor cost than upon materizl cost. Trile the defendant in thic
czse has cited instances where the zgtunl coet of diffewent wits of
plent has exceoded the estimated reproduciion ¢ost, it Las mot called
attention to ingtances vwhere fhe arpraised value is far in excese oF

the actual ccot. As an exawple, I desire to &raw attention to the




fact tkat the price allewed by J. G. Taite & Company on the Folsom
deveiopuent fox lﬁbor was four and one kalf times its actual cost,

28 8koTn by vhe §zison records. Likewise, in the Zlectra system,

the evidence shows +that the estimated reproduction cost greatly exceeds
the -original <cost, and %here is no reasen o assume that the-sanme
conditior will not hold good for otier hydro-electricIdevelopmentc.

In estimating tre cost to reproduce transmission ;1nes new, 16 pex

cert wae added by J. G. Whité & Company to both lzbor and ma#erial.

1 prices befoxe the azppaication of the regulaxr overheald perceniages.
‘Defendant urged that the 10 per cent added %o labozlcovers an agsumed
083 ir vime, loss in boarding house operations and miscellaneous 1loas=-
es, and that the corxresponding 10 per cent on malterial covers store
Toom expenses, breakage and lost materizls. In this bonnegtion it may
be well to note thet many of the items on whick 10 per cent has deen
added, are ot subject o losc or breakage. These items include ’
epproximately one 1nalf of the transmission line costs. Theiévcan ve
no question but what this miccellaneous 10 per cent is excezs;ve and,
in major porvion, wnwarranted as an alloWgnce over and sbhove the;
regular or proyper overkead expense. Atteantion ckould als¢ be drawn
to the fact that 1t i3 oze thing to estimate contingencies on a nmew
job which iz still %o be performed and an entirely different matter
tc estirate then after the wc&k Laps been entirely performed, waen 2
Large porticn of the records of construction are availablg, and, when
engineerg axe presenting an estimate ¢f reproduction value new.

Waile accepting, for the purposes ¢f this case, the estimated repro-

duction value of ihe physical items of thé property as of December 31,

2911, ae presented by J. G. Taite & CQmpany,'including the allowance
of 10 pexr cent hereinbefcore referred +o, the Coxrisgion must necessari-
iy allow 2 consideradly lecse additional item for contingencies tran.
that allowed by J. G. White & Compeny.

One of thé moct important overhead itemws is interest Quring
comsiruction. J. G. Taite & Compary cetimated this itenm on'the theory‘
- that it would take a2t least & year to zeconstruct all the properties

L0




of Pacific Gas and Electric Company, and that ac %o certaiz portions

of the hydro-clectric properties the period would run up to three
years. An allowance was made for interest at the rate of 6 per cent
per annum on one half the conmstruction time ae to each different class
oL consﬁruction. While suck an allowance‘might be co:rect'on the
vaeory followed by J. G. Tkite & Company, it is entirely at variarce
with the facts. Ac already pointed out, by far the largéf pcrtion

£ the plant of Pacific Gas and Electric Company wae comstructed by
“hat compary &3 an operating company wille already a goiﬁg concern,
and;was constructed in relati%ely oxrlel pexlods of tirwe. Tee dif~-
ferent units, as completed, have been placed ir operation and have
started earning revenue. It Zollows that it would mot be fair, in
making an allowarnce for interest during conetfﬁction,fto-aesume,
eatirely contrary ¢ tae fact, trat the plant is all conetructed as
a single development and that no portion therecf is placed in operem~
tion arnd earns revenue in lese than ome year's time. Tke relatively
small charges made by Pacific Goas end Electric Company on its books
Zor interect during conmstructior during the year 1013, during which
year the expensive Spalding development w@btiiin completed, show
clearly that tlhe amounts estimateddby J. G. White‘& Company for intereet
during construction, while they may ve logical enough under tie theory
adopted by that comparny, showld not apply in a rate fixing inquiry.

Tee following table showe the maximum overhead charges

for comsiruction whick I find could properly e made on construction
during 1913, afiter zaking the necessary adjustments in the charges
which Pacific Gaec and Electric Company charged to operating expense

instead of 40 conevruction:




Table No, IV,

Maximum Overhoand Percontoges

Applicable to Comstruction during 1913

Total to Both
Operation
cnd
Construction Conntruction Porcent

Admivistration § 588,763.98  (1/3) $ 196,254.66 1.987%
Logoll 39,288.18  (3/2)  19,644.39 207
Exgineering end Supervision 163,330.80  (3/4) 122,498.10  L.33%

Injuries and Damsgos 112,098.23 (a) 60,128.59‘ 5

Non—oﬁera':ing Taxos 13,078.38 | 13,078.38 137

Total , 4.29%
Interest (Estimated) | |
Miscellencous (Eotimeted Maximum Including
Contingencics alrendy cop=

tadned in Conmtruction Coots
Shown txd Orgonization)

Total

XNote: .
(8) Average Zfor seven years.




Tke foregoing percentage is applicable %0 capital exjendi-

ture of‘over tepr million dollars. This expenditure was incurred under
corditions similar To those obtaining with reference to tie expendi-
ture of over thirty~eight millior dollars of capilital eince the year
1606. In zy opinion, this percentage ie a reasonable percentage 0
e applied to the ectinated reproduction value of the proyerty as

ol Decenmver 31, l911, az reported oy J. G. Thite & Company, and this

percentage will be used in this case.

NI

4o  DEPRECIATION ANNUITY.

An allowance will be made under the head of dqpreciation
annuity sufficient to provide with & reasonable margin of safety fér
vhe replacement of the different poitiona of the property at the
expiration of their uwseful 1life. If property replaced has 2 salvage
Or gcrap value, such value must be deducted from tke total ceet of
replacezent before the acfual loss occanioned theredy can ve determined.

Le remainder ox nret coat of the replacement'mustnbe provided out of
the depreciation reserve. The reserve will be established 6n the
pinkizg fund basis, as Zereinbefore explained, and it will be assumed
that the moneys in tie fund earn vut 6 per cent interest, although
we shall allow to *the dgfendant a2 return on its property of & per cent.
Taile the amownt allewed Lo considerably lesc than that uxged by
Mr. Vinéent;.the defendant's expert engineer, it is evident theat
Yr. Tincent!'s allowances are entirely ¥¢o 2igh. In 2ls estimate of
the cost of enerzy del ivered tg“egggu%gggnf9f§,has nrovided a total
depreciation axnuity of $615 347.00, ,waich amount, mlthou@;upplied %0
TX> lecg than one third of the entire system of Paeific Gaz and Flec—
tri¢c Company, is almost ae large 23 the average normal and extraordina~

. fo* The enilre systen
Ty repairs, from tae years 1909 vo 1913, inclusive, which.average amounts
to $669,997.56. This comparison 4is all the more striking vhen it 43

remembéred that the properties as +o which Mr. Vincent was making his

oy ro Y, N e Coh
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estimate are, as a whole, subject to far less deterioration oxr depre~
ciation than any other portion of defendggt’a progerties, and include
also the larger portién 0% appreciztion in values claiqu by the defend-
. ant. It would be far wiser for the utilities of the State, instead

of txylng to establish excessive depreciation funds, to deal with the
Comrission with absolute frankress, axnd, after acaicting tie Commis-
sion 1o ascertain the real facts, %o ask frankly for a margin in tze
rete of return which will erable them t0 earn a profit in excess of

the actual necessary expenditures, including the cost of monef-'.

5. RATE OF RETURY.

Defendent has filed in this case a5 Exhibit No. 60, an

affidavit'prepared by Hr. A. F. Zockembeamer, 1is second vicéﬁprcsidcnt
and treasurer, whick affidevit was filed by defendant in the case of

Pacific Cas and Tlectric Compaﬂz vo. City and County of Saﬁ'Fraﬁcisco,

now pending in the District Court of the United States, in and £or
the Northern District of California. In thié'affidavit, after referring
to the firancial conditior of Pacific Gas and Electric Company and
%0 cextain izssues of eecuritiee authorized by this Commission with
respect 1o varlous public utilitles, lxr. Hockendeamer reackes the
conciusion that it has cost Pacific Gas and Elecﬁric\Company from
6.lvper cent to 10.75 per cent per annum to boﬁrow moﬁey cn secured
- obligations for capital expend;turee and that vnless Pacific Gas an
Electric\Company is a2ble to derive profite from the operation of its:
bueiness}eqﬁivalent to at least 8% per cent ver annun upon the woney
inveéted oT tomde invested in ite entef@riee, it will be undbléwto
obtain the capital necessary to carry on ita busizess. This affi-
'damﬁt'is confidently relied upon by the defeddant in tkis prdceeding
and demands consideration. o

I ghall teke tze case of a public wtility whosge funds are
derived iﬁ vaxrt from,the sale 0f bonds and in part from the sale of
stock. I shall asoume, &8 & norwal case, that in order to secure

each $100 to be invested, ke utility secuzes $75 from the sale of

voncs and §25 from the sale of stock. If the wiility's bonds bear
LA




aterest &t the xete of Iive per cent, run fox 30 years and are sold
am‘85 per cént oL their face. value, this being the condition waich
obtalns with_ieference to Pacific Ges and Electric Compeny's present
general\o & refudning bonds, the cozmpany woundd be paying fér its
money, considering bhoth the interest and discount, at the rate of
6.1 per cent‘pér anmaz. © Tae 475 to be derived fromw the sale of bonds
would sccoxdingly cost the compan& each year Y4.575. IS an allowance
of & pexr cent is madelby tae rate fixing auxhority, this woﬁlﬁ Leave
& difference of $3%.525 to pay dividends on ciock and 1o yield & net
profit in excess of interest and dividend requiremeats. Thiz zum of
83.425 would yield interest at the rate of 13.7 per cent per annmum on
the sum of $25 %o be derived from the‘aale of stock.l Waile 4t zust be
Zreely admitted that the stodkholder,‘by reason of the fact that he
takes fhe risk of tie tusiness and has no sécurity, 15 entitled %o a
Tate of return in exceos of that to waich the dbondholder igc emtitled,
ne reasonable person will contend taat 1t i3 necessary for a company
auck at the Pacific Gas end Tlectric Coxpany %o offer %o its stocKhold-
ers & rate of return of 13.7 per cent per annum in order to induce |
thep to supply +the necessaxy funds in addition t0 those derived from
the -sale of bonds- The conclusive answex to any suck ¢lainm 1g thes
Pacific Gas and Electric Company is selling to 4its stockholders pre-
ferred stock bearing interest aﬁ the xate of 6 per\cent'per'annum,whihh
atock is veing sold for 82.5 per cent of par. If an asllowance of € per
cent were made by tke rate fixing autkority on moneys derived from the
szle of stock, the swe of $2.00 would be necessary on eack $25 derived
from this source. By adding thiz aum 1o thé sur of $4.575 necessary in
connection with tze bonds,the total coat of the money derived fxoz the
iesue of DOTR stock and bords wowld bve $6.575,which sum falls cZort in
the amount of $1.425 cf tze allovance which would be made to “Ze company
if a returr 08 per ¢ent is granted;. I Gegixe to male 4t perfectly
ciear that this Commission, im permitiing the Pacific Gas and Ilectric
Gompany o earn 2 return of 8 per cent on the fair end reasomable value

of its prpperty, i3 allowing more than 1s necessary t0 cecure all +the

5




company's capital, both fror the sale of astock and bonde, under
proper financing, ard that tne amount so alloﬁed in excess may well
be said to amcunt to §1.U25 on each 3100 of valuve.

That kas been said is based on the asoumpiion that the
utility does not have bonds outetexnding in excess 0f the value of
t2e property, as utilities frequently do, contrary to all other
Dusiness experience, dut that there is a normal relationship between
the < .face. | value o2 the bonds and the value of the property and
that the wtility’s funds have been secured in mart Lrom the saie of
bonds and in part from the sale of stock.

' Yr. Fockenbearer, in 2is affidaviv, also rgfere to the
provisions of his company's generdl axd refunding morvgage to tie
effect thet no additional bonds can be igsued at any time wtil the
compeny's net profite during a given time, available for the payment
of vond interest, have been at least ome and one balf times <h
exownt of tie interest o2 all the outstanding bonde of that iasue.
Oze and one kalf times §4.575 amounts to $6.8625, which 4s s4ill
considerably below the sum of $€.00 which 7ill be allowed by this
Commizpion. Taile the Commigsion does not feel hound, in establiching
a rave of return, By such provisions as money lepders moy insist on
incerting in bond morigages, I simply desire to draw aitienticn to the
fast tba# wnder the provisions of Pacific Gas and Tlectric Compan?’s
own mortgage, the allowance herein made is considerably more:than |
sufficient to meet tre reguirements of the bvoad morigage. I draw

vtention to these matters In order to show conclusively the invalidity
of any claim whick may be made to the effect thaet the xate of return

herein establiskhed 18 not sufficient t0 enable the Pacific Gas arnd

" EleciTic Company vo secure all tae funde waica the company needs for

v

addivionz and vetterments in this State.
Tze boxds which have heretoforé been issued by Pacific Gas
 and Zlectric Coﬁpahy and by itvs predeccssors, bear interest ranging
from & per cent to 4 per cent. I do not heve available the discounts
6 ‘
285




1€ zny, at whlch these various bonds were sold, except with reference
t0 thae laot two iLosues. OF the genmeral and refunding 30-year 5 per
cent bonds hnereinbefore referred 4o, bonds of the face val@e of
$2%,986,000.00 have been sold at @ discownt of $4,410,223.01, so

that “he cost of the monmey thus secured, including 0otk interest and

discount, 2as veen 6.1 per cent per axnum. The next lergest out-

standing igsue ds that of the Californuas Gas and Electric Corpora=
vionty unifyling and refunding 30-year bonds, bearing irnterest ot <the
zate of 5 per cent per annwe. Tzese bonds, amowmting %o a face value
£ 520,%07,000.00, were sold et a discount of 42,147,962.05, so ixat
' the momey hus secured cost the utility in the neighborhood of ;
5.6 per cent mer annum. These two issues together represent consf&cr—
&bly more tihan ore 2alf the entire outstandinz bonded indebtedress
of defendant and its predecessors, amounting 1o a total on Dece@ber
31, 1923, of §75,485,800.00. The next largest lssue, that of the
San Francisco Ges and Electzic Company, of whick iseue $7,237,000.00
are outstanding, bears imterest ot the rate of 5 pef cent per annum.
Talle Xr. Hockenbeamer draws attention to the fact that
Pagific Gas and Electric Company, dm:iﬁg the Lasct yvear, sold seven
zillior dollers of its 6 per cent one-year gold notes in suck o way
s2at 4% pedd 10.75 per cent for Lts money, defendent must not expect
this Commizsion %o .consider this tremsaction ac in any wéy'a normel
oze. Tae pfice palid is the higheet paid for money by any public
wellisy on any auzhorization'for én issue of secu:itiés'madc by
tnig Commission since the effective date of the Public Ttilities Act.
Tae money was borrowed at a time of rzecognized firencial stringency
and at a tire vwken Pacific Cas and Electric Company wds spéhding
williong of money iz fopndation expenses which_could not e expectei,
to vield an appropriate return for at least a number of years to come.
Racliiic Gés and Electric Company was compellield ¢ nave thie‘mbney'
in oxder to complete the ¢onmstruction work in which'it‘was'éngaged,
and 1% paid vhet 4t had to ey im view of the condiiions prevailing.

T




It is5 nov cceas“ry 0 comzent Jurikexr on this transaction, but it

..ilﬁ ve. clear that the price pald for money on tais pax.icu;ar iesue
I notes cannot be controlling on tais Commission in eatublishing
& propex rave of returzn.
I f£ind %zet 2 rate of return amounting o & per cent on
T and reasonable velue 6f the propexty of Pacifie Cas,and
Company, engaged in the public wtilisy businecs.hezein re=
d %o, 13 more than 1 per cent in excess oFf such return 2o is
zeces3ary o enazvle Pacilic Gas and Electric Compeny to secure fhe
zoney necessa*y for its development and that 4t ls at least a fair

and reasonzble and lioera¢ Tevurn on ke company's investuent.

The Tollowing teble shows & falr and reasonsole value,
n Yke evidence in this caee, 10 be assigned to Pacific Gas and
Zlectric Compeny's hydro-clectric properties and the 2mount whick

szould e set aside each year for depreciation unﬁuity




" Table No. V

Hydro Electric Plents

Capital zond Deprociption Anruity

Capit

Lands, Water Rights, oic.
Rights o2 Way
Roade,Bridges,otc.
Reservoire

5,161.00
544,251 60

Dtches

Pipe Lines

Flumes

Tunnelds

Forobgys

Ponztocks

Power Plant Bulldirgo

Genoral Structures

© Turbines end Weter Yheols

eoctric Gonorators

Acconsory Equipmont

udse, Powor Plent Xeuipment

Tools znd Applisnces

Horsez, ¥ngone mnd Karnoss

Autemodilee, Notorcycles, ete.

Furniture and Fixtures.

Undietridbuted Coxratruction
Exponditures :

2,867,32891
" 147,736.74
750’613.73
418,892,833

1,324,768..16
627,850.92
537,530.61
672,097.01
530, 627.61

53,321.24
28,933.94
5,087.76
1,300.22
9,646425

105,848.73

3 855,122,840

35,532.82
Dm 2'998 ’863.06 ’

408,171.46

171,336.02

Depreciation Annuity

(Int. 62)

$ .
96453
15,17
531488
508,55
508.85
20,388.79
T4e29
72439
4,562.89
2,,152:50 '
9,797.42
12,250,312
9,671.60
4,657.69
1,463,120
2,295.16
386,00
230.6%
262423

364.57

Total Bydro Electric Plants & 13,149,922.92

Genorsd Capital (Prorated)
ALl Departments Nonlaoxded
y Capital (Prorated) 168,499.35
All Departmento Landod Capirel(Prorutod) 164,601.23
Supply Depertment (Prorated) 16,397.29
Construction Capital 1,062,372.18.
Working Cmpitsl , 34,738.82

e

78,642.47

Total Hylro Xlectric Capitel % 14,675,174.26'

Investment per K. o0f Maximum Capacity . 3 L77.65

& 10,215.15

3,286.94

9,202.49
133.63

6,068.27

$ 82,949.48




The iter ofMundistridbuted conctruction expenditures,
$105,S%8,75," Teprecents undiztriduted conetruction expenditures
incurred Quring~l9l2 and 21913.. The items "general capital”,

"all cepariments cepitel” and "supply devarimeni' are pre rated
here, oo elseThere, Oz on invesiment bHasis. Toae item "comsiruction
caplial” amounits %o one bhalf of the ectimeted expendisures for
ecditions and beiterments on hydre-electric plants during the
enguing yvear, hased on +he construction wWork in progress onm .Decem~—

ver 3L, 19i3. The dtem for working capital amounts here, ae

elgsevkere, to twice the sum of one monthk's expenditures for mair-

tenance and operatior, as herein esteblished.

The Zollowing tebie shows the cost of producing electric
energy at Pacific Gas and Electric Company's hydro-cleciric plants,
together with tke average enexgy ¢0s% per X.W.H. deliverzble at

subvatationa:
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Table No. VI.

Hydro Tlectric Plonts

Coant .g_g Servico

Capiteal $ 24,675,174.26
Fixed Conrgen |

Interest at 87 : - 1,174,013.18
Dopreciation Annuity : 88,949.48
).{a.in'tenancg 67,220 .42 -

Total 1,320,183.08°
Operailion Lxpenso |
Operatien : 142,212.50

Genoral Expense (Prorated) . -90,416.71
Toxor 75,456.13

Total - ‘ 307,085.34
Total Cost cf Service 1,637,268.42

Enorgy Gonersted (Estimeted for 1914) 398,852,635 KJW.H.

Net Station Output 396,450,519 *

Average Laorgy Cost per X ,W.H. Deliversble at Substetion -0048813




The amounts allowed for mainterance 2nd operatioz are in
excess of the expenditures zctuslly imcurred for these purposes in the
year 1913. The addivionel amount 2as been added because of the
completvion of the Lake Spalding development and of the additional

expense 10 ve incurred for operation snd maintenance in conrection

Witk tkis development. - The general expenses have been Pro ratved

on the izvestment basis. Taxes are taken on the basis of 4.6 per
- groes _ . .
cent of revenue.

The following teble chows the falr znd xeaaon;b¢c vaLue
on “the evidence im this case 1o be assigned 1o the stezn p;ante

of Pecific Gas and Electric Compeny, togeuhex with a propexr allowance

for depreciation annuity-




Teblo No. VII.

Stemn Planta

Capitnl and Depr

e¢intion Annuity

Dovreociation A.nnuity

Lands

Power Plant Buildings

Conoral Structures

Stoam Producers, otc.

Stean Engines, eic.

Electric Genrators

Accessory Kloctric Equipment

Miscollaneous Powor le‘b Equipment

Fael Cil Tarks

Tools and Mizcellaneous

Furniture snd Fixtwros

Miscellenoous

Urdistributed Conctruciion
Zxponditures

Total Steam Pleats
Gonoral Cuditel(Prorated)

All Doporiments Non-landed Cop-
ital (Prorated)

ALl Departmonts Landed Cap.;.tal (Pro=-

rated)
Supply Dopertment (Prorated)
Congtruction Capital
Yorking Capital

Totsl Steom Plant Cupital

Capital

3 373,809.00
621,833,26
537,640.03
1,472,560.32
1,917,194.17
276,499.00
233,968.73
48,375.36
82.432.28
7390.33
3,079.90
3,024.00

15,495.68 °

(Int. 6%)

2,141.77
26,839.95 .
34,9446
5,039,67
6,360.34
1,315.06
283,85
29.6J
33,73
10.42

53.37

2 5,086,282.06
30, 242,00
64,582425
63,088.18

6,284,73

100,000.00
104.,902.94

77,787.98
1,259.82
3,542.45

51.22
1,529400

4 5,455,282.16

84, 170.47




The following table shows the cogt of producing electric

oxorgy in defendmnt'c stoum plants:

Table No. VIII

Steam Plonts

Cost of Service

Caplial

Fixed Charges
Interest at 8%
Deprecietion
Maintenance at 14257

“Potal
Oporation Exponoo
Operation, 5g X.W.H,

Goxeral Expense (Prorated)
Toxes

Total

Totald Cost of Service
Eoergy Gemeratod (Estimated for 1914)
Net Statlon Qutput (Estimated for 1914)

Average Boorgy Cost per K. W.H, delivor=
eblo to Transmission Lines

5,455,282416

436,422,357
84,170.,47
64@41.]&

585,434,138

564,576.50
34,6548
58,420.37

657,651.63

1,243,085.86

112,915,299 %.W.E.

112,350,723 L. W.H.

$ 012482




ke follbwing table ehows the falr and reasonadle value
on t2e evidence in this case, to be agsigned to defendant's transmis-

glon 11ﬁes: ‘

Table Yo. IX.

Tranzmission Lines

Capital snd Dewrocistion Annuity

Dopreciation Ansuity

Lends and Rights of Way
Genoral Structures
Substetion Suildings
Substation Zquipment
Poloe oxd Fixtures .

. Towers and Fixtures
¥Wire.and Izsulators
Lino Switches, eic.
Roeds, Eridges, otc.
Tools znd Appliznces
Horsos, Wagdrs axd Hernoss
Autonobiles, Motorcycles, eic.
Furziture and Fixturos

Total Trunsuission Lines

Gonoral Capitnl(f’roratod)

All Dopartments Non-landed Cap-

itml (Prorated)
ALl Dopartments Landed Cap—
“ital (Prorzted)
Supply Department (Prorated)
Construction Capital .
Vorking Capital

Total "I‘rb.nsmistxion Capital

Capital

8 636,271.01
3,276.17

79, 145.98
682,084.62

- 1,074,139.8%
743,523.83
2,363,106.55
38,220.45
20,861,452
3,224.64
625.38
3,302,31

$ 5,648,414.51

31,861.52 -

68,26649

66,687.19
6564326
70,000.00

38 ,656.13
% 5,930,529.10

. (Intg 6‘&)
4 1,442,86.
59.71

272460

12,432,17

46,1480
2,560492
8,139.22 -

1,642.44

71485
244,65
4745
16.94

$ 73,664.63

" 1,331.68
3, 744454
54,14
912480

3 79,707.79




The vfollowing table skhows the cos.. of service in connec-

'cion with the transmission of electric energy:

Table Xo. X.

Trancedssion Lines

Coos of Service

Copited $ 5,930,529.10

Fixed Charges
Interest at 8%
Doprecintion Anmuity
Kedntonance 14250

Total

Oporation Expensos
Operation -

Ceneral. Exponse (Prorated)
Tuxes

Totsal

Totul Coot of Sorvice

Enorgy Rocelved by 'rrmmiﬁsion
Lines (Estimated for 1914)

Aversge Inergy Cost per X.¥.H. recoived
by Tra.nzmiucion Linos

¢

Averango Imergy Cost per K.W.H. Doliversble
10 Substaticno

7

474,442.33
79, 70779

71,935.32 |
626,086.94
160,000.00
36, 631.78

41,318.63 .
237,950.41"

864,037.35

540,322,388 K. w- }‘I.

-0015991

Q017767

R




‘I‘:_xé'foilowing table srows by way of general swmiary the
cost of production aond transmission of all encrgy purchased by
Pacific Gas and Tlectric Coxmpany, alzo the cost of the cnergy to
ve purchased during next year, as estimated by defendant, aznd also
tae average cost of energy deliverable to substations se estimated

for 1914, and the demand ¢o3%t and energy cost for the éamé year:

Toble No, XI.

Conoral Summary

Cost of Procuction mnd Transmission

Totel Cost
Hydro=Eloctric Stoum Totol %o

T4om Plants Plante Production Trunswission Subsintions

Capitel § L4,675,174a26 & 5,455,282.16 320,130,456.42 £5,930,529.10 $26,060,985.52

Demand Coat : '

Jdret. ot 8;! 1,174,013.18 436,422.57 '1,610,435.75 V474,442,323 2,084,878.08
Doprecliation 88,949.48 84,170.47 173,2119.95 79,707.79 ' 252,327.74
Uaintenarce 67,220.42 64,341.14 132,061.56 71,936.82 203,998 .38

“otel Fixed § 1,330,183.08 585,434.18 $ 1,935,617.26 . 626,086,904 & 2,541, 704,20

Correciion (a) _ 133,326.54 133,326.54 - 133,326.54

Balemco Fixed  1,196,856.54 % 1,782,290.72 ) 2,408,377.66

Inorzy Coat .

OperationExponse 441,212.50 564,576.50 §  705,789.00 £ 160,000.00 3  865,789.00 -

Cozeral Exponso  90,416.71 34,654,81  125,071.52 36,631.78  161,703.30
(Proratod)

Texes 75,456.13 38,420.37 133,876.50 41,318.63 175,195.13

Total Operation 307,085.34 4  657,650.68 4  964,737.02 § 237,950.41 § 1,202,687.43

Correction (b) __30,708.53 30,708.53 30,708. 53

Belasce & 276,376.81 . 934,028.49 O £1,1m,978.90

(Purchezod Enerpy) o
Great Wostern Powor Company | , - 506,000.00" .
Nortkhern Californism Power Company, Cons. 217,000.00
Soow UMt. Ustor and Power Compaxy - 101,000.00°
Wscollaroons (ITevimeted) 200,00 .

Total Purchaged | § ©24,200.00
Totol Raergy Cost , - 1,996,178.90

Grant Total (Correcied) . % 4,404,556.56

Note: -Corrections (a) and (b) are for distribution direct from hydro eloc'tz?:ic' plents
"

Total Enorgy Deliveradle to substetions (Retimated for 1924) 602,360,837 K. W.H.
Noodmurs Simulteneous Demand of Substations (Estimated for 1914) 119,630 K.,

Aversge total coct of Emergy Deliverabls to Subctnt:iom b4 007312 por KWK,
Exprossed &8 o “wo Part Rate™ tho Cost of Energy Doliverable 1o Substations 4a ma
followe based on the Moximum Simulteneous Demund of all Sudbstations: - |
Demand Coot = = - £ 20,13 per X.W.
Inoergy Coot -5- = § 003314 per 'X.W.H,
7
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In estimeting the total erergy deliversble at substations
for the year 1914, it is assumed thet there will bé an increese in
business amounting to 10 per cemt. It will be noted that the aver-
2ge cost of energy deliverable +o substations is & .007312-per*z.w.3;,
and that, expressed az a"iWo part rate," the cost of energy deliverable

o

at substations 4is as follows, based on the maximum sizultanecous demand
of all substations:

;
Demand Coot | $20.1% per K.W.
Energy Coot 5 .00331% pe L.T.E.
As the cost of the service is thus determined izm the foxm

a demand cdst and an energy ¢ost, the various load factors of thre
differexnt towns served by defendont will be automaticallyltakcn care
of,,so'that 1% ic not necessary %o Sfollow ix. ‘ncent in Ais computa~-
sions, in whickh he veries the cost of cnergy deliverable at substa-
tions according to load factor.

Having thus obtained the coct of delivering clectric ezergy

atv %the subotation in Antioch, it mow becomes necesﬁary to ascertalizn

t2e cost of distribdution.
11,
CHST OF TISTRIDUTION.

Aé already svated, the substation in Antiock, in addition
To serving tie residence and commercial cusitomers in the city a#d
tze street lighting system, also serves tke 11 K.¥. rural line and
the California Paper and éoard Mil;s. It vaus becomes necessary %o
z2ke cervain segregations 80 as o ascertain tihe vroportion of tte
vaiue of the subdbstation and of the operation, maintenance and depre~
clation expenses thereof whick ere properly chargeable t¢ the Antioch
service. The following table shows the fair and reasonebie value,
oz the evidence in thiz caze, to ve assigned to that portion of
defendant’s substation and distridution system whick is chargechble
Vo Antioch, excluding the California Paper an@ Boaxd Xills, together

with a proper depreciztion annuity:




Table No. XII -

Capnital nné Degrecin‘iion Annuity

Town of Antioch
(Excepting California Paper and Board Mills)

Depreciation
Capital Annuity
.(:mt'.‘s'%)- \

(a) Real Zstate . $ 750,00 -

(b) Substation Building 943.00- 17,19

{¢) Substation Equipmect 14,436.00 263.12

(d) Pittsburg Antioch Tie Lire 2,361.00 64,18

. . Polos and Fixtures ' ' ' 6,710.00 . 288,38
Tire snd Insulators, ete. 3,988.00 - 25.77
Pole Transformers 25329.00 42445
Yundcipal Street Lights 924.00 39,70
Floctric Services. 1,781,00 . 76452
Electric Meters . 4,393.00 119,43
Gonoral Structures: 1,556400" 28436
Tools and Appliances 375.00 28,45
Tosting Instrumonts, etc. 150,00 4.08
Furniture nnd Fixtures 351.00 9e54
¥atericls and Supplies 2,829.,00 -
Goneral Capital (Prorated) 268400 1220
ALl Departmonts Nonwlanded Capital (Prorated) 574.00 31.48
ALl Depertments Landed Campital (Prorated) 559,00 -
Supply Department (Prorated) 6000 49

Total Tangible Capitel o & 45,337.00 3 1,050.24

Construction Capital \ 1,177.95
Working Capitel 1,004.92

%
$ 47,519.87
Correction %n Gemeral Capital (prorapted '
to California Paper and Board 15lls) 232424 224

# 47’387.63 8 l’m.w

{a), (b), (¢} and (d) only & portion chargeavle to locol
distribution in Antioch, part chargeadble to 1L Kv and
Coliffornin Paper and Board Mills.




The table smnexed to defendant's brief herein does not
meXe tle proper segregations a8 between the service to the tdwn of
tioch and thwe 11 X.V. line, and for that reason mus« be diaregarded.
Tae woble also includes certain transmission capital which has been
covered in vhe foregoing tabies by the cost of service found it vae
Antioch substation. It alao includes an excess of §2,000 for the
cost of resetiing meters, which coet shxould not be considered inm this
proceeding. |
The difference between tke value herein found and tze
estimate atltached 2o Appendix "E" to the petition héreinyconsiétsﬁﬁigely
in the fact that defendent claiws in its Appendix "B" an allowance
£ $6, 76&.59 for organization and development cost, while no allovance
for t2is item has been made in the preceding tab;ea. Lefendant had
av;ilable vhe actuel development coste iz conhection witkh the Antioch
planf.‘ Fotwlithstanding this fact, defendant chose not %0 prcaenx
Be actual facts but ratner relied on a. nighly theoretical es.imate
of what the organization and develovment costs migh* have been uwnder.
& state of facts varying widely from those which actually surrouzded
t2e consiruction of % is'plant, Theoretical eatimates of this kind
will have very little weight ‘ with thie Commiazsion, particwlarly whezn
the umility hes in 1ts possession the actual facts and fails o
present tlem.
I find t2at ke 2llowance Xereinbefore made as the basis
of return fox the distridbuting system at Antiocck ic & fair and.
‘reagonable allowance and taat no item skouwld be zdded under the
evidence in t2is case, for ¢ost of developing the dusiness ox 80

called "going concern value."

Tke following table sktows the cost of service for distridbu~

tlon in Antlock, excepting again the California Paper and Board ¥ills:




Table No. XIIX.

Locud Cost of Sorvice at Antioch

Substation Strooet Lighting Distribuilion Sorvice Tozal
(e) | |
Investaent $ 21,889.70 £ 4,640.02 $ 12,832.93 £ 8,024.98 . § 47,387.63

Interest at 8% 1,751.18 - 371.20 1,026.63 = 3,791.01

~ Dopzeciation ' 397.81 14428 292.25 : 1,043.00

Vedntenanco 56.17 - 48.49 19314 . 463.99

Totsl Fixed Cost 4§ 2,205.16 | 563.87 1,492.02 & 3,041 5,303,00

Cperation Expenzo 1,409.86 52,561.70 & 2,672.69 5,808.7¢

Ceneral Expenso (Incl.
Insurance,Tnxes,otc.) 443.14 325405 372465 - 1;224.55

Total Cperztion

Cost - > 1,853.00 . 1,886.76 7,033.33

Toted Locod Cost & 4,058.16 § 3,378,780 s 12,336.33

Tete: N
- (=) Ooly e portion chargeable to local distridutionm




The operation and mainterance charges -shown on the fo:egoing
table are the actual cherges a3 chown on the books ¢ Pacific Gas and
Electiric Company iz 1913, with the necessary gegregaiiong &g between
the Eifferent claczoes of tusiness sexved cut of the suba*a«ion, .ogetccr
with {the elimination of certelin zbnormal expenses, such as the wareiouse
cxpense and the reductlon of certealin ¢learly excessive expenditu:es,
guck as the fire insurance reserve.

Teble Yo. XIII shows the entire local cost of the ueivicc
to tae town of Antioch and to ithe inkabitants *he eo* 0% her‘than the

aliforpiec Peper. and Board Mills. To obiein the complefe'codz of
it 13 necessary 1o add tke cost of production and of trans-
to the Antloch sunstation, with propex correction foxr ihe
loczl trensformer lozges, the load factor and the dlversity fzctor.
Table No. X1 chows that the demagd cost for simultancous demanﬁ ot
sl substations on the trancmission systexr iz $é0.13 per X.W., egxnd
5 tze enezgy cost is & .003314 per X.W.H. delivered st substation.
AZver proyer corrections, &g already noted, and further oérrections
for dlgtridution losses and &iverei by factors vetween the different
classges 6f sexvice, it appears ~h¢t totel aversage coz, o} service
in Antio#h, exciusive of the Celifornia Peper and Board Mille, dased
upon “he prezent load factoxs znd oz the ascumpiion that t@c-bueineaa
will increase 10 per cent, i3 5.546¢ per K.W.E., delivered at con-
puwmers' meterc, snd 3.75¢ per X.VW.H. for ostreet ligating under present
conditions.

foving taus devernmined tae average cost of gservice, we are
new in o position to establish the rates for the different clasces 91
gervice ¢ the inkohitants of the towa and 0 the tomn itself for itc

atreetv lighting. Yo reguest Lac been made that the CQmmisdion'estab-
156 428 rate %o ve peid by Celifornie Paper and Soard Mills, and the
ate charged to that .company will be permitted to‘continue.

After o thorough and paineteking inquiry into tae exdeusvtive
evidence waich nhas been presented in this case, I find that th ‘ratea‘

shown in the teole are felr and reasomable rates; WO be cba:g—

ng
ed for electric exergy delivcre% oy deferdant in the towm of Antiogg}\




Table Yo, XIV.

RATES

SCIZRULT A"

Genersal Lichting

Aryplicable to all lighting installatione served from

tke local secondary disztrivution lines:

C;R.c. Classificavion: Service 1121; Rate 121Y; Serial.No. 140701-1
Firet 20 X.W.H. per zonth T¢ per X.T.H.
Texs 980 X.V.E. pexr memth 4b¢ per X.W.E.
Over 2000 X.¥.E. per month 3¢ pexr X.W.H.

Minimurm charge 51.00 per month per meter

SCIZDULE 75"

Kunic@pal Streot Lixbtine

Aprlicckle to 2ll gireet and other public outdoor lighting.

C.R.C. Classification: Service 5235; Rate 1617; Serial Fo. 1H0701~2

3 3/l¢ per X.T.E. deliverable izto Street Ligbiing Circuite.




SCHEDULE *C*

LAY

Yigcellaneons Commexrcizal and Industrial Power

Applicable to all power installations cerved from the

local secondery distridutiozn lines.

C.2.C. Clossification: Service 1161; Rate 11l%4; Serial X0 1507033

Less thanm 1 H.P. L Té

1 E.P. and less than 3 E.P. 5¢

3 E.P. and lesc than 9 E.P. ¢

First 50 K.T.E. per E.P.per Yonth) O E.P. and less thaz 27 H.P. 3¢

27 Z.P. ard less than 81 E.P. 2 1/2¢

gl =.P

Jext 50 K.VW.E. per H.P. per Jonth

Over 100 X.¥.H. pexr E.P. per idontk

i crarge: First 10 E.P.

Qver 10 =.P.

»—63-(a)

. anéd over o 24

11/2¢
i¢

$1.00 per E.P. per mozth

75¢ " f " 0=

303




I deoire £0 drew attention %0 the more imporiant chenges
weich the raves Lerein ectabliched will cause ir the exleging xzate
Tee top rase for lighiing 43 reduced from 8¢ per X.W.H.
for %ae first 30 K.T.E. per montk to 7¢ per X.W.H. for the first
20 X.T.E.. The steps kave also beea altered, ©o shat whe:edc herevo-
fore a congumpticor of over 30 X.VW.E. per month entitled the consumer
T rate of 7¢ per K.W.E. for tie next 70 X.W.H. per montk, Ze will
now-be exntivled, afver conswuxing 20 K.u.“. per wonth, 1o a rate of i¢
per Z.T.E. for the next 980 K.¥.Z. por moanth. TWrereas heretofore th
Sv rate nap been ;¢ per L.V H. for commercial lighting over 1050
X.W.HZ. per momth, the dlstinction bvetween reslidence lighting anéd
commercisl lighting hes been abolished, for the reason that the ser—
vice ig exactly yried saﬁe in eitker case, and it has bcen provided
sha% the rate of 3¢ per K.W.E. akeil apply to 21l electric emergy con=
sumed foxr lighting purposes per menth in excess of 1000 X.V.IH..
With reference to nunicipal street lighting, the ra
teretofore 228 been the flat xxxz sum of $128.0C per month,;mhehrate

rerein ecteblished, being 3 3/4¢ per K.VW.E. delivered into sirect

lighting circuits, will result iz a saving to ke town of Antiock of
aovout $570.00 pex year.

The power rate schedule hac been revised o as o be PuL on
a more logical and sciertific basis, vat there will §e ne substantial
crange in tze revenue 10 be derived froz this clase ¢f business.

Taile the reductions zerein established are smply justified
by the evicence, and are less than covld reasenably have-been estad—
ligzed, I Gesire to dxaw attention 0 ihe fact that redyetions iz
electric lighting rates iz this Z4ale have generally been followéd
vy increeses in dusiness, 5o that the reduc ions in revenue'hdve
generally been made wp within relatively short periods of tize.
¥r. A. F. Eockenbeamer, Second Vice President and Treasurer o defendg
ant, testified before this Commission only & few days ago that the
reductions in ligbting rotes wade by Paclfic Ces and Electric Company

in *91* and the early paxt of 1912 were made up &s iur as une gross

9 L




reveawe is concerned, by the end of <he year 1912.

Tee followirg teble shows the estimalted annuel revenue
valer will be derived by defendaét from the szle of electric enérgy in
the tomm of Aniioch, except California Poper and Soerd Kills, 2t the
rates rerein eétablished, on the asaumptioﬁ that the business ghows

a2 normal increase of only 40 per cent per annum:

Teble No. XV

Zotimated Annusl Revenue.

Reverue f£rox local lighting servicC....eeecee.. § 9,539.20

Revenue from povwer cexvice (exclusive of
Caiifcrmia Paper and Poard ¥ille and 11 X.V.. e
m &ine)...'-..o..-.o.-o--cu..ooolnltl-c'- 970.05

Revenue a--.Om Btreet ligﬂwiﬁ.g.-....o............. lJ065-OQ__

TOtaLarenennn . FAL, 57815

The total reverte of $11,474.15 will be more than auificiént
%0 vake care of every elerment of expense neretnbefore determined, in~
ciuding the return or the investment, in cornection with the deferndant’s
sexvice of electric energy within tte town of Antioch.

I oubmit herewitd-the following form of order:

.‘1

ORD7FR.

Prblic hearings having been héld in the above entitled
proceeding, and the case kaving deen ouomitteA and belzng now readly
Zox cecision,

TEZ RAILROAD COMMISEDY EZREEY FIXNDS AS A FACT that the rates
charged by PACIFIC GAS AYD ZLECTRIC COUPAYY for electric energy,
delivered to thé town of Antioch and to the inhahitants thereof, excert
California Paper and Boexd Mills, are wnjuet and un*easonabla in 80 ridcio

2¢ trey differ from tze rates herein egtablished, and that **e Tates
berein ectablighed are fair, reasornable and lideral rates tofbe'éhargai_

by Pacific Gas end Elecsric Company for the recy cctive clLasees of .
-65~- 20

£y
o




“gexvice to wiick tkey apply.

Basing ivs orxder on the foregoing finding of fact and on
the furither findings whick are conteined in the opinion which precedes
tkis order, |

IT IS EZRERY ORDZRED trat RACIFIC GAS AYT ELECTRIC COMPANY
be and the same is hereby directed ©o establish and to file wiéh tkie
Commiccion within twenty (20) days from the date of this order, the
folloming rates to te charged for electric energy s0ld o the 4town
of Antiock and 1o %tie inhabitantc thereof, apart from the Californiz

Paper ard Roard Xille:

RATZS

SCEELULE "A"

General Lizatirg

Appliéable to all lighting installations served from the

docel cecondary distrivution lizes:

C.R.C. Clagcification: Service 1121: Rate 1121: Serial No.i%O?Ol—l

First 20 X.W.X. per montx 7¢ per X.W.H.
Jext 980 X.W.%. per month 4¢ per X.F.E.
Qvexr 1000 K.ﬁ,t; per zmontkh 3¢ pexr K.T.E.

Uinimum cherge $1.00 per wontza per meter

SCZZDULE "B"
Municimnal Street Lighting
Applicable to all otreet and other outdoor lighting.
C.R.C.Clageification: Service 5235: Rate 1617: Serial No.l1:0701-2

3 3/4¢ per Z.T.E.Geliverable into Street Ligating Circuite.




SCEEDULT "C"

uiscellaneous Commercial and Inductrisl Power

Applicable to all power installations served from the
local zecondary distribution lines.

C.R.C. Classificationt Service 1161; Rate 1ll4: Serial No.lUC701~3

Per K. V.E.
Less tian 1 EZ.P. ¢ :

1 B.P. and less 4hsn 3 H.P: 5¢
3 H.P. and less then 9 E.P. 5¢
9 E.P. and lecs then 27 E.P. 3¢
27 2.P. and leos tzem 81 E.P. 2 1/2¢

(8L Z.P. snd over 2¢

50 X.W.3. per Z.P.pexr monsh 11/2¢

1000XF.E. per E.P. per month . ‘ i¢

'3

Wnipum charge: First 10 %1.00 per H.F. per montk
Cvexr 1O 75¢ pexr H.P. per month -




The forezoing opinion and oxder are hereby approved and

ordered filed a2z the opiriorn and order of the Railroad Comxdssion

of <he Svate of Cdlifornia.

Deted at San Francisco, Califoxniz, thic é( day
July, 191k. '




ESELEMAN, Commsesioner.

CONCURRING OPINION.

I concur in the conclusion reached by Mr. Commissioner
Thelen generally in his comments on the important principles
‘discussed in the opinion, btut I do not Peel that I sm so entirely
in accord with some of his amnounced theorieé that I showld, vecause
of my concurrence in his results, fail to comment‘on those matterse

with which I do not entirely agree. Particularly do I desire to_;

yoint out what appears to me to be dangerous in his suggested docfrina

of agency.
While I do not forla monment question the power of any

governmentnl agency to impose conditions in advance on any business

requiring governmental sanc+tion 4o be carried on, orn the acceptance
of which conditions may depend the right of any yerson or corporation
to conduct such business, yet I do not conclude that tais powér to
impose conditions in advaﬁce necessarily implies the power to impose
added conditions on a busin;ss already operating under governmental
sanction after such business hag assumed all the obligations required
by law to be assumed 2% the time of the initiation of its enterprise.
For exampl@. I am very sure that a condition in a franchise to the
effect that never sghall the agency accepting such franchice capital-
ize it or cleinm value for it at wmore than ite cost, or any value

at all for that mattey, would be good and enforceable againét the
agency accepting such franchise, Likewise do I believe that & cone
¢ition in a franchise requiring the one accepting the same to account
A8 agent To the authority granting such franchise would be equally
vallid. It would have simplified matters immeasurabiy. both for
public utilities and public authority, had auch‘public authority

been far seeing enough to have attached conditions to all gifts,

such as I here suggest, tut failing to do B0 in advance, I very much
doubdt the power of the State to impose them now. I, of course, should
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not be understood here as urging that the 8tate lacke a1l power 1o
impose conditions om corvorations or persons engaged in any kind of
asiness at a subsequent stage of the exiztence of such business,
voich it Gid not impose at the initial period. All agencies, of
whatsoever character, embark oﬁ their en%erprises in full legal
contemplation of the power of the State, shoﬁld the need arise, to
exercise every governmenﬁal function which the State may at any time
exercise snd the subsequent neceseity for the government to act in
any particular way it may be called upon under its power to act, i3
as a conldition subsequent accepied by all who live under govefnment.
The general authority of a state of this Union, under ite police
power, or‘the federal goveramert under any of its delegated Dowers
to impose conditions upon a busicess at any stage of its existence,
is not taat to which I here refer. All readily agree tiat such
suthority is a general condition imposed at the beginning and always
existing. But unless referable to the police or other general power
of the State of Caiifornia. thig State has no power 4o impose Cone--
ditio#s on any enterprise which has lawfully acquired ite property
and initistied its business except as a condition precedent imposel
upon such enterprise in the veginning, unless the owners of such |
enterprise voluntarily accept such condition. In other words, the
state has the right to say in advance uporn what conditions & utility
enterprise may inlitiate and condnct its bueiness and may, as a part
of the contract, impose conditions on the acceptance of vwhich the
ageacy 8o accepting.iecones Yound thsreby; but falling to 4o 5o in
advance the only conditions that may be impbsed thereafter are those
conditions anthorized and Justifiéd by the police power. It is zy
bolief, therefore, that the failure of the state to impose conditions
in advance divests it theresfter of the power of imposing such con-
ditions unless the police power authorizes such imposition.

;;‘reel it best to meet this squarely rather than delude

ourselves longer in the belief that we &s a people may continue
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sofely to divest ourselver of things of value with no retura until
all the common store is exhausted, in the belief that our mistaken
generosity will be reciprocateld by those accepting our gifte. They
will not recinsrocate, and under the law they may not be forced to
give back that which we have so fooliehly and bonntéoualy. gnénted.
Better that we be on our guard for the future than indulge ourselves
in dreame of how to retake that which is already lost. Soxe of us
fondly boped and cogently, we thought, reasoned that our water Tights

given for nothing to our water companies could not by them be used

a8 & basis to tax the comsumer by reason of such gift. But the

Supreme Court of the United States celmly, within the very recent
monihe, dispels cur illusions and holds that the pudlic serv:;w
water company owns these water rights and may charge its Con sumers
therefor. It is the part of wiadqm now, even though the day be late,
to recognize that when we give something to a man it belongs to him
and he will make us 'buy it back or pay for the use of it once we have
parted wit.‘n it; and it ma.kqa no difference if tke donor be the state
or the nation and the one receiving the gift be a. publzé utility
corporation. The only safe course is not to be so geperovs or =o

to condition the gift that we will be protected.

The main reason then why I do not accept the able Teason=
ing of Mr. Thelen in this regard is that it will merely serve longer
to keep us lulled to sleep until all our valuable public stores and
privileges ehall have been given away, wien we shall awaken to the
painful fact that they sre no lenger ours, just &8 we are now made to
now that the waters of our rivers and streams, incalculadle in value,
are for nothing the prize or the alert private intcroat merely be=-
cause public a.uthority slept.

The authorities cited do not at all convince ’ne that the
Supreme Court will ever hold, when the matter is directly before it,
that the owners of a public utility property hold such property ae
an agent at all. In fact ‘that court hae in several well considered
cases de:!'initely decided '?hat such is not its view. I‘Ib.ereforc,‘ it
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we are to escape ezéeesivc unearned incremente and rates based upon
the gift we have m.de it must be on some other theory than that the
owner of pudlic utility property is in any proper sense, @g to‘auch
property, an agent. Anc it behooves u3 to see to it that vwhen in
the ruture'cpncazbiona.are malde of rights to water, ror.powar’or ,
irrigation or other purpdses, or when gifts are made of any sort,
that the taker of such concessions or gifts fakes themn with thé con=-
dition attached that we shall not be the more turdened by reasos of
our geserosity. And by the imposition of conditions in advance,
that tae taker of any privilege, be it ftanchise, water right or
anything else of value, takec the seme as an agcnﬁ 0r so conditioned
that it may not base rates upon such gift.

There i3 in addition to this objection another reason why

this theory camnot be accepted. If legal, as I am sure it is not,

it works beautifully as to those agencles that are now stbject %o
regulation, but it fails as to other agencies that shall hereafter
engage in business which, but for this, would bevaubject to regu-
lation. The recent case of the Del lMax Lighx.'Whmer,& Pover Coxpany
against thiz Commission indicates the danger to0 regulation of

urging this doéttine. A public utility tusiness is no different fron
any other businesc excdpt that it occupies such a position in society
Yy reason of its monopolistic character that the state, under its
police powery, may regulate it both as to the price for which and thoeze
to wkom it shall accord its service. It is abundantly establiched
both on authority and reason alike that monopoly is at'the bYottom of
fegulation. Zvery business, therefore, which starts orn its course
starts with the prospect that ultimately it may occupy such a relation
to its patrons that it may be regulated, and this is a géneral con~
dition subscquent, such as has alresdy been discuzsed, and a condition
which exists independently of any saffirmative act on the part of those
in charge of such business and irrespective of any desire or agreement

on their part whatscever. On this condition all property of all owners
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ie held. B ‘

It ie unnecenzary here to diacuss the distinction betweeon
the natural monopoly, so-called, which becomes thé public utility and
other monopolies., It is sufficient %o have in mind the faot that
public utility enterprises, such as the defendant here, are subject
to regulation as to their rates and service because‘of thelir monomo~
listic character. If this be true, then it followe that the going
into the business iz all the affirmative act done by this agency which
sutjects it to regulation, and the reserve power of the Staze,of Cal-
ifornia under its police power whiich suthorizes it to regulate monopo-

~lies and the condition of society that of necessity conatitutos an
ageacy, such as this one, as to some of its patrons at least, a
monopoly, do the rest; and except for these propoeitions of law and
¢t the Pacific CGas and Electric Company holds its property under no
different tenure and performs its corporate function under no different
warrant than a grocery store which sells, among other commodities,
Xerosene snd 86 may be said to be in the lighting usiness.
I reiterate taat this 18 true unlcss there are conditions

imposed in the frauchises, upon the permits and the rights acoorded

1o this corporation which affect its title to any of the property
held by it. '

Waen, however, it is admitted, as here, that an agency may
ve depied the Tight to say to wiom and for what price it shall sell
its commodity or perform its service, it, of necessity, follbws that
altbougkh its property is private property held in ownership just as
other private property, yet thevaame rules of value areyinapplicablc.
I have made this statement in every case where I have discussed value,
and in every case some util ity represertative becozmes agg?ieved and
immellstely asks "why". And "why" echoes from every superﬁcs.;:. eritic
who views as an snarchist everyone who wounléd zahely'regulaxe and who
would prefer to look at the problem squarely as it is rather than ate
tempt to distort it into what he would like to have it be. My only

answer is that ecomomic neceseity, not this Commieeion nor asy other

Loy
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goveémntal agency, has made it so. I agree that in every respect
poesible utility property should Ye viewed just as any othexr property,
tut it seems to me that everyone who thinks at all must realize that
if you would pernit a monop'oly to get all from its patrons it desires
to get, the property devoted to. such buziness is worth more to itse
owners than if you compel such monopoly to accept s less amount. And
'Juet £0 s004 38 Srou make the earaning power of a proyerty depondgnt upon
rates and rules imposed artificially, I might say, by outs:!.de authority
instead of naturally by those in control of such business you have made
the comer'cia.l value of such property depenlexnt upon wiat such outside
authority shall do. To fix rates we are told we must know the value.
But the final beneficial value to the owner of such property camnot

Pe nown or even exist until after the rates é.:re fixed. Therefore,

of very necespity tlﬁ.e first value woich must be known before rates
are fixed cannot mean the same as the resultant, and we mast f£ind it
by other rules. The courts fza.ve called it "fair value®, and, as r.
Thelen points out, many elements enter to make it up. That the con-
freion existing with reference to the proper bvasis of d.e”"cemiging

this so-called value is due to the fact that it is misnamed, I have
often heretofore pbinud out. That it is not value at ally. a8 com~
mercially understood, is capable of demonstration. If we have two
hydro-electirc enterprises fully developeld, with an equally accessidle
market, with exactly equal capacity, we would be free to say that they
were of equal value independent of cost or anythiz.{g else, if we Lhave
regard to the ultimate mesning of value, for they “avail® the saue.
Value, in its ultimate analysis, 1s always comparative., In its conm~

mercisl aspect, however, we have referred it to money and have made

1t dependest primarily upon the earning power of the property valued.

- Value az thus understood, and as blindly sought after in all theree

- Tate inquiries by the utilities and many cormigsions and courts, ie
something that camiot be of aid iz the fixing of ratez. The license
to regulate arises from the fact that the state has a right to inquire,

in the ¢asze.of a monopoly, into equitable niattenda snd kas a right to
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determine what rates, in view of all the facts 1 in any case, ought
to be accorded. And it is just because it is 1cnown tha.t human
pature will exect more than it sbould, if given the chance, snd that
in the case of a monoyoly it usually bas the chance, that intervention
Yy the state in such cases is warranted under the police power.
Yhat I have here szaid merely indicates that these pré'blems

cannot be zolved by rulee of general application. Vhen we modify
<he usual rule of value which ie the result of using the property

to the highest advantage for the owaer, by injecting the equitab;e
elexents and entrust the determination of such equitable é:.cmenta
to a public officer, them we have- g8 I suggested in thg Monterejr
Gas case= put such property at the mercy finally of the state., If .
the first public officer fails in hie duty perhaps suother 8o eme
powered will prevent an abuse of discretion by the first; dbut in .
any event the determination of what ought to be accorded, when we
have token away the power from the owner to take what bhe can regerd-
less of waat se ought, is in the hande of some representative of
the state, and vhosoever this may finally be the fate of such regu-
lated industry is in his hands. There is preseat always in the case
of a monopoly btut the alternative "take all you can® or "take only
what you ought®. Public policy, operating through the polﬁ.ce power,
l_awfully and rightfully saye to agencies such as the defendant here,
*you shall not take all you can and the gpvernment will say what

you ought to take®, and on ‘this cormand depends the value of this

property.

I thoroughly agree with Mr. Thelen, as the Commission bas
ofzen said before, that cost is the most important element. Justice
dictates that the ue.crif'iced of those who serve ug should at least
be rewarded, snd hence what has been paid out by o utility should
appeal strongly to us. Then too honest mista.kea shoulld have a large
appeal to & tribunal alive to equitable consideration. Likewise the
rac'c that the same state which empowers this Coxmission to act b.aa Yy

permission sllowed aecur:.t:les to get into the h.ands of 1nnocent pur-
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ccosers, if it plainly appears that such is the case, should have
weight if this can be done without injury to other innocent parties.
But to:urge that evedy artificial device that can be thought of for
erbancicg the sum upon which an earning shall be demanded, to the
enl that the agency in guestion can justify rates as high or bhigher
than conld be exacted were no regulation imposed, is merely to urge
that regulation is unnecensary sné our work futile. It is ny
sirgular experience that in no case brought to my attention h@z

the utility before the Commission fai;ed as a result of the activity
| of its aworn experts tg‘juatiry rates as high, and usually higher,
than those it had voluntarily accorded. Certainly this is a
tributelto the generosity of those in charge of utilities beyond
the generosity of the rest of us, and a demonstration that all

expense and time expended in the regulation of momopolies is worse

than wasted.

It will be geen that although I reject Mr, Thelen's doctrine

or agency, that I come ¢o the same point in dgciding that né one
consideration shall be controlling in determircing the Tair zmount
upon waich an earning shall be alloweld, (erroneously called *value”),
and that we are agreed that all of the facts which the history of

the agency in question develops should be considered by a tridunal
waich is endeavoring to do Justice both to the utility and the pudblic.’
Ve cannot escape the conclusion that justice, as humanly possibtle, -
is rot arithmetical but the result of & conscientious endeavor on the
vexrt of thoze for the time in'authority to make "ought” and. "must®
syrnonynous, and I therefore coanclude that it is 1mpqaaible in advance
to state rules of general application for determining tne sum upon
which a utility nay be permitted to earn. But we should always'have
in mind two things, firat. thaﬁ under private ownership we must be -
to generous, and no more 3o, a8 is necessary to get our public
utility work done and money invested in'such enterpriaeb; and, second,

we zust always bave in uind the comparison between tho‘éondxtions
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that would exist if pudlic ownersaiy were resorted to and those
that confront us under private owaership, and if it be found that
the amounts exacted under private owzership in payment fof'doing
The business are excossive in comparison With the amounts that could
be reasonably expected to be exacted under public ownership, then
the latter wili inevitably result.

I, therefore, concur ian the order and in the general
conclusions reached by ir. Thelen in his opinion, with the modi-

‘ricationa I bave here set out.

Dated 2t San Francisco, California, this 6th day '
of July, 1914.

Commissioners.




