Decision mo._}gggggi_

BEFORE THE RAILR0OAD COMMISSION
OF TEE STATE OF CALIFORNIA

~=000==

In the matter of the avplication of : b
SQUTEERN CALIPORNIA EDISON COMPANY - Application
and CITY OF PASADENA for an order : No. 3666
guthorizing the execution of & cer- :

talin agreement.

Harry J. Bauer for Soutkern Celifornis
Zdison Company.

J. E. Eoward, City Attormey, for City
of Pasadens.

ZDGERTON, Commissioner

QPINIONXN

Southern Celifornie Edison Company, hereinafter
referred to as the "Comvany™, asnd the City of Dasadens,
nereinefter referred to es the "City”, ask anfhority to
execute agreements substantially in the same form as the
sgreements attached to the vetition herein and dated
Mareh 29, 1918. Zeference will be made to the firet of
these agreements ac the "lecse” agreement and to the
gecond as the "sale™ agreement. The two sgreements are

in effect a leace with an ovtion to vurchsss. The




sgreements define the terms and conditions under waich
the company will leasse and sell t¢ the city its elec-
trical distriduting system in the city; also the terms
and conditions under which the city will lease snd sell
certain of its electrical distributing lines outside of
the boundaries of the city to the compeny.

Apolicsnts allege thet for a long neriod they
have been overating electrical distriduting systems in
direct competition, with the resultant duplication of
lines and ec¢uipment. rhe testimony shows thst the

city serves about 10,000 meterw gnd the comPeny about

5,000. The annusl ssles of the city are reported at

7,300,000 kilo watt hours and those of the company at
5,000,000 xilo watt hours. Of the total commercieal,
light and vower business exclusive of street 1ighting
and city vamping, the c¢ity hes 56.2 ver cent and the
company 43.8 ner cent. In the outside territory,
where the city and the compeny are in-competition.'

the ¢ity has 67.06 ver cent of the business and the

GOMPRIy 07034 DET Cent.
C. Wa Koiner, general menzger ¢ the muni-

eipsl lighting and vower devartment of the city,

testified that the rates of the city and the comvaxy
in the city were the same, that no increase 1in the

rates would result from the consummation of this
spplication and there was 2 vossidility of the rate
being reduced after the city had acquired the com-

pany's vroperties. By getting rid of competition




end duplicstion in plant 824 service, the city, according

to C. W. Koiner, can operste the company's propertlies at

s pet profit of $30,000 to $40,000 per snnum. the com-

veny, the testimony shows, earns et this time from four

to five ver cent on the investment in the city, while

under the lesce sgreement the city will vay the company

an eight ver cent return on the value hereafter referred
to.

I velieve that it i3 sdvisable to review brief-
1y the agreements, ﬁut do not think it necessary to cet
forth in detail all of the terms and conditions. 'he
lecse sgreement, with the option to purchsse, is to con-
tinue in effect until May 23, 1920. If on Jamumaxy 1,
1920, the government ot the United States shell be in =
state of war with spmy other nation or ngtions and the
lease naS not been terminated, either varty at its option
may extend the lease for a veriod 02 not more than four
months beyond the close of the war. In the event that
at the bond election held for the purpose of authoriz-

irg tke city to issue bonds to purchese the comvany's

proverties the voiers should sgathorize the icsue of

bonds but litigation showld vrevent the city from sell-
ing the bdonds, the ¢ity at its option may extend the
toxm of the agrecement for three months beyond the close
of such litigetion, provided that any litigation in
which the city mey be interested shall e diligently
pressed to the earliest nogsible decigion.

fhe ¢ity agrees to pay to the comvany an

eight per cent rcturn during the life ot the lease




agreement wpon sn agreed property value of %515,425.97
as of December 31, 1917, and an eight per cent return‘
on the cost of all extensions, additions and betterments
installed swosequent to 8sid date. Lhe city further
agrees to accumulate & deprecistion fund during the
terms of the lease at the rate of 3.36 per cent ver o=
num woon & rroperty value of $446,776.34 vlus cost of
extensions and betterments subscequent to December 31,
1917. The ¢ity further sgrees to.purchase vroperties
02 the company at & cost of $¥497,609.70 as thae came
existed on December 31, 1917 wvlus the cost of exten-
sions and betterments subseguent to sald date. The
$515,425.97, on waich the comveny sgrees to pay an
eight ver cent return, ig dased upon A. R. Eelley's
sppreical of the Edison Company wroverties. In figur-
ing the smount on wnich an annvel depreclation is %o
be oharged, the so-called “overhead charges”™ have been
eliminated, while in cslenleting the purchase rrice,
there have been eliminsted certaln proverty such as
meters end transformers, which the city is willing

0 lease but not to purchase.

The city sgrees fo maintain at its own ex-
vense its steam plant in 2 condition ready for overa-
tion. T;e plent msy be overated by the civy when
the service of the company is interrupted or wmvon

order of tkhe comvany should tke comveny's service

require such operation. The coct of opemation in

either case will be borne dy the compvany.




The c¢ity sgrees o lease 10 the company =~
"p11 of itc lines and distributing gystem lo-
cated outside vf its territory and bound-
aries ss they exist on the date of the
agrecment, excopt the vortion lying in
and slont the Dodbing right of way oZf Los
Angeles City limits and morth thereof
903t to Grand Avenue to and inclnding
the Raymond Hotvel."
Also all extensions and betterments installed subsequent
to the date of the agreement.

The ecomveny shall vay for the vroperties an
axnual remtsl eguel to eight ver cent on a gross value
of $27.928.81 plus sn eight per cent rentsl on the
cost of all service comxections since March 1, 1918; %o
asceunmulate & devreciztion reserve fund at the rete of
7,36 wer cent on an agreed value of $24,285.92 plus the
cost of additions and betterments. In the event that
the city bays the company's prdperty, the comvany is
given an option to purchase the city's properties ex-
clusive of the Reymond Hotel line ot $35,174.38 plus
the cost of additions and betterments fnstalled subse-
ement to March 1, 1918. During the life of the lease
agreement, the pronerties of the comveny and ¢ity nmay
be oversted Jjointly by the company and city respect-
jvely, dbut in such manmmer oS to vermit s severance of
the two Systems at any time during the term of the
legse. Untik the city buys the compény's plant,

trere car be no resl consclidation of the two systems.

The two Systems may, however, be joined at certain

voints during the lesse veriod. During this verlod,
the proverties of the two comvanies are to be main-

tained in a status quo. The agreecment vrovides Iin
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substance that new extensions shall be dlstriduted
vetween the city and -company, SO as %0 maintain as

neerly ac possible tae vresent relation batween the
city and the company's plents snd vroverties.

During the 1ifé of the agreement, the city

agreea to yurchate from the comvany all enexrgy used

in the leased system end the city's existing systen,
end agrees 1o receive no cnerxgy xom other souwrces

a3 long ac the company's supply is cufficient. The
rates for onergy vurchesed set forth in the sgree-
ments and for the load fsctor at which the clty
overates will emount %o avoroximately 8.75 mills ver

kilo watt hour. After setting forth the rates to be
charged, the lease egrecment provides -- |

"Both verties do hereby consent to the es-
teblishment by the Reilroaod Commission
of the State of Califoxmie of the fore-
going schedules of rates for the service
herein contemplated and both parties
nereby agree not to apply directly or
indirectly to the Railroad Commission
for eny change therein or modification
thereof during the term hereof, 1% be-
1ng the express sgreement of the par-
ties hercto thst said rate shall con-
tinue in force withrut change or modi-
fication at all times during the term
hergof.”

"In thae event that seid schedule of rates
shall be raised at any time during the
term hereof by competont sutkority,
the city moy 2t its ontion terminate
this contrac?d. In tue event that sald
schedule of rates shell be lowered at
any time during the {erm hereof by
comvetent asuthority, the comnany may
at ite ovtion terminate this contract.”

The agreement of sale provides ir part --

"Both varties Ao hereby comsent to tke
establishmert by the Hailrosd Commission
of the State of California of the fore-
going schedule of rates for the service
herein contemvlated and both parties
hnereby egree not to apvly directly or
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indirectly to the Railrosd Commission for any
change therein or modification thereof prior
to Moy 3, 1928, it being the exvreses agree-
ment of the parties hercto that said rates
shall continue in Lorce without change or
modification ot all times during ssld term
vrior to May 3, 1928.7
Wpile this moy not be a2 deliberaste attempt to limit fhe
Jurisdiction of the Railrosd Commission, for all »ractical
purposes such will be the effect if the Commission avoroves
this agreement. The Commission is here- asked to ratify
and gynrove rates agreed between the two varties, and
after such evnrovael if hereafter Yecause of changed céndi-
tionsjggnds the rateé unressonably high or low, it.cannot
modlily them without permitting one oxr the other varty to
terminate the agrecment. If the vparties to this agree-
ment should comelumde that the foregoing vrovisions were
not inserted in the loase agreement or into the sale
agreement for the purvose of limiting the Jurisdiction
of the Railroad Commission, then I know of no resson why
the provisions may not be eliminated from the agreements.
I am ungble to recommend to the Commission an agreement
which on its face attempts to vlace a limitation upon,
or at lesast make 1t difficult to exerclise, the jurisdiction
of the Commission in fixing rates of a v»ublic utility.
There is one other provisions of the lesse
egreement, which in my opinion, should be eliminated
for the resson that it also may be interprétod as vlacing
a limltation upon the vower of the Commission. In
praragraph 18 of the lease sgreement, the comnany agrees
not to sell or furnish elsetrical energy to any indiv-
idual, firm or corporation at a point outside of the

city for the vurpose of transmission by such individual,
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Tirm oxr corxrporation to a voint within the c¢ity as it now or
may hercafter exist, it being the intent taat all electric-
ity actually used within the 1limits of the city shall bve
furnished to the consumexr by the c¢ity. The city, on the
other hand, sgrees not to suvply electrical current to any
consumer outeide of the limits of the city a8 such limits
moy exist from time to time during the veriod of the lease
agreement, excenting to vrumping plents and other works
owned in vart or in whole under lease by the city, or to
vuble schools waich schools are being served with elec-
trical current by the city on Jenuery 1, 1918 within the
Pnsadens School District, and excepting service to consum-
ers on that nart of the city's system lying outside of

t3 territorisl bounderios which it 13 not intended to
lease to the company.

In this sgreement the compeny asks the Commis-
gion to avprove a contract under the terms of wnich 1t
agrees not to sell or furnish electrical energy to any
individual, firm or corvoration at 2 point outside of
the ¢ity Lor the yurvose of trénsmitting the some t0 an
individua}. firm or corvporation to 2 voint within the
¢ity limits. While the Commission cannot ouct itself
of Jjurisdiction by svrroving this contract, nevertheless
the Commission by avoroving it might hereafter be ser-
iously embarragsed in the exercise of its Jurisdiction.

This matter has been held in abeyance becaunse
at the time of the nraring and uwp to the signing of the
armistice the Federsl Government hed s fixed volicy of
urging and insisting upon all concerned that wherever
voazsible vetroleum o0il be consexrved by the use of water

rroduced electricity. It appeared from the evidence




that 4if this sgreement was consummated the City of
Pgsadena would immediately cease using = large amount
of hydro-elcetric energy theretofore serveé to it by
the City of Los Angeles and there was no vrovision
made for the ebsorbtion of this hydro-electric power
b7 otkher consumers:; hence 1%t might easily bYe that
0il would be consumed in generating electricity by
Zdison Company for the use oL the Cit§ of Pasadens
and at the same time an equal amount of hydro-electiric
energy available from the City of Los Angeles would
not be in use.

The vparties concerned were urged by the
Commission to vrovide some means foxr the use of the
hydro-electric energy thus released but no feasible
plen wss presented; hence the Commission did not feel

warrsated in aunthorizing the execution of this con-

TTaCT,

Now, howevor, the situation has changed.

Since the signing of the armistice the Federal Govern-
ment has vractically esnnulled its setivities with
relation to oil conservation and we must judge of

this proposal as governed by conditions prevalling

in normal times. Therefore the test mumst be whether
this contract if executed would result 1n bhettering
the condition of Edicon Company, the City of Paszadens
and the public =38 represented by consumers.

The contract here presented successfully
meets this test. The facts sbove set forth clearly
indicete thet both the City of Pasadena and Edison
Company will be vut in a very much more favorable

finsneial situstion then they now are and this should




ultimately result in a benefit to consumers. On the othex
kand there does not appéér to be any counterbelancing detri-
ment to be suffered by snybody ss & result of thils agreement
unless it be the City of Los Angeles which may be under the
necessity of finding a merket foxr the power releagsed. How-
ever this may bde, 1t would not be Just -to refuse avproval
of & contract bemeficial to the varties most directly con-
cerned upon the sole ground that =28 an incidental result
an outeide warty might be somewhat embarrassed.

- With the excevtions herectofore noted I recommend
thet the contract be approved and that the varties thereto
be authorized %o carry out the terms thereof.

Herewlith o form of Order:

Applicstion having been made by Southern California

Bdison Compeny snd City of Pasadena for an order asuthorizing

the execution of an agreement for the lease end sale of cer-

tain electrical distributing systems and a vublic hegring
noving been had 'and it evpeaxing %to the Commission that this
apvlication should be granted wnder the condidions set out
in this order;

YT IS EEREBY ORDERED BY THE RAILROAD COMMISSION
OF TEE STATE OF CALIFORINIA that Southern Celifornie Edison
Company and City of Pasadens are hereby suthorized to
"execute an agrecment for the lease and sale of certaln
electricai distributing systems, a copy of which comtract
hae been filed in this vroceeding and 1t attached to the
arplication herein and reference to whica sald cody of

consrect is hereby mede for vparticulars.




Soutnern Californis Edison Company and City of
Pegadens are hereby further asuthorized to carry ont the

terms and conditions of said comtract by the lease and

sale of the vproverties therein'specifically described,

Provided, however, that this order shall not
become effective and said contract shall not be executed
«11 there has been eliminated therefrom the following

provigions: |

"Both parties do herebdy consent to the estab-
lishment by the Railrosd Commission of the
State of California of the foregoing scned-
ules of retes for the service herein con-
templeted and doth parties heredy agree
not to avvly directly or indirectly %o the
Reilroed Commission for any change therein
or modification thereof during the term
hereof, 1t being the exvress agreemont of
the varties hexeto that sald rete shall
continue in force without change or modifi-
cation st all times during the term hereof.”

"In the event that said schedule of rates shall
be raised st sny time during the term hereof
by competent suthority, the city may at its
ovtion terminate this contract. In the
event thet said schedule of rates shall be
lowered. st any time during the term hereof
by competent authority, the compeny uay at
i%s option terminete this contract.”

"Both verties do HeP2DY CONSELD O TDE eRTRb-

11shment by the sailrond Commission of the
State of California of tho foregoing esched-
wle of rates for the service herein conten-
nlated and both warties heredy sgree not

10 apply direcily or indirectly to the Rail-
rosd Commission for any change therein or
modification thereof prior to May 3, 1928,

1% being the express agreement of the parties
nereto that said rates shell continue in force
without change or modification at all times
during seid term prioxr %o Mey 3, 1928.7

"The comvany further asgrees not to sell or
furnich electrical energy to any individual,
firm or corvoration st & voint outside the
City for the purnoze of transmission by
such individual, firm or corvworation to
a voint within the city as it is now or nay
hereafter exict, 1t being the intent hereof
that all electricity ectueally used within
+ne limits of the city shall be furnished
4o the consumer thereof by the city.”

=11~




"Duxing the perfod of this contract the city
shell not supply electrical current to
exy consumers cutside of the limits of the
city s such limits may exict from time to
+ime during the veriod of thls contract,
excenting to pumping plants oX other works
owned in wart or in whole oY under lesse
by the c¢ity, or %o publie schools, which
skhools are being scrved with electrical
current by the city on the lat of January,
1918, within the Pasadensa Sehool District,
end excepting service to consumexs on
+hat part of the city's system lying out~
side 1ts territorilel boundsries which 1is
not. leased nerein to tae company."

And & covy of said contract with the provisions
above mentioned eliminated shall have been £iled vwith

this Commission and s sugplemental order nmade aprroving

saneé.

the foregoing Opinion snd Order are hereby

soproved and ordered £4led as the Opinion and Oxder

of the Railrosd Commission of the State of Californisa.

Dated at Ssn Francisco, Californis

this 52242;'day of Decomber, 1918.
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