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Branch of tae State HO~3ewiveo' League 
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v~. W. C!'ozier, fo!' James ~113 Orchards Co:~oration 

~~~ 3sper~nza Lane. Corpora~ion 

ROUELL, Co~issioner. 

OP!~IO~ --------
Pacific Gas and Electric Co~p~ny~ he::oeinafter re-

ferred to as applicant, in this second sup,lcmental ~pplica

tion requests t~t the temporary surcharge of 15% authorized 

by this COl:!I:licsion in its Decision l~o. 7823, d.ated June 30, 

1920, be continued pending the fins1 fixins of ~efinitc rateo. 

This surcharge wa5 originally aut~orized for a period of nine 

mo~ths, ending APril 10, 1921. I~ t~e cou:se of the hearings 

on this second supple~c~tal ~pplication it became appa:ent 
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that ~ll the evidence co~ld no~ be 3ub~itt~d before the date 

at 'nhich the su!"cl-..a.rse '"0uld auto:::l.a tically ter::.inate. The 

evi~ence which hu~ been 3ub~i~~ed ~t ~~~ tl:e was not auch 

as to justify ~Ae contin~tion of the full amount of the sur-

charge no!" its enti!"e removal and the Co~ssion by Decision 

No.883;, dated April 9. 1921, !"educed the.surcharge froe 1,% 
to 10% and continued in effect the.!"educed. surcnnrge ~ending 

~ fin~l deci3ion on the 3up~lemen~al application, wi~ the 

p!"ovision t~t any furtner reduction in the surcr~rge shOUld 

be retroactive ~o April 10, 1921. 

Heari~gs were continued, the proceeding was aub-

mitted on ~ay 20, 1921 and is now ready for decision or. t~e 

subject ofOthe co~tinuation of the surchc:ge • 

.A2 is customary, it waa stipulated. thD.t t:"le evidence 

in the so-called "main case" ~ogethcr with records in former 

proceedings involving Paci !'ic Gas a.nd. Elec tric Co:r.pany'before 

this Commi'ssi'o:l and the various official records 0::. file 

with the Co~iesion might 'be considered in evidence. ?ollow-

ing the 3ubr:li·ssion of evid.ence a redUction of 25 cents per 

'barrel in the price of oil occurred, wr~ch if continued in 

effect ... .; .... 
....... ~,.I.. consi~cr~blY red~ce the cost of operation. At 

the time of oral ar~ent on May 20 it was 5ti~ulatcd t~t 

advice of the reduction of oil received by the Co=mission 

~ight be considered in evidence. 

Erlefe in the fore of written or oral arSUgent were 

submitted by C. P. Cutten for ~pplic~~t, ? S. Brittain for 

California Farm Bureau Federation and J. J. Dailey on behalf 

of ~he =~~icipalitie2. 

Thic is pri:arily a su:cha:ge proceeding and :~3t 

be tre~ted as SUCh. The main proceeding, which involves the 

fixin~ of definite r~tes and ~he final bazis of r3te dc-

te~ination, h~s not been e~pleted and fro= present in-



dic~tion3 will no~ be com~le~e~ before the last of this 

year. While many of the finer ~oi~ts =ai3e~ by protestants 

in the course of the hea:ings are pertinent to a gener~l 

con5ide~ation of rates nnd to the l~~ecr inve3tigation in 

connection with ~~e case, it ~ust be remembered that the 

consideration of the surcharge is directed to the main ten-

~~cc of reasonable rates and earnings pending the final 

dccizion. 

Under simil~ circ~~stances in the p~st the Com-

mission has provisionally ~ccepted the net earnings of the 

pre-war period chcc~ed ag~inst such evidence as was avail-

nble relative to the valuation of the propert1es as the 

measure of a fair return on the property then e~cting. 

Witho~t3Wniting the cocpletion of n long ~~d detailcd 

valuation and analysis, ~pplic~~tts rates have been tempor-

arily adjusted to maintain the return on property existing 

in 1917 and to allow a fni= return on property added since 

that ti~e. Applicant has ~re3ented its case along the same 

lines and there is no apparent reason for any change. It 

will of course oe understood ~nat findings herein ~ade are 

for the purpo~e of temporary rates on17 and are in no way 

to be considered as establishing ,rece~ents, either as to the 

larger phase of this case or as to any other matter. 

Many of the issuez involved in the so-called 

"main c~scn ~e ~ost important" and will require careful 

st~dy by the Co:mission and will doubtless be the s~bject 

of oareful and lengtby consideration by the various inter-

ested parties. 

Applicant urges ~or consideration of the Commission 

failure on its part to ~arn the return !ound reasonable in 

the ,ast and th~t' the continuation of the lj% surc~a:ge is 

necessary to ~aintain the net earnings of the company to a 

level he~etofore found reasonab1c. ?rotesta~tB contend" 



t~t the evidence is conclusive ~hat with the discontin-

ua:.ce of the surcharge on A,ril 10 the net earnings of 

ap,licant for the year 1921 will be sufficient. It ha~ 

not oeen the practice of this Co~iosion in surcharge or 

gene~al ~ate proceedings to fix rates for eale~da: yea:a 

or to reimb~rse the utility, especially in surcnsrge ~ro
ceedings, for lack of ea:nings in preceding periods. Tbi~ 

matter b~in~ a zubject for considcr~tion in the main pro-

ceeding should, as f~ as ~os3ible, be left to the main 

case fer :ore careful consideration than can be given it 

in connection with the present proceeding. 

I muet conclude that if t~e lack of earnings 

below or the exceS3 of enrnincs above w~~t has been con-

sidered reasonable retu.rn 1'=10r to Ap:-i,l 10, 1921 is to be . , 

a subject for consideration, that consideration must be 

given in the ma.in proceeding. The question fo: the Com ... 

mission to dete~ine ~erein is, w~~t surcharge, if any, 

is justified on and afte~ April 10, 1921. The time re-

quired to reach a final conclusion cannot be accurately 

foretold and to avoid undesirable fluctuations in rates, 

consideration will be give~ to average conditions as re-

fleeted in the estim~tc3 fo~ ~he yea: 1921 rather than ~o 

such con~ition3 as are ooviously of a tempor~y nature. 

In this ! re~er primarily to :~d=o-elect~ic power supply 

and the price of oil. which l~tter du~lng the first part 

of this year has been 25 cents per barrel hi~~er than at 

present. 

In dete:min!ng ~hethe: or not the rates to be 

c~arged from and after A~ril 10, 1921 shall incl~de a sur-

cha:ge. it appears re~sonab1e that average water power con-

dit~ons and the present price of oil should be u3ed. ~~~lied 

to an entire twelve months period. 



In support of its re~ue3t) applicant presents 

~1gurez sho~ing tha~ for the years 19:8, 1919 ~nd 1920 

the properties now i~corporated in the system of PaCific 

Gas and Electric Comp~~y have failed to e~n the ~ounts 

whic~ t?ds CO~iS3io~ ha3 in various ~roceedinge found 

1921 with t~e su~charge of 15% in effect fo~ the entire 
y~~ will not reeult in a re~urn in excess ot that which 

applicant maintai~c is re~30nable. These figures are sum~ 

mari7.e~ in the following t~ble: 

CCirDENS3D O?E?ATIKG STATE!mX': 

PACIFIC GAS A1J) EL:2CTRIC C01::pk"IT. 

1320 Actual - 1921 E3ti~ated 
with 15~':' surci':.arl7e for en~ire yea:. 

Gross Reve:1.ue: 
From Consu.'Ue:::s 
~~·e~ de'Oo-.~~~. ..... --.. • - • u... .",-..,.,.4 .,,; 

Total 

Operatin~ Expenses: 
Maintenance 
Operati~e(exc1. -of Fuel and 

purchased power) 
Ope:-ating(Fuel) 

(PU!'c~sed Power) 
Gen'l ~ A~inist=~tive 
Taxes 
Insurance Reserve 
Uncol1ecti~le Acco~~ts 

Tota:i. 

Dedu.ctionz: 
Year 1920 - l>:/lintenance 20-

se:-7e Defici t 
State taxes on 1920 reve~ue 
not provide~ for in :920 
cxpen3c3 due to incre~~e 
in tax r.'lte 

Net Revenu.e av~il~b1e for 
depreciation and :-etu:::n 

1920 
ActU2.1 

$21,553,632 
387. 842 

~21, 941, 4C)l 

$ 
~$. 1, 770,045 

3,190.015 
4,550,335 

693,04 2 
660,~29 

1,697,079 
135,042 
01,734 
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1921 
Estims.ted_ 

$24,543,170 
440,223 

$ 2,240,34 2 
3.520,36, 
3 .. 834 ,263 

928,299 
725~000 

2,514,041 
290,000 
78,000 

115,651 

,409,1)79 

10,328,353 



Applicant's e3tim~te of rea30~~ble net for depre-

c1~t10n nnd rct~rn for 192:, based o~ the Commission's find-

ings in the foroer surc~rge dcc1~1on is summ~rized ac fo1-

lows: 

T A23!.E :m. I : 

PACIFIC GAS & EI,ECTRIC CO''£?A1~'S ESTI!O.TE 

REASONAET..E :~T POR DZPR2CIAT!ON A).'TJ RJ"':;TURN 

1 9 2 1 

De~reciation and Return found reasonable in 
- previous deci3ions: 

Decis. 
" " 

,519 - Pacific Gas & Electric Co. $6.41'~960 
6285 Northern'C~li~ornia Pr.eo. 639,947 
5867 - Sierra. & Sa.n Francisco Pr.eoe.I.074,48Z 

Net additions to Operative Prop-
erty from dates of decisions $15,135,165 

Increase in ~;,rorking Ca3h Ca.,i tal 623,469 
" "Uaterials & Supplies 1.47~,OQQ 

:-)17, 23l,634 

0,130,394 

Additional Allowance for Return 
9% on $17,231,634 

Additional P~lowar.ce fer Deprecia-
tion 3% on 315,135,16, 

To~al Re~uired for Depr. a~u ~air Return 

$1,550,847 
454.05~ 

$10,135,290 

App1ic~~t shows from the above that its estim~ted 

net ea.rninsa for 1921, with the surch~ge in effect for the 

entire y~ar, would be only ~192,051 in excess of a reason-

able retu~n based on ~he Commission'o p~eviou3 findings. 

Applicant's esti~ates of revenue, expense and 

allowable ~etu~n we~c subject to ex.~~u5tive croso-examination, 

special attention being given to the estimates of mainten~~ce, 

fuel oil and purch~sed po~er, taxes and insurance reserve, 

and to the deduc ti on propo3ed 'oy it i'or :=aintena.nce !"eserve 

and taxes on 1920 revenue. 

In com~arison with the above esti=~tc Attorney 

J. J. Dailey, representi~g the municipalities, submitted a 
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set-up for 1921, suo:a:ized in the fo:lowing table, whic~ 

in addition to ccrt~in chanecs in figures due to concluoions 

as to e7idence. takes into acco~nt the cr~nged price of oil 

effective M~y 13 and the probable purchase of power fro: 

Gre~t We3tern Power Com~any not included in the original 

e s ti~ate of the cotl~a.ny •. 

TABLE NO, III 

PACI?IC GAS A~~ ELBC~RIC COMPANY 
Elee~~ic Depart~cnt 

Year 1921 (F:$tim::~.':~d) 
With 1 :;(; S"..lrch~r,o'e 1)."') to A"Ori~ 10 lC/21 

Xu~ici"Oalities Estim~te 

Gr063 :Revenue :;22,628,961 
Expenses: 

=t.aintenance 
Operating (excl. o:!' l"uel .;..nc. 
Operating - ~el Oil 

2.040,000 
?urc~sed Pr.) 3,,20,365 

2.94 0,510 
1,333,299 

005,000 
1,74 2,627 

85,000 

Purchased Power 
General and Adminis~rative 
Taxes 
!nsur~~ce Reserve 
Uncollectible Eills 

'1'ot:ll Expense 

~et tor Depreciation ~d Return 

Amount suggested as re~sonable for )e. 
preciation ~nd Return determined fro~ 
ctties· estimate 

78,000 
$12,404,~01 

10,224,160 

9.737.971 

The Co~pany's esti:ate of ~even~e for the ye~ 

1921 c.oe3 not allo\,:, for E. growth of business eq,ua.l to that 

experienced in ~revious years. The lesser growth i3 attrib~te~ 

to a reduction in induztri~l activities. less agricultural 

pumpinG on account of reduction in rice acreage and generally 

grea~er precipit~tion. A year'g revenue under present cond1-

. tions is difficult of eccur~te est~ate or check. I be-
lieve from the evidence it is :e~30n~ble 
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to accept ~pp11cant's octi~te for this proceeaing~ whiCh ie: 

'S'e'Venc.o 1921: (On the basis of) 

15% s~charge ~~ to April 10th •••• 022.62S.90~ 
15% " for entire year 24.983.393 

Ro~enc.e trom Easic Ra~ 

General Bc.sinoss ••••••• 
Inter-dopart:ent P.evenc.e . . . . . . 

Con3i~orable qc.estion was ra1s~ by co~se1 tor pro

testants reg~d1ng applicant's ~ctc.al and estimated expenditc.ros 

tor the caintenaLce of its z.7stem. The estimate presented for 

the year 1921 is $2.240.342. ot which the evidence shows $133.000 

is fOr uork which w~e originally planned to be done in 1920 ana 
for Tohich allowance was ~eretofore made. ~llowance for ma1nte-

~co of $2.040.000 per ~~ waz cade in Decision No. 7823 and 
az the rates were base~ upon the year commencing April 1920 it 

does not appe~ reasonable to inclc.ae that amo~t in the esticste 

~erein. same having been allowed for in the sa=charge chsrgedc.p 

to Ap~il 1921. ~e same conclc.sion mc.ct apply to the ~ount of 

$1l5~651 expended du:ing tho last six months of 1920 in excess of 

the monthly reser~e allowance o~ ¢170,000. As poi~te~ oc.t, 

maintenance ~ork estimstea at $133,000 was dete=re~ from 1920 to 

1921 an~ it ~oa1~ appear =oasonab1e to ded~ct ~13S,OOO tro~ t~e 

estimate ot $2.240,000. 

~e contention is made teet pa=t of t~e expendit~e 

contemplated for tho coming ye&r is to= ~orkwhich $Ao~d have 

been done in the past ~~ which ~as deferred on ~cco~t of ~e 

diff1c~lty in seco:ing labor. ~teri&l or ~as. 

tion of the e~end~tc.roz for msintenance work on the vario~s 

properties no~ a part ot applicant's system shows th~t tor the 
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yoars 1918. 1919 an~ 1920 more money was oxpen~ed than the amo~ts' 
which wore allowod by tho Co~ssion in f1xing rates. It is. 
therefore~ ~pparent that t~e inclQsion in t~o ~resent estimate 

of any ite~s of deferred ~intensnce Will reqoiro cons~rs to 

make np only acounts whic:c. hs:ve not heretofore beeZl. i::.olo.d.ed. in 

ratos sn~ t~st no duplication of charges for maintenance work will 

rostllt. 

Zhe qa.cstion of relative cost of :aintonence work ~ 

the yeurs 1920 and 1921 ~as the sa.bject of lengt~ cross-oxac1n~
tion. cotmsol =:or protestants taki.:lg the position t1:3t there wottld 

bo s marked decrease in the ~it costs of labor and material. Zhe 

matter was tinally referred to a co~ttee o~ engineors~ one 

appOinted from tho ~ginaerins staff of t~c COm:ission. one chosen 

by cotmsal representing protestanto &.:lc. one chosen by the Compa::y. 

~is committee suboitted a report show~g thet as far as the 

sjStom of ?acific Gas ~d ~lectric Co:pany is concerned the anit 

cost of maintonance ..:ork '\:il1 for all practical ptl:"poses be ":1:.e 

same in 1921 as in 1920. ~ltho there has been some aec11ne in 

both la:;,o:" and oatarial costs. the red.o.ction1n 1921. it is csti-

mate~~ will not :ore ths~ offset the incre~ses which occurred 

dtlring 1920. 

~ing the past yeer the Co~ssion ~s received many 

comPlaints regarding the ~U&lity of service received by appli-

cant's cons~ers an~ investig~tion hss tlS~ally shown these com-

pla~ts to be c~usod by ae!icie~t cainten~ce or insu~fic1ent 

capacity. Adeq~ate service cun be given only if facilities 

arc properly =sintaine~. and the doterioration in the qna11ty of 

servico that :cst s~ely follor. an ~s~fficient allowance for 

=sintcna~ce is ~qo.estionaoly ~ithout justifica.tion in the COll-

seqnent slight re~uction in tee total coot of oper&tion. ?ro-
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testa~ts have been insistent in the deman~ for the ~tmost economy, 

bQt it is not to be ascmmei t~~t the cons~rs of this ~t1lity 

~oult dcmsnd that such Gconotty be carried to th~ point of ~pairod 

It is 

tho d~ty of this Commission to see that tho prop~rty ot this 

utility ic properly csintnined and th~t adeq~tc tinanciol pro-

vision is made for SQch =aintcnonce. 

In cstim~ting reasonable expenditures for the ens~~ 

year I ha~e incroas~d the 1920 ~llow~ce to $175,000 per month. 

Or $2,100.000 for the year. Eacific Gas ~~d Electric Company 

will be expected. to set thi:;; c=.Otu:l.t a.sic.e each month ~o:r main-

te~~ce commencing as of Ap:ril 1, 1921. ~d any portion not ex-

pended is to be kept in rcse:r~e for caintencnce in the i~t~e. 

Applicant has estimated s total ~d:o-o1ectric prod~c

tion for the year 1921 of 1,032,800,000 k.w. h:s •• the p~ch~se of 

158,000,000 k.w. Ars. and the generation by steam power of tho re-

me1ning 399,200,000 k.w.hrs. required to meet the estimated total 

electric o~tp~t 70,200,000 k.w.h:s. is ezpectcd to come ~om now 

pla.nts to be bro~ht in d~ing tho year and 962,600,000 k.w.hrs. 
froe e7..isti:l.g ple.!lts, whic.b. tllc.er a:vcrsgc co:::.c.i tiO%ls of -.vater 

s~ply could ,:rod~ce ~cco=di~ to present estimates b~t 939,000,000 

k.w.h=s. It is highly desirable that t~e rates of this coepanJ oe 

placed on s st~b1e baSis. not o~y in tho so-cslled ~ma1n case~, 

b~t as far as possible in the su=cha=sc case as well, ana to a~oid 

u repetition ot past increases of =ctesbro~ght cbo~t by deficient 

~ster supply consideration will be given to average conditions 

rather th~n to ~:s~ally fsvorcble conditi~s which :ay exist ~~_ 

~~e reasonable operati:g exp~ses 

as deter=ined hore~ are bused on the average hydro-eloctric out-
put to be cxpectea. 

?rom the eVidence in tho cpplication of G=eat uestern 

~ower Co:p~y of Califor~a for a continuation of its s~charse, 



Aoar1ngs in ~hich coveroa tho z~o per1o~ az those in this p~o-
cco~1n5t it appe~re~ that Gro~t ~estorn ~ower Comp~ wO~d h~ve 

Negotiations 
between t~e companies which had been ~e~ding for se~oral months 

woro pro~ptly clooca on an order !rom tormor ?r~s1dent Dovlin 

who was thon presiding. ~hc ~rrDneomont thnz consummatod will 

result in the pa%chaso by ~acific Gas and Electric Company o~ 

an ~dditionsl amo~t of ~ydro-electric power. estimated by tho 

Co~~sionfs Assistant Chief Engineer. Lester s. Rea~. at approx-

1~ctely 70,000.000 k.w.~s. on the year's bss1s. 

~e original est10ates snbmitted by the co~psnie$ show 

a conzidere.ble less fiSUl"o ," !t wo~ld not in ~ way appear ic-

~ossible, howe~er, for ?aciflc Gas and Electric Cocp~y to take 

the amonnt estim~ted above if steps are ~ed1ately taken by 

both companies to make the necessary interconnecti~s •. Both 

ntilitios agreed to take all roseon&blo zte~s an~ s~ch action 

1z e~ectod 1~ !~ll by this CotL~ssion. 

!1l1s pc.rchase of ~owe= will :"Gstllt in $. conse:r~e.tion 

of ~pproximatoly ZlO~OOO bbls. o~ oil d~i:g t~e ye~ and re3~lt 

in a redt:.ction in the cstimctcd cost of oper$.ti~ b7 ~ac1~ic Gas 

and Electric Co~p~ of approximately $75~OOO per annnc. ~e 

estimate of ftle1 cost for the year 1921 as set np by the Company 

whe: revised fo~ t~e ccangc in the p=ice of oil ~d the ~nrchase 

of po~er f:ro~ the Great ilester~ ?o~o:" company ~ll be redt:.ced to 
of 0:11 

On the basis of tho present price/and average $2~940~510. 
power 

water/co~itions tho cost woc.ld¢o $Z .. OOO~OOO,. making a net sa.v-

1!lg of $435~OOO. The rate tor the po .. er to be p~chasod from 

Great ~estern ?o~er Co=pany ss originally proposed by tx. Ready 

in his me~orsnd~ to the Commission w~s b~sed tlpon c co~ideration 

not only of the cost of the prodc.ct1on of that power .. bt:.t of the 



price of oil effective prior to the red~ct1on of 25 cents per 

barrel made on Usy 13, 1921. Altho the cost of prodncing the 

power by Great ~este~n 2o~er company, if fnll ret~=~ is allowed 

npon its 1nvest~ent, exceeds t~e price reco~cnded, it is a~parent, 

as s~zosted by ~. ~eady. tr~t the price m~st be snch as to en-

co~age the parchase bj ~eci~ic Gas ~d Electric company. Necessar-

ily the effect o~ the change in price of oil Will be to conside~

ably rednce tho price ~hiCh 2acific Ces and Elect~ic company can 

economically pcy for the po~e=. ~e estimate herein will be 

based ttpon an average rate of approximately 6.7 mills per k.w.h=. 

instead of 7.5 mills ~s heretofore estimated. A rednction of 

aig::c. t-tenths of one J:lill per kilowatt ho~r will also be I:ade in the 

cost o! power p~chased 'from San Joaq~ Lis~t ~d ~ower corpora-

tion on a:d after J~o 1, 1921 on acco~t of the effect of the re-

d~ction in oil price to ~acific Gas and Electric Compsny. ~e 

cost of J.J~rche.sec. pOYlor shonld be i:J.creasod. to $1,360,000 to COVer 

the increased. purchase from G~eat ~estern 20wer Comp~ as estimated 

and to reflect the ch~ge in oil ~rice. ~e total se~1ng d~e 

directly and indirectly to the decrease in the price of oil and the 

pUJ:'cha.ee 'of power from the Great .... iestem :Po71e= Compa::l~ is on an. 

ave::oage anno.al ba.sis app::ooximate1y :~610,.OOO. 

Altho subject to some quc3tion by protestants I am con-

~inced t~a.t ap~11cant's estimate of general ~d admi~ist=ative ex-

pense is not unreaso~ble to be allowed in connoction with this pro-

ceed1llg. 

z.ne com~~yJs esti~te of taxes was thes~bjoct o~ exten-

sive cross-e~nat1on and a:"g1lIC.er.t .. m£).inly directed. to the mot1lod 

of estimating the state taxes chs:goablo to the operations d.~ing 

the year. ~e comp~!s estimate is on the "accrual" as dist~

guished :from the "payment" basis. ~e former method has been !ollow-



.-

ea by t~e Co~ssion s1~ce 1913 and consists in allowi~ an amo~t 

for t~es eq~i~alo:t to tho tax rate in any gi~en year ti~es the 

gross re~en~o for that year. ?:-otostants o:rgoe.. thOot this :nethcd. / 

allows s. greater DmOWlt than will be :paid dtl.:'ing 'the yea:z a:ld.. it 

the gross reve:c.QO steac.ily increases from 10ar to year. an incross~ 

i:cg balunce unpaid to tilo state will resut "i":!:ich will never bo an 

acta.al oxpo::lse. 

The present method. of taxation applicable to corporations 

s~ch as ?acific Gas ~d Electric Cocpa~ is to e certain cAtent a 

hybrid 'between an advaloretl and inCO:::lO te.:t. In legal theory it is 
s property t~. OQt the :easc:o of the tax is cocpa.ted on e g=oss 

income 'basis. ~he taxes which become a lion a.pon the co~:paDYrs 

• ~ 'I\.~ '1'1 1921 t d t 7:..Jil ~.-propervY .:0. ~arc_ are cocp~ e a ~70 o. v~e grosz revenue re-
It is. there~ore. apparent 

that, osrring a codification of the rate of taxation down~ard or 

a complete doing away ~th the present 'basis of tax&ti~. the gross 

=o'Vonuo in one yee::: places an o"oligo.tion upon t::'e compa::.y to pay 

7t% of that amount to tile state during the s~cceeding fiscal year. 

has d.one. coc-,Ptltations will show tha.t the lltloct do.e in Jo.ly o~ 

each year a::lcl which becomes So lien t:.POll the p:-cpe=ty in Uarclz. 01" 

that year is less tb.s..J:l. tllo amotln:t which wottJ.e. bo or..:t:1:nntod on an 

accrual oasiS for ~he same ~e!ioa. so that a f~a will eccumnlate 
:1n c.rJ.y s t:.ch rese!"ve. 

urges that a~~licant as a :es~lt 0= the nethoa czea collected a 

~ory la=se S~ in the pa.st 1~ excess o! tb.et necessary ~d that en 

facts leads to the conclQsio~ teat in ~~ole applicant has not daring 
the period when rates ha~e bee~ ~etormillca ~j this COmmission ~or 
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the comp~'s en~ire system. earnod in fQll the rcta:n to~d reason-

able by the COmmission. It follows. therefore. t~ct irrespective 

of this consi~er&tion. practical i~j~stice to the· cons~ers has 

not reoQlted in the past. 
-

Applicant u=gos that it mQst be reimbursed tor $409.000. 

being the ~it!erence between 7~ of its 1920 reV~Qe and 5.6% of 

the same. wniCh it conten~s it did not accr~e b~t mC2t pay o~t 

dnriDg the present year. I do not find ~~at the Con~1ss1on has 

at any time i~ the past contemplated th~t a ~tility sho~d accr~o 

~d hold !rom one yea= to the next the taxes cO~PQted for that 

yoer. ~e Cocmiesionfs busis Cas been in determining rates to 

comp~te taxes ~pon the re~en~c !=o: that year. the co~pany P«7ing 

~ over to t~e ens~ing yeer. Applic~t's claim for $409.000 

shOQld not be allowed. 

I c~ot. however. ~gree with ?=otestants thst the in-

stallccnts act~lly paid in ~y calendar yeer represent the correct 

~o~t to be allowed in determini~ rates. In the deter.oination 

of working cash capitol o~ ~ ~ti11ty the CO~$sion does not in-

cl~de taxes as a part t~ereof ~d the cOwpany shottld. thorofore. 

accr~e its taxes beforo the same are ~a1d; also, as the taxes d~e 

it is spp~rent to me thst the stste taxes to be sllowe~ sho~ld at 

least be the amo~t dQe an~ p~yable on tae first ~o~day in JU17 
even tho the second i~stsllcc~t is not act~slly paid ~til the 

first of the following year. For this proceeding ! recommend that 

the state taxes to be allowed be based npon tho amonnt which be-

comes ~ lien upon the cocpanyTs propert7 on the first ~o:day of 

determinations in this ~ecision. t~s concluSion is of conrse not 

a cOccitment nor a binding precedent on the action of this cO~s-



sion in the decision of th0 ~inal case or of other cases involving 
tho ::itll:lO point. ~c other texes T.hich oxc to '00 con:::idered as 

part of the o~eruting eA~cnsos o~ applicant ~e mainly Federal in-

como tax and local fr~chisc taxes ~h1ch a=e applica~le to the 
jeer in w~ich the incoce i::: =eceive~. ~he taxes to be allowe~ as 

oxpen:::es chargeable to the opc::-ati ons of 1921 a:e, the:oefore. as . 
follov:s: 

st~te t~es, 7~~ ot 1920 gro~s 
revenne • • • • • • • • • • • • • • • 

Capital stock and miscell~oous 
taxes. incl. County F::-anchisc . . .. . 

~ederal income tax based npon net 
income fo~~ reasonable • • . . . . . 

~1.611.900 

52.000 

550,000 

~otal ••••..••..•• $2,213.900 

Applicant esti~ates the proper smoo.nt to be set cside to 

Co~~a=ed with this 
is the esti~ete of $80.600 presented i~ connection with the epp11-

:~tion ~h1c~ reslllted in the granting of the present 15% snrcharge 
z.=.d. the actC!ll amot:.nt of :~135, 042 set IIp on t::'c books for 1920. 
171 tnesses for ~ppliccr.t explaini!lg the me.thod of arri 7ing at the 

figore of $290,000, doscribed $ stlldy of tho i~c=easo ~ i~s::"sble 

capital. of t~e increase in t~e cost o~ repl~ci:g ~roperty in event 

o=:: its d.estru.c":ion S!lo. o=:: the prcl:li'll:l =a.tes' of 1:l.21l!'SJlCEl co:cpSIlies. 

It is e~i~ent f:om t~is testi~ony, ~s well as from the fignres 

thomsel~es. t~at a consideraolo change has been ~de in the b~sis 
of this chSl'gc. ~e pu-~ose of this snrcharge proceeding is to 

adj~t rates temporarily to care fo: ~rke~ Ch~ges in conditions 

~onding the concl~$ion of the more e%hs~sti~e investig&t1~ WhiCh 
1s now nnder ~ay. ~itto~t ~inally pacsiDg on the reasonableness 

of ap~lic~t'a claim. it soc:z tb~t it is p=operly a sllbject for 

the larger in~estigation, an~ that a reasonable fig~e tor ~e-1n 
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tho pro~ont consi~o~ation ~ill oe ~120.000~ which is comparable 

with the act~~l expe~ditQ:es for tho past year. 

An a~inetion of the ~etails ot t~e ~dditions to o~

erati~e property on which $pplicent claims a retQ:n of 9% &n~ an 

allor.~ce of S% for depreciation Sh~:s in excoss of ~.OOO.OOO 

for sncil items as land, ~itchcs, senersting QSch~er7. atc •• on 

vmich 3% ~nity for depreciation is in excess of that norcallr 
s.llowec. by the COmmission. 

Co~s3ion i~ pr~~io~s decisions in similar c&ses, bnt only where 

aaditions ~ore principally to distribution system. The app11ca.-

tlon C~ s ~ore rationsl percontsso £or deprociation to these itoms 

reo~~~s in a =ed~ct1o~ o~ at least ~~~o,COC per year, below the 

mination c~ the original sc=charge cases in 1918 ana be~ow the 

increase o~er the ~llowance of 1920 ou the comp~yrs basis of 
~Z59.055. 

~e c~stomary allo~~ce in c~~ital !or materis~s ana 

s~pplies pr~per1y covers only stores kept on hand tor operating 

purposes. snd matorials to be ase~ in capital aaditio~s to ~lant 

sho~l~ not be incl~~e~. ~~e c~idence shows. hOT.e~er, thst the 

figuro here presented by cpplic~t ~c~Qdes a~l ~ter1als snd 

snpplies on hand. except those to be ~sed on the large constr~c-

tion jobs ~~aled by a special force. A reasonable allowanc~ 
for this item is $2,400.000 end the increase ~rom tho s~ con-

sidered 1:1 pro'Vio~s d.ocisions is ~1.050.000 instead.. of :~1,.473.000 

as :proposed. 

~e figoxes for additions to capital while in general 

correct are apparc:tlY not entirely accurate. the e~idence sho~-
ing that the effect o~ probsb~e absndonme~ts of property during 

1921 has not been considered. Agsi~t t~i3 omissio~ cnst be 

recko~od. the omission from the ostimates of ezpenditures~ wh~ch 

cannot be foreseen b~t rihich will nevertheless ha~e to be made. 
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It is appare~t that tho figuxo3 cannot be usoa as the ba~1s of 

precise ca1culatio~s b~t thoy may rGason~bly be ~$od in this sur-

chsrge proceeding. 

Money invested since 1916 has necessarily been bo=~owed 

at abnormal interaot rates an~ a ret~n of ~e percent on recent 

additio~~ to property. as dist1~1she~ ~om the o~der properties, 

cannot bo considoro~ oxce~sivo and ~s boon allowed in other do-

ci%ions of this Co~ss1on !or cimilar additions. In ad.dition to 

providing a ~~i= return the net re~en~o ~ust be sn!ficiont to per-

mit the setting aside of ~ annuity to cover the depreciation of 

property. ~o reasonable =eqU1reme~ts !o= depreciation an~ re-

t1ll':c. may be sllIllOled. tlp so tol1o';1S: 

~LE NO .. I'V. 

Net Eetaxn fo~d reaso~ble in Decision 7823 •••••• $7.408,460 

Additional Capita~ Invested to 5/30/21: 
Net Additions to Operative ~operty 
Increase in ~o=king cash Capital 
Increase in ~te=ials & Supplies 

Less ~ount considere~ 1n 
Decision 7823 

?et~n e. t 9% .. .. .. • . . . . . .. . . . . . 
~ ot e.1 ?e t ern .. .. . . .. . . .. . • • • • 

Depreciation as allowea in Decision 
yo. 7823 •••••••••••• 

A~aitiona1 ~11owance to cover addi-
tions to property . . . . . . . 

~ot$.l Depreciation. .. • • .. .. • • .. .. • .. • 

$15,.135,.165 
500,.000 

1.050 t OOO 
$16,.085,.165 

6---,,500,000 
$1tl; 185 ,.165 

:~ 1,450,000 

14:4,055 

~otal for ~prec1ation and ~eturn . . . . . . . . . 

9~o,665 

~o earn t~e net re~en~e sh~n applicant ~ust e~idently 

receive a gross re~enc.e eqa..e.l to the Stl.tll of its ope:re-ting expenses 
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and net r~ven~e. 

~s.blo No.5. 

T.A:3LE NO. V 

?ACIFIC O~S ~fi) ZLZC~IC CO~A~Y 

1921 :aesis. 

Gross Reven~e (Existing Basic Rates) 
From COllSCl:lOrs • • • • • • • • 
Inter-departmant • • • • • 

Total • • • • • 
. . . . • • • • $21~341~SS7 

• • •• 382,,803 
• • •• ~21t7~4t890 . . . 

Operating ~~nses: 
Ua1ntenance • • • • • • • • • • • • • • • • • • 2,,100.000 
~erating (excl. o! P~el Oil & ~~ch. Zr.) •• 3,,520.000 
Opora ting - .?~el Oil. • • • . • . • • • • • • • 3" 000,000 

Pur ci'..a.sed ?ower • • • • • • • • • • • • 1,,360 t 000 
Generel an~ A~nistr~tive •••••••••••• 725,000 
':i:axe s ••••••••••• • • • • •• 2" 213 ,,"900 
Insll:'DJlce Reserves •• • • • • • • • • • • l20.000 
Uncollectible Accoc:lts • • • • • • • • • • 78.000 

~otal • • • . • • • . • • • • • • • • ~t1l6tSOO 

Net Re~enue Avoilable for Depreciatio~ 
an~ Return (Witho~t So=c~rge) ••• 

Estimated ?'easonab:e Net ?even~e for 
Depreciation ~d ?eturn • • . • • • 

. . . . . . . $8.007,790 

. . . 
Deficit belo~ ~easonablc ••.. • • . . . . . . . 

• ~9.979,,180 

$1,.371,.5$0 . . 
~e above estimated ~eficit below u reaooncble return is 

equvalent to 6.35% of the basic rates, from ·.·ib.ich it may rea~ily 

be conclo.d.ed that c.nder present conditions of l~bor and snpply cos,ts 

and general operations it the utility is to be aut!:.orized rates 

sufficient to yield it t~e retur~ fo~d rcesonable a surcharge of 

thst amonnt is necessary_ 
. Applicant 1s act1~oly eng~ge~ in the ~o~elopment o~ 

s~ditionsl power ~d the ext~sion of itz system to moot t~e de-
men~s Of t~e te~~itory se~ve~. 

-19-



I: this increasing ~e~nd is to co~tin~e applic~t. 
o~on .~ a period o~ tcmpor~y ~oprcssion. m~st be in a financial 

position to obtain the necos3~y ~~ds and if this can be accom-

plished by rc~soncble =~te: same sho~l~ be done in order th~t the 

Co:pany cay fQnctio~ continQously and rendor ~dequete 3er~ice and 

be in a pOsition to meet the c.oJ:la.nc.s on its system. c.e~oloJ? p()710r 

and =crvo econoQically_ ~hi3 comp~y ~es ~ot allowed to earn 

mOre than 0 re~so~ble return. c.u:i~ periods of sener~l increased 

p~ofits in ot~er lines of ind~stry and itz position 3ho~ld if 
possible bo ~intaincd st tAis time. 

crease in rates on spplic~tr3 system authorized oy this Co~mis

sio~ nes been approxioately 3~; over tee ratos in 1916 and with 

tbe continucnce of t~e surcharge ~erein !o~d necessary this ]Cr

cent~ge increc.se 7.'i1l be red.u.ced to \;1 total &verage of 22 pe rceIlt. 

7fuon it is cons1dered tr~t t~e F=ico o~ oil ~s increaso~ 150 per 

cent and the cost ot otter eo==o~ities ~sod i~ t~e operation of 

SQch a ~tility is i~ most i~stances ~t least 50 percent in excess 

of pre-~~ costs. it ~o~la ~ot ~,pea= that the sQrcharge ~crein 

a~thorized is in any ~ay ur~e~sonable to applicant's co~s~e~s 
evon in this pcrio~ o~ aoprcssio~. 

In ~ic~ of tee fuct thut the s~c~arge heroin e~thor

izea is to become effective on ~d after ~pril 10. 1921, t~t the 

present tenae~cy is for reduci=S ruther thsn increasing cost of 

operatio~ and the~ t~e period o! the su:che:so covers a ti:e ~hen 

greater red~ction QS7 occ~ th~ d~=i~ the cale~dar Y6&= 1921~ I 

recommend that tbo s~c=~ge to be ~ade c!~ecti~e be 6%. 

I reco:::l.':ond the follo7T.i.nS form of Order: 
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ORDER - - - --

Pacific Gas end Elec~ric Co=pa~ having filed its 

second s~pplecenta1 application for a~thority to contin~e the 

surcharge of 15% heretofore ~~tco=ize~ in Decision 78ZS pon~:g 

final detorminution of eloctric ratos on its systec. hearings 

decision, snd the Co~ssion bevi:g heretofore in its Dee1si~ 

Xo. 8835, aated April 9. 1921. =e~nced the l5% so:charge to l~ 

and hsving orderod th~t all s~s collectod ~pon said lO% s~ch~ge 

be 1m~o~ded by ~acific Cas ~d Electric Comp~y s~bject to the 

orier of t~s Coc~1szion in its fi~l decision in this second 

snpplemental application No. 5567, 

The Railroad Commission corocy finds as a fact thet a 

sQrchs=ge of 6% applied to t~e bills for electr1c service based 

~pon the rcg~la: :ched~les and oasic chsrges as distins~i~ed !roc 

the e~sting surcharge o~ 10.% now in force a~ effect is e jnst 

and reasonable su=ch~ge to ce ch~ged and collected for electric 

service.by ?aci~ic Cas und Electric Co~par.y. 

I~ !S CEEEEY ~~ that ~acific Gas and Zloctric com-

pany be, and the ssme is, hereby e~thorized to' charge and collect 

in addition to its regula: charges for electric se=~ice, exc1~si~e 

of the present 10% sc:Charge. a suxccarge of 6%. tee same to be 

ef~ective for ~tered ser~ice ocse~ npon all =etcr readi~s takon 

on and after J~e 10, 1921. an~ for ~let rate ser~ice ~~ 

rendered on and a!ter Jnno 1, 1921. 

pro7isio~s of this com=dssio~'s DeciSion No. 8835 ?acific Gas and 

Electric company be ai=ecto~ to re~~d or credit to con3Umcrs re-

cei~ing eloctric serVice from its syst~ the diffe:ence betwe~ 

the 10% eu:c~argc herotofore authorized in this CO~Mjssion's Do-
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01310n No. 88S5 and the s~ch~=ge of 6% herei~ u~thorized ~~on all 

bills ren~ercd !or motore~ s~rvice bU3e~ ~pon rogula: motor read-

i~ss take~ on un~ after A~ril 10~ 1921 ~d prior to Jnne 10. 1921. 

and. for fle.t rate ser .... 1ce ron5..ered. on and. ufter April 1 • . 19ZL a::.cl 

prior to J~e l~ 1921. 

orclGrod. filed as the Opinion ~d. Order of tho ~eilroad. CO:mission 

of t~e State of Csli!ornia. 

Dste~ ut s~ Pr~cisco, Cali:fo=~ia, this ~ ~da7 o~ 
May. 1921 .. 


