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OPINION
Present Proceeding:

Under the above application, filed Januvary 7, 1936 Market

Street Railway Company, hereafter referred to as Applicant, request-

ed the Commission to Institute a formal investigation iInto the

rates charged Applicant by Pacific Gas and Electric Comp&hy, heféarter
referred to as Pecitic, for railwaey power service tnder Schedule P-9.
On February 10, 1936, the Commission, in response to Applicant's

(1)

request, '~ ordered an investigation into tThe rates and practicas 6:
Pacific in supplying electric-energy to Applicant.

Public hearings were held on February 20,'21; Merch 31;
April 1, end June 16. The record comsists of 61 exhidits, 53 of
which were filed by Applicant and the remainder by Paclflc, and 469
pages of reporters’' transeript of oral evidemce. The above eﬁtithd
p;ocgedings wexre consolidated for heering and decision, and the:case
was submitted on ﬁriers, June 16th. Subsequently briefs have been

£1led snd the case is now ready for fLinal decision.

Previous Proceedings:

| The present rate under which Applicant receives service
(Schedule.P-Q) was established by Commission's Decision No. 135316
(24 C. R. C. 638-652), effective april 1, 1924. The above nemed
decision was a supplémental order to Decislon No. 11457 (22 C. R. C.
744-804) effective Jenuary 20, 1923. Decision No. 11457

was the'result of a major electric case, fixing all electric rTates

Note (1l): 1t wes Joomed Teasonavle that the Commlission should so
act 1o order to accord Applicant the privilege due 1t inasmuch as
+he latter was unable to challenge the reasonableness of the rate
charged because of the limitatlons imposed under Section 60 of the

Public Ttilitles Act.




ox the Pacifie’s systen. It was undexr this decision thet a rallwey
powexr schedulg was Tirst estadblished. Prior to this time rallwey
rates were based upon special contracts.(z)
Since 1924 tho rate under this schedule has remained une-
chanzed althougr it hes come urder genmoral review with schedules for
other classes of service irn 1928 (31 C.R.C. 289); in 1930 (34 C.R.C
212); and in 1932 (38 C.R.C. 263). This is, however, the first
tine the Commission hes formally reviewed this rate in a separete
proceedinge. | h

Railway Power Service Rendered dy Paclfiec:

Pacific Serves twelve electric railways under its Schedule
5.5.  Of these twolve reilweys, Applicant’s system is the most
important. Its ennuel power bills exceed $1,000,000 and comprisé
over 45% of the entire railwey reverus secured under this schedules
,pplivery to Applicent's system ic made over an 1l KV net-work, con-
sisting of 82,79 circuit miles of lirnes owned by Paciflc, with the
excentlion of epproximately 10 miles belonging to Applicanta

The energy supplied is 3-phase alterneting current

nower delivered and metered at eight widely soparated substations

owaed by Applicant. This energy is converted(s) in Applicaﬁt's
ubstations to 600 volt dircct currexnt which is employed in the

operation of the cars or Applicant's system.

Noto (2): Thus the Commission said, ir part, (22 C.R.C. 744,788)
Wihe rates ot present In effect have been besed on special con=-
tracts with the different zeilway companies, but in gemeral

fairly uniform. Tae rate for service to the Market Street

Railway Compeny is provided, under special contract between the
Sierms and Sen Froncisco Power Company, and that reilwey compony

o3 successor to the originel party to the contrsct. A standard
reilwey service rate is therefore fixed for all stendaxrd rallway
service on the combined systems.”

Note (3): Comverting equipment to the extent of 20,500 KW is owned
Dy Secific and is carried at s historicel cost of 365,336 (Tr.Exhe49).
Pecific makes no cleim that this investment should be considered dut
acgulosces to the Commlssion ruling (22 C.R.C. 744; 24 C.R.C. 654)
thet such services &S are remdered by this invesiment should bve
covered by speciel sgreement beitween the parties erxd not made & part
of the rate. ‘
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Applicant's Claims:
'Applicant's contention is that the rete fixed by the

Commission (24 C.R.C. 638) in 1924 must be taken to be presump-
tively Just‘and reasonablé at the time when established, dut,

due to changed conditions the rate today 1s unreasonebly high and
discriminatory. This is claimed to be true because, (a) there has
beer no change in the rete since 1924; (b) substantial reductions
in the cost to serve have bdeen reallzed ﬂyhPaciric; (¢) material

rate reductions have beern made to other c¢lasses of consumers; (d)
the primary or high voltage industriel power customer enjoya a
lower rate; and (e) the Los Angeles Railway Corporation receives

& lower rate froﬁ fhe Soﬁthern Californla Edison Company Ltd.

From Applicant's claims it is clear that the issues
raised in this case revoive around the question of the reasonebleness
of the railway rates accorded under Schedule P-Q both as to rate
level and relationship with rates for other classes of servioo

Review of Evidence:

The evidence of record has been carefully reviewed and
analyzed. It appears unnecessary to here discuss, in detall, all
the factual matters presented.

Applicant is Pacific's largest single electric consumer.
lIt likewise has certaln very favorable load characteristics due to
5ts witormity of demand, high power factor and better than‘average
Joad factor. These fevoradble factors are, however, partlially off-
set by the fact that the reilwey load contains little diversity.

The record clearly establishes the fact thet sales to

Applicentts system are Dow materially lower then when the rate was

' 4
first established, as shown in Teble I.( ?rollowing:

Mote (4): rrom Applicant's Bxnibit No. 9.
i .
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DARLE T o

: : Energy : - Peak ¢ Aversge . Annual :
: : Purchased Demand ¢ Rate-Cents { Toad Factor :
Near: KWE 3 X : Per XWH i % :
. _ s . (<) , (&) (4]

1923 143,809,640 34,900 0.860 47.0

1924 146,844,900 33,996 0.83%5 49.2

1928 156 329 050 3G, 510 C.833 43,7

193% 125 340 290 31 280 0.836 45,7

This reduction in comsumption of nea:rly 1394 is directly
opposite to the trend of conzumption of other important cla.saes of
service. TFor instance, the sales(S} to the general power consumers .
heve nearly doubled and to the ligh.ting consumers (including ccoking
and heating) have more than tripled during this same period. This
trend in ssles is important and will bde referred to later, |

The record shows there has bee:i no(6} reduction in the
railway Mer rate wuder Schedule P=-9 since igéé while sabstan-
tm(ﬂ reductions, both by order of the Comission and by volwmtary
action on the part of Pacifi¢, have been mede in achedules serr.tng

other importent classes of consumers.

Note 552[ : 1923 1935
General Power Sales (M KWle)ececescecccenecs 485,154 89%, 315
111 lighting & heating & COOKINZe......... 182,167 645,103
(See Defendant*s Exh. 53 amd Tr. 309)

Note (6&):
Applicant*s Exh. 3 and 36, Tr. 9=10; 123-124.

Xote (7): '
Applicant's Exh. 44 & 45, Tr. 120-124. Thus exhibits 44 & 45
indicate the following znnual reductions:

1928-........,u,418 900
1935, cccacnns I.,GOQ 000 (Limited to the year 1935)
10360 nnnnsnn 3,926,000 |

Exhibit 45 indicetes that the 1936 reduction ™can de calculate&
as equivalent of & to 5% of the gross on the basis of its
present anxual electric department revemies.'™




The msjor portion of the record iIs given over to the ques=-
tion of the magnitude of the downwerd trén&. ir the average cost to
Pacifric of remdering service, to the power rates gran:ted. Lo primary
industrial users, acd to the similarity between LApplicent'™s situs-
tior and thet of the Los ingeles Rallwey Corporation. These will
be discussed in the order named. " "

Cost of Service:
The record is silent on what it cost to remder the rafle

vay se>vice when the rate was established Ix 1923-24 or in any sub=
e:dquent year to date.

0n the theory that production and transmission costs
constitute the bulk of the costs to Pacific of rendering raillway
service, Applicent introduced extensive studies on the trend of
said costs from 1923-1925 thru the year 1335. Using the costs
developed for the years 1923-1925 as 100%, 1t was the contention
of Applicant that all system productfon emd trensmission costs had
Zeclined an average of 15.93% by the exnd of yeaxr 1835, This con
clusion was sharply challenged by Pacific whose contention was
that, following Applicant’s method but correcting for claixed
errors in said method, the reduction in costs was not more then
5.265(°) . |
Note (8): Thus Applicant’s Exhibit 61 revised shows:

TAverage costs of Production and Transmiusior Per K, W.H.
of Primary . -
O Substatiorn Quiput Chenges in

Average of Years Present Costs Bused Cost between
1923 axnd 1928 vpor 1835 Operations 1823-25 & *35

10.512 Kills 8.838 Yills 15.93% Decrease
Pacific's Exhibit SI shows: ' ‘
9.567 Mills 9,084 Mf1ls 5.05% Decrease

As per tremseript (?Y...?.QS) the 5.05%(Index $4.95) is reduced

1o 3.26%(Index $6.74) when utilizing certain chenges in
cost of mopey which are also understoed to be Imncorporated
in revised Exh, 6L of Applicant. .

€.




The contentions of the two perties will now de briefly
considered. It may be sald that the wide ﬁtferences iz result flow
from three major csuses; namely, the capital base used; m_é deprecia-
tion allowance; and the primary substation output used asz the divisor
to determine the cost per kKilowatt hour.

It appears thet Applicant erred in using zs & starting
point & capital basel®) rejected by the Cammission ix the origimal
oxder undexr which the f—Q rate was established (22 C.R.C.744 supra)
and thet Paciffc is correct in using the capital bame found reason-

sble in said order.
While it appears that boih perties mmy have errv&(lo'} in

the depreciation allowance used, the effect in the final result is
not beliem surriciently material to warrant further discussiou.
The most important differexce arises Lfrom the lack of |
sgreement as to the proper primery substatlion output to be used &s
& divisor in computing average cost per kilowatt hour. Beglmxing
with the year 1831, following the consol;dation of Pacific anxd its
affilistes, there occurred an Interchange of elecirlcal energy, which
resulted each year in deliveries to the subsidiaries. It 13 these
deliveries which give rise to the controversy. Applicant imcluded
thege deliveries as power actually gemerated and t:rgnmittad and
thus secured & lower cost at the terminal year 1335, yhilg Pacific
eliminated them both &s to kilowatt hours and revemus m'm thaqr;r,‘
that they were surplus or dump power sales, and accordingly secured

a higher cost and & lesser downwand trend. -

Note [J): This caplital base was approximately $19,000,000 more than

— found reagombla {(Detendant*s Zxh. 50, Tr. 282). :

Note [X0): Mr. Jacobs for ipplicant used & constant Jjudgment deprecize

ton rate (Exk.17, Tr. 64-65) throughout the periced, which,

accordingly, had no. effect upoz the cost trexd, but inssmach
as it was applied %o a higher cepital bese It did wduly In-
crease the depreciation =zilowance, and thus the cost per Kwh.
Ur. Thomas for Pacific used the actual compeny book allowauce,
proreted when necessary (Exk.S0, Tr.286-283). Pacific’s Exh.5C
shows that the deprecistion sllowance for traxsmission was un=
daly tow in 1923 and 1925, compered with decision No.l1457
(22 C.R.C. TT7)and the year 1335, and hence tended to depre
the cost trend. | o .
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It appears that the important questiom here is whether
or not this interchange represents firm or surplus power sales.

Pacific claims that they were surplus or duxp power sales for which
an. average rate of approximately 2 mills was received, This claim
remains unchallenged. On this basis it appears that, to ipclude
surplus power kilowatt hours in the average cost computation, is to
dilute the average costs incorrecily. Surplus sales are mot to be
confused with firm powexr saleg and, && long as something more than
izcrement costs are received for some, the revenues thus reslized
are bemeficisl to &ll other classes of consumers. In the Instant
case it appesrs reasonsble that Pacific'’s method, based upon the

- evidence of record, gives resulis whick are more nearly correct

from & rate-making standpoixrt.
It appesrs that the average production and trapsmission
costs have declined. (I.I.}

dgcline in average costs is ot mecessarily sufficient evidence to

In. our opiniox the mere showing of &

Justity the conclusfonr that & reduction to a single consumer of a
class is warranted, when the record Is not oxly silent or what it
costs to sexrve that particular consumer and class, dut likewise is
noet izconplete respecting other classes of service.

In this case there is in addition, the sémewhe;t wmusasl
situgtion that the average rate palid dy Applicamt 15 less thanr the- -
average system costs for production and trexsmissiom. (121 Pacific
cleims that, in additiom, certain distribution costs, approximat

iny I mill, shoulid be included. '
Note (11]: It is cbvious Unat such decline is much less than thet
. clatmed dy Applicant.
Xote (22): Average cost of Production & Tramsmissionr 1923-~50 1935
Applicant clafmed (EXDeClleeeesccasccesas .. eeelleni2 M1y 8,538 Mi.
Pacmc Cl&imﬁd.- (m.so)...t..‘....-h.-----.-.- g.s&? m’ g‘m m.

Averece Rate Paid: ) ‘
By Applicent (Exhe 3lececcccccecenas Sa46 MI11s 8.36 Ml

8.




Applicant's position is that it is entitled to 2 ra@é be-
low the average cost, due to its favoreble load characteristies;
that such wes the cordition in 1923-24;,and with reduced costs of
ope:ation, its present rate level should reflect this saving.

I cannot agree that the conditions are essentlially the
szme today as when the railway rate was established. As.already
noted the sales to fApplicant have declined rather materlally, while
sales to other consumers have increased very sharply. It was in
pert througk this increase in sales that meny of the reductions In
retes have been warranted. Noq_only through savings due to larger
volume but 2lso througk the demands calling for mew lower cost pro=-
ducing equipment decouse of these new dewands. It appears. |
ressoneble to accord reductlons to those classes of consumers which

have earnced reductions by incrcesed consumption or who in the past,

heve carried an undue share of the cost burden, in order that the

wtility may secure or hold business which it would otherwise lose. (X&)

Note (13): It is well established that cost to serve is but one of
The me=my elements that zhould be given considerstion irn the fixing
of the lovel of rates as well as the spread botween the different
classes of service. This Commicsion has in many cases expressed
{tself on this sudbject and may well guote with advantaege here what
wes salid whon Schedule P-9 was originally established (24 C.R.Ce784).
"The fixing of rates and the equitable division of charges on &
system ec oxtonsive as that of applicaunt ls a prodblem in the solu-
tion of wbich no exac® rule or formula can be used. The &pOIroX=-
imate cost of rondering the several classes of service; the economic
value of the service vo the individuals and groups of consumers; -the
etes heretofore in effect and their results upon the operations of
the consumers; the elimination of discriminatory conditions eamongst
closces end districts and the gemercl effect on future development
of buciness of new »ates must be considered in the division cmong
the Terious clesses axd groups of consumers of the totel revenue
waich the compeny it envitled to reccive. Forms of ratos must de
»olatively simple, yot must meet the widely vgrying.conditions_or
»etcil and wholesale service. Tt is impossidble cnd uneconomical
to cttempt to fix rates such that ecch dsstrict or each class.of
consumer will return %o the compuny &3 equal rate of compensation -,
for the aversage proportion of the plcad reconsary for their sexvice. .
The system is so extensive unad receives power ITom SO mMInY polnts
that the service to “he different classes of consumers is largely
interdependent &5 to costs.” o

"g"




It is my corclusion that Applicant has failed to show that
the existing rate under Schedule P-9 iz unfair or unreasonable because

of the reduced costs to Pacific in rendering cervice generally.

e Primary Industrisl Power User:

Avpllcent calls attention to two primery industrisl power
schedules of Pécific, Schedules F=5 end P-30, and claims thet the
applicatioh of these, to o losd similar to its own, would result in
lowef rates than it receives under Schedule P-9. Applicant further
coﬁtends that, In the application of these primary power schedules,
its meter readings at the elght points of delivery should be combined
for »illing purposes. The upplication of these two schedules
(which are not qpplicable to railwey service) does result in & lower
cverege rate if the meter readings are coxmbired. However, if the

2illing is based upon separate meter readings, P~-5 becomes higher .

than P=-9 but the aversge rate under P-30 stlll remains lower by approx=-

imetely l2%. The relevancy of such a comparison goes, 6; course,, - -
%o establish that other similar classes of power users are now re=
ceivirg léwer rates and, if a gimilar rate is not granted to Applicant,
discrimination is permitted.

In the first vlace, I caxmot agree with Applicént thet
meter readings should be combired under Schedules P-5 and P-30 ror;
the purpose of testing the reasonebleness of Schedule P=9. The
present filing prohidbits such comblnatlon end, more importent, the
rate structures themselves do not contemplate such o combination.
0ere 2 d19tridtding agemey is burdened with the fixed costs in-
eldental <o tho, capital investment in separete lines, feeders, meters, ete.,

as woll &s %tho curcont operating and maintonance eéxpenses incurroa."

in meinteining separate points of delivery, such should be recog- .




nized by considering each point of metering separately ror'billing
purposes unless the rate structure is designed to reflect a éonsol-
idation; no such claim is here shown or made. The fact that come
mon ownership may prevall at the different points of delivery re-
sults in but minor savings Iirn costs, and is not sufficient to change
thoe standard practice recounted adove.

The £3iling of Schedule P-30,(14) effective Jenuary 1, 1936,
made it possidle for certaln consunmers, rérmerly on Schedule P=5,
to receive e reduction end likewise made it possidble to secure other
marginel power busiﬁ.ess. The record shows, and it is not disputéd;
that the riling of Schedule P-30 was mede primarily to meet éompeti-
tion and was not designed to return full costs of service to the

Power Company.(}5) This Commission has uniformly permitted amd sanc-

Note 514!:
- ention should be called to the nature of the fillng of
: the rate under Schedule P-30. This was a voluntery fil-
ing and this Commission has not passed upon the reasonable~
ness of the rate; bdbut merely has received the Liling as
provided wnder section 63(b) of the Public Utilities Act.
This is the practice accorded all voluntarily reduced rate
£ilings which do not appear to warrant belng suspended.
This does not mean, however, that their reasonableness may
not be challenged at a later date.

Note (15):
— Thus in response to questions by Mr. Du Val, Mr. Beckett
for Paciflc answers: (Tr. 327)

Q.=="Was Schedule P~5 and P-30 filed predicated on a
cost of gervice basis? A.--Only to the extent that we
made sure that it &i1d mot go below the increment cost.

Qe=-Was it filed because the Compeny belleved that this
¢lass of dbusiness was ylelding more than a fajir share of
costs? A.--Not at all. The purpose of filing this
schodule when it was filed was, as I sald, primarily to
meet competition, and thus to emable us to retain certain
business whlch it looked as if we would lose if we dld not
make such a reduction, and also toO emable us to secure
additional business at something more than the marginal
or increment cost, which would not be otherwise avallable

to us."

1.




tioned the meeting of competitive rates,--re Modesto Irrigation
District, et al vs. Pacific Gas and Electric Company, {36 C.R.C.
766). There is no competitive situation developed in the in-
staﬁt case in reference to the railway load and we can only con-
clude that, accordingly, there is no discrimination. It would
be inherently unfair end inequitable to use a competitive rate
such as Schedule P-30 as a measure to determine the proper level
of a rate not so affected by competition.

The los Angeles Railway Corooration Situation:

Applicant presented extensive testimony for the purpose
of showing that there existed a marked degree of similarity be-
tween its system and that of the Los Angeles Rallway Corporation.

‘ Los Angeles Railway Corporation is served by Southern
California Edison Company Ltd. Thls Rallway has enjoyed a lower
rate‘lG?since 1923 (the period covered in the reéord) then Appli—
cant. The rate scﬁedule or special coatract under ﬁhich it has
purchased energy bas likewise been limited o itself and ope other
large railway in the metropolitan aree of Los Angeles. Paciflc's
Schedule P«9 has been open to all electriclrailways wiihoux regafd
to size or area served. |

It is clear thet the Commission in 1923, when schedules
for both reilways were established, recognized and granted the
southern reilways a lower rate. Since that time the rate differ-
ential in favor of Los Angeles Railwey Corporation has been still

further iacreased b& mutuel agreement between the two parties.

Note §167:

1923 the Commission esteblished a railway rate of 7.7
nills per EKwh.(23 C.R.C. 1019) compared with 8.33 mills
realized by Applicent. This.schedule remained in effect
wtil May 1, 1930, when the rate was reduced to 7.325
mills (Tr. 137). This latter schedule was cancelled and
superseded by & S-year special contract (with a further
condition that contract may be extended one year, depend-
ing upon the coming in of Boulder Power) between Edison
end tho Railway on September 1, 1933 (Tr. 137). The rate
roslized under this contrect tor the year 1934 averaged
6.63 mills (Tx. 338) compared with 8.%34¢ mills paid by Ap-

plicent. ~ :




Applicant presented no evidence as to the reaéonabloness ¢t the
present rate nor what return it yilelded, if any.

It does not appear reasonadble to use a rate voluntarlly
.antered 1n£o tetween two parties as a yardstick to determine a |
Just and reasonable rate to others, unless there be shown a reason-
adble similarity in the services and conditions which led to the
voluntary rate.

While it may be taken that these two railway systems have
much in common in respest to certain of the physical and operating
characteristics, there is no evidence to show the effect of this
agreed rate upon the earnings of the Edison Compeny nor under what
conditions or why it was entered into nor that similar conditions
exist between the two parties in this ocage.

Counsel for Applicant contends that the rate voluntarily
granted Los Angeles Railway Corporation by Edison must be presumed
to be reaesopable. I agree with the presumption as far as the
Los Angeles Reilwey aad Southern California Edison Company are con-
cerned, but the implicetion that 1t is likewise reasopable for the
parties herein does mot necesserily follow.

It is my conclusion that Applicant has falled to show
that the present rate under Schedule P-9 of Paéitié is uhjuét or
unreesonable.

T recommend the following form of Order:

Market Street Railway Company having applied for an
Order of the Railroed Commission instituting a formal investigation

upon its own motion as to the rates charged by Pacific Gas and
Electric Company for electric energy sold by it to Market Street




Railway Company, the Commission having instituted an investigation

into the reasonableness of rates, rules, regulations, charges,

contraots, schedules, practices and operations or any of them of

Pecitic Gas ard Electric Company in supplying elesctric enexrgy to
street railways in the City and County of San Francisco and in
the County of San Mateo, the matters having bsen consolldated for
the purposes of hearing and decislon, hearings having been held,
the matter being sutmitted and now ready for decisiom,
The Reilroed Commission of the State of California
Hereby Orders and Declares that Application No, 20337 and Case
No. 4105 be and they are hereby dismissed. N
The foregoing Opinion and Order are hereby approved
as the Opinion and Order of the Railroad Commission of the State
of California.
The effective date of this Order shall be twenty (20)
days from and after the date hereof. | -
Dated at Sen Francisco, California, this Z‘Z’“‘/ day

r _Newtan ki, 1936.




