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This is & proceeding on the Commission's own motion into thc‘reason-
ableness of the rates, charges, rules and regulations, classifications, con—
‘racts and practices of the Vallejo Electric Light and Power Company, herein-
alter referred to as the company., Public hearings were held on Awgust 25,
1943, at Vallejo and September 1, 1943 at San Francisco, and the matter sub-
mitted. A brief was filed by respondent.

The company furnishes electric service to residential and commercial
customers in the City of Vallejo and vieinity. Zxcept for the Mare Island Navy
Yard and the Sperry Flour Mill, neither of which is served by the company,
there iz little industrial development in the company's service area,

History

The company commenced rendering service in Vallejo in 1897. Its
affairs have been under the Jurisdictlion of this Commission since 1912. During
the early years of its operation the company generated all of its electric
erergy requirements in a small steam plant located in Vallch. In April 1912
a contract was signed .for the purchase of power from Pacific Gas and Electrie
Company and all purchased power has sinee been bought from that company. The

steam plant was taken out of active service but was retained for standdy purposes
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until its retirement frox capital in 1933 end subsequent removal.

The company hos had a remarimble growtk with very kigh net earnincs
ond reflects on interen~ting utility dovelopment under Commission regulation.
From 1913 to 1942 the investmenat iz elecﬁric plant incressed ninefold fronm
<148,%591 to £1,372,1:4, each year showing an increase over tke rreceding yasr.
‘The plant investment inereascd by 422,000, or 33 per ceat in the Jeyear period
1939 to 194l. As of Decamber 31, 1942 slectric plact in service totaled
£1,372,144.

The number of customers has inereased steedily since 1913, except for
twe ghort periods, 1922~1923, azd 19301931, and the gain wns very rapid inm 1941
and 1942. Sales of electric energy in 1942 weré almost 17 times as great as in
1918. Kilowa*tt-hour sales more than doubled in the 4-yecar period 1518-1921.

In the 3-year poriod 1940-1942 they inereased 91 por cent. The commany's 1642
enérgy requirenmonts purchased from Pacilfic Gas and Zleetrie Company amountad 1o
29,003,000 iwh, and its totel s=alss for the year amountad t¢ 26,871,000 Kwk.
Company use amounted to 146,000 kwh exd tkho rezniring 1,986,000 kwh, or 6.8 mer
¢cent of the totazl purckasecd, represanted distridbution lorses 2nd unaccountad fox
onSTEyY.

Since 1912 o number of formal proe:iedings kave beon bafore tho
Commission, involving rates, rulss azd reoguletions, certificates of pudlie
convenicned and nocossity, torritorizl disputes and a eapital stock dividend
procoeding. In 1929, in Decision No. 21695 (33,CRC,64l) the Commission authore
ized Pacific Cas and Zlectric Compuny to zequire 4,583-1/3 skarcs, out of &
total of 10,000 shares (10 par valuo por shara) of the company's outstanding
¢apital stock, at a price of 5110 pexr share, oxchanging two shares of Pacifie
common stock for onc share of Vallojo common stoek. The Pacific Gas and
Zloetrie Compeny atv thot time offered to purchese the remerinder of tha company's
stogck at the samd price per share, but did not acquire control. On Docecdsr 31,
1942 Pacific Gas and Zlectric Company ownod 45.8 per cent of tho comprny's

stock,




In Decision No. 33734 (43,CRC,915), in December 1940, the Commission
authorized the issue of $500,000 par value common stock (50,000 shares at $10
a share) to reimburse the treasury for surplus earnings theretofore invested in
company property and %0 be distriduted as a stock dividend to the owners of the
then outstanding stock.

The total outstanding stock at the present time is 60,000 shgres at
& par value of $600,000. The company has no bonded debt. A $20,000 unsecured
note, at L per cent interest, was pald off subsequent to December 31, 19.2.

The trend of rates for domestic and commereial lighting service over
the past 29 years has been steadlly downward, while the customer use of elec~
tric energy has increased. During this reriod the monthly bills in the 100 kwh
and 500 kwh groups were reduced by more than 40 per cent. The average monthly
consumption-in 1942 was 85 kwh by domestic users and 601 kwh by commercial
lighting users. The last rate decision of this Commission was made in July
1929,(1) resulting in a reduction of 50,000 annually. Reductions principally
based upon studies made by the Commission's staff have added approximately
$100,000 annually since that date.

The company has experienced a very rapid growth in the past ﬁwo yéars
as the result of the great expansion of the Mare Island Navy Yard, which now
employs approxirately 40,000 people. The pomulation of the Vallejo area, it Is
estimated, has ingrcased from adout 25,000 in 1939 to between 90,000 and 100,000
at the present time, Much of this expansion has been in the shape of govern=

ment housing projects. Five projects have been completed and are occupied and

varee acdivionel ongg 4TS WIGET CONStMIAKan.

(1) Decision No. 21341, in Case No. 2684 (33,CRC,360)




Balance Sheet and Income Statement

As of December 31, 1942 the company's books show assets and

liabilities as follows:

Electric Plant 31,372,144 L7

Investments: 85,432.19
Capital stock of Alca Eleciric Co. $ 41,116.53
Capital stocks of other corperations L1,L88,16

Bonds 2,827.50

Current and accrued assets:
Cash 28,172.32
Special deposits 51L.55
Working funds 1,250.00
Accounts receivable 60,445.95
Interest and dividends receivable 37.50
Materials and supplies 28,029.76
Prepayments . 4,931.11

123,38L.19

Deferred debits: ‘ Ly 797.70
Other work in progress 140.00
Excess profits taxes - post-war reflund 4,657.70

Total Assets $1,585,755.55

Liabilities

Common capital stoek & 600,000.00

Current and accrued liabilities: 194,606.72
Notes payable 3 20,000.00
Accounts payable 34,224.84
Customers' deposits 22,415.5L
Taxes acerued 108,502.71

Interest acerued 9,463.63

Reserves: 502,306.92
Reserve for depreciation of electric plant L9€,124.17
Reserve for uncollectible accounts 2,540.10
Insurance reserve 1,6L2.65

Contributions in aid of construction 161.01

Zarned surplus 288,680.90

Total Liabilities $1,585,755.55
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Thu. condensed income staton for the ysar 1942 {g shovn bulow:

Operating Revenuoes w673,917.83
Oporating Rovenue Daductions
Oporating Zxpenses = Purchazed rowor 203%,7%9.88
Distridbution Zxpenses - Qperation 28,863.73
Distrivution 2xponscs - Maiatunance 13,817.02
Customors' Accounting and Collocting Zxponses 37,883.85
Sales Promotion Lxponscs ' 6,984,.90

Administrative and Goneral 3xponses 47,242.52

Total Cporating irxpurses 388,53L.90
Depreciation 69,309,532
Property Lossos Chergeadle to Qrourations 592.18
Taxes -~ City and County 33,838.43
Waxes -~ Stzte Franchise 4,854,13
Taxcs = Foderal Izcome end Caplitol Stock 103,214.17
Taxos = Pay Roll Taxes on Officers® Salerics 174.00

Toxes = Slectric Znergy 17,572.42

Totsl Oparating Revenus Deductiozs $88,086.75
Net Opurcting Revenues 85,831.08
Qther Income ‘ :
Dividends Received 4,150.00
Interest Zarnod 150.00

Totnk Other Inconme 4,300.00
Gross Income 90,131.08
Income Deduetions
Otrer Interest Charges - oonsunurs' Depositvs 1,325.28
Othor Interest Charges - ilea Eleetric Co. 1,237.50
Qther Intorest Charges - fther 1,412.43
Donations 2,999.57
Cash Shortmage or Oversgo 110.38

Total Incomo Deductionn 7,08%5.16
Net Income to Surplus 3 83,045.92

Sarvieo

Toe service furanished by the compeny to its consumors i good 2me 0o
compleint was roceived in this-procuadins. Thee ware requasts foxr additionel
extonsions to war housing devci pments and tho company is meking évery ranson-
able cIffort io meot such domands withiz its sarvice areﬁ.

Past darnings

My W. C. Fankhouscr, in charge of tho Commissioz's Department of
Finance and Accounts, testifiod as follows:

*The balancs sheot of tha Valleojo Sloetric Light and Power Compary
which is in evidenmce, indicmtes that {ts propertics of »lll kinds
costing sbout $1,585,000 hewe, oxecpt for 177,000, boen financed
foom dncoma. The “177,00C coasists of $100,000 of stock iseuved
prior to the cffcctive date of tho Public TUtilitius Act, to wit,
Merch 23, 1912, and *77,00C of currozt indebtodness.
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"Since 1911 tke Company hns poid dividonds in the sum of
£1,918,60C, consisting of 1,415,600 of ¢~sh dividunds snd
$500,000 of stock dividernds. Botk the ¢nsh aad stock divie
dends wore charged %o surplus.”

Exhibit 7 was introduced by thie witress and shows the company's avt

earnings and finnnelal condition from 1912 %0 1942, inclusive.

Statoment ghowing lNet Iacoze, Dividends peoid, Accumulated
Surplus, Capital Stock Qutstanding, Capital Stock and
Surplus, Rate of Dividend paid, Rete of Dividend
on Stock and Surplus.

: : : : t2ate orl:

: : Capital : Capital :Rote of : Divi- :

: : Stoeck : Stock  :Dividend:idend on:

: tAccumulated:Outstand-: and + on  :Coplitael:

Net : ¢ Surplus :  ing : Surplus :Capital :Stock &:
Incone : Dividends : January 1 :January l:Jaruapy 1 : Stock :Surplus:

(2) (%) 4) (5) (6) ) (@)

v 16,883.91 £ 13,250 ¢ 39,185.85 1,100,000 5139,185.89 13.25 9.52
15,593.76 10,730 42,819.80 100,000 142,819.80 10.73 7.93
19,305.88 13,500 42,910.13 100,000 142,910.13 13.5 0.43
19,237.05 17,000 47,821.99 100,000 147,821.99 17.0 11.%0
21,084.48 18,500 54,740.2% 100,000 154,740.23 18.5 11.96

33,438.29 21,000 57,495.14 100,0CC 187,495.14 2..0 13.33
36,153.90 22,200 7¢,187.79 100,000 17C,L67.79 22.2 13.09
37,199.23 14,000 86,001.48 100,000 1£6,031.48 14.0 7.52
95,1C7.62 20,000 81,977.52 100,000 181,977.52 20.0 10.99
60,516.66 27,000 119,322.47 10C,000 219,322.47 27.0 12,31

62,524.42 29,000 154,734.52 100,000 254,734.52 11.38
58,981,39 %4,00¢  190,116.12 100,000 290,116.12 11.72
80,091.61 36,000 216,659.38 10¢,000 316,699.38 11.37
64,631.64 40,000 243,325.95 100,000 343,325.96 11.6%
72,820.51 44,000  264,561.25 100,000 364,061.25 4 12,07

92,712.12 44,000  273,747.30 100,000 373,747.30 4.0  11.77
99,220.19 132,000  322,692.49 100,000 422,692.45 132.0 31,23
90,501.79 52,000 292,%61.14 100,000 392,36l.14 52.0  13.25
81,869.52 52,000 330,217.94 100,000 430,217,94 52.0  12.09
79, 606.04 48,000 359,085.40 100,000 459,065.4C 48.0  10.46

89,942.88 52,000 291,093.52 100,000 481,093.52 S52.0  1C.59
$2,088.43 60,000 430,7C5.25 00,000 52C,705.25 60.0  11.3%
57,331.94 98,000 436,913.16 100,000 566,917.16 98.0  17.29
94, 533,73 £4,000 £76,526.41 100,060 576,526.41 &4.0  11.10
97,647.24 80,000 510,1%7.82 10C,000 60,151.82 20.0  13.11

101,180.58 68,000 527,837.35 10,000 627,837.35 68.0  10.83
115,311.51 52,000 566,778.23 100,000 ©66,738.23 68.C  1C.20
121,153.75 70,000, 594,394.19 100,000 694,294.15 70.0,, 10.08
130, 903.54 560,000/ 646,717.5 100,000 746,717.54 $550.0 5.C4
88,659.25 80,000 217,730.68 600,000 817,730.68 10.0 7,34

85,600.87 50,40C  245,396.72  60C,000 £46,396.72 8.4 5.95

(L) Includes $£5C0,000 stock dividend.
(2) Includes stock dividend of $3500,000.
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Column (2) of Exhibit 7 shows the act income, after payment of oper-
ating expenses, depreciation and taxes, caracd in each of the years 1912 o

1942, inclusive, on the original investment plus the iavested surplus. Column

(3) shows the dividends paid each year on tho outstanding capitsl stock (column

(5)), and in column (7) the rate of dividend is shown. It will be noted that
the dividend rate in the 28-year period 1912 to 1929, inclusive, averaged Li.6
por cent per year. Ia 1940, 5560,000 of the accumulated surplus of $646,7L7.54
was distributed in the form of a 560 per cent stock dividend, raising the
average annual rate of dividends paid for the 29 years 1912 to 1940, inclusive
%0 62.3 per cent.

Revenues, Expenses and Earnings

Exhibit ) scts forth in a comprehensive manner a summery of the study
made by the Commission's staff of whc operations of the Vrllejo Electric Light
anl Power Company.(z) Further siudy of the staff, and as reflected in Exhibit 4.
modified and rcduced thc caraings availadble for rate reductions by mcking pro-
vision for an amertizaotion of dcfensc‘capital and by an increase in federal
taxes to reflect an agreement reached by the utility and the Bureau of Internal
Revenue. Livewise, while the exhibits referred to usc an intcrest rate of 6 per
ceat in certain depreciation cemputations, the following summary of operating
fipares for 1943 uscs o 5 per cent interest rote for depreciation accumilations,

which latter rate is also of record.

(2) Chapters included in Exhibit 1: Introduction, Histery and Prescnt Opera-—
tions, Balance Sheet, Income Statemcat, Deprccintion Reserve, Operating
Revenues, Production, Distribution, Customer Accounting, Sales Prometion,
Administration and General Expenses, Operating Tares, Fixed Capital, Present
Value of Lands, Deprecintion Reserve Requirements, Depreciation Annuities,
Rate Base, and Suumary of Eaxrnings. The investigation was prepared by the
Public Utilities Department under the direction of Z. F. lUeNaughton in
collaboration with the Department of Finance and Accounts. Testimony was
given by L. W. East, Research Engineer; R. A. Wehe, Goz and Electric Engi-
neer; ¢. T, Mess, Valuation EZngineer; and R, P. O'Srien, o Senior Engineer
in the Valuation Divisien.




Depreciation Methods

5% Sinking 5% Modified . Straight
Furnd Sinking Fund Line

(1) Operating Revenues $ 732,912 $ 732,912 $ 732,912

(2) Operating Expenses 387,857 387,857 - 387,857
(3) Taxes 194,486 194,486 154,486
(L) Depreclation Expense 27,456 38,206 L7,320
(5) Amortization Zxpense 10,000 10,000 11,000
(6) Amortization Interast - 430 -
(7) Subtotal 019,799 630,979 640,663
(8) Net Revenue 112,113 101,933 92,249
(9) Rate Base (3) $1,4L47,000 81,232,000 $1,097,000
(10) Rate of Return 7.82% 8.27% 8.41%

A brief explanation of several items in the preceding estimate is
desirable and the reasons for certain changes based on the record will be noted.

Item 1, operating revenues from electric energy sales, is segregated
under the regular classifications in the follewing table, showing the 1942

recorded revenue and the staff's estimate for 19L3:

: : : Increase Qver :
: L9%%2 r. 1943 :_Recorded Year of 1942:
Classification of Revenues : Recorded  : Estimated : Amount = :Per Cent:

Domestic $322,365.73 8341,793.55 $19,427.82 .O%
Commercial 202,748.31 207,705.66 4,957.3

Cooking and Heating 5,622.71 5, 157560 (5 l. ('_3
Power 52,884.38 53,760.12 '

Street Lighting 39,740.86  37,729.19 N 7 ("I)
Federal Goverrment L8,779.60 85,301.75 3‘332'15 5.0

Subtotal Sale of Elec. 672,101.59 731,861.87 59,760.28 8.9

Rent from Electric Property 300.00 300.00 - =
Miscellaneous Electric Rev. 1,516.24 750.00 (766.2L) (50.5)

Subtotal Miscellaneous 1,816.2,  1,050.00  (78B.2k) (G2.2)
Total Revenue 8673,917.83 £732,911.87 £58,99L.04 8.8%

(Decrease)
A large increase in revenue (75%) for 1943 over 1942 is estimated to
be derived from the federal housing projects being served. However, the total

defense housing revenue is but a small portion of the total gross revenue,

(3) The rates of return shown above are not the only indication of the earning
position or the arount of possible rate reduction for any given rate of
return., Both the rate base and the rate of return rust de viewed together.
For any return within the Limits of 5 and 6 per cent, the magnitude of the
reduction on the basis of the figures given will be approximately the same
by any one of the three depreciation methods.




namely, 11.6%. The estimated revenues shown in the preceding tabulation are
slightly lower than the actual recorded revenue for the {irst half of 1943.
The major groups of item 2, operating expenses, excluding taxes and

depreciation, appear in the following table:

: : : Increase Over :
: 1942 : 1943  :Recorded Year of 1942
+ Classification of Expenses : Recorded : Estimated : Amount : Per Cent:

Production Expense $233,740.00 §262,000.00  §28,260.00 12.1%
Distribution Expense 42,681.00  41,76L.00 (917.00)  (2.1)
Customers! Accounting and

Collecting Expense 28,051.00 29,393.00 1,342.00 L.8
Sales Promotion Expense 6,985.00 6,200.00 (785.00) (1l.2)
Administrative and General

Expense L7,243.00%  48,500.00 1,257.00 2.7

Total $358,700.00 $387,857,00 §29,157.00 °  8.1%
* Adjusted 1942 figure is $44,168,

(Decrease)

Production expense covers the power purchased plus costs for items

such as transformation and other costs incident therete. This expense is a
considerable part of the total inasmuch as the company cdoes not generate its
own power and the cost of purchased energy includes not only the direct cost
of production and transmission but also the fixed costs to the selling utility,
inecluding any profit made on the transaction.

During the l2-month period ending December 31, 1942, 29,003,000 kwh
were purchased, an increase of 36 per cent over the previous period;in 1941,
The coppany's distributién expenses have shown s slight decrease. The plant
is in good condition and only normal maintenance is necessary. Customers'
accounting and collecting expense for 1942 was $2.3L per customer served. For
1943 this expense will be slightly higher and is estimated at about $2.37 per
customer. Sales promotion expense for 1942 was $0.58 per customer served and
for 1943 is estimated at about £0.50 per customer.

The total 1943 estimated administrative and general expcnse‘is‘about
2.66 per cent over the 1942 recorded expense of £47,242.52 and a 9.8l per cent
increase over the 1942 adjusted figure of $iL,l168.
Taxes

Considerable dispute revolves around the item of taxes in this
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proceeding. The taxes accrued by the company in 1942 amounted to $159,653.15
and the Commission's staff in Zxaibiz &4 estimates that vaxes for 1943, unader
present rates, would be $194,486. This is approximately a 22 per cent increase
over 1942. The company, in Exhibiv 11, presented its estimate that the 1943
tax payments would total £215,808.

Consideradie space in the company's brief is devoted to arguing
various points in reference 1o taxes.

Judicial notice may be tuken of the facd that the Congress has now
enacted the internal revenue bill into iaw. Its terms are not retroactive to
1943, Moreover, the corporate income tax rate applicable to 1944 remains at
40 per cent. Therefore, the company's contention in respect to a prospective
50 per cent rate may oe disregarded.

It is unnecessary nerein to rule on the question of whether the
excess prolits tax should be computed at 90 per cent or at 8l per cent (or at
the new rate ol 95 per cent gross or £5.5 per cent net) for the reason thnat

the rates o be [ixed herein to yield a fair return on the property will

refuce the earnlngs ol whe company 0 4 pednG WIGTY 0 uch payments will be

made .,

It is stated in the company's oriel that ". . . there would be no

Justification for this Commission te reduce tne ratves of respondent for the

purpose of oliminating these excess profits tax paymeats.'" However, in & caze

such as this, where a reasonablie and fair rate of return to the utility reduces
income to a point where excess profivs taxes would have no application, vhis
Commisslion would not be pursuing its proper respeasibilities shouldd it not
reduce respondent's rutes, whicn reduction in this instance will eliminate the
paynent of this tax.

A different situation, the Commission is awure, may exist in other

California utilities under our jurisdictien,




The record in this case shows adjusted taxes based on income for 1942
and sstimated taxes for 1943 as shown below:

Comautation of Taxes Based on Income

: B .t AP 19L3 :
: s 1942 1943 : Estimated :
: Ttem :Ad justed*:Estimatedir: (Exhibit #1):
(1) Operating Revenues .- 8673,918  $732,912 $732,912
(2) Less: Operating Txpenses (Excluding De-
preciation and Taxes) 355,627 387,857 387,857
(3) Depreciation (Straight Line) 69,153 55,000 75,000
(&) Taxns (Excluding Taxes Based on
Income) 54,397 58,316 52,316
5) Net for State Corvoration Franchise Tax 194,741 231,739 211,739
Corporation Franchise Tax at L% 7,790 9,270 8,470
) Excess Profits Net Income ‘ 186,951 222,469 203,269
) Less: Excess Profits Cr. (Income Method) 134,284 130,000 134,284
) Adjusted Excess Profits Net Income 52,667 92,469 68,935
) Excess Profits Tax at 90% 47,400 83,222 62,087
) Less: 10% Post War Refund Credit L,740 3,322 6,209
) Nat Excess Profits Tax (81%) ' L2,660 4,900 55,878
) Excess Profits Net Income (Above) 186,951 222,469 203,269
) Luss: Adjusted Excess Profits Net Incoxe :
(Above) 52,667 92,469 68,985
} Noermal Tax and Surtax Net Income 134,284 130,000 134,284
) Normal Tax and Surtax at LO% 53,71k 52,000 53,74

#* Adjusted for carry-over credit from 1941 of
approximately $5,100, which is a nonrecurring item,

W These are computations in support of Exhibit No. 4.
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In the instant proceading thers is included in operating -expenses
the full fedsral incoms and surtax tax allowance of 4O per cent, "ith the rates
fixed harein the company, after paying all locsl, state and federal taxes, will
earn an adequate nsot ratwrn and, uader its financlal structure, ‘will noﬁ be
1iawle for any excess profits tax payments.
Dapreciation

The mattar of deprecistion is hefore us here, as in other rate cases,
in two Aaspscts: the hnnuAl asount to be allowed as an operating axpense to
reimburse the company for the cost of deprecistion and, s«cond, the actual and
aceuruloted depreciation in the operative property with the effect of such de-
oreciation on the rate base used to datermine rate of return and net earnings.
Deprqciétion is an important item of continuing‘operating axpense, Thére aust

we a proper and reasonably definite relationship over the 1if= of the depreciable
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property between, on the one hand, the annual amounts allowed to meet the neces-
sary cxpense of depreciation and, on the other hand, the actual plant deprecia-
tion taking place during the life cycle of the several property items. If the
depreciction expense allowance is greater than required, then the rates the
customers must pay will“be too high and the required net earnings and rate of
return will be greater to that extent than necessary. If insufficient provi-
sion is made for depreciation, the net oarnings are fictitiously inflated and a
loss of plant capital eventually will result.

The uncontradicted record shows thet an excessive amount of deprecia-
t?on expense has in the past been collected and included in operating expenses

each year. The company's accumulated depreciation reserve on December 31, 1942,

was $498,124.17 which has been set up on a modified straight-line basis. The

depreciable capital for the same period was given &S 31,358,979.48, or a rela-
tionship of reserve to capital of over 36 per cent. The setting aside of
excessive depreciation allowances and the inclusion of such excess in annual
operating experises (as distinguished from charges to surplus) is tuntamount to
an arbitrary shortening of the normal service life of the depreciable plant and
t0 & too rapid amortizaticn of the investment &t the expense of the rate payers.
Héwever, the Commission cannot allow a continuation of these practices
and should make such adjustments and changes as will assure the charging to
future utility customers of only such depreciaticn as is reasonably necessary,
after giving consideration to over-aceruals. Ir other words, the cost of future
depreciation on the portion of the undepreciated plant must be paid by present
and future customers and an adeguate allowance will be made for that requirement
in the rates. Such a procedure is fair to the utility and the rate payers.
vhen the entire cost of depreciable investment is returned to the owner, surely
no further contribution for depreciation should be exacted from the utility

custonmer.




Commissions and courts have clearly distinguished in this respect
between operating expenses and net income (the fair return), the latter repre-
senting profit and depending upon the rate of return. The cost of future
depreciction on the portion of the plant remaining to be depreclated must be
paid by present and future consumers and allowance for that cost will be nmade
in the rates., But when the total plant or a portion of the plant has {fully
deprecizted, and payment has been made by the rate pavers in operating expenses
for such denreciction, the law does not reguire the setting up of 2 second or
third depreciation reserve for the same ltems of property. When the cost, or
investment, is returned in full to the owner, surely no further contribution
for depreciation should be exacted from the rate payers. The Public Utilities
Act plzces the duty on this Commission to make certeain that this practice does
not obtain in utilities operating in Californie (Sectiomsl3 and 49 of the
Public Utilities Act).

The United States Supreme¢ Court in Hope Natursl Gas Case, supra, has
conclusively and delfinitely disposed of this depreciction issue. With reference
to acerued depreciction the Court said:

"In detcermining the cmount of accrued depletion and depreclation
the Commission, following Lindheimer v, Illinois Bell Telephone Co.,
292 U.S, 151, 167-169; Federal Power Commission v. Natural Ges
Pipeline Co., 315 U.S. 575, 592-593, based its computation on
taetual legitimate cost.,' It found that Hope during the years
when its business wes not under reguletion did not observe tsound
deprecietion and depletion practices' but ‘tactually accumulated
an excessive reserve'“ of about $46,000,000. Id., p. 18. Ore
member ¢f the Commission thought that the entire amount of the
reserve should be deducted from 'actual legitimate cost' in de-
termining the rate base.” The majority of the Commission con-
cluded, however, that where, 23 here, 2 business is brought under
regulation for the first time and where incorrect depreciation
and depletion practices have prevalled, the deduction of the
reserve reguirement (actual existing depreciation and depletion)
rather than the excessive reserve should be made so as to lay

'a sound besis for future regulation and control of rates.'"
(Footnote 4 omitted.)

Footnote 5 reeds as follows:

"(5) That contention was based on the fact that 'every single dollar
in the depreciation and depletion reserves' was taker 'f{rom
gross operating revenues whose only source was the amounts
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charged customers ir the past for natural gas. It is, therefore,

a fact thet the deprecintion and depletion reserves heve been
contributed by the customers znd do not represent any investment by
Hope.' 1d., p. L0. And see Railroad Commission v. Cumberland Tel.&
Tel. Co., 2012 U.S. 4li, L2L-425; 2 Bonbright, Vazlustion of Property
1937 p. 1139." -

With regerd to a fair and reasconable allowance for accrued deprecia-
tion, and the proper operating expense basis for the calculation of such 2llowance,
the decision of the Supreme Court contains the following language:

"Only & word need be added respecting depletion and depreciation.
Ve held in the Neturel Gas Pipeline Co. ecase thrt there was no
constitutional recuirement 'that the owner who embarks in a westing
asset business of limited life shall receive at the end more than
he has put iate it.' 315 U.S. p. 593. The Circult Court of Appeals
did not think thet that rule was appliczble here because Hope wes 2
utility recuired to continue its service to the public and not
scheduled to end its business on a day certiin as was stipulated to
be true of the Natural Gas Pipeline Co. But that distinction is
quite immaterial. The ultimate exhecustion of the supply is in-
evitable in the case of all natursl ges companies. Moreover, this
Court recognized in Lindheimer v, Illinois Bell Tel. Co., supra,
the propriety of basing annual depreciaticn on cost.~> By such a
procedure the utilit{lis nade whole and the igtcgrity of its in-
vestment meintained. No more is required. ve cannot spprove
the contrary holding of United Rallways v. west, 280 U.S. 234,
253=25L. Sinece there are no constitutional requirements more
exacting than the standards of the Act, o rate order which con-
forms to the latter does not run afoul of the former."

Footnotes 10, 11, and 12 read as follows:

"

10 Chief Justice Hughes csid in that cese (292 U.S. pp. 168-169):
'If the predictions of service life were entirely accurate and
retirements were made when end 2s these predictions were pre-
cisely fulfilled, the depreciation reserve would represent the
consumption of capitcl, on a cost brsis, according to the
method which sprezds that loss over the respective service
periods. But If the amounts cherged Lo operating expenses and
credited to the account for deprecistion reserve are excessive,
to that extent subscribers for the telephone service are re-
cuired to provide, in effect, capitzl contributions, not to
make good losses incurred by the utility in the service rendered
and thus to keep its investment unimpaired, but to secure addi-
tional plant and equipment upon which the utility expects 2
return,™"

See Mr. Justice Brandeis (dissenting) in United Railways v.
Test, 280 U.S. 234, 259-288, for an extended anralysis of the
problem.n




"2 It should be noted that the Act provides no specific rmule
governing depletion ond depreciztion. Sce. 9(a) merely states
that the Commission ™uy from time 6 time ascertain and
determine, and by order fix, the proper and adequate rates of
depreciution and amortization of the several classes of property
of each ncturel-gzs company usecd or useful in the production,
transportation, or sale of netursl gas.'"

The total rate base for property subject to depreciztion, according

0 the record as of December 3L, 1942, is §1,358,979. Deducting the unexpendéd

accurnlated depreciztion reserve ($498,124) from the latter figure leaves
£860,855,for which amount provision for future depreciation will be mede after
adjustnent for amortization of defense capital. In accordance with Exhibit 6
the estimated proboble loss in so-called defense cepitel (to be discussed under
thet heading) will amount gg 540,265, of which 87,150 has heretofore been
~mortized, leaving a balance of ¥33,115 to be written off in the short peried
of three years. Eliminating this letter item from the depreciable cepital
leaves 3827,740 as the amount to be provided for in future épcrating ¢xpenses.
Inasmuch as 2n undepreciated rate buse is hereinzfter used in fixing
the rate of return, provision will be made in operating expenses for an annuel
allowance on & sinking fund basis, together with the interest acerual at 5 per
cent on the reserve bulances, sufficlent to return the totel sum of ¥827,7.40 owr
its oxpocted service Life. The acecumulated reserve, it will be recalled, is
invested in the compaﬂy's operative property and participestes in the full
rate of return. A liberal allewznce for such provision is the amount of
313,500(33) & year. The necessary accounting procedure will be decided upon

in conference between the company and the Commission.

(32) This corresponds to en annuity zllowance of $27,456 on the 5 per cent sink-
ing fund basis, caleculated upon total life expectancy.  Such annual
allowznice would disregurd the actusl pest provision for depreciation and
the present devreclstion reserve and would result in z duplication of
payments by future customers for depreciaticn already fully paid for.

This would result in grave injustice to present and future consumers of
electric energy. '
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Anortization of Defense Capital

In addition to the ﬁepreciation allowance above referred to, provi-

sion is made in this decision for an opcrating cost of $10,453 anmually for
the three years 1943 to 1945, inclusive, for the write-off of the balance of
333,115 of so-called defense capital. This allowance will be conditicned

upea the filing by the company of a stipulation in form acceptable to the Com=
mission, to the effoct that at the end of the threc-year period vhen the full
amount shall have bcen returned, the full principal amount shall be eliminated
from the capital investment upon which 2 net return is computed (the rate base)
and that no further depreciation cxpense will be charged againsﬁ the property
represented by such defensc capital.

This methed of redxbursing a utility in a short space of time for
specific capital expenditures for property of limited life and usefulness, nad
caused by the wer, and in this manner relieving the utility of practically a.ll
risk connccted with such capital outlay is, if properly safeguarded, desirabl:
and in the public interest. The manner of determining the amount of such
amortization is of moment and brief reference will be useful for future dis-
position of this matter.

Exhibit 6 was introduccd by Witncss Mess, valuation engineer for the
Commission. He testified in part:

"In this study the term defense capital s taken to mean the sum

total of the capital expenditurcs for plant which Is wholly or partially
required to render elcetric service during the war emergency and which

plant will become prematurely nonoperative with the cessation of these
abnormal demands.

"The plant investment is an accomplished fact and the need for the
investment is amply attested by the demands imposed and the service
rendered, The amount of capital loss, however, and heace the aanual
expense of amortizing that loss is entirely a matter of judgment.

The length of the emergency veriod, the amount of excess plant con-
struction which can be zbsorbed by future normal demands, the net
salvage to be recovered from nonopcrative equipment together with . the
amount of normal depreclation accruals during the period of emer—
geacy serviee are all pertinent factors in the final determination
of this oroblem.

"In the present instancc it is felt that this capital loss arises
in one of three ways, namely:

a. Plant installed solely for a defensc load will become
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totally nonoperative and subject to removal and salvage.
Plant in this category incluled certain distribution

lines, services, and primary meter installations.

Plant installed partially for a defense¢ load will be-
come partially nonoperative with the termination of the
defense demand, the amount of los:c being in this cace
the diffcreace bYetweoen the initial cost and the cost
of substitute facilitics sufficient to supply the sub-
sequent normal demand. Certaln distribution fceder
lines were of this type. '

Equipment purchased for defense loads which upon the

cessetion of cmergency demands may be easily sub-

stituted for older less efficient equipment remaining

in scrviece.

The lose in this case being the difference

between the originzl cost of the old equipment, the
depreciation accrued vp to the date of displacement
and the realizable net salvage.
were the types of equipment in this classification.”

The following tabulntion shows the statistical

Meters and transformers

results of this

Item

-
-

: Oripinal Cost

+ Capital :
: Loss H

Remainder
to Amortize

Distributieon Facilities

B-1 Feeder
Sacramento Strect
Miscellaneous Jobs
Per Meter Installed

bati TransIommers

Cons. Keters
Sorvicoa

Total

Investment and Rate Base

$24,200
30,670
3,830
1,170

7,040

20,600
5,600

$16,155
7,100
2,390
570

BRI

7,650
2,870

$13,130

5200
2,520
500

2,00

6,695
2,510

§73,530

810,265

$33,115

The fixed capital considcred by the Commission's staff is the same

as recorded on the books of the company, except for land. The total fixed

capital shown on the company's records for 1941 and 1942, and estimated for

1943, i3 as follows:

Item

Total
December

31, 1941

Total
Decenber
3L, 1942

Estimated
Deccmber
31, 1943

Intangible Electric Plant
Tanglole Electric Plant
Land
Distribution Plant
General Plant
Totel Tangible

Total Electric

Elec.Flant
Plent

196.25

29,498.90
1,139,997.03
151,731.67

196.25

<9 ,440.40
1,187,579.62
154,928.22

196.25

29 ,4L0.40
1,222,579.60
155,928.22

1,321,227.60
$1,321,423.85

1,371,948.22
£1,372,144.47

1,407,948.22
€1,408,1L4.47




The landed capital, except for rights of way, is included in the rate
base at market value, the total for +this class of property amounting to $15,052.
The comparable book cost figure, it will be noted, is $29,440.

For the purpose of this proceeding an allowance for working eash
and materials and supplies will be made and included in the rate base in ac-
cordance with the gross amounts set forth in Exhibit 1 without further
adjustments,

On the basis indicated, the unispreciated rate base predicated on
historical cost and with no diminutien for capital supplied over the years by
the rate payers in excess of a reasonable rate is for the years 1942 and 1943

as follows:

average for Average for :
Iten Yoar 1942 Est.Year 1943 :

Average Electric Plent $1,377,807.43  $1,421,003.58
Working Cash 40,005.00 42,L09.00
Yaterials and Supplics 28,480,427 25,600.00

Average Rate Base $1,448.292.70 Sl,h89.012.5§
Use . oL,ul8,000 $1,489,000

The depreciated rate base may be estizated by deducting from the

undepreciated 1943 'vase the accumulated actual depreciation and amortization
reserve in the amount shown on the company's balance shect ($498,124) on

December 31, 1942, or by deducting an estimated accrual amount of depreciation

on a sinking fund basis. Neither of these methods would necessarily reflect

the actual present depreciated condition of the operative pl&nt and its equive
aleat depreciated cost or value. In view of the method used in making allowance
for the annual oxpense of depreciation, the undepreciated rate base is used in
determining the earning position under the rate of return allowed. Reference
nas been made to the record as showing that a very large part of the pfesent
plant capital and rate base was contributed by the rate payers of this utility
over and above a high rate of annual return upon the ovner's 1nvea£men£. That
fact has not, however, in this decision, reduced the present rate base of this

property and has not influenced the determination of a fair rate of return.
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Rate of Return

The uncontradicted testimony of M. Fankhauser shows that the company

could today be refinanced on an over-all 5% to 5% per cent baszis and that his

calevlations pointed to the lower figurc.(h) He assumed 50 per cent of the

depreciated cost of the property could be financed through a boad issuc, the
remainder 1o be represcnted by common stock vith d dividend rate of 6 per cent.
The amount available for dividends and surplus would be 6 per cent plus the
differential between the rate of return allowed by the Commission and the L per

cent interest on the bonds.

(L) His testimony is in part os follows:

"The company has had 2 good caraing record. From the standpoint of
flnancing new construction it occupics the eavious position that it has no
indebtedness other than current accounts payable.

"We have, in this case, no rceorded historical cost of moncy. The
rate of dividends paid by the utility on its commona stock does not cstadblish,
in my opinion, the cost of money. Except for its initial issue of £100,000
of stock no capital has been raised through the sale of stock. The property,
except for that stock issue and its curreat indebtodncss of about $77,000, has
been financed through the use of earnings, appropriated on account of depreci-
ation and other reserve acerwals and surplus.

uring the past 10 years we have witnessed a continuous deeline in
interest rates and today they are, generally speaking, »t the low point. Follow-
ing the bank holiday in 1933 the Board of Goveraors of the Federal Reserve Bank
fixed the maximum rate of interest that the member banks might pay on savings
deposits. The maximum rate was 3 per cent from Nevember 1, 1933 to January 31,
1935, end since then has been 2% per cent. But the banks are not paying the
maximum rates. One of the larger San Franecisco banks is currently paying 1k per
cent on savings deposits, with the right to pay a lesser amount on large de~
posits. Another large San Francisco bank paid 13 per cent during the first 6
menths of the current year and is now paving but 1 per cent.

"In the State of California we have a State Zmployees' Retirement
System to vhich the employees contridute. The Board of Administration acerued
interest on the employees' coatridution at the rate of 4 per ceat to June 30,
1938; at the rate of 3% per cent from then to June 0, 1941 and at the rate of
3 per cent since June 0, 1941. It has served notice that if interest rates
do not increase a further reduction is imminent.

"If one looks at the annual reports of the major public wtilities of,
5aY, 10 year ago, he will observe 5 per cent and 6 per cent bonds outstanding.
During the l0-year period the utilities have substituted 3 per cent, 3% per
cent and 4 per cent bonds for the 5 per cent and 6 per cent bonds. The 3 per
cent bonds now outstanding are selling on about a 2,7 to 2.8 per cent basis,
Preferred stocks which, 10 years ago, were selling around a 6 per cent basis
are now selling from a L per cent %0 L} per cent basis. Common stocks which
were then selling on a basis ranging from 7 to 10 per cent or more, are today
selling on a 6 per cent to 6-2/3 per cent basis. Recently a Califoraia wtility
has entered inte an agreement to sell to a life insurance company $900,000
of 3% per cent bonds at par and has entered into a further agreement to loan
from a bank $250,000 on unsecured serial notes bearing interest at the rate of
2% per cent.

"Another utility, about 4 months ago, issued two and a half million
dollars of serial installment, 3 per cent notes %o refund a 5 per cent bond
issye."
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A 5% per cent return on the undepreciated rate base, $1,489,000,
would on Mr., Fankhauser's computation produce an annual net return an& a net
income for interest, depreciation reserve requirements, dividends and surplus
as follows:

(1) Net retura of 54% on $1,L89,000

equivalent to
(2) 5% interest on $498,000 (depr. reserve) $24,900
(3) L% interest on 5495,000 (bonds) 19,800
(4) 6% dividend on £496,000 (stock) 29,760
(5) Surplus 7,435

(6) Available for stock $37,195 or 7.5%

Merchandising and Jobbing (Alca Electric Co.)

It should e noted that the net revehue aceruing to the company from
nerchandising and jobhing operations hzve pot been included in the net earnings
set forth above and is not reflected in the rate of return. These activities
have heen carfied on since 1931 by a wholly-owned subsidiary, Alca Electric
Co. On the company's books its investment in Alca is carried, as of December
31, 1942, in the amount of $41,116,.53, Exhibit 2 shows Alca operating at a net
orofit after all charges, including intcrest and other income charges, in 1940

of $3,185; in 1941 of $5,415; in 1942 of 27,175 and for the first five months

of 1942 in the amount of $943. The accumulated surplus on May 3L, 1943 was
816,674, '

The Commission in Decdsion No, 21341, supra, dctermined that the net
revenue from such operations should be included as operating income. The

Commission said:

"It is suggested by the company that miscellaneous jobbing
and merchandising revenue should not be considered as operating
inceme. It has always been the practice of the Commission in
rate procecedings to consider this as part of the cperating reve-
nue. The same quarters and the same employees are used to carry
or. this branch of the business; it is a mere incident of +he
business and is used to attract business; and the cxpenses of
conducting it are largely absorbed in various operating expense
accounts. It is neither practicable nor ressonable to set this
activity of the utility off by itself.n :




The company did not comply with the Commission's determingtion of

this mattor, and instcad, orgonized & subsidiary, Alea Electric Co., to

tike over such operstions. There iz no rozson why we should now alter the
conclusion reached by the Commission in 1929. Ia the futurc the company will
be expected to conduct the so=galled merchandising and jobbing cperations, now
carricd on by its wholly-owned subsidiory, 25 an iategral part of its over-all
clectric business, and to enter the revenueg andé expenses assigneble to that
business under the appropriate accouhts prescrived in the classification of
accounts for clectric utilities.

Future Trend

The company presented 15 witnosses, businessmen of Vallejd, who
testificd to adverse conditions and the shrinking of business in Vallejo
following the First World VWar. 7The actual record, however, of the growth and
earnings of this utility discounts their cviceacs as epplicd to the clectric
power business., Testimony was also glven with roference to the possibility of
rclocation cf the Navy Yard at some cate in the futurc.

Mr.‘H. G. Butlor, coasulting cngincer for the company, testificd to
what he termed o normal earnings oasis, projecting inte the future the treads
of inercese expericnced before the present wor. Exhibit 9 shows on this
basis a rcturn of 6.4 per cent. This exhibit ignores the compony's actunl
recent experience and éresenﬁ concitions,

There are, of course, uncertaintics in the futurc of this utility
and it is likely that sever:zl housing projcets will be removed subscquent to
the cnd of the ware Wo may, however, also take notc of what is common
knewledge regarding the tremendous and continuing increasc of our Navy on
this coast ond the accompanying cxpansion of shere facilities. Mare Islaond
is a lohg-established base cad onc of the largest Navy Yards ia the country,
and we can not, on the besis of this record, concludc that the Yard, and

2llejo with i, will, after the war is caded, fall into dccliﬁc or be given

over to abandonment.




Rate Reduetion

The Commission desires to accord this and other utilities continued
fair treztment in their rate structures cnd at the sazme time carry out its
responsibilities to the public under the Public Utilities Act. The record here
developed shows the present rates to be unreasoneble, unjust and unfair to the
customers of this utility, based upon any reusoncble standerd as to ecrnings,
and 2 substontizl reduction in rctes is fully Jjustified on the record. On the
basis of a2 5% per cent return on the undeprecizted rate buse, the reduction in
net revenue would amount to 344,670 or (lLL,753 in gross revenue per year. with
such a reduction the company’ s operations on the volume of business estimated
by our staff are expected to be approximetely as follows:

(1) Operating Revenue - 1943 estimate $732,912
(2) Gross Reduction 1.8,753
(3) Operating Revenue after recuction 584,159
(4) Operating Expenses 387,370(5)
(5) Taxes 90,

(6) Depreciation Expense 13,500
(7) Amortization of Defense Capital 10,504

(8) Total Expense 502 ,26L

(9) Net Revenue for return 81,895/
(10) Rate Base, Undepreciated $1,489,000
(11) Rate of Return 5.50%

Material reductions in electric rates usually result in increased
use of electric energy. There is no reason why a similar effect should not
be experienced in the service area of this company. Nor is there ary ground
for expecting any material lessening in the number of customers during the

war period.

After the war there unguestionably will be available new clectric

appliances and with lower rates customer usage will increaze., The revenue and

(5) In the estimates full allowance has been macde for every dollar of tax
that will be paid under effective tax laws. However, since no excess
profits texes will ve paid by the utility on any rate of return less than
approximstely 74 per cent, it follows that on the return allowed of
6 per cent zll excess profzts taxes automatically drop out.
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expense cstimates shown herein make no alleowance for increased business result-
ing from reduced rates and must, accordingly, be congidered conservative from
this viewpoint. It is true, however, there zre other elements that make for
possible uncertuinty in the present situation and the order will provide for
& gross reduction of oaly §135,000 resulting in a rete of return of 6 per cent.
A rate of return of 6 per cent will enable the compeny to meet all

of its financizl obligetions und leave a substantial balance for surplus. The
indicated rate of return will produce the following firancial result:

(1) Net return of 6% on rate base of $H1,489,000 $89,340

(2) Interest Requirement:

(3) Depreciation Reserve, $.98,124 &t 5% $24,906

(L) Dividends on $4600,000 of common stock

outstending at 6% 36,000
(5) Belance for surplus 28,434 89,340

(6) Availeble for stock and surplus 964,434 or 10.T4 on stock
The rotes recozmended for zdoption by the Commission are based on
the preceding estimetesend findings of revenues, expenses, deprecittion, taxes,
rste base and rate of return and are believed to be Just end rezsonable rates
and fair alike to the utility and %o 4ts customers and consumers. The company
will continue in 2 heslthy and prosperous financizl condition and will be able

to meet future recuirements of service end operution.

Rates to be Established

As heretofore pointed out, the service area of this utility is
1imited to the city of Vallejo and to the thickly built-up territory immediately
adjacent thereto. The load served is of a high density and the investment per
customer and cost to serve per customer are low. Of importance, too, is the
fact that 65 per cent of its sales are made to the higher revenue producing
comriercial and domestic users. These are some of the factors that have in the
past produced, and in the future will contirue to produce, favorable earnings

and low rates.




Ia Zxhibie "A," attached te 2nc made & part of the order, a revised
schedule of rates is established fer the follewing serviecs
Dovn a8ty
Commercial a&gh,*“°
Commercicl Light and Power
General Power
Cooking and Heoti
Certain foo CW schedules are of special
interest. The $135,000 rccuction in gross revenue is divided into two parts:
approximately $70,000 is assigned to and mode ¢ part of whot may oo looked
upon as the permancat rates, while the balanee or 565,000 is opplicd in the
form of a discount to the schedules shown.
The choracter and the form of the : ri re sub-
stantially the same o3 now effcetive on

in the central and nerthera portions of the State. The fellowing tabulation

shows the allocatien of the J135,000 reduction divided smonrg the alx toriflsl

schedules, The division in the recuction results in approximetely 52 yer cent
of the totaol amount 25 applicable teo the basle ratoes for domustlic, commercinl,

~

stroet lighting and o new taril? for combinntion commercisl lieshting and powo:
service. The latter schcdule has boen set up espeeially to provide 2 filec
tarifl for foderal housing projccts now surved uncer gpecicl contracts. The
balance of the reduction is provided by & billing ciscount of 10 per cent to

e applied to the schedules sot forth in the tabulction, and cach of the tariff

schedules provides that such percuntage ciscount shall be appliced to cach

customer billing and ag sct forth in the schsculc,

ction in: Discount Total Reduetion
sie fntes: 10,09 amount @ Per cent

Domesvic $30,857  §64,517 1E.9%
Commereinl 2 18,902 37,852 18.2
Commereial Light and Powcr 5,721 21,111 2L.7
Cooking and Heating 558 558 10.0
Powsr 5,384 5,384 10.0
srect Lighting 3,578 5.578 1L.8

Total $65,000 135,000 18.4%




This brief review of the charzcter and effect of the proposed rates

explains our purpose to guard against possible loss in revenue from a declining

war load especially as reflected in the sale to federal housing projects. If

o portion of such revemue should disappear, there would go with that loss in
revenue that portion of the reduction here assigned. The portion of the totcl
reduction mzde in the form of a discount rave mey, if necéssary, be changed
under an appropriate order of the Cormission to mect luture conditions and
needs with a very minimun of disturbance to the utility and to its customers.

The following form of order is recommended.

The Cemmission having instituted this proceeding on its own moticnm,
public heerings heving been held, the matter having been submitted for decision,
the Commission being fully advised, it is hercby fournd that the electric rates
now charged by the Vallejo Electric Light and Power Company, in so far as said
rotes differ from those incorporated in Exhibit "A" sttached to this order,
and likewise Street and Highwey Lighting Schedule L-2 and Ornamentel Strect
Lighting Schecdule L-3, not ircluded in Exhibdbit "A," cre zll unjust and unrea-
sonable and thet said rates in Exhidbit "A" with those rates for Schedules L-2
and L=3, %o be refiled in ac¢ordance with the order herein, are just and rea-
sonable for electric service %0 be charged by the Villejo Elecwric Light and
Power Company.

Bosed upon the foregoing findings end upon the findings contained
in the opinion preceding this order;

IT IS HEREBY ORDERED that the VrIlejo Elcctrie Light and Power Company
be and it is hereby directed to file with this Commission, within twenty (20)
deys after the effeetive date of this order, the schedule of rates set forth in
Exhibit "A" and to refile its two street lighting Schedvles L-2 and L-3,

incorporating in the lotter schuedules lower basic rates to the extont of
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spproximately $2,000 on an annuel basis, and alse providing for o discount
provision in said street lighting schedules of 10 per cent. Vallejo Zlectric
Light and Power Company shall apply and charge the schedule of rates herein
orderad on all meter readings tawen on and after the lst day of April, 19.44.

IT IS KEREBY FURTHER CRDERED that the Vollejo Eleetric Light and
Power Company shall account for its depreciztion on the 5 per cent sinking fund
pasis in accordance with the prineiples set forth in the opinion preceding this
order.

IT IS KEREBY FURTHIR CRDERED thut the Vallejo Electric Light and
rower Company shall file 2 stipulation, duly cuthorized by its Soard of
Directors, in refer-ace to the amortizetion of so-called "Defense Capital"™ in
accordance with the requirements stated in the opinion preceding this order.

The foregoing opinion and order ore hereby opproved and ordered
filed &5 the opinion and order of the Rzilrond Commission of the State of
Californie.

The Secretary is dirceted to couse a certified copy of this opinion
and order to be served upon Vallejo Zleetric Light and Power Compeny and this
decision shall become effective on the twentieth day after tﬁe dete of such

service.

Dated at San Franeisco, Culifornia, this 2 day of lMareh,

Commissioners.
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. SCEEDULE NO. D=1

DOMESTIC SERVICE

DESCRIPTICN OF SERVICE:

This schedule is applicable to domestic lighting, heating, cooking
and single phnse domestic power scrvice (not cxceeding f:vc horsgoowor) in
single family dwellings and in flats and apartments separately metered by the
company.

TERRITCRY:

Eatire territory served.

Per Meter
Per Month

Service Charge: Log

Energy Charge (to be added to service charge):
First 40 kwhr, per lwhr 2.8¢
Next 60 kwhr, per kwhr 2.0¢
Next 100 kwhr, per kwhr 1.8¢

ALl cxcess kilowatt hours 1.0¢

Minimum Charge: The service charge set forth above constitutes the
minimum charge for no consumption of energy.

3illing Discount: A discount of 10.07 is to be zpplied and shown
on each bill computed under this schedule of
rates. This discount provision will econtinue
in effect until changed by an appropriste order
of the Railroad Commission of the State of
California.

SPECIAL CONDITICNS:

(a) Any apartzent house or group of apartments may recelve service under
this schedule through onc net»r, provided that for this purposc the
first cnergy block only will be increased and will be made equel to
the sun of the first cnergy blocks separately caleulated for the
irdividual apartments included. : The rate of 2.8¢ per kwhr will be
applicd to the kilewatt hours thus determined in the -same manner

as if they were the consumption of an individual servicc separately
metered,




SCEEDULE NO. I-1

COMMERCIAL LICHTING S=ERVICE

DESCRIPTION OF SZRVICE:

This schedule is applicable to commercisl lighting service, including
lamp socket appliances and, at the customer's opticn, for single phase power
(not exceeding five horsepover) and heating alone or combined with libktlng

through the same meter.

TERRITORY:

Intire territory served.

Per leter
Per lionth

Service Charge: | $ 0.40

Znergy Charge (to be added to service charge):
First 50 kwhr, per kwhr 2.8¢
Next 150 kwhr, per kwhr 2.5¢
Next 800 kwhr, per kvhr 2.3¢
Next 2,000 kwhr, per kwhr 2.0¢
Next 7,000 kwhr, per kwhr L.6¢
AlL excess kwhr, per kwhr 1.3¢

Minimum Charge: The service charge set forth adove constitutes
the minimum charge for ne consumption of encrgy.

Billing Discount: A discount of 10.0% i3 te be applied and
shown oa each bill computed under this
. schedule of rates. This discount pro-
vision will continuc in effect until changed
by aa appropriate orcer of the kailread
Commission of the State of Califorria.




SCEEDULE NO. €

COMMERCIAL LIGHT AND POWER ALTSENATING CUARRENT

DESCRIPTION OF SERVICZ:

This schedule is epplicable to lighting and, at the customer's optioen,
for heating, cookdng and/er power service (cither single phase er polyphase)
alone or combined with lighting.

TERRITORY:

" Entire territory served.

Paor Ueter
Per MNonth

Service Charge: $ 1.60

Energy charge (to be added to service charge):
First 1,000 kwhr, per kwhr 2434
Next 2,000 kwhr, per kwhr 2.0¢
Next 3,000 kwhr, per kuhr 1.6¢€

All energy in excess of 6,000 kwhr ger month:
First 50 kwhr per kw of mexdsmm demand 1.4f
Next 150 kwhr per kw of maximum demand but not mere
than 100,000 kwhr 1.1¢
A1l excess 0.7¢

Minimum Charge: S50€ per menth per horsepowcr of all polyphase
motors that mey be connected ot the same time,
but in no casc less than 51,60 per month.

Billing Discount: A discount of 10.0% is to bo applied and shown
on dach bill eomputed under this schedule of
rates ¢xcept that no discount is to oe zpplicd
to the 0.7¢ portion of the rate. This discount

rovision will continue in effcet until changed
by & appropriate order of the Railroad Commise
sion of the State of Califernia.

SPECIAL CONDITIONS:

(a) Wnenever the monthly usc of caergy has excecded 6,000 kwhr for three
consecutive months, a maidmum demand meter will be installed as
promptly as is practicable ~ad thereafter contimued in serviecs until
the monthly use of cnergy has fallen oelew 6,000 kwhr for 12 con-
sceutive months, wherecupon at the option of the company, it mey be
reaoved. If 2 maxdimum demend meter is not in service, then all
encrgy in cxcess of 6,000 kuhr por moath will be billed at the rete
of l.4f€ per kwhr.

The maximum demand in any month will be the average kw delivery of
the 15 minute interval in which such cellvery is greater than in
any other 15 minute interval ia the moath.

Voltage: Service on this schedule will be supplied at the primary
voltage availeble.




COOKING AND HEATING SERVICE

DESCRIPTION OF SERVICE:

Applicable to heating and cooking service.
TEPRITORY:
Entire territory served.,

RATE:
Per Yeter
Per Nonth

First 150 kwhr, per kwhr 3.0¢
Next £50 ¥whr, per kwhr 1.5¢
AlL over 1,000 kwhr, per lwhr 1.2¢

Yinirum Charge: First 1O kw or less of heating and
cocking service $2.50 per mo.
Over 10 kw of heating and cook-
ing service .50 per kw
per mo.

When the consumer signs a contract for service for a
period of one year the minimum charge will be made
accumulative for the service year. The minimum
charges are payable in monthly installments watil
such time as the accumulative energy charges equal
the annuzal minimum charge.

Billing Dicesunt: 1 dlcaount of 10.0% 15 10 D applisd and shown

on each bill computed under this scheduls of
rates. This discount provision will continue in

effect until changed by an appropriate order of
the Railroad Commission of the State of California.

SPECIAL CONDITIONS:

(a) Service will normally be 110-220 volts, three-wire, alternating
current. ‘

(v) Minimum charges are Hascd on the total active connected load ¢f heat-
ing and cooking capacity which may be coanected at any one time,

(¢) Commercial installations will qualify for, ~nd receive service under
this schedule, provided that heating and cooking apparatus (other

than lamp socket devices) of at least 2 kw capacity are permanently
installed and used.




SCHEDULE Pl

GENERAL POVER SZRVICE ALTERNATING CURRENT

D=SCRIPTICN OF SERVICE:

Applicable to general commercial and industrial pewer service and to
commercial heating and cooking service and rectifier service. Alternating
current service will be supplied at any standard voltage from 110 to 2200 volts
in accordance with Rule and Regulation No. 2(b).

TERRITCRY:
Entire territory served.

RATES:
Rate per kwhr for monthly consumption of

First 50 Next 50 Next 150 All over
Hp. of Kwhr Kwhr Xwhr 250 Rwhr
Connected Load per hp. per hp. per hp. per hp.

2-4.9 hp. 3.2¢ 2.0¢ 124 ¢
5-909 hP- 300 l.l -8
lO-ZL.9hp. L] l-o -7
25-L9.9hp. - 1.0 o7
50-99.5hp. . 0.9 .7
100 hp. and over . 0.9 .7

Minimum Charge: Fifty (50) ceats per horsepower per month, but in
' no case less than $1.00 per month for single phase
service nor less than $2.50 for polyphase service.

Billing Discount: A discount of 1C.0% is to be applied and showz on
each bill computed under this schedule of rates,
except that no discount is to be applied to a
rate lower than 1.0¢ per lwhr. This discount
provision will continue in effect until changed
by an aporopriate order of the Railroad Commission
of the State of California.

SPECIAL CONDITIOQNS:

(2) This schedule of rates will apply to service rendered at any standard
voltage in accordance with the rules and regulations of the company.
All necessary transformers to obtain such voltage will be supplied,
cwned, and maintained by the company.

When the installation consists of two or more motors, rates and mini-
mun charges may, at the option of the consumer, be based upon the
maxdmun demand instead of connected load, such maximun demand Lo be
determined in accordance with either of the following bases:

1. Load Limiting Devices:
Censumer may contract for a certain predetermined meximum demand
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of net less than fifteen (15) horscpower and the company will, at
the consumer's expense install and maintain a suitable load limit-
ing device which will prevent the use of cornnected capacity in
excess of the predetermined amount.

Heasured Maximum Demand:

in which case the horscpower of demand on which the rates and mini-
- mum charges will be based will not be less than forty (40) per

cent of the connected load, and the minimum charge will not be

less than fifty dollars per menth.

The maximum demand in any month will be the average horsepower in-
put (746 watts equivalent) indicated or recorded by instruments

to be supplied by the company in the l5-minute interval in vhich
the consumption of electric energy is more than in any other 15-
minute interval in the month for installation of less than 750
horsepower and a thirty (30) minute interval for larger size
installation or at the option of the company the maximum demand
may be determined by test.

In the case of hoists, elevators, welding machines, furnaces, and
other installations where the cnergy demand is intermittent or
subject to vielent fluctuations, the company may base the consum—
erts maxlmum demand upon a S-minute interval instead of a 15 or
30-minute interval.

Demand for installations in excess of 750 horsepower of connected
load occurring between the hours of 10:30 pum. and 6:3C a.m. of
the following day and on Sundays and legal holidays will not be
considered in computing charges under this schedule.

Note: In no case will rates and minimun charges determined in
accordance with (b) L or (b) 2 above, be based upon a con—
nected load of less than the rated capacity of the largest
notor installed.

(¢) Optional Rate for Larger Installations:

Any consumer may obtain the rates and conditions of service for a
larger Installation by guarantecing the rates and minimum charges applicable
to the larger installation. \

(d) Reetifier Heating and Cookine Service:

Mercury arc rectificrs and commereial heating and cooking installa-
tions may obtain service under this schedule, For the purpose of determining
rates and minimum charges, each kilowatt of connected load will be considered
as equivalent to one horsepewer. Connected load will be taken as the name
plate rating of all heating and cooking apparatus permancatly connected and
which may be connccted at any one time, computed to the ncarest onetenth of
a kilowatt, and in no case less than two kilowatts. Al equipment assumed as
operating at 100 per ceat power factor.
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CONCURRING QPINION

I concur in the order in this case reducing the electric rates of
this utility on a present annual basis by $135,000, approximately 18.4 per
cent. After such reduction the company is left with a somewhat higher than
six per cent rate of return on its undepreciated rate basé, in addition to
full allowance for all operating expenses, depreciation and amortization of
so-called defense plant capital, and all taxes; federal, state and local.

I am unable, however, %o see eye to eye with my fellow Commissioners
in their elimination from my opinion, as submitted to them, of my discussion on
war taxes.

The matter of war taxes not only smounts to a large contested
operating expense iteam, to which testimony was addressed in the record, but it
also occupies an important part in the company's brief.(l)

I felt it would be helpful, and due the company and its customer
rate payers, 1o state clearly what is done by us and why. If then we should
be found in error, we will know why and can mend our ways; if our position is
sound and understood, the public, the utilities and our staff will know what

¢ expect under similar ecircumstances and what to do.

The tax dispute concerns the so~called war taxXes and whether a

distinction is to be made between normal or pre-war taxes (including the

pre=war Tederal income tax) and the special war levies, particularly the net

(1) In the "Summary of the Argument” of the company's brief the matter of
taxes is referred to as follows:

"A. The estimated rates of return shown in Zxhibit L cannot be used
as a neasure of the reasonsbleness of respondent's rates upon which to
predicate a reduction because * i % 3 #

"L. The actual amount which respondent will be required to pay

in taxes to the Pederal Government has not bdeen allowed as an

operating expense.

"B, Assuming that, based upon the present record, the Commission may
lawfully codpel a reduction in regpondent's rates, it would be unfair to
respondent and contrary to the public interest to compel such reduction
Decause ¢ & & & #

"2. A rate reduction should not be ordered until determination is
made of the actual taxes which respondent will be required to pay
under the new revenue laws. ‘

"3. There is no justification under the law to compel a reduction
in respondent's rates so that the liability for payment of excess
profits taxes will be eliminated."

In the body of the brief the tax question is discussed at length.

)=
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excess profits tox. The sceond nnd relited problem is whether in computing the
cxeess profits tax the 81 por cent rate (now 85.5 per cent) on the "adjusted
excess profits net income” base is to Yo used or the 90 per cent rate (now 95
per cent) as claimed by the comnany. Referring to the first question, the
compuny contends that ﬁhere is no Justilicction in the law for ordering 2 reduc-
tion of clectrie rates ns presently charged which would rosult in a reductlon

£ the éompany's total tex liability.(2> The quotation ia the margin leaves
no doubt'that thcrc is 2 bosic misundérstanding on the part of the compaﬁy LS

to this issue., The Commiscion, I am sure, has no thought of creating, if it
could, a condition thet would, in effect, exempt pudlic utilities from the
operztion of the execss profits tex. | The sole question is who is to pay this
tox; the rate peyer under the guisc of an sdditional wtility "operating cxpensec,"

or the utility out of its "adjustcd cxeess-profit net income,™ as defined in

(2) Mr. R. L. Vaugh n, counsel for respondent, in his brief at page 25 suys:

"During the course of th: heurdings presiding Commissioner Sachse
indicated thet in his opinion Congress did not intend, under the Revenue
Acts, thet cxceess profits texes would be pessed by the utility on to the
consuner or that the utility wes intended to net us = collection cgent of
these toxes (R. 128 et sca.). . In Decision No. 36613, of September 2L, 1943,
in Application No. 25727, in ro More Islend Ferry, the Commission, cpecking
through Commissioner Sachse, had this to say:

'I can {ind no indieation of zny purpose or intent on the part of

Congress, in its cractment of the present wor tax legislation, that

regulated utilities should act as colleetors of indircet wor taxes,

or that such war tax should be levied on the rate poyer in the guise

of added charges for transportation or utility scrvices, or thet

. such wusr toxes must then bocome "operating expenses," foreing the
additional burden on the rate payer but not on the utility cerperation.t

"This construction of the Internal Reveaue Cede, s emended, is erron-
eous and coannot be Justified cither from the languege of the Code itselfl or
from the antecedent legislative history thercof.

"The Revenue Act of 1942 amended scetion 710(2)(1l) of the Interndd
Revenue Code (releting to ratec of excess profits tox) to read, insofur as
is here portinent, as follows:

(1) Genersl Rule.  Thore shall de levied, eollected, and paid, for
each taxeble reur, upon the adjusted cxce-s-pro’lts net ineome, as defined
in subsection (b), of ¢very corporation (except & corporation exempt under
scetion 727) & tix GGULL tO VMiChovor Of TNG LOLLOWANG wmounts 1S the Lescor:
(&) 90 per ceatum of the adiusted cxcuss-profits net income *snr(Itclics
ours. Citations)

"The Commission's interpretction of the excess profits provisions of
the Act could be Justified only upon the theory that Congress intunded to
linit the operetion of the Act so thet it would not opply to public
utilities. Such ¢ limitotion would, in cffect, ercate an exemption of
public utilities from the operntion of the cxeess profits e¢liuse. An
éxemption in & taxing sct must rest upon more than a doubt or cmbipguity; it
mast be clearly defined and founded upon plain language." (Citations)
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subsection (b) of the 1942 Revenue Act, amended Section 710(a)(l). The matter of
the reasonable rate of return is apart from, thouph influenced by, the treatment
of taxes and is considered separately in the preceding decision. I am in accord
with the Commission's {indings on the rate of return and should like to emphasize
that a net rate of somewhat in excess of six per cent on an undepreciated rate
base is, in my opinion, a generous and liberzl return for this utility in view
of ite rate and f{inancial historv.

The company's brief, p. 28, reads "Public utilities have always been
tax collectors for the various federal, state, county and clty taxing agencles.
After all, whatever taxes a utility pays come out of the rates pald by its
"consumers.” This observation, I think, misses the point. The rate payer, of
course, pays for the total cost of his utility service, including the profit
to the utility. DBut there is a very real difference, to the rate payer as well
as to the utility, in the several possible treatments of a payment such as the
excess profits tax, and whether that tax is paid out of net earnings (defined
in this instance by Congress as "adjusted excess-profit net income") or whether
it is passed on to the consumer rate payer as an "operating expense," relieving
the company of that burden and leaving its net earnings undisturbed. The matter
may be simply put. 3efore the war the utility here before us earned a very
high rate of return on its total actual investment (Exh. 7). The investment

itself, the recorc shows, was over the years almost entirely paid out of

excess earnings.(a) Juring the pre-war period all taxes were considered by

(3) The most signlficant finding of fact in this case is that this utility under
Commisscion regulation has been able in a period of 31 years to add, out of
rates pald by its eleciric customers, to the ovwner's actual cash investment of
3100,000 a total amount of $1,585,000, a fifteenfold increase, averaging
$L8,000 per year. It is assumed here that cash was paid for the 3100,000 par
value of stock issued prior to the effective date of the Public Utilities Act.
In addition the owners have received in the same period cash dividends, not
reinvested in the utility plant, totaling 51,418,600, an average of $45,760
per year, and equal to an average annval dividend rate of 45.8 per cent on
the origirnal investment. The combined total of capital and dividend payments
made by the rate payers amounts to $3,003,600, an average annual contribution
of 394,000; i.e., 9L per cent compared with the single original capital in-
vestment by the owners of $100,000. The rate payers contributed these
amounts, in part, through excecsive operating expense charges to depreciation
and, in part, through excessive net earnings and rates of return. NMore than
half of this accumulation occurred within the last twelve or thirteen years.
I am unable to conceive of such a rate-fixing policy as sounc regulation in
accordance with the letter or the spirit of the Publie Utilities Act, Nor
has regulation proved itself in this case an acceptable or effective sub-
stitute for free competition. The speculator would locok for such excessive
profits only in 2 business bYeset vith extreme risk or in an unregulated and
highly specialized monopoly. Regulated utilities belong in neither class,
(Contirued on page L.)
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the Commiscion ns operating expenses and the excessive rote of return wes
cerned in ~ddition to &ll such expenses.

The war now is the foremost concern of the Nation and demands
grecter than peace time tox contridvutions from ¢ll of our people. The ineressed
fintneisl burden is to be borne and distridbuted according to the aets of
Congress. The Congress hos decreed thet if an "cdjusted excess-profits net
income" is eermed by & corporation, then part of such net income is to bde
contributed o8 o specicl toax for tne winning of the wer. Congress hzs not
singled out the utility corporations and exempted them from muking this
contribution. Congress has not stid that if 2 utility enjoyed 2 specific
rate of return, six, ¢ight, or any other percentage, before or during the
wer, thit rate Lo not to be reduced by any wer or defense tox levied during
the emergency. On the contrary, the law is specific thet utility corpore-
tions (cs distingulished from utility rate payers) are to contributc in the
same messure &5 other corporations.

This being clear, the cuestion before us is, should this Commission
sttempt, through the exercise of its rate-maxing powers, to nmullify en act of
Congress by removing the burden of & specific war tax from the ownoers of the
utility 2nd shift this burden to the ratc povers? This Commission, I ta sure,
should not do thnt unless there is o specific zandotre from the Congress
providing for such cetion. And there is no such mnndete, direct or implied.

This Commission has no power to lovy tixes, or shift texes from
one tox poyer to another, nor has it the power to grant teox exemgtions. IS
a tix in our opinion plnces too greot o burden on utilities, or on rate payers
in the cnse of dircet utility scrvice execise tuxes on electrdeity, traasports-

tion, communication messages or other payments for services, we have the right

(3) (Cont'd)
The rate peyers have mude these excessive contribulions through the
imposition of unjust and unrcasonebly high ratcs. The property padd for
by the rate payers is now in the legzl ownership of tals uvllity znd the
future rate payers,epparcntly, will hove to pay a cortinuing fair rate of
return on the tovel property, irrespective of the source of the investment
funds. We cre not required, however, to impose upon the rote puyers 2
second operating chorge for property fully or purticlly depseeinted and
for which the owner has been reimbursed.

-l
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cnd perheps the duty to inform or petition the Congress, but we ¢zn not circum-
vent the tax laws., ind I think we should meet and decide this issue when it
is beforo us in this formal proceeding.

This question is not new. It cime before this Commission during
the First World Var. In November 1918, in & unanimous decision fixdng the
cleetric rates of the Westurn States Ges ond Eleetrie Company (16 CRC 197,198)
the Commission said:

"The federal teoxes to which applicant is liable show un ¢normous
inerease over those paid in preceding years, resulting from pre-

sent and proposed higher rates of federal toxation to meet war
expensgcs. Considerceble discussion has been had ond some differeonce

of opinion existe as to who should ultimstoly pey what mzy be called
the war tax chorged & public utility; that is, whethor the consumers
should pey the same by cllowing such taxes to the utility as operating

20020828, O WhELDET TAEy SUOULd B vome by the wtility dtscl.

"hat moy be termed ordinary toxos, federsl, stute and municipal, have
been undforoly recognized &3 proper opwrating oxponses and sueh taxan

will be allowed herein ns operzting expenses. It does seem illogicel,
however, thet when the ferlerc) pgovornment cttempts to impose upon the
seeurity holders of a cororction, whether public utility or non-
public utility, a cortzin tax upen income for war purposes or %0 meet

a nationel emergensy, that the purpose and spirit of such law ahould be
thwarted by the wtility pasiing such texes clong to its consumers es on
opcrating expense o0 be collacted dn rotes.

"The question then ariser as to where the line should be drawn to
distinguish between the crdinary federal, state ond municipal taxes and
the wer emergency vaxes. The answer to this, it scems to me, 1s in

the set of Congress pessod October 3, 1917, entitled YAn Act to Provide
Revenue 10 Defroy Wor Exwenses znd for Other Purposes,' which is sup-
plenentery to the zet of Congress entitled 'An Act to Inercase the
Revenue, and for Other Furposes,! zpproved September 8, 1516, This act,
by its title and text, (ocleres for the collection of taxes for war
purposes.

"Previous to the enactment of the aet of October 3, 1917, the federal
income tax assessable rgainst applicent was on the basls of 2 per cent
per annum; by the term:; of said act such tax was increcsed to 6 per
eent per snnur. At the present time leglslation is pending before
Congress which, when $inclly enceted, will undoubtedly result in & very
substantiallyincrcased tax rate over that provided for in the uct of
Octobar 3, 1917.

"I am compelled 10 tike the view that both the letter end the spirit of
the exdsting federal wor rovenue law (and 4t is but fair to zssume
likewise of eny new Luow enzcted for the same purpose during the present
session of Congress) clecarly contemplates the payment by the owners of
utilities of thrt pert of the tax essessed for war purposcs provided
for therein. This rurpose would be defented by sllowing same &s operat-
ing expenses and thureby imposing same on the conswacrs of utilities
through rates.

"I have, therefore, made a segregotion of the dncome taxes allowing as
operating expenses so much thereol 23 wes assessed agmninst applicent

by federsl law prior to the asct of October 3, 1917. Any inercases

over that, due to wer conditions, should be borne by the seeurity
holders of the utility. Likewise, and for the same rcasons, the in-
ercesed toxes on copital stock, coupons, and other inercases of a
similar charecter are chargeable €O the utility and not to the consumer
thereof,”

P
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In Februery 1919, in & gus ratc case of the Los Angoles Ges and
Elecetric Corporation, Decision No. 6139, the Commission again disallowed the
so=called war taxes as non operating expense and hela that "a utility should
stand the burden of war taoxes imposed upon its net income™ and that "the
consumers should not be recuired to pay income tax or capitel stock tax in
excess of pre-war rates" (16 CRC LS?).(L)

Distinction must be made, I repeat, between what moy be termed
normzl income taxes,payeble in times of peace, end execess profit taxes

especially levied 10 pay for the cost of the wur.

In the Gelveston Case (258 U.S.388), the United Stautes Suprexe Court

held that the federzl ten per cent net income tax might, in the clrcumstaunces
»f thet case, be considered an operating expense item. The proceeding involved
street roilwoy fores. The lower court had disallowed the entire federzl income
tax in operating expenses, The tux, it should be noted, was not & wer tex; it
wzs & normal tax. On this question the Supreme Court said:

"The remeining item 2s to which the moster and the court differed

reletes to the income tax, The company assigns as error thrt the
naster nllowed, but the court disallowed, &s a part of the operating

(4)"Applicant hes included in its estimate of operating expenses the sum of
4289,926,00 for toxes. This estimate includes both state znd federal
taxes, The Commission, in its Decision No. 5889, in Application No. 3962
of estern States Gas and Electric Company, decided thet z utility should
stznd the burden of the war taxes imposed upon its net income, zllowing,
however, prewar federal texes as woll as state, county and munieipal
texes as operating expenses. Of the total texes estimated for the yeur
1919 by applicant, 3100,279.2L are federal toxes, consisting of federsl
capitel stock tex, net income tox, income tox on tax=free bonds, war
stepp toaxX and oxcess profit tax. From a study of the et of congress
passed Oetober 3, 1917, entitled, 'iAn act to provide revenue te defray
war expenses snd for other purposes,! it is apparent to me thit both
the letter and the spirit of the existing federcl war revenue low (and
it is but feir to vesume likewise of any new lew enacted for the same
purpose) clearly contemplites the puyment by the owners of utilities
of that part of the tex assessed for war purposes provided for therein.
Lpplicant's consumers should not pzy the oxcess profit tax, and as stated
cbove, the ¢onsumers should not bu required to poy the income toax or
cepltrl stock tex in ¢xcess of prewar rates. The taxes other then stote
gross revenue tex which should be chargeable to the operation of the
utility for 1919 are 314,886.00 as ngeinst £100,729.24 clzimed by applicant.
I vAll allow 5.6 por cent of the estimated gross revenue plus $lL,386.00
2s the taxes chargeadle to operation.”
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expenses for the year ending June 30, 1920, the sum of £16,254, paid
by the company during that year for Federsl income taxes. The tax
referred o is presumably that imposed by the Act of February 2L,
1919, chep. 18, Secs, 230-238, 40 Stat. 2t L. 1057, 1075-1080, Comp.
Stat. Secs. A371-3/Lka, 6336-1/8an-6336-1/8rr, which, for any year
after 1918, is 10 per cent of the net income. In calculating whether
the 5-cent fare will yield 2 proper return, it is necessary to deduct
from gross revenue the expenses and charges; and all texes which would
be peyable if a fair return were ecrned sre cppropriate deductions.
There 48 no difference in this respect between state and Federcl taxces,
or betweon income texes and othors. But the fact that it is the
Federal corporste income tax for which deduction is made rmust be taken
into consideration in determining whot rate of return shell be deemed
fair. For, under Seec. 216, the stockholder does not include in the
{ncome on which the normal Federal tax is peysble dividends recelved
from the corporztion. This tax exemption is therciore, in effect,
purt of the return on the investment." (258 U.S. at 399=400.)

In the Ceorgi:z Case (262 U.S. 625), the United States Supreme Court
stated, in part, as Sfollows:

"The componies contend that thare wes error, olso, in estimating
the smount of the probable net income. One objection relates to
the Pedersl corporate income tax (10 per cont) assumed to be
$45,3b4. The commission trcated the tax as & proper operating
charge. The court disallowed it, end thus increased its estimate
of probeble net income. In this the court erred. Geolveston
wlaetrie Co. v, Grlvestion, supra.™

Thesc cases, if they are considercd as sanctioning the inclusion of
normal, pro-war income texes in operating expenses, are clearly distinguishable
from the téx issue in the prosent procveding., This Commission has always
allowed "nmormel" taxes as operating cosis and Ihavesdhered to the long-esteblished
practice in this case. Ecre we are considering not the normal ten per cent
income tex of two decades past but a speciul war tex imposcd by Congress over
and above the normsl income tex, designated &s "net cxcess profits tax" and
based on & prescribed and specified net income emount designeted as "adjusted
excess=profits not income." Clearly this tax is o speeicl tax and 4s & wer
burden, in addition to the ordinery tox. Further, the retes fixed in this
case will leave the cempeny, after the puyment of 2ll taxes, in a setisfactory
corning position cnd with a rete of return of more then 6 per cent on Ln
undeprecinted rcte basc.

In the Georgis Case, supre, it is to be noted, the Commission 2llowed

the 10 pur cent fedaral income tox as un operzting expensc znd the lower court

disallowed it. The United States Supreme Court sustoined the Commission.
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The Federal Power Commission in Detroit v. Panhandle Eastern Pipe

Line Co. (1942), 45 P.U.R. (N.S.) 203, considered the mitter of war emergency
texes and scid:

"Thus it appesrs that the doctrine of unjust enrichment as well

as equity wnd good conscience compel the conclusion that & utility
should not be permitted to thwart the purpose and spirit of the war
price control legislation and the revenuc laws by passing such
cbrormel tax requirements along to its consumers as on operating
expense to be collected in inerensed rotes.  Indeed, we feel
increased rates on such & basis would be unjustifiazble. To allow
them would in effeet impose upon the consumers a szles tax.

"So that there mey be no confusicn concerning the tax situstion in
connection with the comprnies subject to our jurisdistien, where
necessary to stabilize utility rates ot ressonable levels during

the war emergency period, we propose to zllow as propor operating
expenses oaly such taxes &g may be termed ordinnry or normal. For
the purpose of distinguishing between ordinery or normal and war
emergency Or abnorasl toxes, we conclude that the basis preseribed
in the 1940 Revenue Act esteblishes the highest possible level of
Federal toxes which moy be allowed as on clement of operating expense
for such purpose. The 1941 Revenue Act and the pending 1942 proposzl
certeinly reflect ebnormal tox recuiremcnts for war purposcs.

"The conclusions we here express find velidity in utterances of other
régulatory bodics who were confronted with the problem of sbnormal
tex requirements in dealing with the utility industry as 2 result of
the First Vorld War." (Citations)

In Kope Natural Gas Co. v, Federsl Power Commission (1943), 134F.

(28) 287, the Circuit Court, reversing the Commission, stated in part os follows:

"Federsl income tax. It is clementary that taxes, including income
taxes pald the federcl government, arce proper alcments of expense

of operztion. The Commission Jound that $76,579 was & proper zmount

to 2llow for federel income tex for the futurc, although the evidence
wos that Hope poid 5912,313 in federel income tax in 1940.  Hope
contends that the Commission, in cdjudging its 1940 rates to be
unregsonable, computed its income tax liability at o figure no grester
than thet estimated for the future, notwithstanding it had actually
peid §912,313 on account of fodernl income tax in that year. As we
have reached the conclusien, os stcted more fully hereafter, that the
Commission was without power to moke findings os to the reasonableness
of past rotes, oxcept o8 incidental to fixding rates for the future, we
nead not determine what zllowance should be made for income tax in 1940.
So far as rates for the future are concerncd, changes in tox laws
render irrelevant a discussion of the Commission's figures. In further
proceedings to establish rates for Hope, due considerction will doubt-
less be given to fodersl income tox liability in estimsting nocessary
expenses of operation, based upon wh~t income tax Hope will be required
t0 pay on income derived from rates found to be reasonable." (134 F.
(2d) 287,308.)

On Jamuary 3 of this year the United States Supreme Court reversed

the lower court (Feders) Power Commissicn, cte. v. Hope Noturzl Ges Co.) end

sustained tho Federal Power Commission!s deeision. The question of federzl toxes

-8-
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is not discussed in the decision of thoe Court. There is found, however, in
that epoch-making decision a carefully reasoned consideration of the argument
by the State of Lest Virginia that gas rates should be fixed on a higher level
than otherwise necessary in order to produce state taxes that, with lowered
rates, might be reduced or lost to the state. The Court says:

"ee cannot find in the words of the Act or in its history the

clightest intimatien or suggestion thet the exploitation of

consuners by private operators through the meintenance of high

rates should be 2llowed to continue provided the producing

states obtain indirect bYenefits from it. That cpparently wes

the Commission's vicw of the matter, for the same arguments

advanced here were presented to the Commission end not adopted

by it."

further,

"Thus Congress was quite aware of the ingcrests of the producing

states in their naturel gos supplics.(23 But it left the protec-

tion of those interests to measures other than the meintenznce of

high rates to private companies. If the Commission is to be com-

pelled to let the stockholders of natural gas companies have 2

feast so that the producing states may receive erumbs from that

teble, the present Lct must be redesigned. Such 2 project raises

questions of policy which go beyond our proviace." (Footnote 23

omitted.)

Our Publie Utilitics Aet docs not, in the quoted lenguage of the
Supreme Court, contein the slightest intimction or suggestion thot war toxes
levied by Congress on the owners of public utilities may be transferred by us,
through the meintenance of high rotes, to the patrons ond rate pa#ers of
public utilities.
vithin the week Congress has inereised the corporstion excess

profits tax to 85.5 per cent (after refund provisions). It is conceivable
that not eighty-five or ninety, but one hundred per cent of z specified
excess profit might be taken to corry on the war. In such an ovent it would
become impossidble for & utilitics commission to shift the tex burden from
the designated tax payer (the corporation) to the rate pawver. Therc is no
more justification in an eighty-five and one=half per cent shift than in an
one hundred per cent transfer,

With the war in progross, at an ¢ver increasing strein on all

of the Nation, for more than two years, the time is late, and overduc, foe /T@ihd

-




for us to face this issue and make our decision. The millions of California
utility rate payers are entitled to know whether, in addition to their own

war taxes, they must continue to pay, as operating expenses, the war excess

profits taxes of California utility corporations, and the utilities are

Y oA

ecually entitled to our answer.

Commissioner.




