ORIGINAL

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Decision No. S6E242

In the Matter of the Suspension and )
Investigation of the Commission's own)
notion of Proposed Schedules A-40, )
A-41 and D-40 filed by Pacifilc Gas )
and Electric Company. )

Case No. 6011

F. T. Searls and G. L. Harrick for Pacific
Gas and Electric Company, respondent;

Robexrt W. Beardslee for the Commission staff;

Daniel $. Cariton for Shasta Dam Arxea Public
Utility District, interested party;

Jack Falpin for Jack and Sydney Halpin,
interested parties.

OPINION AN: ORDER

Pacific Gas and Electric Company, on October 24, 1957,
filed by Advice Letter certain electric schedules and a proposed
Special Rate Area description by which the rates and charges for
General Service, General Power Sexvice aad Demestic Service within
the proposed Shasta Dam Rate Area would be less then those effective
ou the balance of the company's system but equivalent to those
levied by the Shasta Dam Axea Public Utility District, its competitor
in such area. Following receipt of a request from the Shasta Dam
Area Public Utility District that the proposed rates of the company
not be authorized without a public hearing, the Commission,‘on
November 19, 1957, issued an order of investigatior, on the Com-
mission's own motion, and suspended the effective date of the tariff
sheets pending an investigation into the propriety and reasonableness
of the proposed tariffs and hearing and decision thereon. The pro~

posed schedules were suspended until February 21, 1958, the nine-

teenth day after the date such tariff sheets would become effective

if not suspended.




After due notice to known interested parties and to the
public, public hearing in the matter was held before Examinerx
F. Everett Emerson on December 11, 1957, at Redding. The matter
was submitted, after the receipt of e¢vidence and oral zrgument,
on the same date.

The position of respondent is essentially that it has a
substantial investment in clectric distribution fzcilities in the
area, that the Shasta Dam Area Public Utility District has con-
structed and is now engaged In constructing a distribution system
which dupiicates to a large extent the system of xespondent located
within the boundaries of the District, that the District has been
and is presently soliciting customers of respondent, that the rates

and charges of the Distriet are lesser rates and charges than those

which respondent is presently authorized to apply within the area,

and that unless respondent igc allowed to place into effect raotes
substantially identical with those offered by the lTistrict, it
will be in no position to meet the District's ccmpetition snd will
thus find its investment in the area virtually destroyed.

Further, respondent states that "in accordance with the
method followed in prior Commission decislions the Company will, for
rate making purposes and for earnings studies furnished to the
Commission, compute revenues from service ian Shasta Dam Rate Area
as though system rates were in effect.”

The position of the District, as stated by its Counsel,
is essentially that the District is interested in the respondent's
proposal not for the purpose of avolding or objecting to any lowex-
ing of rates but to determine what is respondent's real cost and

where the cost is going with the projected rate policy, that
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respondent's proposed rates are within the province of the law and
that the record show whethex the proposed rates are at cost, below
cost or above cost.

The position of Mr. Halpin is essentially that he, as a
customer of respondent residing without the boundaries of the
special rate area proposed, will be discriminated against if re-
spondent does not lower rates in his area as well as in the proposed
special rate area. He also claims that there is now no provisionm
in law which would permit special ox preferéntial rate treatment in
order to meet competition in the field of public utility operations.

The Central Valley Citizens Committee, Incorporated,
through its chairman as a witness, presented a petition signed by
approximately 300 persons approving and endorsing the rate reduction
proposed by respondent, opposing the action of the officials of the
District in protesting to the Commission, and urging the Commission
to proceed with all possible speed to pemmit the rate reductionm to
take effect.

The testimony presented in this proceceding is almost
wholly that of a rate engineer of respondent who introduced three
exhibits., Full and unrestricted oppoxtunity was accorded all
parties to cross-examine this witness and his cross-examination was
extensive.

Exhibits Nos. 1 and 2, respectively, set forth the rate
schedules of the District and the proposed tariffs of respondent.

In all essentials, the two sets of rate schedules are identical.

Exhibit No. 3 sets forth ''costs which could be avoided
by discontinuing service to the Shasta Dam Rate Area”. Such so-
called "avoidable” costs aré estimates of the incremental operating

costs of serving the area based upon the premise that 1f the




respondent did not provide service in the area these costs would,

in effect, be savings. Such estimated operating costs when compared
to the estimated reve-ues which respondent's proposed tariffs would
produce in the area, leave an indicated excess of revenues over
costs of $15,100, according to the witness. This relationship is
sumarized as follows:

Facilities Costs $ 36,300.
Incremental Fuel Costs 50,500.
Capacity Costs 50,300.

Total Avoidable Costs, annmually 137,100,
Gross Annual Revenue 152,200.
Excess of Revenue over Cost 15,100.

The facilities costs, except for ad valorem taxes on the

physical plant in the area, are allocations of total system costs.

‘ L
The 1ncrementai cost of fuel is calculated on the basis of 4.179
mills per kilowatt hour for the amount of energy used in the area

during the year 1956, the latest full yecar for which data were
available. The capacity cost, waich also includes allocated amounts
for ad valorem taxes and taxes on income, is based upon an average
cost of 51.50 per kw per month for the 33,550 Kw Mo attributable

to the area. The gross revenue estimate igc a repricing at proposed
rates of the energy usage of the average of 1,384 customers re-
spondent served in the area during the year 1956. Under rates
preseatly in effect such usage would produce approximately $210,000
in gross annual revenue.

The original cost of respondent's facilities in the area
is reported to be approximacely $383,000. The depreciated cost of
such facilities was approximately $330,000 in 1956, the average
annual accrual being approximately $9,000 on the two per cent sgiak-

ing fund method of accounting for depreciation. In deriving the
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estimate of incremental costs, the witness did not include this
latter amount, on the¢ premise that depreciation is not an avoidable
cost on plant eclready in service. In view of the evidence we find
that the amount of gross revenuc will be more than sufficient to
meet the expenses of operating respondent's system in the proposed
special rate area. |

In our opinion, respondent has the legal right to reduce
its rates in order to meet in good faith the competitive rates being
offered by the Shasta Dam Ares Public Utility District, arguments of
certain counsel to the contrary nothwithstanding. There is ample
precedent for such actien, both in this Commission's pricr determina-
tion and in those of other states. The long and unbroiken linc of
legal authority enc precedent in such respect overwhelmingly sus-
tains the right of a2 utility to meet in good faith a competitive
rate without rendering itself subject to a charge of unlawful local~
ity diserimination., Merely for the purpose of mainteiring all of 2
particular class of customers on am exact parity, this Coumission
should not compel a utility to charge rates which will anmmihilate
its service in competitive territory.

The Commissien finds a2s facts that (L) respondent's pro-
posed special rate arca and the tariffs proposed for electric serv-
ice rendered therein are not adverse to the public intexest (2) are
justified and (3) should be auvthorized. In the event that roespond-
ent's gross revenues under the existing and anticipated competitive
conditions do not meet costs of operation (including a reaconadble
return), any loss which may thus be incurred shall not be a charge
upon or place any burden upon other customers of respondent outside

of the special rate area. Respondent has so stipulated and such end
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result will be accomplished, in future electrie rate proceedings,
by respondent's including in its over-all presentations of gross
electric revenues, revenues equivalent to those which would be pro-
duced in such area if system-wide rate schedules were applied

thereto.

The Commission having on its own motion suspended the
effective date of Tariff Sheets Nos. 2838-E to 2846~E, inclusive,
filed by Pacific Gas and Electric Company, under Advice No. 157-E
on October 24, 1957, which sheets include new Schedules A=-40,
Genmeral Service; A-4l, General Power Service; and D-40, Domestic
Service; and having on its own motion instituted an investigation
into the propriety and reasonableness of said schedules; a public
hearing having been held; the matter having been submitted and the
Commission having found that said schedules are justified, therefore,

IT IS ORDERED that the suspension of Schedules A-40,
A=4), and D-40 filed by Pacific Gas and Electric Company on
October 24, 1957, be and hereby is removed, and Pacific Gas and
Electric Company is authorized to place such schedules of rates
into effect as of November 23, 1957.

IT IS FURTHER ORDERED that applicant shall in future

electric rate proceedings compute its gross electric revenues as
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though system~wide rate schedules were applied in the Shasta Dam
Rate Area.
The effective date of this oxrder shall be the date hgreof.'
Dated at:{,a&w%_.a. Al gt , California, this /& 7-4'-"
Ko Lot g, 1958.

/

ommissioners




