.’v : '

Decision No.'-.‘ | 78103

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE 's'rAm-oEﬂ CALIFORNIA a

In the Matter cf the Application of ) S e
SOJTHERN CALZI: ORNIA EDISON COMPANY ; Application No, 50363 =
for an order of the Public Utilities (Petition for Modification
Commission of the State of California ' of Qrder -
authorizing Applicant to iacrease rates Filed: December 24, 1969)
charged by it Lor eclectxric service. 3

| Additional appearance'\

Bruno A, Davis, for the
Cummibbion staff

Other appearances are listed in
Appeundix A to Decision No, 76106
herein issued August 26, 1969.

O PINT O N

Pursuenr to ordering,paregraph 3 of Decision No..77700 :
issued herein on Septeumber l 1970 oral argument was held before  37?f
Excminer Cline in Los Angeles on’ September 30, 1970 At thc hearing:-
the parties were given the opportunity to present arguments (l)

urging this Commission to direct applicant to«refund to its _
i customers all or a=zy part of the $3,904, 000 balance ia Account 255
or (2) urging this Commiosion to authorize applicant to credi ‘all :
or any part of said balance in Account 255 to Income Account 411.1
over a period not to exceed five years_from.December‘3i5,l96°. lAtf “J |
the close of the oral argument the matter uasvtaken‘under”subnisaion;jh'

0o October S, 1970 EPplicant'filedia motion‘for'correctionb
of Tramscript Volume No. 52 and by letter dated October 5, 1970
which'waSVfiled on said date, the staff also requested tnat ” _
corrections be made in Volume No, 52 o.Athe transcriptt‘ Pursuantl‘-v.
to sald motion and letter said traumscript corrections have been |

made by the Presiding_Examiner.
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In his oral argument counsel for applicant urged that the

Commission authorize applicant to credit the $3 904, 000 balance in u -
Account 255 to Income Account a11 1, one-half of said amount or
$1,952,000, during each of the two years l970 and 1971 By doing |
so Oral Argument Table 4 shows that the applicant s estimated rate ‘
of return on Califormnia jurisdictional operations would be increased ‘

as follows:

' With Aéét; ZSSfBalance’ =
Estimated Credited to Acct. &411.1-

Rate of Return 1/2 101970 aud 1/2 do- 1971 l*"‘lff

Year (Ex. 97) o _ f (Tr 57322

1970 7.22% ‘_""H ‘ .292‘ |
1971 7197 o

Oral Argument Table 3 shows the effect on. rate of return
if the amounts:debited and credited to Account 255~by reason of
using the S5-year average investment tax credit instead of the actual |

investment tax credit had been included 1in: income instead of being
credited to Account 255. | | o

Effect on Rate ofﬁReturn@'

_ Inoremental Return on Rate Base |
‘ ‘ - Returm on . ,_;y"
Credits or Rate Base Before Afterw~_*

Debits to with ITC - . ITC.. . - ITC R

Acct. 255%%  __ Adj.  _adigeek  Adi.
2 v 2 o | ‘ ., z-“ . e L
1,856 1.998 11

2,025 - 1.628 .08

2,231 0.370 . 02
2,432 (0.083) S 003y

*  From Table 18-A.of Ex. 67

*%* From Table 14-G of Ex. 67. Note- The fig) for
t

year 1969 was changed from (. 092) to ( 08 o-conform '

to Ex. 98.

These figures were also taken from’ Table l8AA.o£ Ex 67
and to conform to this table the 6.98 for year 1966 and -
6.99 for year 1967 shown on Oral Argument Table 3-were :
changed as ahown.above. -

l,zgr




| A. 50363 hjh

The purpose of Oral'Argument*Exhibit 3 is'tonemonstrate{”f;fﬂY@f

that even if the actual rather than the S-year average investment
tax credit had been used the return on rate base would have been
reasonable. | | o

- Counsel for applicant argued that for. the Commission to
require applicant to refund the $3, 904 000 balance in‘Account 255 .
to applicant's customers would constitute unlawful retroactive rate |
making. In support of such argument he cited Pacific Telephone and
Telegraph Couwpany v. Commission, 62 Cal 24 63& 650-656- Los Angelesi.
Gas aund Electric Company, 35 CRC 442, &68‘ injunctive relief denied -
58 Fed 2d 256, aff. 289 U.S. 287. S

Counsel for applicant pointed out in Oral Argument Tabie 45'

above that applicant'will earn rates of return.during l970 and- l97l [g'l

less than the 7.35% which the Commission found to be reasonable fn
Decision No. 76106 herein, He stated that 1£ the Commission. .
authorized applicant to credit the $3 904 000 to Income _ |
Account 411.1, one-half fn 1970 and one-half in 1971 applicant will;;i
receive some additional relief during these'two years, and for L
years subsequent to 1971 the applicsnt will have sufficient time to; o
seek further relief through the filing and’ processing of an |
application.for rate increase.

Counsel for the Commission staff pointed out that the
amounts in reserve Account 255 were accumulated by crediting or
debiting said account with the difference between actual investment_
tax credit and the five—year average investment tax credit. As a
result of this accounting.procedure on’ the whole applicant's ‘
reported earnings ‘have been $3 904, 000 less than they would have
been had the actual tax credit been used. Now the Commission hasa
through the issuance of Decision No. 77700 herein,directed that
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applicant bereafter use the actual rather ‘than thc five-year averagejf“ J

investment tax credit. Since the. ratepayers have lost whatever |
benefit they may have had from the use of the. actual rether than
the five-year average investmeunt tax credit duringnthe years prior
to 1970, the counsel for the staff urges that for the Commission to.
be consistent it should now require applicant to- refund to its )
custoners the $3,904,000 in Account’ 255. Such-a refund would
remove this item from consideration in any future rate proceeding.
He contends that no retroactive rate making;would be involved in
such & refund since it would be a refund of a reserve account

Kence the refund would have mo effect oo the earnings of prior yearo.”

Ee further contends that if the Commission does not reruirc applicant’-‘

to refurnd the amounts ia Account 255 to its customers butlpermits it a
to credit such amounts to Income Accoumt 411.1 in.l970 and later |
years that a five-year rather then a two-year pex iod shoalo oe used :
so that the amount in Accoumt 255 will not be ccmpletely amortized
befoxre the year 1972 which is likely to be the- test year in
apolicant S next rate application. He stated-that the ‘ive—year'
period for amortization of the reservc account has been used in
recent proceedings involving the application of Pacific Gas and
Electxic Couwpany for iancreases in its gas and" its electric rate

Staff counsel also’directed‘the Commission s,attention.-O-
Edison's offer in its petition for modification‘filed7Decenber'2&
1969 to wmake appropriate revision in charges to customers for 1970
and 1971. Edison's owmn estimate, Appendix A to the petition anc :
Exhibit 95 indicated $1,047,000 in potential refunds to, customers.
Edison's witness indicated that such refunds: could be made on the
same basis as refunds that are receivedﬂfor other;items, such;asfni

fuels.
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The counsel for‘the‘Department”offnefenseaend‘Other":l
executive agencies of the Taited Stares”of-Anerica:joined"in!and"
supported the arguments presented by the Commission staff’ counsel:“‘

The $1,047,000 of potential refunds to customers is the‘i
excess of surcharge rate revenue over and above che additional

income taxes for the two-year period 1970 and 1971 resulting,from_

the emactment of the Tax Reform.Act of 196¢. Declsion No. 76106
dated August 26, 1969, and Decision No. 76212, dated Septembe.. 23
1969 herein, under which the earlier retes~were filed made-no

provision for rate ad*ustmenc or re‘und by reason of any difference

between the suxcharge rete revenue and the income tax surcharge.

Coly the amount of the reduction, if any, fn the income tax '1;; i

surcharge was to be used as a basis for rech“ion in rates or . 1,

refund to customers. The. Commission, however, in: Decision NO; 77700
berein has found that the cumulative increase in.Edison.s income
taxes Zor the two-year period 1970 and 1971 resulting from the o
coactment of the Tax Reform Act of 1969 will be $243,000. Furtl*er, .
ordering paragraph 3 in said Decision No. 77700 set this matter for
oral argument for the limited purpose of giving the parties an
Oppo-tunicy to present argumpnrs urging this Commission to clre»t
Edison to refund to its customers all or any'part of the $a 904 000
balance in Accoumt 255, or urging this Commrssion tofauthorize :
Edison to credit to Iuncome Account 411 1 over period not £o- exceed
five years all or auy part of said barance i Account 255 There~ ‘"

fore, 1t would be inappropriate to order Edison :o refund the
$1,047,000 as urged by the staff L
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Findings |
Based upon a cousideration of the record herein.the
Commissxonvfinds as follows: | | _

1. Therxe was a credit balance of $3»906 000 in Account 255
as of December 31 . 1969.

2. The credit balance in.Account 255-has been.accumulated by
debitiag said account with the amounts by-which applicant s actual
fucome tax credit has been lesa than its five-year average income
tax credit aund by crediting said account with the: amounts by’which
applicant's actual income tax credit has exceeded {ts five-year
average income tax credit. o o | |

3. The Tax Reform‘Act of 1969 has repealed the investment tax |
credit for property. constructed or acquired after April 18 1969

4. By Decision No. 77700 fssued herein on September 1, 1970
applicant was authorized and directed to use the actual investment f-
tax credit fnstead of the five-year average investment tax.credit .
in computing its income taxes for rate making purposes._ | |

5. If applicant is authorized and directed to credit the ﬂ
balaace of $3,904,000 in Account 255 in equal amounts ($780 800)
cach year over a five-year period beginning oanuary l 1970 and
ending December 31, 1974, to Incowme Account 411.1 its rate of
return on Califoruia Jurisdictional operations for the year 1970 ;@u '
will be 7.25% and its rate of return on Cali‘ornia jurisdictionale“‘
operations £or the year 1971 will be 7 22%. - Such.rates of return;t |
are reasonable for said.years. L

Conclusion

Based upon the foregorng findings the Commission concludes7uw:{hcy

that applicant should he authorized and directed to credit the 7t: |
balance of $3,904,000 in Account 255 as of December 31 1969 in ;,ff-
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equal amounts ($780, 800) each year over a five-year period begxnning
- Januvary 1, 1970 and ending December 31, 1974 to-Income Accountfall 1.- .

QRRER

IT IS ORDERED that applicant. Southern California Edison
Company is authorized and directed to credit the balance of *‘
$3,904, 000 in Account 255 as. of December 31, 1969 1o equal amcuncs o
($780, 800) each year over a five-year period begtnning Jauuary 1
1970 and ending Deceuber 31 1974 to Income Accounc 411.1.; e

The effective date of this order shall be tweuty‘deys
after the date bereof. ) | SRR
Dated at __ Sen Francisco  cayy mg,{.;a:‘.’s:f:"zg 4
day of _____ 'DECEMBER  1970. I 4[ /4 AN -




