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Decision No. 78802

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application of

SOUTHERN - CALIFORNIA EDISON COMPANY

for oxders of the Public Utilities Application No. 52336
Comnission of the State of California

authorizing Applicant to increase rates (Filed December 1, 1970)
charged by it for electric -sexvice.

(See List of Appearances in.Appendix A)

OPINION

The Southern Califormia Edison Company (Edison) seeks
to increase its rates for intrastate electric service by approxi-
mately $128,000,000 annually. The Commission staff asserts that
this increase should be $87,100,000 annuslly plus an offseg in
1972 for any wage increases in 1972.

After due notice, 29 days of public hearings were held
before Commissioners J. P. Vukasin, Jr., and D. W. Holwes, and
Examiner Robext Barmett. The matter was submitted on April 16,
1971, subject to the £iling of briefs, which have been received.
On March 10, 1971, Edison requested an intexrim order to increase

rates by $15,700,000; the request was denied (Decision No. 78441
dated Maxch 16, 1971).
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I
BACKGROUND

Edison is the second largest electxric utility in the
United States amomg investor-owned utilities which derive at
least 90 percent of their revenue from electric operationms.
Edison serves customers in 15 counties of central and southern
California, with a population of over 7,330,000 people. As of
December 31, 1969, there were about 2,500,000 meters instelled,
of which more than 88 percent were for domestichservice. In
addition to selling electric power to domestic and industrial
users, Edison also sells to various citles for resale by those
cities. Also, electric power is sold to, purchased froh, or
Interchanged with the Pacific Gas & Electric Company, San Diego
Gas & Electric Company, Arizona Public Sexrvice Company, the
Department of Water & Power of the City of Los Angeles, the
Metropolitan Watef District, the State of California, the United
States Burecau of Reclamation, and 48 Pacific Northwest and
Califoxrnia utilities.,

At the end of 1969, Edison owned and operated 36
bydroelectric plants; 14 steam eclectric generating plants,
including one muclear plant and one coal-fired plant, both
jointly owned with other utilities; six gas tuxbine electric
generating plants; and two diesel electzic generatins,plants,
with a total effective operxating capacity of 9.4 million
kilowatts. Additionally, Edison has 575,000 kiiowatts of fi:y

capacity available under the terms of purchased power agreements

and 277,000 kilowatts of operating capacity from Hoover Dam.
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The San Onofre Nuclear Generating Station is owmed

80 percent by Edison and 20 percent by San Diego Gas & Electric
Company. Two edditional units are to be installed;and operated
by 1977. Additional generating capacity is being comstructed
or planned for at Ormond Beach in Ventura County, Huntington
Beach In Orange County, in the Four Cormers units located near
Farmington, New Mexico, and at the Mohave Generatirzg Stétion
in southezn Nevada. |
IX
RATE OF RETURN

Probably the most important funetion in rate making
1s that of fixing the rate of return which a utility will be
allowed to earn on capital invested in the business. The
return Iincludes the interest payable by the company on its
long-term debt, dividends on preferred stock, and earnings
on common equity. It is a percentage expression of the cost
of capital utilized in providing service. It is just as real ‘
a cost as that paid for labor, material and supplies, or any
other item necessary for the conduct of business.

In determining reasonable rates, it is customary
for the operations of a company to be examined for a period
of cne year. This year is known as the "test year" and could
be & year in the recent past, a year that overlaps with the
Commlssion hearings om rates, or a year in the near future.
In this case, the test year chosen was 1972. Because Edison

expects to {ssue some $250,000,000 of senior securities
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between the termination of this rate case and the end of 1972,
the usually routine determination of embedded cost of senilor
capital, that 1s, the cost nf bonds and preferred stock which
are fixed by the terms of the offering, has been made more
complex because we must estimate the costs of these future
issues in a highly volatile market. These sszme factors,
future test year and volatile market, make the usuzlly complex

task of determining.the reasonable return on common equity

even more difficult.

A. Edison's Evidence

Edison presented ome witmess, Smith B. Davis, its
financial vice president, to testify on the subject of the
fair rate of return. He stated that the return on éommon
equity should be 13 percent and that the cost of new debt
and preferred stock issued in late 1971 and 1972 should be
estimated at 7-1/2 percent. In his opihion a rate of return of
8.30 percent over-all is reasenable with an initlal zate of
return of 8.5 percent appfobriate to allow for earnings erosion
of .20 percent to .25 percent per year, He said that one of
the reasons that Edison requires 13 percent on common equity
is that the return on common must be higher than current
interest rates in order to provide any iacentive for the
investor to put his money into the higher risk common stock;
further, 13 percent is justified because Edison uses accel~

erated depreciation on a flow-through bvasis, which causes

higher risk in texms of return on common equity.
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However, his strongest emphasis was placed on the
comparisor of earnings between Edison and other companies
as shown in Table 1l of his financial exhibit, and Edison's

after tax Iinterest coverage. Table 11, modified, shows:

Return and Capitalization Information
20 Electric Operating Utilities
1965-1969

S5=Year Mjid-Year Averaze Mid~Yenr 1969

Return ‘Return Common Return Return
on Total on Common Equity on Totel on Common
Utilities Capital Equity Ratio Capital Equity

Common

Equity
Ratio

Mean 8.04% 13.27%  40.14% 8.18% 12.82%
Median 8.06 13.18  40.12 8.18  12.38

High 9.71 16.31 54.25 10.46 °  16.48
6.72 10.08 32,62 6.60  8.14

7.03 11.21 37.50 6.91 10.37
1970 (November 1970 Estimate) 7.26 1}.00
1971 (November 1970 Estimate)  7.01 9.68
1972 (November 1970 Estimate) 6057 8.14

37.947,
37.62
52,41
31.94

36.00

34.40
35.70
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He explained the significance of Table 11 as follows:

"This table tabulates the return on capital
and the return on equity and the common
equity ratio for the 20 companies for the
five years, 1965 through 1969, and for mid-
year 1969. It may be moted that Edison's
return has, over the five-year period,
averaged only 7.03 percent, as compared to

th the mean and median for the 20 companies
of more than 8 percent, The return on common
equity, which for Edison has averaged 11.21
pexrcent over the Beriod, has averaged 13.27
percent for the 20 companies, with a median
of 13.18 pexcent.

"In spite of its lower return om equity,
Edison's equity ratio has averaged 37.5
percent vs. more than 40 percent for the

20 companies. For the year 1969, the
return on total capital for the 20 companies
averaged 8.18 pexrcent, and the return on
equity averaged 12,82 pexcent. This may be
compared to the estimated xreturn on total
capital for Edison for the year 1970, which
iIncludes a full year's operation with the
rate levels granted in Decision No. 76106
of 7.26 percent and on common equity of

11 pexcent, in spite of the fact that
Edison's equity ratio continues to be lower
than that of either the average or median
of the 20 utilities.

"It may be noted that in the absence of rate
rellef, Edison's return on equity in 1972
will fall to the level registered for the
lowest return on equity of any of the 20
companies. It's probably also worthy of note
that of the 20 utilities listed, three-fourths
have either requested or have been granted a
rate Iincrease since January 1, 1969."
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In regard to interest coverage he pointed out that
Edison's interest coverage has been consistently eroding from
3.35 times in 1964 to 2.61 times estimated for 1970. He said-
that in the absence of rate relief 4t will decline to 2.22
times in 1972‘and would almost certainly result in a loss of
Edison's Aa bond rating. He asserted that a 13 percent return
on equity in 1972 would result in a coverage of 3.12 times
interest. A continued erosion of times interest coverage, in
his opinion, would lower Edison's bond rating which would
result in higher Interest costs and would perhaps render
Edison's bonds illegal for a mumber of institutional fnvestors.

He said that it was important to keep Edison finan-
cially strong. For the five years emding December 1969,
Edison went to the money markets for $879,000,000 of new
money. Over the next five years Edison will be required to
raise an additionmal $1.2 billion of new momey. Edison 4s now,
and shall continue to be, cowpeting for the investor's dollar
te a greater extent than it has in the past. He recognizes

that competition extends to all who will be seeking investors'

funds, and Edison is asking for a return more nearly comparable

to the average of those with whom Edison 1s most directly
competing, namely, other electric companies.

On cross-examination he testifiasd that on December 2,
1970, Detroit Edison issued $100,000,000 of bonds which were
priced to the public to yield 8.15 percent. The next day,
Edison brought to market $100,000,000 of bonds which were
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priced to the public at 7.85 pexrcent. He sald that he has
experienced no difficulty in selling Edison's bonds and that
the costs incurred by Edison in the sale of bonds reasonably
compared with those of other Aa rated electric utility issues,
He stated that in March 1970, Edison raised its dividends from
$1.40 a year to $1.50 and that Edison stock is the second most
widely held electric utility stock in the country.

In his opinion 1t is not appropriate to compare
Edlson with gas companies, telephone companies, or industrial
companies because electric companies have operating character-
istics more similar to Edison than those companies, Although
he could have very easily included certain combination gas end
electric companies in his comparison, he didn't think his result
would have been significantly different. He felt that the
companies he did compare are representative companies operating
in many geographlc areas of the‘countryn

Edison has been protecting its interest coverage by
selling more equity in relation to bonds. He pointed éut that
over a long period of time, in comxon with many other utiiicies,
Edison had been selling zbout $3 of bonds for every $1 of equity,
but in the last five years they have been selling about $2 of
bonds for every $1 of equity. In 1970, Edison sold'$1 of’bdnds
for every $1 of equity, and for 1971 and 1972, they will sell
less than a dollar of bonds for every dollar of equity; All of

this is an attempt to protect interest coverage.




He said that intexest coverage is not the sole criterion
by which bonds are rated., Other important factors include the
past history of the company, the territory in which the company
operates in relstion to its growth potential, and the management
of the company. All of these factors are plus factors in
retaining a high bond rating. He added that high interest rates
and increased expenses due to inflation have caused all electric
utilities to have their interest coverage decline.

In regard to Table 11, he admitted that there was a
problem of circularity if Table 1l were the sole criterion
relied upon, but he defended hi; recommendation by stating:
"However, we are mot bootstrapping in the sense that the
average for the ten largest companies is 13.54 percent and we

are asking for only 13 percent. So that the bootstrapping

effect I don't think is present in this kind of comparison.”

E, Staff Evidence

The staff presented one witness, Russell J. Leonard,
a financlal examiner, to testify on the subject of the fair
rate of return. He recommended that a reasonable range of
rate of return for Edison was 7.60 percent to 7.85 percent.
Within these limits the earnings rate on common equity would
range from 11.22 percent to 11.89 percent. He felt that rates
should be set to return 7.75 percent which would yleld 11.62

percent on common equity and result in an after tax coverage -

of 2.86 times interest.
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In the witness' opinion, 11.62 percent on common equity

was reasonable because such earnings would enmable Edison to
continue paying dividends on its common stock at a reasonable

level and to increase its retained earnings comsiderably, thereby

supplementing the flow of intermal funds needed for its continuing

construction programs, Moreover, he believes that an equity
earnings rate of 11.62 percent would sustain confidemce in
Zdison's financial integrity, and enhance its ability’cé attract
outside capital on reasoﬁable terms in order to fulfill its
requirements for new funds at costs commensurate with satisfying
the public's demand for high quality electric sexvice.

In arriving at his recommendation, he considered the
cemparable earnings of ten electric utilities and ten combination
gas and electric utilities; he did not‘ﬁake any comparisons with
{ndustrial companies or nomelectric utilities. He said that the
earnings of the selected companies were considered only as ome
of the tests in his rate of return recommendation. The cowpanies
were selected primarily on the basis of thelr size and public
utility activities and while the comparisons made are useful as
a gulde, they are not conclusive in determining a failr rate of
return., His final determination was based on judgment after

considexing other factors relative to Edison's particular

¢irxcumstances.




A. 52336 - SW

The

other factors are:

"Southern California Edison Company is an
ag%ressive and financially sound electric
utility serving a growing market in the
State's most populous region. Increases
In demand for its electric services should
afford it the opportunity of growth in
earnings as plant capacity expands and
produces additional revenues.

"The Company has obtalmed the major portion
of Lts total financing from external sources
over the past ten years and it will require
large amounts of additional capital from
these sources in the future. Although
current money rates may decline to levels
estimated in Tables Nos. 5 and 7, the c¢ost
of new debt and preferred stock will probably
remalin higher than existing embedded costs.

"Inflation is a real risk for the future;
therefore, it appears that there will be
increases in plant and capital costs as
well as in operating expenses.

"As indicated in Tables Nos. 25 and 26,
Southern California Edisom Company's capital
ratios as of December 31, 1972 will consist
of 51 percent debt, 12 percent senlor equity,
and 37 percent common equity. By resorting
to more equity financing the company should
further improve Lts interest coverage and
thereby reduce risks for the common equity.

"Southern California Edison Company, one of
the largest electric utilities in the nation,
has spread its business risks over a large
area and a diverse group of consumers. Com~
seguently, it has attained earnings stability
and 1t is not as sensitive to c¢yclical changes
as other types of industrial enterxprises.

"Table No. 8 shows that between 1961 and 1970,
Southexrn Califorria Edison Company's net
earnings after preferred dividends have
increased in every yvear, except in 1968. It
is reasonable to assume that the upward tread
will continue as the company grows and develops
technological innovations to increase operating
efficiencies and thereby reduce costs.”




In computing his embedded cost of debt and senior
equity for the year 1972, he assumed a 7 percent cost of
acw senior capital issued foxr 1971, and 6-1/2 percent cost
for 1972. He based this result on reecent trends im bond
cost and equity cost as shown by tables in his rate of
return exhibit. He testified that from a high in May 1970
of over 9 percent, Aa bond yilelds have dropped to epproxi-

tely 7.52 percent in February 1971. Based upon this
trend, he predicted 7 percent in 1971 and 6-1/2 percent in
1972 for costs of semior capital.

In support of his position that 2.86 pexrcent coverage

was adequate, he named some companies that had been derated,

with the coverage about the time of derating.

___Derated

Cogganz From Coverage

Ohio Power . 2.46
Duke Power 2.41
Consolidated Edison 2.49
Niagara Mohawk Power 2.50
Philadelphia Electric . 2.43

C. Discussion

For the reasons hereinafter stated, we find that the
fair rate of return for Edison should be within the range of
7.7 percent to 8.1 percent. Rates should be set to permit a
7.9 percent return. At 7.9 percent rate of return, the

return on common equity will be 11.9 percent.
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1. Caplital Structure

In the present case, both Edison and the staff used
the same capital structure for Edison as they expect it to be
as of Decembexr 31, 2972,

Long-term Debt 51 percent
Cummulative Preferred Stock 10 percent
Convertible Preferemce Stock 2 percent
Common Stock Equity _37 pexcent

Total 100 percent
2. Cost of Capital

a, Long=term Debt

Edison expects to issue $100,000,000 of bonds in
Septembexr 1971 and $100,000,000 of bonds in 1972, Both |
Edison and the staff have included these future issues
in their capital ratios. However, Edison contends that the
cost of these bonds to Edison should be estimated at
7-1/2 percent; the staff comtends that the cost of the
$100,000,000 issue in 1971 should be at 7 percent and the
$100,000,000 issue in 1972 at 6~1/2 percent. The staff bases
its projections on the assumption that interest rates on
long-term debt are falling and will continue to £all in a
straight line throughout the remainder of 1971 and 1972.
Edison's expert, who revised his original estimate of
interest rates on long-term debt from 8-1/2 pexcent,
predicted in his testimony given early in March 1971, to
7-1/2 percent, predicted in his testimony given on April 16,
1971, gave as his reason for modifying his first estimate that
since his original recommendation was developed average money

rates, as measured by newly Issued Aa securities, appeared to
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be levelling off in the range of 7-1/4 pexcent to 7-1/2 percent.

He showed that the prime rate has continued to decline as has the
Federal Reserve discount rate, treasury bills, prime commercial
paper, and government bonds. In addition, he found a recent
trend towards stabilization in Aa utility bonds near a 7.50 per-
cent cost to the utility.

An analysis of the various charts and tables in
evidence in this proceeding shows that in recent ycars the
bond maxket for Aa public utility bonds has been volatile in
the extreme. Up until mid-1971, it rose to unforeseeable
heights. We have no reason to believe that it will descend to
unforeseeable lows within the next year and a half. A more
conservative estimate would be to assume that bond interest
will level off for a time. We are persuaded by Edison's .
evidence. We will assume that issues of bonds in 1971 and
1972 will be at 7-1/2 percent cost to the company, resulting

in an over-all cost factor of lomg-term debt of 5.40 percent.

b. Curmulative Preferred Stock

Edison assert§ that the cost factor on cummulative
preferred stock should be 6.59 percent while the staff asserts
that it should be 6.30 percent. The differences are found In
the different estimates of cost of $50,000,000 of preferred
stock to be issued in 1972 (Edison estimates cost at 7-1/2
percent; staff estimates cost at 6-1/2 percent) and the

treatment of $4,000,000Jo£ oxiginal preferred'stock issued
in 1909.
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We have previously estimated future issues of bonds
to have a cost to Edison of 7-1/2 percent. Analysis of the
charts and tables introduced in this proceeding shows that
preferred stock issued by Aa rated utilities is sold at about
the same cost to the company as bond issues sold at thg Same
time. Therefore, we will assume a cost of 7~1/2 percent on
the preferred stock issue.

The staff deleted from the preferred stock category
$4,000,000 of 5 percent original parxticipating preferred
issued in 1909 and included that issue in its common equity
calculation. This was done because the holders of the preferred
stock participate fully with the holdexrs of the common in voting
rights, sharing of dividends, and retained earmings. The
effective dividend on this preferred is 16.8 pexrcent. As the
stock has earning characteristics better than common equity
and fluctuates with common equity, it should be treated more
like common equity than preferred. We will adopt the staff
position on this issue., Since the amount of this issue is
minimal, it does not change the capital ratios.

Based upon a finding that new preferred should be
estimated as costing 7-1/2 percent to Edison and that the 1909
preferred issue should be treated as common equity, we find that
the embedded cost of preferred is 6.45 percent.

c. Common Equity

It 1s an axiom of public utility regulation tﬁat
electric companies are less risky than industxial companies.
(Re General Telephone Co. of Calif. (Decision No. 75873 dated
July 1, 1969 in Application No. 49835 at p. 38).) Yet neither

Edison nor the staff put in any statistics concerning return on
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equity for industrial companies for time periods comparable to
the evidence for Edison and the electrics. At the request of
the examiner such information was placed in the record. In
order to obtain even more up-to-date infoxmation, the examiner
took official notice, after giving due notice to all parties,
of late~filed Exhibit No. 67, as follows:

Return on Common Equity

50

1, Electrie Ucilitiesl/ Gas & 2 Largest 1/ Selected 3/
Ediaonr/ Ten Twenty Electric—/ Tndustrials Industxials

Year

1965  11.3 14.0 13.5 11.83 14.0 12.86
1966 117 14.1 13.6 11.91 16.9 - 13.10
1967  11.8 13.9 13.4 12.00 12.9 11.44
1968  10.8  13.2  13.0 11.27 13.2 11.45

1969  10.4 13.3 12.8 11.24 11.7 12.41

1970 11.2 12.3 12.3 . 10.61 9.0%/ 8.602

S=Year
Average

1965-69
11.2

S-Yeax
Average
1966-70

11.2 13.4 13.0 11.41 12.3

7/ Mid-Year Common Equity (Ex. No. 36, revised Table 5).
2/ Aierage‘Common Equity (Ex. No. 14, Table 11).
Y Year-Eod Common Equity -
For ten industrial companies having common equity
ratios comparable to Edison (Ex. No. 35, Tadle B).

& Includes 45 companies., Excludes L-T-V, Occidental Petroleum,
Boise Cascade, Rapid American, and Reynolds Tobacco.

3/ Excludes Allfed Stores and U.S. Plywood-Champion Papers
becavse 1970 statistics xnot reported as yet.

-16~
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Analysis of this table shows that the five~year average
earnings (1965-1969) for ten electric utilities exceeded the
averages for the 50 largest industrial companies in the United
States (13.7 percent as compared to 13.3 percent). The average
for 20 electric utilities is the same as for the 50 largest

industxials (13.3 percent as compared to 13.3 percent). Even

ailowing for differences in debt-equity ratios, it is apparent

to us that earnings of electric utilities over the year 1965
through 1969 were high. Statistics for the year 1969 show the
high earnings of electric utilities. In that year, both the
ten selécted electric utilities and the 20 electric utilities
earned more return on common equity than the 50 largest
industrial companies in the United States (13.3 percent end
12.8 percent as compared to 1l.7 percent), and earned woxe
than the earnings on common equity for ten indusﬁrial‘companies
having common equity ratios comparable to Edisom (13.3 percent
and 12.8 percent as compared to 12.41 percent). The statistics
for 1970 show this disparity even more glaringly.

The conclusion we draw from these figures is that
during the past few years, when the country was in a highly
volatile economic situation, the electxric utilities, because
they deal in a basic commodity, because they have little or
no competition, and because their rates are protected by public
utilities commissions, gave positive proof that they are indeed
less risky than the largest industrial companies in the Uhi;ed
States. Yer it is the high xisk companies that should be

earning the high returns on equity. Therefore, any comparison




of Edison's return on equity with those of other electric utili-
ties must be tempered with the knowledge that over the years
1965 through 1970 electric utilities were earning an exceedingly
high rate of return in comparison to industrials.

Our analysis of comparable earmings shows the weak-
nesses in the testimony of both Edisom and the staff on rate of
return. Comparing Edison with other utilities has a circular
effect, The more select the group compared with, the more
circularity. Undexr their analysis, with the company earning
the lowest return on common equity always applying for rate
increases based upon its return as compared to other electrics,
we would have a mever-ending upward spiral of electric utility
rates. Additionmally, if there is mo comparison with industrials
and nonelectric utilities, thexe would be no evidence that the
composite electric returns being compared are im fact regsonable,
And, as we have shown, over the recent past electric utility
rates of return have been unreasonably high.

There 1s another, more practicél method to
test reasonablemess of returm: the test of the market place.

In any rate proceeding the Commission considers a utility's

past financing success. (Re Pacific Tel. & Tel. (1964) 62 CPUC

775, 799.) What happened to Edison's bonds, preferred, and

common stock offerings during the period when Edison claims it
was earning less than a reasonable rate of return? When Edison
was attempting to attract capital in the money markets of the
United States, in competition with all other entities, what did

the investing public think of Edison's return? The answers can
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be found in Edison's financial exbibits. Edison's Exhibit No. 63,
Table 4, shows that in late 1969 Edison issued $100,000,000 in public
utility bonds at a yield to the public of 8.12 percent; the average
yield for Aa public‘utility bonds between August 27, 1969, and
December 16, 1969, was 8.45 percemt. In la;e 1970, Edison issued
$100,000,000 of bonds at a yield to the public of 7.85 percent; the
average yield for Aa public utility bonds between July 2, 1970, and
December 11, 1970, was 8.63 percent. In March 1970, Edison issued
$50,000,000 of preferred stock at 8.96 percent yield to the public;
between January 15, 1970, and June 25, 1970, the average yield of
public utility preferred stock was 9.04 percent. Onm October 1, 1970,
Edison issued $50,000,000 of preferred stock at a yield to the public
of 8.70 percent; between July 9, 1970, and December 17, 1970, the
average yleld of public utility preferred stock to the public was
8.89 percent, In early 1971 Edison issued 3,000,000 shares of common
stock. This offering was sold at the prevailing market price snd was
oversubscribed. In 1970 Edison raised its year-end dividend rate

from $1.40 to $1.50 and at the same time reduced its dividend payout

percentage from 59.6 percemnt to 55 6 percent,
There are other factors which must be considered in deter-

nining the failr return. One factor is Edison's compaxatively low
common equity ratio. This i{s recognized by allowing a slightly

higher return on equity. Another is the times interest coverage.
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Presently Edison issues its bonds with an Aa rating. This Aa rating
usually results in Edison's issuing bonds to the public at lower
yields than If Edison were to be rated A. And, because some institu-
tional investors are mot permitted by law to Invest in bonds rated
less than As, Edison's offerings rated Aa are avallable to a wider
selection of lavestors. While times interest coverage is not the
sole criterion for determining bond ratings, it is the princi.‘pal
¢riterion, and the downward erosion of coverage has been recogunized
by increasing the return on common equity.

In addition, in determining rate of return on ¢common
equity, we have considered factors such as the physical area of
Edison's operations; gdison's growth statistics; the effects of
inflation, a consideration that cuts both ways in that we mﬁst allow
Edison to recover its increased costs of operation because of
inflation, but we must do our best not to adé torinflation'and,‘to
some extemt attempt to curd it; and finally, and most importantly,
we have considered the interest of the consumers. Not only their

interest in terms of rates but also thelr interest in being served

by a company that is capable of upgrading its service to meet modern

eavironmental standards.

Based on the foregoing, we find that a reasonable return
on common equity for Edison is 11.9 percemt. When applied to
Edison's capital structure and embedded cost of debt, as found
reasonable above, this results in a fair rate of return to Edison
of 7.9 percent. We will allow Edisom a range in rate of return
between 7.7 percent and 8.1 percent and will set rates to yie1d a

7.9 percent return. At this return Edison's interestchVerage will

be 2,87 percent.
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IIX
RESULTS OF OPERATIONS

A. Jurisdictional Allocations

Sales of electric emergy by Edison to various
goverrmental egencies for resale are considered sales in
interstate commerce within the meaning of the Federal Power Act
and, therefore, subject to the jurisdiction of the Fedgral‘Power
Commission. Consequently, it is necessary to‘allocate-revenues,
expenses, and rate base items to those subject to the jurisdic~
tion of the Califormia Public Uﬁilities Commission and those
subject to the jurlsdiction of the FPC. The California juris-
dictlonal items must then be allocated between customer groups.

In the preparation of a cost allocation study the two
principal areas of controversy have gemerally been the method

utilized in classifying expense and rate base items as to those

that are demand-related and those that are enexrgy-related, and

the method of allocating the demand-related items to various
groups. In this case the staff classified fuel costs as enexgy-
related; purdhased‘power costs were classified as demand~-related
or energy-related in accordance with the demand and emergy charges
in the purchased power contracts; and hydro~production costs were
clagsified as demand-related in relation te the percentage of .
kilowatt~hours produced by hydro plants in an adverse year
compared to the kilowatt-hours produced in an average‘yeér, which
in this case results in classifying 50 percent of the hydro-
production expense as demand~related and 50 percent as enexrgy-

related. The major portion of thermal production rate base was
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classified as demand-related, and the major portion of thermal

maintensnce costs were classified as emergy-related. Thermal

generating production operating costs and transmission operating

and maintenance costs were classified as demand-~related.

For the jurisdictiomal allocation, load data is
available for ''resale" customers subject to FPC jurisdiction
and total system, which permits the allocation of diversity
benefits between "'resale" and "other than resale' in accordance
with each group's actual contribution to diversity benefits at
the time of monthly system pesks. Demand-related costs were
allocated between jurisdictions in accoxdance with. the weighted
average lZ-months coincident peak demands. This method recognizes
the effect on the total capacity requirement for generation
equipment throughout the year, including scheduling of main-
tenance, The results would not be markedly changed by a shift
in time of system peak as would be the case were & single month
peak responsiblility method used.

We have set out the method of cost allocation used by
the staff in some detail to show that allocating cost between
jurisdictions, and also between customer groups, is much more
than 2 mathematical computation of the obvious; cost allocationms

require numerous assumptions based upon experience and informed
judgment.
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Edison and the staff are agreed om the method of
jurisdictional allocation. In their originalvexhibits
(Edison's Exhibit No. 3, Chapter 19, and the staff's Exhibit
No. 11, Chapter 4), they used the same method of allocation
and reached comparsble results for all items except pooling
contracts. Pooling contracts involve the sale of electric
enexrgy between various power sources in California., Edison's
total revenue from pooling contracts is shown as $6,361,000,
of which the staff allocated $2,376,000 to California juris-
d{ctional operations with an offset of $2,376,000 to California
jurisdictional purchased power expenses. This $2,376,000 item

is the off-peak delivery to the State Water Plan. Edison agreed

that the staff's treatment of the item was proper and stated
that they would update their exhibits to show this, which they
neglected to do, We will follow the staff method.

Both Edison and the staff estimated results of
operations on the basis of total system revenues, expenses,
and rate base, which were then allbcated between jurisdictions.

We will follow this procedure in discussing and resolving the
various differences between the estimates.
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B. Rate Base

The differences in staff rate base and Edison’'s xate base
estinated, and our adopted rate base, are:

Couparison of Weighted Average
Depreciated Rate Base
1972 Estimated System Operations

] Eddison: :
Pollaxs {n Thousands)

Electrical Plant

Beginuing of Year $3,764,930 $3,852,580 - $87,650 $3,852,580

Weighted Average

Additions 157,976 79,560 (78.416) £ 79560

Weighted Average

Electric Plant 3,922,906

(80,998)
60,500

3,932,140

(80.998)
64,150

9,234 3,932,140

(80,998)

60,500

Adjustments

Materials & Suppliesa 3,650

Prepaxments &

Working Cash 51,000 51,000

51,000

Total Before

Peductions 3,953,408 3,966,292 3,962,642

Deductions For
Regerves

Depreciaticn 811,865 810,589 812,365

Taxes (Accel. Amort.) 34,970 34,970

34,970
Amort. Deferred ITC

1,953

Unfunded Pensions 17,600

15,900

1,953

Total Deductions 866,388

Weighted Average
Depreciated Rate Base 3,087,000
Use

Calsifornia Jurisdic~
tional Rate Base 2,938,812

861,459

3,104,833,

2,951,858

( ) Denotes red figure.

24

17,600
866,888

3,095,754

3,096,000

2,947,000
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As discussed above, there is no material difference
between Edison and the staff in the method'df'allocating
lifornia jurisdictional rate base from total system rate
base; . therefore, we will discuss the differences in rate base
in relation to total system operationms.

1. Electric Plant In Service

Edison Exceeds Staff by $9.2 Million

The difference between the staff's and Edison's
estimate is almost-entirely due to estimating when the gas~
fired QOrmond Beach No. 1 plant is scheduled to become
operational. Edison estimates November 1971. The staff
expert testified that based upon past experience with Edison
he expects a three-month delay until mid-February 1972 before
the plant is fully operational. Therefore, he deducted the
entire cost of the plant ($87.6 million) from the account,
Electrical Plant in Operation Beginning of the Year, and then
put back 10-1/2 twelfths of it ($78.4 million) as plant additions
in 1972. He developed his three-month lag from the trend of
composite plant additons for the pexriod January 1967 through
the £all of 1970. He said that he studied ten recent additions
of generating plant and found that eight of the ten did mnot come
on line within the time scheduled for operatioms. He said that
the delays were caused by litigation and regulatory lag and
problems with plants other than oil~ or gas-fired steam gemerating
units. Edison's witness testified that the Ormond Beach No. 1

steam generating plant will be operational as scheduled. . As late

as April 16, 1971, there was mo direct evidence based upon an
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inspection of the plant and work progress reports that Ormond
Beach No. 1 would not be operational on schedule. We £ind that
the Ormond Beach plant should be considered operational on

schedule.

2. Materials and Supplies

The difference in the estimates for materials and
supplies 1s in the treatment of unpaid invoices and trended
data. Edison used a constant amount for deductions of unmpaid

involces for each of the years; the staff used trends. We

will adopt the staff estimate.

3. Depreciation

The differences between the staff and Edison's
weighted averaged depreciation reserve estimates are due to
the scheduling of plant additions and depreciation accrual
rates. Because we are using Edison's estimates of plant
additions, this depreclation expense should be adjusted
accordingly. The staff used 1971 accrual rates rather thaﬁ
the 1970 accrual rates used by Edison. We will adopt the
staff's accrual rates. This results in the depreciation

expense being higher than either estimate.

4. Deduction for Deferred Investment Tax Credit

This tax reserve has been deducted in accordance with
the Commission's rate making procedures for accelerated amorti-

zation. We will adopt the staff estimate.




A, 52336 ~ Sw

3. Decduction for Unfunded Pension Reserve

This deduction is based on the staff estimates of
net charges to this reserve and reflects Account No. 926,
Erxployee Pensions and Benefits, which is a portion of

Administrative and General Expenses. We will adopt the staff
estimate.

6.‘ Summary of Rate Base

Based upon the adjustments found to be reasomable,
we find that Edison's weighted average depreciated rate base
for 1972 estimated, systemwide, is $3,096,000,000; Edison's
California jurisdictional rate base is $2,947,000,000. |

C. Revenues and Expenses

The major differences in the estimates of revenues
and expenses of Edison and the staff result from the use of
different starting points on recorded information; different

trending factors, and Edison's estimating a five percent wage

increase in 1972. In tabular form these differences, and our

adopted results of operations, are:
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Comparison of Summary of Earnings aC Present Rates
1972 Estimated System Operations

Edison © Californile
Exceeds Systen : Jurisdiction
Edison + Staff Adoptad Adopred™
(Dollars in Thousands)

Irem Staff

Operating Revenues 831,166 $ 831,166 $ - $ 831,166 §$ 793,508

Operating Expenses
Production 222,365 223,645 222,365 201,638
Transmission 26,541 27,317 776 26,541 24,264
Distribution 50,283 52,096 ‘ 50,283 49,501
Customer Accounts 20,361 20,540 179 20,361 20,030
Sales 8,800 10,769 7,600 7,612
Admin. & General 56,911 58,765 57,431 54,993

Subtotal 385,261 393,132 384,581 358,038
Wage Adjustment (Z,538) - ' - 2,462

Subtotal, : . '
Adjusted 382,723 393,132 384,581 360,500

Depreciation 103,053 103,079 103,400 99,113
Taxes Other Than '
on Income 90,506 92,291 90,611 86,852

Subtotal 193,559 195,370 194,011 185,965

Taxes Based on
Iocome ‘ 49,137 45,633 49,269 50,258

Total Operating o
Expenses 625,419 634,135 627,852 596,723

Adjustments B
Fuel Expense 28,460 29,101 28,460 26,296

Wages 3,274 . 3,000 2,911
Seles Expense - (1,869 - - ‘
Average Year 672 622 672 655
Taxes Based on a '

Incowe (15,043) (16,074) (16,592) (15,324)

Subtotal .
Adjustments 14,089 15,054 : 15,540 14,538 °
Total Adjusted , ‘

Oper. Expenses 639,508 649,189 643,392 - 611,261

Net Revenue 191,658 181,977  (3.68) 187,774 182,247
Welghted Avge. Dep. : '
Rate Base 3,087,000 3,100,000 13,000 3,096,000 2,947,000

. System Rate of Return 6.21% 5.87% (34)7 6.07% = 6.18%
(___) Denotes red figure. |

=28~
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1. Revenues

There is mo difference between Edison's and the staff's
estimate of revenues for 1972 for the total company. However,
there 1s a difference in California intrastate revenues due to
the staff's including $2,376,000 of revenue derived from pooling
contracts as Califoxnia jurisdictional revenue. Edison does not
object to this treatment and it has been discussed zbove in the

section on jurisdictional allocations.

2. Expenses

a. Wages
Edison's mriginal estimate of 1972 wage expense

included a five percent wage incrcase for 1971 and 2 £ive
percent increase in 1972 over the 1971 wage level. In oxder
o insure comparability in all expense categories, the staff
lacluded the same wage incresses in its estimates. After the
original estimates of Edison and the staff were prepared,
Zdison and its employees entered into wage contracts for 1971
which resulted in 2 wage Iincrease in 1971 of elght percent.
Both Edison and the staff made appropriate adjustments to
reflect this additional three percent wage increase. However,
the staff felt that it would be too SpeculatiVe o anticipate
2 wage increase in 1972. Therefore, the staff adjusted its
1972 estimate dowmward by five percent for wages. This results
in the staff's 1972 wage estimate being £ive percent less than

Edison’s 1972 estimate (about $5.5 million). Nevertheless, the

staff asserts that Edison should be able to reflect any wage

increase megotiated in 1972 in 1ts 1972 test year as an offset

when 1t is incurred.
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We do not agree that an offset is the proper way to
handle this problem. First, any offset will require an increase
in rates, thereby having two rate increases within a comparatively
shoxrt time. Second, an offset procedure which involves only one
item of expense out of a multitude of expense items, and does not
consider any possible changes in revenues, temds to be misleading
and prome to error. Offset procedures should be aﬁoi&ed wherever
possible. Third, to permit an offset of wages wouldAbc in effect
to give a blank check to Edison and its employees' unioms, signed
by the Commission, to be filled out in any amount that Edlison and
the unions agree upon., We do,.however, concur in the staff's
concern that zn allowance for increased wages for rate-making
purposes not be interpreted as a "floor" from which negotiations
aight commence. We have evaluated the various estimates of
operating expenses In arriving at adopted results for rate-fixing
purnoses and do not find that any specific amount is approﬁriate
as a wage adjustment for purposes of collective bargainthg. By
trending a reascnable amount for a.wage increasé, we unavdidably
touch on the delicate area of labor-management negotiation; which
we have traditionally preferred to aveid, but to refrain from
trending a wage increase in the face of today's economic realities
would put an unfalr burden on both Edison and the upions; te usge

the ofiset procedure suggested by the staff weuld put an unfair

burden on the rate payers.
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b. Fuel Expense Adjustment

Increased fuel costs which became known after original
estimates were ﬁlaced in evidence account for approximately
$28,500,000 of the total rate increase authorized by this decision.
This exceptional increase comes about because of three factors:

(1) an increase of aﬁout 56 pexcent in cost of oil between 1970
and 1972; (2) the increased use of low sulphur oll due to a
shortage of natuial gas; and (3) air pollution regulations that
require the burning of expensive low péllutant oil. This latter
factor needs emwphasis becaugse with the increasing concern for
envirommental improvement and a shortage of natural gas (at least
for the next few years), it is‘apparent that Edicon will be using
more and more high-grade oil and paying higher prices for it.

The $641,000 difference between the estimates is
because the staff projects somewhat less use of fuel oil and more
use of coal for gemerating requirements. This.reflécts the staff's

treatment of production expenses discussed below. We will adopt
the staff's estimate.

¢. Production and Transmission Expenses

Edison's estimate exceeds the staff's by $2,056,000.
The differences are principally attributable to different methods
of trending; the staff assuming higher use of surplus purchased
power and, therefore, less need for thermal powex; the staff
assuming that coal plants will generate more electriclity im 1972
and, thereforg, gas-éil plants will need to generate less; the

staff using maximum current authorized gas fuel cost including

tracking rather than estimating higher ratesin 1972; and the
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staff expecting that there will be a2 saving of $140,000 in 1972
from the use of Pacific Intertie facilities. These are essen-
tially differences in judgment and we will adopt the staff's

estimates, This result Iincludes the effcct of the fuel expense

adjustment discugsed agbove,

d. Distribution Expenses

Edison's estimate exceeds the staff's by $1,813,000.
The differences result from conflicting theories on the applica-
tion of "growth factor' methods applied to recorded expenses;
differences that reflect the use by Edison of a growth factor
several times higher than customer growth; differences in
trended expenditure patterns by the staff; and differences in
analysis of trended costs, trended unit costs, and averages.
These are essentially differences in judgment and we will adopt
the staff's ésttmates.

e. Customer Accounts

Edison’s estimate exceeds the staff's by $179,000.

The difference is primarily ome of judgment and we will adopt
the staff estimate.

£f. Sales

This account includes amounts for promotional ailow~‘
ances and advertising. Edison's estimate originally exceeded
the staff's by $1,969,000. Edison has agreed to reduce its
promotional budget for 1972 by $1,869,000, still leaving oﬁer
$3,000,000 budgeted for promotional allowances and advertising.
(Promotiqnal advertising should be distinguished fromlinstitu-‘

tional advertising accounted for in Administrative and Genmeral
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Expense.) Im our opiniom this amount is too high. Edison's
evidence shows that Zm 1969 it expended $3.75 in sales expense
per average customer compared to $5.21 for Southern Califormia
Gas Company, $5.30 for Southerm Counties Gas Company, $2.31 for
Pacific Gas & Electric Company, and $1.94 for San Diego Gas &
Electric Couwpany. The combination gas and electric companies
spend much less on promotional allowances and advertising than
the geparate gas and clectric companies because the combination
companies have little substantial competition from alterpate

fuel sources. Advertising competition between regulated utilities
does mot help the ratepayer (see our discussion below under Rates)
and the ratepayer should not be burdened with a high advertising
expense. Further, we question the usefulness of advertising to
increase demand for electric service. The Chairman of the Board
of Edison testifiéd that although Edison‘hﬁs-stopped its air con-
ditioner promotion advertising, the use of electricity for air
conditioning still grows. Obviously, the people of Southern
California understand the uses for electricity. Also, to the
extent that Edison's advertising is, in fact, effective and
thereby increases peak demand, we question the wisdom of
deliberately soliciting this extra business when fuel costs and
wages are rising at an extraordinary rate, when gcneration plant
sités are difficult to find, and when found, construction'is,often
delayed by litigation, and where the problem of finding adequate
land over which to run transmission limes without desecrating

the landscape is becoming moxe and more difficult. Uatil more

efficient means are found to generate and transmit electricicy,
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the days of Edison's eagerly stamding by to provide electricity
for every mew can opener that 1s invented are fast drawing to a

close. 1In our opinfon it is imprudemt for Edison to expend over

$3,000,000 for promotional‘advertising in 1972. TFor rate-making

purposes we will reduce its promotional allowances and advertising
expenses by an additional $1,200,000,.
g. Administrative and General Expenses

Edison's estimate exceeds the staff's by $3,054,000.
Thesc costs Include executive, accounting, treasury, law and
personnel functions, pensions and benefits, development and
engineering, institutional advertising, and others. The category
is broken dowm into 13 subaccounts. Edison and the staff agree
on estimates for six accounts., Of the other seven, we will adopt
the estimates of Edison for Accounts 920, 921 and 922 (Administra-
tive and Gemeral Salaries, Office Supplies and Expenmses, and
Administrative Expense Transfer), and we will adopt the staff
estimates for Accounts 924, 926, 930 and 932 (Property Insurance,
Zmployec Pensions and Bemefits, Miscellaneous Genmeral Expense,

and Mainterance of General Plant).
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Account No. 920 is composed entirely of labor costs.
Edison trended this account based upon 1970 estimates which
closely approximated 1970 recorded adjusted figures. The staff
nodified its 1970 estimate to eliminate what it comsidered to
be an unreasonably abrupt increase in 1970 for this account and
then trended the adjusted figure. In addition to starting from
a point approximately $300,000 less than the 1970 recorded
figures, the staff assumed that administrative and general
salaries, which are the salaries mainly of supervisory persommel,
would not increase in reasomable proportion to the 1972 projected
increase in the number of non~supexrvisory personnel. There is
room for wide differences in judgment in estimating this sccount.
In our opinion, the account fluctuates more directly with non-
supervisory personnel than the staff allows. Because of this,
and because the staff started from a 1970 estimate that in our
opinion is too low, we will adopt Edison's estimate.

We will adopt Edison's estimate for Account 921 except
foxr the amount of $43,000 which Edison estimates it will pay to
chambers of commerce and similar organmizatioms. This adjustment
1s consistent with past Commission decisions. Account 922‘is a

function of Accounts 920‘and 921 and, therefore, we will adopt

Edison's estimate, slightly modified.




Account 930 is Miscellaneous General Expenses and a
more egregiously misnamed account cammot be found in Edison's
exhibits. This "miscelleneous” account is the repository of
over ten percent of all expenses attributable to Administrative
and General Expenses. It includes the very impoztant and
controverslial accounts for dues and donatiens, a large part of
research and development, and institutional advertising. It
appears to us that these three items should be separately
stated and accounted for. The staff reduced Edison's estimate
for dues and donations by $371,000 which is consistent with
past Commission decisions for this item, and which we will

follow. The staff originally recommended a reduction in

Edison's estimate for emgineering expenses by $1,200,000 based

upon past experiemce of Edison whereby Edison budgets somewhat
larger amounts for development and engineering than it actually
spends. However, in response to a Commission directive to all.
utilities to increase research and development, especially in
the envirommental field, the staff withdrew its recommended
2djustuwent, The staff reduced Edison's estimate for {nstitu~
tional advertising by $300,000. In the staff's opinion, Edison
should find more economical ways to advertise. We will make
the adjustment because, in our opinion, advertising expenses

are high.and the company should be devoting its enexrgy to

research and development,
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The staff estimates for employee pensions and benefits
differ from Edison's because the staff used more up-to-date
information than Edison and because the staff used a lower

accrual rate in determining pension‘expensc. -The difference in

maintenance of general plant arises from differences in the

estimated expemse level foxr 1970. Tne diffexence in property
insurance is negiigible. We will adopt the stafi's estimates.

h. Zaxes

The difference in tax expense is largely a function

of the difference in estimating ‘the verious accounts, including
amounts for liberalized depreciation, and, other than the invest-
ment tax credit and interest allocaticn issues, need not be
discussed, The investment tax credit is epplicable to the Ormond
Beach plants, ome to be operztiornal im late 1971 and one operaF
tiomal in 1973. Taking the credit in the year earmed results in
a credit of $3,840,000 in 1971, a negative $20,000 in 1972, and
& credlit of $1,920,000 in 1973. The staff recognizes that we
have recently considered the question of sccounting for the
investment tax credit and decided that the actual credit earned
instead of a five-year averége investment tax credit should be
used In computing income taxes for rate-making purposes. (Decision
No. 77700 dated September 1, 1970 in Application No. 50363.) The
staff requests that we reconsider this decision and permit, in

test year 1972, a three-year average for the investment tax credit
earned in 1971-72-73. The staff request is denied.
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The other tax difference of note was the staff's usge

of a 94 percent interest allocation factor for the test year
as contrasted to Edison's 90 percent factor. The staff factor
{s based on the ratio of 1972 estimate average operative plant
in sexvice to total net plant investment. Operative plant does
not include interest bearing construction work in progress.

The use of a lower allocative factor results in a higher tax
expense. The staff factor is based on Edison's construction
budget for 1972; Edison's factor is based on recoxrded data for
1969 and estimates for 1970. The staff factor more accurately
reflects 1972 operations and we will adopt it.

3. Summary of Adopted Results of Intrastate Operations

We £ind that Edison's system operations adjusted met
revenue for 1972 estimated is $187,774,000, The smount attxib~
utable to Califoxrnia jurisdictional operations is $182,247,000.
When this latter sum is applied to the 1972 estimated Califbrnia
jurisdictional rate base of $2,947,000,000, the resulting rate
of return 1s 6.18 percent. We have herein found that the
reésonable rate of return for Edison 1s 7.9 percent. For Edison
to achieve this rate of retuxrn for Califormia jurisdictiomal
oper#tions, we £find that Edison is entitled to Increase lts rates
by $105,500,000. Rates will be authorized which sh&uld produce
this amount. ‘
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v
RATES

Determining Edison's revenue requirement is not enough;
we must also detexmine how much each customer must pay to recover
that revenue requirement. This determination is at least as
complex as that of determining the revenue requirement. Although
"rate spread" is the conventional term used to describe the
process, the parties used somewhat more precision in their testi-~
mony and we will txry to be as precise. Throughout this case the
term "allocation"” was used to describe the division of rate base,
revenues, and expenses between the various customer classes; the
tem "apportionment” was used to describe the division of the
increase in revenue requirement among the various customer
classes; and the term "rate spread" was used to describe the
demand charge, commodity charge, and rate blocks within a
particular customer class, the application of which would recover

the amount of revenue apportioned to that class. In this case

the staff and Edison agree on the method of making the cost

allocation between customer classes and spreading the rates within
each customer class. To the extent that interested parties have
challenged this method, we have not been persuaded. We adopt the

method of Edison and the staff in allocating costs and spreading

rates.
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The problem of apportioning the revenue requirement

between the various customer classes was hotly contested and
took up at least ome-third of the total time\of thege hearings.
An analysis of the table on page 41 shows the scope of the
problem. For purposes of analysis, and by way of {llustration
only, we will use Edison's estimated 1972 CPUC jurisdictionmal
rate base, Edison's estimated 1972 rate of return, the appor-
tiomment achieved by Edison to recover the approximately
$128,000,000 additional revemue requirement asked by Edisonm,
and the apportiomment achieved by the staff to recover a
comparable amount, Line 3 of the table shows that Edison's
estimated 1972 rate of return at present rates will be 6.47
percent; all customer classes other than Lighting and Small
Power pay less than 6.47 percent. Line 5 shows that Edison's
proposed increasge would increase total system revenue by

16.2 percent, yet no class 1is raised 16.2 percent: three are
raised more and four are raised less. Line 7 shows that the
staff, by using a different method of spportiorment, raises
the same 16.2 pexcent but afrtves at different results., The
staff recommends that only ome class have its rates raised‘by
16.2 percent (Agriculture and Pumping); three classes would be
raised more than system average increase and three classes would

be ralsed less. The first conclusion to be drawn from this
table is that no matter which method of apportiomment is used,

Edison recovers its revenue requirement in its entirety.




CUSTOMER CLASSES

Iten Domestic

t ' t Very Large
t Large Power ! Power (A-8 t

Lighting &
(A-1) 1 & Specfals) : Off-Peak 1

Small Power 1

t Agricultural

&
Puxping

Street

Lighting

& OL

r.-.u

Edison Est{mated 1972
CPUC Jurisdictional _
Rate Base $1,178,000
Edison Estimated 1972
Revenue at Present Rates 310,289
Bdlson Estimated 1972
Rate of Retuin

Edison Proposed Rate
Increase to Recover

8127,465 52,267
Percent Increase Qver
Present Rates 16.8%
Staff Proposed Rate Increase
to Recover $127,322 48,783
Percent Increase Qver
Present Rates 15.7%
adopted Percent Increase
Over Present Rates 13.9%
Revenue Increase

Revenye at Authorized
Rates
2/

Rate of Return

353,389
7.4%

5.77%

b3,1¢0‘

(Dollars in Thousands)

$395,000 $647,000 $275,000 $10,000

149,422 77,956 3,090

195,843

10.09% S.46% 5 &4Y,

33,158 25,065 9,583

16.9% 16.8% 12.3%

12,782

32,440 25,156

16.6% 16.8% 16.4%,

13.4%
10,473

12.4% 13.9%

25,290 20,743 gy,

88,497
6.6%

3,474
3.6%

220,133 170,165

11.8% 6.6

y Iucludes $510 increase for Other Operating Revenues, »
3’ Adopted Rate Base (000,000): $2,947 -»($2,916 (Customer Classes) + $31 (Qther Opegqtlng Revenue)).

$124,000

28,056

4.53%

5,415

15,7%

4,546

16,27

13.4%
3,749

31,805
5.J0%

$91,000
20,225

5.08%

$2,920,000

784,881

6.47%

127,465
T16.2%
127,322

16.27,

v/
13.4%
i/
105,500

1/

890,381
7.9%

.m/ Bf® 9£€25-V
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~ The standard liturgy in revenue apportiomment calls for
the cqnsideratioﬁ of rate history, characteristics of use, rate
zoning, staBility of revenue, comparison with other utilitles,
cosf of sexvice, value of service, and competitive considerations,
all igavened with the application of judgment and experience.
These considefations_boil down to four: cost .of service, competi-
_tibn, characteristics of use, and public benefit,

If cost of service were the sole criterion, as some
asgert it should be, then after the cost allocation is made it
would be a simple process to apportion the revenue requirement
in the same ratio gs costs are allocated, with each class of
customers providing system rate of return, (Rate of return is
as much a cost of provid;ﬁg service as the price of fuel.) One
reason that cost qf sexvice is notnthevsole criterion, or even
the priqcipal one, is that rate experts agree that allocating
various costs is #‘matter of judgment. |

Rate history is merely the acknowledgment that at

some time in the past rates were set for varying classes which

differed from system rate of return. Those reasons may have
been competiﬁ@on; chgracterigtics of uvse, e.g., taking off-peak,
or public‘benefics, €.8., a4 Commisgsion decision that the public
welfare requires,encoﬁrégement of certain types of electrical
use, such as agricultural pumping or street lighting. The study
of past rate disparity is valid in a current rate case to

determine 1f the factors that led to the original rate disparity
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are still present and if so, to continue the rate disparity or,

if changed, to modify the rate disparity, but in such a manmex
so as not to make abrupt changes in the rates that cause undue
hardship to the customer class.

Considerations such as value of service, comparison
of rates with other utilities, revenue stability, and competi-
tive factors, are all varying aspects of competition. From the
‘utility point of view, competitive factors require rates low
enough to attract mew business and to prevent present business
from reducing use, switching to other utilities, or self-
generation. This is the counterpart of value of service which,
to the customer, means that the utility sexrvice is priced low
erough so that the customer will not comsider switching to.
another utility, reducing usage, or gemerating its own elec-
tricity. Comparisons of rates with other utilities is a routine
test to insure that rates are mot so out of line that some
customers might switch, and that the company is operating
efficienti&. Revenue stability weans merely that rates should
be set so that customers will not switch from thelr present
utility and will not reduce their usage of electricity to an
extent that would affect the utility's abiliity to recover its

revenue requirement.
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Edison's competitive threat comes from the following
sources: (1) self-generation; (2) present customers relocating
in the terxitory of other utilities, or transferxing certain
operations from their plants in Edison's territory to plants
in the territory of other utilities; (3) present customers
changing from electrically (or gas) operated appliances to gas
(or electricity); and (4) prospective customers locating in
another territory. Edison asserts that these competitive
threats caused it to advocate only a 12.3 percent increase in
rates to its very large power customers (A-8) rather than the
16.4 percent increase advocated by the staff. Edison says that
an increase to its A-8 customexrs larger than it proposes '"would
upset the competitive relationships necessary to maintain and
obtain an appropriate share of this energy market, as against
competition from other energy suppliers, l.e., gas distributing
utilities and other electric utility systems."

Although on the surface it appears that these competi-
tive threats should concern the Commission, In fact, 1f the
Commigsion should authorize lesser incxeases in rates for certain
customers in respomse to the threats, the result would be a
whipsawingl/ of the Commission by the large users. The most
obvious example is competition between utilities. Edison competes
with both Pacific Gas & Electric Company and San Diego Gas &

Electric Compaﬁy in the semse that potential customers have the

1 .
/ Whipsaw '"To use more favorable terms gained (as in ome company)
as the precedent or leverage to win equal or greater concessions

from (as a related company).” (Webster's Third New Internmational
Dictionary 1964.) . I
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cholce of locating in either of the three utiiity areas and
current customers have the choice of either relocating or
switching certain operations among plants served by the
different utilities., Clearly, for the Commission to reduce
Edison's rates to attractlthis.customer and thereby benefit
Edison's system the result would be detrimental to the other
utilicies, who would have good grounds to petition the
Commission to authorize cbmparable competitive rates., Such
reductions in rates, of course, do not come out of the
utility's gross revemue requirement but, as the table shows,
are picked up by the Lighting and Small Power class.

Edison and the Los Angeles Department of Water &
Power (the Department) are in a position to compete for customers.
The problem here is similar to the problem of competition between
regulated utilities except that this Commission does not regulate

the rates of the Department, which usually parallel Edison's,

although mostly lower because of the inherent tax advantage of

a municipally-osmed utility. For Edison to engage in a rate
war with the Department is surely an exercise in futility since
the Department, as long as it has this tax advantage, will have
the ability to undercut Edison's rates.

The se-called competition that Edison faces from
self-generation perhaps requires a more subtle analysis but
is still a whipsaw.. For a very large power user to generate
its own electricity at a price cheaper than it can buy from
Edison requires that power user not only to install, operate,

and maintain expensive and complex equipment but also to
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utilize interruptible natural gas supplemented by other, higher-
priced fuel, during the periods‘of interruptibilityuzj As far
as we know, no company in Califormia, other than a gas company,
purchases natural gas at prices cheaper;than the price Edison

pays. To our knowledge, all customers on Edison's system would

have to pay higher prices for natural gas than Edison pays.

This Coumission sets the prices for natural gas sales at retail
in California. The companies in Californmia that sell natural
gas have problems comparable to Edison in relation to load
factors, growth, revenues, expenses, and apportionment of
revenues between various customer classes. To the extent that
Edison is successful by rate cutting in obtaining business that
might otherwise go to the gas company, the gas company 1s harmed;
to the extent that the gas company cuts its rates to lure Edison
customers away from Edison, Edison is harmed. Of course, as far
as gross revenue is concermed, neilther company 1s harmed; the
Lighting and Small Power class makes it up for Edison and its
analogue on the gas company system makes up the revenue reduction
of the gas company., So, rate cutting only benefits individual
customers that can change utility companies or methods of gener-~

ation and harms captive customers who must make up the rxevenue

deficiencies.

2/

An exception to this is the large power user who can utilize
a waste by-product of its operation, such as sewer gas, to
generate electricity. Foxr Edison to compete successfully
for this business extremely low rates are needed and one

result would be the economically wasteful nonutilization of
the by=-product,
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Another aspect of the electric company/gas company
competition is Edison's campaign to have electricity used for
space heating and cooking. Every house that uses electricity
rather than gas for space heating and cooking gives business
to Edison and takes business from the gas company. Customers
who wish this choice are free to exercise it, but the Commission
should not become involved in this competition by setting
special promotional rates foxr Edison. If that were done, we
would have no cholce but to set special promotional rates for
the gas coﬁpany. Such a result is nongense, yet this is essen-
tially what happens when we give special rates for very laxge
power users. As Edison's rate expert stated, if there were no
competition from other utilities and self-generation, he would
have recommended that rates for very large power users be
increased by the system average. This Commission must protect
all consumers in California and all public utilities. Unless
there are compelling public reasons, we camnot favor one class
of consumer over another, and we cannot bemefit one utility at
the expense of another.

There are.sicuations where competition is a factor and
should be considered in rate design. Ome situation is where the
competition is with nonutility sexvice such as engines powered
by fuel oil. Another is where the revenue requirements of a

utility operating in an adjacent territory when applied to the

cost of serving its very large power users result in a disparity

in rates of such a magnitude that the company with the higher

rates would have & difficult time attracting new customers and
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might lose present customers. Im such circumstances the rates of
that company for very large power users could well be lowered.
Using the cost allocation method developed by Edison
and the staff and considering the factors discussed above, we
adopt the following percentage increases by customer classes
(based upon an increase of California jurisdictional revenue of
16.2 percent over-all): Domestic, 16.8 percent; Lighting and
Swall Power, 16.5 pexcent; Laxge Power, 16.8 percent: Very Large
Power, 16.4 percent; Off-Peak, 12.4 percent; Agricultural and
Pumping, 16.2 percent; and Street Lighting, 13.5 percent., Ve
have factored these figures downward as $105,500,000 is to
$128,000,000. The xesult Ls the percentage increases shown onm

Line 8 of the table on page 41.

1. Large Power - We have adopted the recommendation of

Edison and the staff as to the increase for large power because
there was no dispute.

2. Domestic - We have adopted Edison's recommendation as
to the increase for domestic users in oxrder to bring the rate of

return for this class cleser to system average.

3. Small Power - We have adopted the staff recommendation,

nodified by adjustments to the other classes, in order to bring
the rate of return for this class closer to system average.

4. Off-Peak - We have adopted the staff recommendation
in order to bring the off-peak xate of return closer to system
average. We recognize rhat off-peak should have a very low
rate of veturn because of the benefits received by the entire

system from this service.




A. 52336 - SW

5. Agricultural & Pumping - We have adopted the staff

recomendation for this class in order to bring the rate of
return for this class closer to system average. Prior to the
rate increase guthorized herein, this class earned a rate of

return lower than any other class om the system other than

off-pesk, After the authorized rate increase goes into effect,

this class will still earn the lowest rate of return of any.
¢iass on the system other than off-peak.

The California Farm Bureau Federation and the Friant
Water Users Association beth appeared on behalf of agricultural
interests. Their position was that there should either be no
rate increase at gll or a very small rate increase for the
agricultural and pumping customer class. Their reasons were:
(1) farmers are poor; (2) farmers don't use the mew facilities
Edison is constructing to provide adequate service throughout
their whole system; and (3) the usage characteristics of persons
taking under this schedule are different fromw the usage of other
customers. Nome of these reasons have merit., We cannqt‘fix
rates because one group of users is poor. To do so weuld
require establishing classes for welfare reciplents, senior
citizens, and any industry that at the time of a rate case
happens to be in dire financizl need, such as the aérospace
industry today. Persons taking service under the agricultural
and pumping schedule are getting good service because Edison

has a system that is up-to-date and being constantly improved.
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Everybody must pay for this improvement. The usage character-
istics of this class of customer have changed, and this 1s one

Instance where rate histoxry does have a beaxing on rates. In

the past, daylight punping was during off-peak hours, but today

the summer peak demand for agricultural and pumping customers
is coincident with system peak demand. For this reason alone

their rate of return should be raised.

6. Street Lighting - We have adopted Edison's recommenda-
tion for increasing this customer class. In our opinion, street
lighting should earn less than system rate of return for two
reasons: except for short perlods during the winter months,
it takes at off-peak hours, and it is extremely important for
public safety that streets be adequately lit. In our opinionm,
adequate and increased use of street lighting has a2 direct and
immediate bearing on reducing crime, and on improving public

safety In general.

7. Very Large Power - We have adopted the staff per-~

- centage Increase in this catezory. In our opinion, the return
from very large power should trend toward system average.
Appearing in suppoxrt of reduced rates under the A-8 schedule
were the California Manufacturexrs Association (CMA), Kaiser
Steel Coxporation, Air Products and Chemicals, Imec., Unioﬁ
Carbide Corporation, and Shell Oil Company.
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CMA asserts that Edison and ‘the staff cost studies
ovexrstate the cost of industrial sexrvi-e because of improper
clascification and allocation; that competitive power costs
justify a limit in increases to very la:ge power customers;
that the proposed Schedule A=9 should D approved; that voltage
discounts in Schedule A-8 should mot be reduced; and that the
demand blocking of Schedules A-7 and A-& should not be changed.
For the reasons heretofore stated, it 1s our opinion that the
rate increase authorized for very laxge power users will not
work to a competitive disadvantage to Edison and that the
asserted risk to Edison and its remaining customers is minimal.
For the same reasons we will not authorize the proposed A-S
schedule. We are aware that there is some elasticity in
electrical demand and that by raising rates some demand may
be reduced, but that effect takes place all over Edison's

system and is comsidered in the rate blocking. Edison has

always lost customers for ome reasonm or another, but it has

aiways gained more than it lost.

CMA states that the load factor/diversity factor
method used by E&ison and the staff makes false assumptions as.
to both classification and allocation of costs which work to
the disadvantage of high load factor customers. We do not agree.
The assumptions made by Edison and the staff are not false;
they are merely different from the assumptions made by high load
factor customers. The very large power users presented evidence
concerning methods of classification and allocation which, 1if

adopted, shows that their electric bills would be less than 1£




A. 52336 - SW

Edison and the staff's method Ls used. The method used by
Edison and the staff has been in use since at least 1925, 1s
widely accepted as a valid method of allocation, has been widely
discussed, analyzed, and commented vpon in the literature in the
field, and has been specifically approved by this Commission iﬁ
the last Edison rate case. There is no evidence in this case
that the method advocated by the QMA is in wide use oxr has had
the exposure of the method advocated by Edison and the staff.
Its only virtue seems to be to lower the electxic rates of very
large power users.

Edison delivers electricity to its customers over trans-
mission lines at very high voltages. Few, 1f any, customers can
use electriclty at these voltages and, consequently, Edison
provides substation step-down equipment to reduce the high trans-
mission voltages to a level suitable for use by customers. Some
customers have thelr own step-down equipment and, therefore, can
take power from Edison at very high voltages. Because of this
Edison does not need step~down equipment to serve these customers,
and, to a degree, Edison's costs of service are less. This
lessened cost of service is passed on to the customer by way of
a voltage discount. At pregent rates the voltage discount is
4 percent for service delivered at 66,000 volts and over, and
2 percent for service delivered at 33,000 volts. Edison ﬁroposes
to reduce this charge to 2 percent and 1 percent, xespectively;
the stsff comcurs. CMA asserts that the chaxge should mot be
reduced. Edlson presented cost studies that substaantiated this
reduction., We find that Edison's position is sound and that the

voltage discount should ba reduced as »roposed.
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Edison concurred in the staff's proposal to eliminate
the demand block between 10,000 kw and 50,000 kw in Schedules A-7
and A-8. CMA and Kalser object because the elimination does not
recognize the cost saving for customers with demand loads above
50,000 kw. Kalser asserts that the elimination will have the
effect of increasing Kaiser's power bBill in the oxder of $5,000
a month. Whether Kalger's bill is increased or decreased by a
change in rate blocking is of no moment., There 1s nothing
immutable about rate blocks and every time they are changed
somebody's rates will go up and perhaps others' rates will come
dowvn. We cannot single out one customer for special treatment.
Similarly, we are not persuaded that there is a material unit
cost saving to Edison in serving loads above 50,000 kw. Om
Edison's present day system the size of a transmission sub-
station is detexmined by area load requirements which in urban
areas bear little or po relationship to the size of the demands
of individual customers in the area.

The arguments presented by Union Carbide and Shell
are similar to those pfesented by the CMA and need not be
discussed. Our conclusions as to these arguments afe the same
as our conclusions as to CMA's arguments.

There seems to be an idea among the very large power
users that in some way thelr taking power from Edison 1s a

blessing to Edlson and other customer classes for which all other

custonmer classes should be thankful and be happy to pay higher

rates. These users keep talking about their high load factors,
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theix comtribution to system diversity, and the fact that they
balance the load for other customer classes. In point of fact,
load factor and divexsity are recognized in cost allocations in
the load factor/diversity method; and the competitive scramble
for thelr business is recognized in the low tail-block rates
and low rate of returm apportioned to that class. We also note
that an A-8 customer pays an average of .77 cents per kilowatt-
bour as compared to 2.29 cents for the domestic cusﬁomer, 2.16
cents for the small general service customer, and 1.59 cents for
the system as a whole. The real issue 1s not balancing: When
very large power users are estimated to purchase 10,000 MZ

kilowatt-hours in 1972 as against the domestic users’ purchase

of 13,535 szkilowatt-hours, from the domestic uSerfs point of

view, his class balances the vexy large power class. Nor is
‘the issue fairness: When the very large power class will pay
$78 million at present rates for its purchase while the domestic
class will pay $310 million for its purchase. The fealvissues
are cost ailocation, competition, and elasticity of demand. We
have discussed these issues elgewhere and we find that the cost
allocation is reasonable and that at adopted rates competition
for the very large power customer will not be inhibited nor will

electric usage be so affected as to cause additional burdens to

other customers.
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8. Proposed A-9 Schedule -~ A concrete example of the

probliem of setting competitive xates is Edison's proposed A-9
schedule. This schedule will reduce rates under certain circum-
stances for a few large power users. It is so restrictive that
there are not more than six customers on the whole Edison system
that -could purchase electricity under it. Edison 1is not sure
how much the annual revenue reduction would be as it is not sure
how many customers would take under the schedule, but its best
estimate is $167,000 annually. Edison will absorb this revenue
reduction until the next rate case.

The proposed schedule 1s a consequence of a specilal
contract entered into between Edison and Alr Products and
Chemical, Inc., In 1968. Power cost alone accounts for as much
as 42 percent of the total manufacturing costs of Air Products,
When Air Products decided to locate a new plant in the Los Angeles
area, it considered self-generation of electricity, taking
service from the Department of Water & Power, and taking Edison's
service. 1In order to attract this business, Edison offered a
special contract with rates lower than Edison's lowest filed
tarliff., Ailr Products accepted this contract, which was approved
by the Commission, and located its new plant in Edison's texrritory.
The Linde Division of Union Carbide Corporation manufactures the
same products as Air Products and has comparable power costs’as
a percentage of total cost. Unlon Carbide, claiming discrimina-
tion, is desirous of obtaining the same rate treatment. The
result of Union Carbide's complaint is the proposed A-9 schedule,
which £s essentially the Air Products contract in tariff form.




The staff recommends that the A-9 schedule be rejected;
we agree. This so-called schedule is no more than a special
contract that will benefit probably one customer (Union}Carbide)
and possibly five. The benefits to Edison are nil as these
custoxers are already on iine. There is no suggestion that there
are new potential customers waiting for thlis schedule to become
effective. The detriment to Edison's other customers is obvious;
they are going to have to make up the revenue deficiencies. The
threat that Union Carbide might relocate seme of its business
elsewhere is a possibility, but we note that they are operating
In Edison's territory, have been for years, pay Edison well over
$3.6 million a year inm utility rates, and have always had the
opportunity of moving thelr operation into the texrritory of the
Department of Water & Power, or any other place they wish., And
even 1f they do move, for the reasons stated above in our dis-
cussion of competition, we do mnot wish to be placed in a position
where the Commission is being played off against other rate making
bodies solely for the purpose of obtaining low rates for ome
cusfcmer.

Fuxther, in the market place,‘where theories of compe-
tition are put in actual practice, Edison's experience during the
years 1968 through 1970 shows that of 21 potemntial customers that
could qualify under Edison's A-8 schedule whOJconsidergd on-site

generation for thelx total electrical needs, only three actually

went to on-site generacion'and those three generated electricity

utiiizing as a power source a by-product of their other operétions,
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e.g., sewer gas. During the same period, of 33 customers who
investigated the use of electricity to operate central plants
for air conditioning and refrigeration, only seven chose mnon-
electric service to operate their central plants. And in
these seven Instances, Edisom still supplies those customers
with other electric serxvice. More generally, the five~year
compound growth rate for Edison (1964-1969) has been 10 percent;
for 20 comparable electric utilities, 9.1 percent. In the same
period the growth rate of electric customers is: Edison, 2.7
percent; 20 utilities, 2.4 percent, Edison has not suffered
because of its rate structure, and does not need a new schedule
for a few large customers in order to provide them with low

rates. We find no competitive threat.

9., The Air Products Contract - The Alr Products contract

has ramifications in addition to those previously discussed.

In that contract the partles recognized that Air Products' new
plant would have to go through a start-up period before becoming
a stable consumer of electric power. Therefore, the contract

recognizes a three-year break-in period for which there is an

enexgy credit rate to permit Aixr Products to go through its

start~up procedures without being penalized. The three-year
break-in period started March 1970, and ends inm March 1973.
Edison, in its request for an A-9 schedule, also requesteé that
the rates specified in the A-9 schedule be made applicable to

the Air Products contract at this time, but that the energy
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credit feature be retained, The staff recommended that the A-9
schedule not be approved and that no change be made in the Aix
Products contract, but that at the expiration of the three-year
break~in ﬁeriod the contract be terminated and Ailr Products be
transferred to Schedule A-8, Air Products' position is that its
contract with Edison should not be modified in this proceeding,
and that particularly the three~year break~in period and the
rates applicable thereto should not be changed. ALxr Products
states that at the end of the three-year period it may Be |
appropriate to review the comtract to determine if it should be
modified.

We have previously found that the proposed A-9'Schedu1e
should not be approved. We do mot agree that the rates proposed
in that schedule should befapplied to the Alr Products comntract.
In our opinion the Alr Products contract discriminates against
Union Carbide Corporation and perhaps others. In order to end
thig discrimination, the rates provided for in the contract
should be terminated, Howevér, because the contract was approved
by the Commission, was relied upon by Alr Products, and does have
2 three~yecar break-in peried, In oxder to prevent hardship to
Alr Products we will adopt the staff's suggestion. In our
opinion the Ailr Products contract should be modified at this
time to pro#ide that the rates presently authorized in the
contract shall terminate no later than Maxch 31, 1973, and that

at that time Air Products shall, 1f it wishes to comtinue to

purchase power from Edison, purchase at one of Edison's then

current filed tarxriffs.
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Air Products suggested the possibility of taking
interruptible power from Edison, Edison stated that inter-
ruptible power on its system is not feasible. We have no
oplnion on the maZter, but leave the subject to the parties

for furtker research and dliszcussion.

Findirzs of Tact

L. The recasonable estizmate of Edison's cozt of rnew senior

capital in the years 1971 and 1972 is 7.5 pezcent and a reason-
able return on common equity for Edison is 11.9;percent.
2. The capital ratios of Edison for test year 1972 are:

long~texm debt, 51.0 percent; preferred stock, 10.0 pexcent;

convertible preference stock, 2.0 percent; and common equity,

37.0 percent,

3. A reasonable rate of return for Edison's California
jurisdictional operations for the year 1972 is within the range
of 7.7 percent and 8.1 percent. Rates should be set to yield an
initial return of 7.9 percent. At this return Edison's interest
coverage will be 2.87 percent. |

4. At current rates in test year 1972, for Califormia ;
jurisdiction, Edison will have net revenue of $182,247,000 on
a rate base of $2,947,000,000, resulting in a2 6,18 percent rate
of return. Edison should be authorized to increasezits rates
by approximately $105,500,000 to produce a 7.9 pefcenc return
in test year 1972.

5. The increase in rates and charges authorized in

Appendix B to this opinion are justified.
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6. The rates and charges authorized herein are just and
reasonable and present rates and charges insofar as they differ
therefrom are for the future unjust and unreasonable.

| 7. For purposes of allocating costs and rate base between
Jurisdictions, the method employed by the staff and Edison is

reasonable, The utilization of the load factor/diversity factor

method of cost allocation between California custcmer classes

is reasonable.

8. Edison's proposed Schedule A-9 is unreasonable in that
it provides preferential treatment to very large customers which
is not justified by the evidence in this recoxd.

9. Edison should comtinue to provide service to Air
Products and Chemicals, Inc., under its present contract until

Maxrch 31, 1973, Service thereafter should be provided on the
basis of Edison's then filed tariffs.

Conclusion of Law

The application of Southerm Califormia Edison Company
should be granted to the extent set forth in the order following

and in all other respects be denied.
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ORDER"

IT IS ORDERED that:

1. Southerr California Edison Company is authorized to
file with this Commission aftexr the effective date of this
oxrder, in conformity with the provisions of General Oxder
No. 96-A, revised tariff schedules with rates, charges, and
conditions modified as set forth in Appendix B attached to this

oxder and, on not less than five days' notice to the public and

to the Commission, to make sald revised tariffs effective ten
days after the effective date of this order.

2. The rates set forth in the present contract between
Edison and Aix Products and Chemicals, In¢., shall terminate
on March 31, 1973. Service thereafter shall be provided on
the basis of Edison's then filed tariffs.

The effective date of this ordexr .shall be twenty days
after the date hereof.

Dated at San Frencigen , California,
. ]
this: /574 day of /')/ P HUNE A, 1971,
V ]

@
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RATES - SOUTEERN CALIFORNIA EDISON COMPANY

Applicent's rates, charges and conditions are changed to the level or
extent set forth in this appendix.

SCEEDULES NOS. A-1, A-2, A=3, A=k, A=5 and A6
RATES

—————

Rate

Customer Charge: Single Fhase
Three~Phase

-
N

3 4 5 6

$1.20 $1.20 $1.30 $1.4%0
2.10 2.20 2-30 2-1‘0

8

3y
I

88

Energy Charge:

First 100 kwhr, per kwhr
Next 1,000 kwhr, ‘per kwhr
Next 1,500 kwhr, per kwhr
Excess kwhr, per kwhr

L
k.3
3.3
2
L

L)

B W
W W

Mizimmm Charge: The Monthly Mindmum Charge shall be the Monthly Customer
mge- )

Rate B
Demand Charge:

First 20 kw or less b1lling demand $ -% -8% % ~-3% -8 -
A1l Excess bBilling demond Per kw 1.15 1.15 1.15 1.15 .15 1.1

Customer and Evergy Charge (To Be Added to Demand Coarge):

First 150 kwhr per kw bLlling demand® Same a8 Rate A
Text 150 kwhr per kw dilling demands
First 15,000 kwhr, per kwhr 1.25¢ 1.25¢ 1.25¢ 1.25¢ 1.25¢ 1.25¢
Excess kwhr, per Xwkr 0.90 0.90 0.90 0.90 0.90 0.90
Over 300 kwhx per kw of billing demand* 0.66 0.66 0.66 0.66 0.66 0.66.

Mintmum Cherge: The Monthly Minimm Charge shell be $1.00 per ¥w of Billing
Demand.

* Not lecs than 20 kw.
APPLICABILITY, TERRITORY AND SPECTIAL CONDITIONS

Modify as proposed on Sheet Nos. C-1 through C-6 of Exhibit "C" to
Application No. 52336.
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RATES ~ SQUTHERN CALIFCRNIA EDISON COMPANY
SCEEDULE NO. A-T

RATES

————

Demond Charge:
First 200 kw or less of pilling demand
Next 1,800 kv of villing demsnd, per kw
Next 8,000 kw or billing demand, per kw
All  excess kw of billing demand, per kw

Energy Charge (To be added to Demand Charge):
First 150 kwhr per kw of billing demand:
First 30,000 kwhr, per kvhr
Balonce of  kwhr, per kwhr

Next 150 kwhr per kw of villing demand, per kwhr
AlL excess kwhr, per kwhr

Minimum Charge: The monthly minimum ¢harge shall be the monthly
Demand Charge '

SCHEDULE NO. A-8

RATES
Demaxnd Charge:
Fixrst 5,000 kw or legs of billing demand
Next 5,000 kw of b1lling demsnd per kw
All excess kw of b1lling deweand per kw

Energy Charge (To be added to Demand Charge):
Pirst 150 kvwhr per kw of billing demand
Next 150 kwhr per kw of oilling demand
Excess kwhr per kwhr

APPLICABILITY, TERRITCRY AND SPECTAL CONDITIONS

Modify as proposed on Sheet No. C-8 of Exhidit "C" to Ap;plicaﬁion

No. 52336.

AY

SCEEDULE X0O. A-16

Toe existing schedule is cancelled and withdrawn and the customers are
transferred to Genersl Service Schedule No. A=6.
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RATES - SCUTHERY CALIFORNIA EDISON COMPANY
SCHETULES NOS, D=l. D~2, D=3, Del, D5 and Db

RATES

Charges Per Month
1 2 3 b S 6

Customer Charge: $0.90  $1.00 $1.10 $1.20 $1.30  $1.40

Energy Charge (To be Added to the Custemer Charge):
First 60 kwhr, per kwhr 4, L.6¢ 5.3¢
Next 90 kwhr, per kwhr 3.0 3.2 ' 3.
Next 150 Xkwhr, per kwhr 2.3 2.3 : ' 2.3
Next 600* kwhr, per kwhr 1.6 1.6 : : 1.6
Excess kwhr, per hvhr 1.3 1.3 1.3 : 1.3

Minimum Charge: The monthly minimum charge shall be the monthly Cugtomer Charge

* Where the custamer as of September 10, 1969 has an electric water hesting
Znstalletion conforming to Rule No. 32, the rate for monthly ucage between
300 and 600 kwhr iz 1.3¢ per kvhr during the period September 10, 1969 through

Septexder 9, 1972.

-

SCHEDULE NO. D=16

The existing schedule is cancelled and withdrown and the customers are
transferred to Damestic Service Schedule No. D-6.

SCEEICLE NO. IM

as proposed on Sheet No. C-19 of Exhidit "C" to Application
No. 52336.

SCEEDULE NO. IWL

RATES

Facdlities Chaxge:

Per dollar of utility investment in walkway lighting

f&cm‘tieﬂ ..l......--‘.."I..'...-.-.l....l‘..'...'...l-lﬂﬂ.....-

Zpergy and Lamp Meintenence Charge:
(To ve added to the Facilities Charge)

Ts-w&t't m@cury VB.POI lﬁmp, POI' mp TescvressecansssrrrRRsansew
Minimum Charge:

Per cuatmer LE AR A AN AR ERE RS SR RN NE ENNE FENEENNEEEY NIRRT g R
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RATES = SOUTEERN CALIFORNIA EDISON COMPANY
SCEEDULE NO. IS-1

RATES

e

Lamp Size - Lumens

Incandescent Lamps

1,000 Lumens.
2,500 Lumens
L,000 Lumens.
5:000 Lumens
110,000 Lumens

Mercwry Vapor Lemps

7,000 Lumens
11,000 Lumens
20,000 Lumens
35,000 Lumens
55,000 Lumens

SCHEDULE NO. ISa-2

RATES

Per Month
All Night Service : Midnight Service :
+ Multiple : Series : Multiple : Series

Rate A « Unmetered Service
For each kw of lamp losd, per kw $7.50 $8.35 $6.05 $6.50

: Per Meter Per Month

Rate B =~ Vatered Service

Meter Charge:
Mualtiple Service

$1.15
Sexries Sexvice 9.20

Exergy Charge (To be Added to Meter Charge):

First 150 kwhr per kw of lamp load, per kwhr 3.90¢
ALl excess kwhr, per kwhr 84

Rate C = Maintenance Service - Qotional

Modify as proposed on Sheet No. C=22 of Exhidit "C" to Application
No. 52336.

APPLICABILITY, TERRITORY AND SPECIAL CONDITIONS

Modify a3 proposed on Sheet No. C-22 of Exhibvit "C" to Application

No. 52336.
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RATES - SOUTHERN CALIFCRNIA EDISON COMPANY
SCEEIULE NO. OL-1
RATES

Luninaire Chorge:

Mexewry Va.pér Per Lamp
Larp Size Per Month

7,000 Lumen $4.80.
20,000 Lumen T-95

Pole Charge (to be added to Luminaire Charge):

Per Pole
Per Month

For mh additim nw wm pole metmed .'.......-...I..... $2.20‘

SCEETULE NO, P-1

RATES

Energy Chexrge to be Added to
Monthly Service Charge Rote Per XKwhr

Service for Monthly Con tion of: :
Chorge First 100 : Next:% T ALL Over 200 :

Per Hp : Kwhr Per Hp : Kvhr Per Hp : Kwhr Per Ep

Hoxrsepower of
Connectad Ioad

+9 % Q48 AR B

2 to 9.9 $1.25 3.30¢ 1.85¢ 1-35¢4
10 and Over 1.05 2.8 1...80‘ 1.35
Minimm Charge: The monthly minimum charge shall be the monthly Service

Charge. '
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SOUTEERN CALIFORNIA EDISON CQMPANY
SCEETULE NO. PA~1

RATES

: Energy Charge t0 be Added to
Annunl Service Charge Rate Per Kwhx
Service for Anzual Consummtion of:

Charge Firet 1000 : Next 1000 : All Over 2000
Per Hp Kwhr Per Hp * Kwhr Per Hp : Xwhr Per Hp

2t 4. $9.50 2.3¢ 1.054 0.68¢
5 to 1k, 8.50 2.1 1.05 .68
15 to 4s. 8.00 2.0 1.05 .68
50 to 99.% T.50 1.9 1.05 .68.
100 and Over 7.00 1.8 1.05 .68

[TIRYY

)

Horsepower of
Connected Load

Minimum Charge: The annual minimum charge shall be the Annual Service Chaxge.

SCEEIULE NO. PA-2

RATES

Per Meter
‘Per Month

Denond Charge
First 75 kw or less of dilling demand
Al excess kw of dIlling demand, pexr kw

Energy Charge (To be added to Demand Charge)
Flrst 150 kwhr, per kw of villing demand
First 15,000 kwhr, per kwhyr
Excesa kwbr, per kwhx

Next 150 kwhr, per Iw of Hilling demand
AL excess kwhr, per kwhr

Minimm Charge: The monthly minimum charge shall be the monthly Demand Charge
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RATES - SOUTHERN CALIFORNIA EDISON COMPANY
SCEETULE NO. TC-1.

RATES

Per Meter
Per Month

Customer Charge: $1.25

Energy Chexge (To be added to Customer Charge): »
Firat 100 kwhr, per kwhr k404
ALl excess kwhr, per kwhr 1.85

Mindimum Chexge: The monthiy minioum charge shall be the momthly Customer
Charge.

APPLICABYLYTY, TERRITORY AND SPECIAL CONDITIONS

p Nodify as proposed on Sheet No. C-27 of Exhibit "C" to Applicatien
No. 52336.

FJLE NO. 2

Moéify as proposed on Sheet No. C-28 of Exhivit "C" to Application
No. 52336.
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D. W. HOLMES, COMMISSIONER, Concurring:

The 5 percent increase in wage expense;for test yvear
1972 allowed by this order should not be considered a minimum;
but the maximum 1972 wage increase this COmmission will
allow Edison to recapture in rates. We expect that Edison‘s

management will by its prudence and skill avoid approaching

this Commission for any further rate increases arising from

wage cCost increases.

Dated at San Francisco, California,
‘ June 15, 1971.




