Decisicn No. S - . @RU@HNA&,

BEFORE TEE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Mattexr of the Apvlication of )

SOUTHERN CALIFORNIA EDISON COMPANY g Application No. 53488

for authority to increase rates (Filed August 1 1972)

cherged by it for electric service.

(Appearances are listed in Appendix A)

OPINION ON RESULTS OF GENERAL RATE CASE

PRELIMINARY MATTERS.

Nature of Proceeding

' The Southern California,Edison Company (Edison) £iled
Application No, 53488 omn August 1, 1972, seeking authority to
increase its rates for electric service that are subject to the
jurisdietion of the Califormia Public Utilities Commission (Com~
mission) (excepting those for Edison's Catalina Island opcration)
by approximately $97,000,000 per year.

The matter was assigned to Commlssioner J. P, Vukasin, Jr.

and referred to Examiner Parke L. Boneysteele.

In Zz3 application Edison estimates that its proposed
rates would produce about $97,000,000 based om its 1973 level of

sales, and that the rates, if effective for the full year 1973,
would produce an 8.5 percent rate of return on California jurisdic-
tional operatioms. Edisem also has requested authorization from
the Federal Power Commission (FPC) to increase rates subject to FEC
Surisdiction. :

Edison states that it believes the ptoposed increase to
be the minimum required to maintain its f£inancial Integrity, to
preserve its credit standing, and to attract, on a reasomable basis,
capital funds necessary to build the plant additions required to
neet the increasing electrical requirements of its present customers
and to meet the requirements of mew customers, B
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Edison claims that the need to request substantial rate
increases at this time is due to a combination of circumstances
including: ‘

1. The fact that the 1972 level of sales and revenues are
less than the levels adopted by the Commission in fixing the 1972
rate levels.

2. Expenses for 1972 in categories other than fuel are higher
than those adopted by the Commission because of comtinued substantial
inflation in mejor expense items.

3. The increases in embedded debt costs because of high
interest rates for new debt issues will increase the composite cost
of capital for the year 1973 and subsequent years.

4. The effect on the composite cost of capital of a

required higher return on common equity capital commensurate with
retums earned by cowmpanies of comparable risk to enable Edison

to compete effectively for new funds in 2 money market characterized
by an investor attitude which, on the average, has priced common
tocks of industrials at approximately twice book value while
Edison's common stock has recently sold below book value.
Description of Applicant

Edison provides electric service to 15 counties of central
and southexn California. The northern boundary of its service area,
would, if projected westward, pass through Sacramento and Santa Rosa.
The southern boundary, if similarly projected westward, would pass
only slightly noxth of the San Diego city line. The population of

the service area was estimated to be 7, 312, OOO as of December 31,
1971.

Edison estimates that it had approximately 2 533 000

custemers in 1972 of whick approximately 88 percent were for:
domestic service.




Edison also sells electric powex to the cities of Anaheim,
Azusa, Banning, Colton, Riverside, and Vernom; and to Sierxra Pacific
Power Company, Southern California Water Company, Anza Electric Co-op,
Valley Electxric Association, and the United States Naval Ammunition
Depot at Hawthorme, Nevada. Each of thess customers owns the dis-
tribution system within its boundaries. Additiomally, as of
December 1971, electric power was sold to, purchased from, or
interchanged with Arizona Public Sexrvice Company, Bomneville Power
Administration, Department of Water and Power of the city of
Los Angeles, El Paso Electric Company, Imperial Ixrigation District,
Metropolitan Water District, Nevada Power Company, Pacific Gas and
Electric Company, Portland Gemeral Electric Company, Public Sexvice
Company of New Mexico, Sacramento Municipal Utility District,
Salt River Project, San Diego Gas & Electric Company, Sierra Pacific
Power Company, State of California, United States Bureau of Reclam-

ation, and under the provisions of the Camadian Entitlement Assign-

nent Agreement, several other Pacific Northwest and California
utilities.

As of the end of 1971, the Edison system had generating
capacity totaling 11,426,545 kilowatts, classified by plant type,
2s shown below. In addition, the utility has 737,600 kilowatts of
fixnm capacity available under purchased power agreements.

Gas

Itenm & 0i1 Coal Nuclear Hydro Gas Turbine Diesel
Edison Ownership 13 - - 36 7 1

Joint Oumership - 2 1 - - -
Other Ownership - - - - | 1
Edison Operator 12 1 1 36 7 2

ther Operator 1 1 - - | - ' -

In addition, Edison has for its use, 277,000 kilowatts of
operating capacity under generally prevailing conditioms at Hoover
Dan through contracts with the United States Government.
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The cme nuclear generating station is located at San Onofre
ix San Diego Coumty and is owned 80 percent by Edisom and 20 percent:
by San Diego Gas & Electric Company. Two additional units are
scheduled to come on the line in 1978 and 1979.

The two coal fired plants are jointly owned with other
utilities and are located at Mohave in extreme southern Nevada and
at the Four Cormers area of New Mexico, near Farmingtonm.

Additional conventional genmerating capacity is under con-
struction at the Long Beach oil and gas fired plant. Three combined
cycle plants, totaling 2,460,000 kilowatts are plaaned.

Mr. Jack Horton, the Chairman of the Board of Dixcctors and
Coief Executive Officer of Edisom, testified as Edison's first
witaess and, among other topics, described the difficulties facing
Edison and the measures that Edison is taking to overcowme them.

Be testified that his initial reaction was that Edison's difficulties
were unique. After reviewing a FPC digest of the electric industry
problems, in Part 1of the 1970 National Power Suxrvey, however, he
concluded that Edison appears to be confronted with much the same
axxay of problems as are other utilities across the country and

with prospects of much the same comsequences.

The FPC, in the 1970 report, forecast potential power
shortages and rising electricity rates. The costs of emvirommental
protection, Including the upward pressures om fossil fuel costs,
and the effects of general price inflation can omly be partially
offset by technological advances, in the FPC's opinion, and he
concurred. The report observes that severe cost Increases over the
past several years have only begun to be translated into rate
increases, and the full and imevitable impact is still to be felt.
He felt that, in a gemeral way, Edison's situation is similar to
the FPC's deseription of the predicament of the electric utility
industry as a whole.

The chairman described how Edison's apparemt Inability to
get approvals to c¢onstruct additional gemerating capacity alomg the
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coast near its load center had forced it to resort to remote
locations inland where not only costs of transmission but of oil
fuel and cooling water supplv are materially increased. The
acquisition of low cost enexgy supplies in the form of coal fuel
have had a significant beneficial effect in improving production
costs, but these projects are limited in availability and are subject
to attack by environmentalists. He explained that such enviroomental
pressures have already resulted in substagtially increased costs

for envirommental protection equipment and more costly operations
and may result in the upavailability of such facilities for periods
of time if xequired variances are mot forthcoming to permlt
techaoclogy to keep pace with restrictive controls.

During cross-examination, he answered that "rolling black-
outs" were a possibility in the year 1975 if demand on the system
should exceed gcnerating resources.

Regulatory Framework

Public utility rate setting in California gemerally follows
the traditional American regulatory processes that have developed
over the last cme hmmdred years, in respomse to various pronounce-
ments of the Supreme Court of the United States.

The first question to be answered in the traditional rate-
meking process is: What i{s a reasomable judgment of the utility
company's results of operatiomns? For the purpose of determining the
results of operations, ome or two test periods are selected. The
test perlods are usually calemdar years. If ome test period is
selected it is usually a year in the immediate future. If two
are selected, it is usual for ome test year to be the current year
and the other the following future year. Estimates for the future
are thus involved. | '

If the rate proceeding is an application for increased
rates, estimates are usually made at both the present rates and
the rates requested by the utility company.




The test years do not simply reflect the actual or
expected results but instead represent the operations of the
utility adjusted to reflect average climatic conditions and reasom~
able levels of expenses and rate base. '

The final outcome of the results of opexation are the
realized rates of return for the test periods at present and
proposed rates. These realized rates of return axe indicative of
the amount of revenmue change required to bring the rates of return
to reascmable levels. The use of two test periods discloses any
trend in the rate of return.

For the purpose of determining a rate of return, it is
necessary to make reasonable allowances for operating expense,
depreciation expense, and taxes. These are subtracted from the
estimated revenues to cbtain the net revenue.

The net revenue is the numerator of the fraction represent~
ing the rate of return. The denominator is the rate base, or met
valuation which is the result of subtracting accrued depreciation
from the gross valuation of utility property devoted to rendering
public utility service. |

The second question is: What is the reasomable rate of
return that should be applied to rate base? Rate of return, while
equally as important as rate base, depends much more heavily on
Judgment and is the subject of widely varying expert opinioms.

The xeasonmable return Is obtained by applying the adopted
reasonable rate of return to rate base. The return is added to the

reasonable allowance for operating expenses to détér;nine- the revenue
requirement. o

The third question to be asked is: How shall the revenue /
requixement be allocated to various classes -of utility users?

This allocation, often known as rate spread, also depends heavily

on opinion and judgment and frequently involves the resolutiom of
widely divergent expert testimony.
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Comnonly a utility, for geographical or jurisdictional
reasons, is subject to two or more regulatory authorities. When
this is the case, it is necessary to segregate and allocate expenses,
revenues and rate base components into those subject to the various
regulatory bodies. Since the city of Colton case (Southern Calif-
ornisa Edison Company and California Public Utilities Coumission v
Federal Power Commission and City of Coltom (1964) 376 US 205, 11 T, &4
2d,638) the sales of electric emergy to governmemtal agencies for
resale are classified as sales of electric emergy in intexrstate
commerce subject to the jurisdiction of the FPC. Wherever such
resale service is present, as it is in the present case, segregstion
of revenue and still anothsr allocation of rate base components
is necessary.

The guiding primciple of cost allocatiom, for both
jurisdictional and rate design purposes is that each jurisdiction or
class of sexvice should be assigned its fair share of the overall
cost of service. The allocaticn of the overall cost of sexvice
depends om assumptions, methods, and formulas, each containing
clements of arbitrarimess which can produce widely varying results.
There Is, therefore, an element of uncertainty. As Justice Brandeis
put it over a half cemtury ago:

“"What method should be pursued in making such division
is a very difficult problem to which railroad account-
ants, the Taterstate Commerce Commission, and state
rajilroad comissions have for years givem serious
attention. Despite much patient study and the exhi-
bition of great ingenuity no wholly satisfactory method
has yet beén devised. The varxiables due to local
conditions are numerous; and experilence teaches.us that
it is much easier to reject formulas presented as being
nisleading than to £ind one appareatly adequate. The
science of railroad accomting 1s in this respect in
process of development; and it may be long before a
formla is devised which can be accepted as
satisfactory." 1/ '

1/ Groesbock v Duluth, S.5. & A. Ry. Co. (1919) 250 US 607, 614,
>y > L € >y 1172, : |
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Twenty-five years later, Justice Douglas observed:

"A separation of properties is merely a step in the
determination of costs properly allocable to the various
classes of services rendered by a utility. But
where as here several classes of services have a com~
oon use of the same property difficulties of separa-
tion arxe obvious. Allocation of costs is not a matter
for the slide-rule. It involves judgment om & myriad
of facts. It has no claim to an exact science.” 2/

Another quarter of a century has passed and the problem

is sd.ll with us and is an issue in the rate case before us for
decision. ‘

Public Notice

The Secretary of the Commission on August 14, 1972, gave
notice that a prehearing conference would be held in the Commission's
Los Angeles offices on August 25, 1972. Such notice was mailed
to all then known, or thought to be, interested parties. At the
conference appearances were made for 20 parties., Announcement was
made of the first day of hearing and dates set for filing of the
showing of the staff of the Commission (staff) and for cross-
examination of the staff.

On October 19, 1972, the Commission formally gave notice.
of hearing to over 500 known potential parties and caused publication
of the notice in 15 newspapers in Edisom's service area. A press
release describing the hearings was prepared by the staff and was

- carried by many of the mewspapers in Edison's service area. There-~
after, and continuing throughout the course of the public hearings,
the Commission’s regularly published daily calendar carried mnotice
of the hearing dates and locations. In additiom, announcements
of future dates were regularly made from the bench by the presiding
officer. As a result of the notice and other publicity, resolutioms
and letters protesting the proposed increase were received from
23 cities, comties, speclal districts, and mutual water companies.

v
o

2/ Colorado Interstate Gas Co. v _Federal Power Commission (1945)
32405 581, 539, 89 L ed 1206, 1Z16.

> v’ € > .
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Public Hearing

After due notice 50 days of hearings were held in Los
Angeles during the period December 5, 1972 to April 26, 1973 before
Commissioner J. P. Vukasin, Jr. and Examiner Parke L. Bomeysteele.

At the conclusion of the hearings, Edison introduced new
evidence relating to exploration for new sources of energy. In
oxder not to delay consideration of Edison's request for increased
rates, the exploration issue was severed from the proceeding as a
separate phase. The 'General Rate Case"was then submitted to the
Comission for decision om April 26, 1973, subject to filing of
late-filed exhibits by Edison and the staff, the last of which
was filed May 16, 1973.

Concurrent opening briefs were filed on May 21, 1973, and
concurrent reply briefs on Jume 5, 1973. It is anticipated that,
after the issuance of & decision in the gemeral rate case additional
hearings will be held and another decision issued dealing exclusively

with exploration and proposals for the funding of the exploration
pProgram.

REVENUE REQUIREMENT

Only Edison and the staff presented witnesses covering the
entire spectrum of estimates and conclusions necessary to determine
revepue requirement, that {s, revenue estimates, estimates of
reasonable operating expenses, taxes, and rate base, and rate of
return data. The Secretary of Defense, on behalf of The Executive
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Agencies of the United States (Government) presented a rate of return
expert., The discussion of differences to be resolved in determining
revenue requirement will, therefore, be mostly a discussion of
Edison-and staff showings. Where appropriate, we will consider the
positions of other parties where such portions affect revenue
requirement. '

Edison, in Its Exhibit 97, estimates that its proposed
rates would produce $1,017,905,000 in revenues subject to the
Jurisdiction of this Commission. The propesed rates would requirxe
an increase in revenues of $97,330,000 and raise the jurisdictional
rate of return from 6.89 percent to 8.34 percent. |

The staff contends, in its Exhibit 34, that the proposed
rates would yield $1,037,290,000 in jurisdictional revenues, an.
increase of $97,474,000 and would raise the jurisdictional rate of
return from 7.57 percent to 9.04 percent. ‘

' The staff recommends an 8 percent rate of return, applied
to its rate base, and adoption of its estimate of revemues and
expenses. The staff recommendation would result in $28,237, OOO
increase in.g:oss revenues.

From Exhibits 97 and 34, and the 8 percent rate of return
advocated by the staff, we see that the overall differences between

Edison and the staff in 1973 estimated Commission jurisdictional
totals axe as follows:




Comparison of Edison and Staff Jurisdictiomal Results
of Operations
(Year 1973 Estimated)

. Relittve
Item Edison Staff Difference Magnitude
Revenues at Present {Dollars in Thousands) "1%%““"

Rates « $920,575 $939,816 519,241 21.2
Rased on” facoms s 658,407 634,833 23,574  25.9
Ia§53r32323z9§a§§§9me 45,525 67,732  (22,207) (24.4)
Revenue Effect of Rate . o
Bagse Adjustments (2,413) 2,413 2.7
Increased Taxes and P
Uncollectibles ' » 248 16,910 36,518  40.2
Increase in Retuxn , 14,601 31,301 34.4
Total of Differemces , $90,840  100.00°
Total Difference in - |
mﬂ;tkeven§e Require | $44,232
| (Negative Figure)

From the above table it can be seen that the largest differ-
ence between Edison and the staff is in the income taxes and uncollect~
ibles associated with increased return. There was no controversy over
methods of calculating income tax and little over umcollectibles,
These items are almost entirely a direct function of the increase
on return. The Income tax differemce at present rates is also
practically entirely due to met revenue differences.

The three largest independent variables are thus, in order
of their relative importance, increase in return (a2 function of
allowed return), operating expense estimates, and revenues.

Although Edisom originally based its rate increase request
on an 8.5 percent rate of return, according to Edison's revised
results reflecting Information available as of April 13, 1973, as
shown in Exhibit 97, the rates proposed would only yield an 8.34
pexcent rate of return on Califormia jurisdictiomal operatioms..
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Rather than amend its application, Edison chose to submit the case
on the basis of the rates originally requested.

Although the Commission bas jurisdiction over omly 2
poxtion of Edison's operatioms, albeit a very large portion, we can-
not, for the purposes of analysis, study only that portion of
Edison's operations. Edison fimctions as an integrated system and
it is that total integrated system operatioms that we must examine,
and then allocate the results of our examination between the two
juxisdictions, state and federal. Consistent with our practice in
the previous Edison rate increase decision (Decision No. 78802
dated June 15, 1971 in Application No. 52336) we will discuss and
resolve the differences between total system estimates, and modify
them where indicated, before proceeding to allocate them.

In its Exhibit 90 Edison estimates that approximately 92
pexcent of its emergy sales and 96 percent of its revenues at
present rates, are subject to the jurisdiction of this Commission.
Overall Estimated Results

Both Edison and the staff selected the estimated year 1973
as the test year to show the effects of the proposed rates. In
addition they presented estimates of the year 1972 snd 1973 at the
presently effective rates. Edison, at the conclusion of the hearings
on the results of operations phase, updated its estimates for both
years to reflect information available as of April 13, 1973. Edison's
estimated 1972 results thus become ''recorded and adjusted 1972."

The staff's exhibits were completed on January 23, 1973 and
introdueed into evidence on February 13. The staff exhibits were
not updated at the conclusfon of the hearings as were Edison's
and therefore do mot represent as recent a view as do Edison's.

The differences between the Edison and staff estimates of

system operations at present rates are shown in the following
tables:
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SYSTEM RESULTS OF OPERATIONS AT PRESENT RATES
iExcluHEEE Fuel Cost Adjustment)
1972
‘ Effect
on Rate

Edisonﬂ/‘ Staffh/ Difference. of Return
(Dollars in Thousands)

Operating Revenues $908,748  $922,677  $(13,929) (0.44)%
Operating Expenses 639,176 679,361 (40,185) (1.28)
Taxes Based on Income 49,256 36,311 12,945  0.41
Net Revenues 220,316 207,005 13,311  0.42

Rate Base 3,148,000 2,140,000 8,000  (0.02)
Realized Rate of

Return 7.00% 6.607% 0.40%  0.407%

1973

Effect |

Eai ﬁ/ E/ on‘Rate
son: Staff Difference of Return
(Dollars In Thousands)

Operating Revenues $960,056  $979,327  $(19,271) (0.58)%
Cperating Expenses 706,305 677,435 28,870  0.86
Taxes Based on Income 36,354 61,429 (25,075)  (0.75)
Net Revenues 217,397 240,463 (23,066) (0.69)
Rate Base 3,310,000 3,292,000 18,000  (0.04)
Realized Rate of 3 .
Returm | 6.57% 7.307% (0.73)% (0.73)%

3/ TFrom Exhibit 97 Table 18-A.
b/ From Exhibit 37 Table 18-A.

(Negative Figure)




It can be seen from the comparing of the realized rates
of return that the staff is predicting an upward trend in rate of
return, from 6.60 percent to 7.30 percent, an increase of 0.70
percent between the two test years. Should the rate of return
continue to increase according to the trend indicated by the staff
results, the 8.5vpercént rate of return requested by Edison would
be achieved within two years without a rate Increase. Indeed a
rate reductlion probably would be in oxder. This trend is all the
more remarkable when the staff estimate of 6.60 percent for 1972
is compared to the 7.9 percent for 1972, largely based on staff.
estimates, that we adopted in Decision No. 52336. While we realize
that the two rates of return are not strictly comparable because
of the 8 percent of Edison's energy sales subject to FPC jurisdictionm,
1t appears that if the staff's estimates are to be accepted, Edison
is experiencing a "V shaped trend in rate of return and the low
xate of return realized for 1972 is a temporxary aberration.

The heading of the tabulation states that the results as
presented are 'excluding fuel cost adjustment."

The effects of rapidly changing fuel costs on the cost of
operations hopefully have been resolved for Edison by the fuel adjust-
ment clause (Decision No. 79838 dated March 21, 1972 in Applications
Nos. 52987 and 42988, effective May 1, 1972). |

The fuel clause operates and rates go up when changes in
the cost of fuel or the fuel mix increase the enmergy cost to Edisom.
Rates go down when changes in the cost of fuel or the fuel mix
decrease the energy cost to Edison. The clause is triggeréd when
the change varies .001¢ per kilowatt-hour, or more. Neither increases
nor decreases are automatic but require Commission approval of a
taxiff filing. Bills rendered under the published rate schedules of
the cowpany are increased oxr decreased by an adjﬁstment factor
Xelated to increases or decreases in the cost of fuel used in the
utility's gemerating plants. Such fuel cost adjustment billing
factors may not be revised more often than once every three months,

In the paragraphs that follow, we will discuss and attempt
to resolve the differences between Edison’s and the staff’s estimates

e
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Fevenue Estimates

Both Edison and the staff determined revepmues at present
rates by Lirst estimating kilowatt hour sales of electric energy and
then applying presently effective tariff rates to determine revenues.

The following table, largely chosen from the staff's
Exhibit 30, compares details of the staff's and Edison's estimated
xevenves and energy sales for 1973.

Summary of Operating Revenues and Sales
at Present Rates
\L9/3 Estimated)

(Excluding Fuel Clause Adjustument)

. + Effect
-Edison Exceeds Staff- on Rate
« Edison:Staff :+ Amount : Ratio :0f Returm

Revenue ($1,000)
$367,103 $375,101 $ %7 998§ iz.lg'/. %0.24%

Item

Domestic
Agricultural

20 409 21 700 1,291 5.9 0.04
Commercial

242 » 346 245 234 2,888 1.23 0.09
Indusctrial 191, 200 196 300 5,100 2.6 0.15
Public Autheority

ML 5,362

State Water Project 3, ,024

Other 84, 400
Interdepartmental

SCIL 19
Resale and Fringe
Other Electric

Revenues 8,400

37,793

6,129
3, ,02
85 000

19

137,793

9,027

(767)

(600)

(627)

(12.5)
7

-

(6.9)

(0.02)
0.02)

10,02)

Total Operating
Rev

. 960,056 979,327 (19,271)
Sales (1,000,000 Kwhx)

Doxestie

Agricultural

Commercial

Industrial

Public Authority
MWD

l 040.0

930.0
State Water Project 1,008.0

Other &) »725.0
In§g§departmental

.6
4,363.0

Resale and Fringe

14,100.0 14,540.5°

1, ,089.0

12 800.0 13, ,030.5
16 800.0 17, 70521

1,062.9
1 008 0
4 801 3

.5
4,363.0

(440.5)
(49.9)
€230.5
252.1

(2.0

3.0)

ga.si |
(1.8
1.5

(132.9) (12.5)

(76.3)  (1.6)

Totel M?Kwhr

55,766.6 56,947.9 (1,181.3) (2.1)
(Negative~§igure) '

(0.58)

N/A




The leverage exerted by small differences in sales and
revenue estimates is apparent from the above table. Although the
staff's 1973 revenue estimate at present rates is only 2 percent
higher than that of Edisom, the dollar effect is $19,271,000, and
accoumts for 28 percent of the $68,993,000 difference between the
$97,330,000 increase requested by Edison and $28,237,000 recommended
by the staff, _

The 2 percent differemce In revenues is the result of
an 1,181.3 million kwhr, or 2.1 percent higker, staff estimate in
1973 emexgy sales.

Edison's revenue estimates come about as a result of
cn-going forecasts made in the oxdinary course of its business.

Edison's sales forecasts are routinely preparéd by a
comxittee composed of representatives from the Comptrollexr's
Department, the System Planning Division of the System Development
Department, the Customer Service Department, the Revenue Require-
zents Department, the Marketing Operations Department, and the
Systen Operatioms Division of the Power Supply Department.

Zhe projected energy sales were developed from historical
trends, evaluation of eccnomic activity, anticipated load require-
ments, and projected usage per customer, The electric revemue |
estimates, which are prepared by the Revenue Requirements Department,
were basically derived by applying the estimated average revenue
per kilowatt-hour for each customer classification to the projected
energy sales for each classification.




The staff forecast was, in most instances, based on
establishing a projection of numbers of customers by rate
schedules, and also 2 projection of the usage per customer by rate
schedules, and then multiplying these two projections for the
estimated year to arrive at a kilowatt hour sales figure for the
estimated year. With few exceptioms the staff used data for the
16 months ended October 31, 1972 for estimating avexage customers
and the 12 months ended June 30, 1972 for estimating kilowatt
heurs used per customer.

In estimsting agricultural and pumping sales the staff
used 2 normalized approach to compemsate for fluctuatioms.

The xesults of the Edison and the staff's estimate for
1572 and 1973 are shown In the following table. In comparing the

estimates for 1972, it should be remembered that Edisen updated its
sacwing to reflect Informatiom available as of March 30, 1973,




Trend of Total System Sales Forecasts
(1972 and 1973)

Edisonéj

1973 Ratlo
1973 to
1972

(Sales 1,000, OOO‘Kﬁhf)

1974 :
Recorded = Estimated
and Adij. @

TR IENININT]
e ab U0 B8 R
e E0 80 & Y

Item

Domestic
Agricultural
Commercial
Industrial
Public Authority

MWD

State Water Project

Other
Interdepartunental SCI
Resale and Fringe

4,399.4

12,933.8
1, ,060.0
12, ,043.9
15 742.8

966.0

446.9
4,497.1
g

52,070.7

14, 100.0

1, ,040.0
12, ,800.0
16~8OO 0

930.0
1,008.0
4, 7275. %

4.363.0

et r——

55,766.6

109.0%
100.0
106.3
106.7

96.3
225.6
105.1

75.0

99.2

107.1

Item

sraff?/

L9724

Estimated

1973
ESC :Lmat:ed'

Ratlo
1973 to
1972

Domestic
Agricultural
Commercial
Industrial
Public Autkority

MWD

State Water Project

Other
Interdepartmental SCI
Resale and Fringe

13, 356.1

%, »090.0
12 140.7
15, ’984.3

1,004.9

’525,1
4,504, g

4.479.0°

e ettt

53,085.0

14,540.5
1, ,089.0
13, ,030.5
17, 052 1

‘1, 062.9,

1, >008.0"
4 801 %j
4,353,0j
56,947.9

From Edison Exhibit 90,

Sales XL, 000 000 Kwhr)
108.%%

99.9
107.3

106.7

105.7
192.0
106.6
100.0
97:4
107.3

a/
Table 7-A (Maxch 30, 1973).

b/ From staff Exhibit 30,
Table 7-A (January 23 1973).
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In its brief Edison argues that the 7.3 percent increase in
kwhr sales for 1973 is unreasonably high when compared with the
5.8 percent anmual growth recorded in the two years ended October
1972, Yet Edison, in Exhibit 90, estimates a 7.1 percemt increase,
as shown in the above table.

The staff, in turn, argues that there can be 2 wide
divergence as between the high and low estimates presented to
Edison's sales and revenue forecasting committee, and that there
is a tendency by the committee to select the more comservative
estivate and frequently that of the revenue requirements department.

It should be noted that Edison, in its Exhibit 90, revised
dovmward its recorded and adjusted usage for 1972 from its original
estimate of 52,528.6 million kwhr as shown in Exbhibit 2 to 52,070.7
«ehr, Edison did not,however, make a corresponding downward adjust-
ment to its 1973 estimated usage forecast. Edison's 1972 zrecorded
and adjusted usage is over a billion kwhr lower than that estimated
by the staff,

Edison presented, in rebuttal to the staff an exhibit
comparing Edison's and the staff’s estimates of kwhr sales with
treads of recorded data.gl This exhibit shows 1972 sales, and
the 1973 projection of the least squares trend line of the last
four years, falling well below the staff's forecasts and more
nearly in line with Edison's. The staff, in its brief, argues that
the actual experienced year 1972 to be below normal.

The staff showing was ably presented and temaclously
defended by a registered. professional engineer with many
yesrs staff experience. We are impressed, however, by
the fact that Edison's experienced 1972 revenues, adjusted for normal
conditions, as reported in Exhibit 90 turmed out to be slightly
lover than those originally forecast in Exhibit 2 and, In the face

- of this lower expexienced level of revenues, Edison did not make

3/ Exhivit 76.
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a corresponding reduction in its 1973 estimate. As we have observed,
by maintaining its oxiginal 1973 estimate, Edison assumes a 7.1
percent growth in revenues which approaches the 7.3 percent urged
by the staff. Both Edison's growth rate and level of revenues
appears to us to be somewhat on the liberal side, and the comparisom
of experienced 1972 to the staff's forecasted 1973 tends to explain
in part the "V shaped trend in rate of return forecast by the
staff,

We are also aware that should Edison's conservation of
energy program, which will be discussed later, prove to be successful,
revenues will be decreased as energy is comserved.

In light of its reasomableness as shown by more recent
figures, and overestimation of staff estimates in the past two rate cases
as shown by experience, we will adopt Edison’s 1973 sales estimate
of 55,766,600,000 kwhr and 1ts revenue estimate of 1973 total
System revenues in the amount of $960,056,000 for our test year
1973 results of operations at present rates.

Expense Estimates .

The differences between Edison and staff estimates of total
operating expense are distorted by the effect of taxes based on
income. A casual inspection of the total operating expense levels
for the test year 1973 estimated would seem to indicate that Edison
and the staff are only 0.1l percent apart. Since taxes based on
Income are a function of both revenue estimates and other expense
estimates, it is helpful to break the income taxes ocut and set them
aside while the other compoments of operating expense are examined.
This treatment is facilitated in the present proceeding since there
is virtually no controversy over income taxes.

Another factor needs explanation before we proceed to
compare expense estimates. Edison, in its estimates, assumed a
7 percent wage increase In expense items for 1973. The staff, in
its estimates of these items, also allowed for a 7 percent increase.
Since no negotiated settlement of wages and benefits had been
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reached at the time of preparation of the staff report, however, the
staff proceeded to eliminate the effects of the wage increase by

a Jump sum adjustment to the subtotal of its expense adjustments
before taxes and depreciation.

For the test year 1973 estimated at present rates the
cunulative effect of the differences between the two sets of
estimates, before allowance for taxes based on income, amounts to
0.87 percent in rate of return. Without the wage adjustment it
amounts to 0.60 percent.

In its opening brief Edison reports that its offer of a
5.5 percent gemeral wage increase has been accepted by its employees’
unions retroactively to Janmuary 1, 1973, and.that, along with other
labox cost increases ia direct wages and employee benefits permitted
uwnder Price Commission guidelines, 1973 labor costs could inmcrease
7.8 percent. ‘ , . . |

Trends of expenses, and a comparison of Edison and staff
results are shown in the following two tables. It should be noted
that Edison predicts am 11.3 percent increase in. expenses, before
the wage adjustment,taxes and depreciation, between 1972 and 1973,
and the staff a 0.3 percent decrease, again accounting in part for
the '"V" shaped trend in rate of return forecast by the staff.
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Trend of nse Estimates at Present Rat
Excluding Fuel Clause Adjustment)s

(Years 1972 and 1973)

Ediaonh/ StaffS/

1972 = 1973 : Ratio : 1972 : 1973

: Recorded: Estimated: 1973 to: Estimatod Estd.mtod
Ttem : and Ad4.: : 1972 ¢

(Dollars in Thousands)

Operating Expenses
Production

Fuel ~ Total $212,561 & 334,353 157.3  $253,475 $285,526

Fuel - Adjustment (20,003) (127,164)(635.7) (22,981) (85,653)
Puel - Remafinder 192,588 207,189 107.6 230,491 199,873

Purchased Power 21,932 23,673 107.9 22347 25,19
Other 54,077 65,12‘7 120.4 51,464 57,27%
Trancmission 30,355 34,650 114.L 31,852 33,829
Diatribution 51,037 58,953 115.5 52,882 57’156_,
Customer Accounts 22,086 25,315 11L.6 22,452 24,502

Sales 5,804 L, 793 82, 7,104 L,L35
Admindstrative &

General 69,470 87,258 125.6 69,982 8l,,700
Subtotal 447,349 506,558 .3 Le8,57L 186,973

Vizge Adjustment - - - - (2,65%)
Subtotsl,

AdJusted LL7,349 506,958 113.3 488,574 478,318

Depreciation 104,434 109,981 105.3 104,261 110.007
Taxes Other Than

| 86526
memd  HEIR okl i emae
Toal Based on
Tncome . 49,256 26,35, _73.8 6,311
688,432  7h2,659 107.9 75,672 738,864
a/ To avoid distortion (see infra, pp. 30-31).
b/ From Edison Exhibit 97, Table 18-A (4/26/73).
¢/ From Staff Exhidit 37, Table 18-a (2/13/73).

-(Noga.tive Flgure)




Operating Expenses at Present Rates
(BExeluding Fuel Clause Adjustmant)
(Yeaxr 1972}

: * Edsson Pxcoeds Staff’ Effect

Ttem Edison—/ smrz - Amount ¢ Ratio -
(Dollars in Thousands)

Year 1972
atin sSes
Production
~ Fuel - Total $212,591  $253,475 (40,88L)  (19. 2)%
Fuel - Adjustment (20,003) (22,98&) .
Puel - Remsinder 192,588 230,451
Purchased Power 21,932 22,347
Other 54,077 51,464
Transmdssion 30,355 31,852
Distribution 51,037 52,882
Customer Accounts 22,086 22,452
Sales 5,804 7,304
Admindstrative & General 69,470 69,982
Subtotal, 7,349 488,574

Wage Adjustment - =
Subteotal, Adjusted LUT,349 LB8,57L

Depreciation 0L, L34 104,261

Taxes Qther Than Income 8’7,322 86,526
Subtotal 639,17 79,36L

Taxes Based on Income L%,ZQG 36,211
Total Operating Expenses y432 715,672

__/ From Edison Exhidit 97,
Table 18-A (4/26/73.)

2/ From Staff Bxhidbit 37,
Table 18-A (2/13/73.)

(Negative Figure)
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Operating Expenses at Present Rates
(Excluding Fuel Clause Adjustment)
(Year 1973)

' Bdisen Exceeds Staff Efge
Rate
F/:lisorr-/ Staﬂ'a/ Amovnt, s Ratie

(Dollars in Theusands)

$ 334,353 $285,526 48,827
Fuel - Adjustment (127,164) (85,653) (41,511
Fuel ~ Remaindor - 199,873 7,316
Purchased Power 23,673’ 25,191‘- (2,521)

OCther 65,127 7,853
Transmission 34,650 821

Distridvution 58,953 1,787
Customer Accounts 25,315 813

i&i trative & General h’;% 4.7 __2_2%
trative ()
Subtotal 5%,958 15,985

Wage Adjustment = (8855 _8,655 (1
Subtotal, Adjusted 506,558 478,318 28,640

Q0

5,

Depreciation 109,981 110,007 (26)  o.
0,

Lo

AR
R

~ W

FROPHEWSS

L)
*
0

—2:9
_.)

Taxes Other Than Income 89,366 _ 89,110 256
Subtotal 706,305 677,435 28,870

Taxes Based on Income 36,%2& 61,%3‘ (2 z.gzs) {69.0)
Total Operating Expenses 59 728,864 3,795 0.5

1/ From Edison Exhibit 97,
Table 18-A (4/26/73.)

2/ From Staff Exhibit 37,
Table 18-A (2/13/73.)

p\no 0\0

(Negative Figure)




Power Production Expenses - Fuel
and Purchased Power .

Power production expenses are the costs associated with
generation and purchase of electric enmergy. The estimation of a
reasonable amount for these costs is the most intricate economic

issue encountered in the proceeding. The following comsiderations,
among otkers, are involved: '

4. Estimate of energy sales.

b. Normalized amount of hydroelectric energy
available from Edison's company-owned hydro

plants, based on historical hydrological
studies. '

Amount of hydroelectric enexgy available for
purchase from the Burcau of Reclamation's Hoover
Dam Project, limited to amounts of power produced
by water released to meet downstream water
requirements.

Amounts of power available from the Pacific
Noxthwest through operation of the Canadian .
Entitlement Exchange Agreement and an

agreement with the Bonneville Power Administration.

Puxchase of hydroelectric power, through the
California Power Pool, of a portion of the power
output of the State Water Project.

Interchanges and purchases with the other California
Power pool companies, Pacific Gas aad Electric
ny, and San Diego Gas and Electric Company.

Fuel costs, including natural gas, oil, coal, and
nucleaxr. (4s modifiea by comsideration of fuel
adjustment clause,) .

h. Relative amounts of power to be gemerated from the
different type of thermal gemeration plants.

1. Relative efficiencies of various plants.

j. Maintemance cost of various plants.

k. Research and development program.

The cumilative effect of the differemces between Edison's
and staff's estimates of production expenses, after the fuel clause

adjustment, amount to $13,648,000 for an effect on rate of return
of 0.42 percent. '
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This difference would have been higher had not the staff's
estimste of system energy sales exceeded that of Edisom by 1,181.3
million kilowatts hours or 2.1 percent. The adopted Edison 1973
sales estimate will, to be consistent, be used in our determination
of reasenable fuel costs. '
Fuel Costs and Purchased Power

The difference between the fuel cost estimates, after
consideration of differences in kwhr sales and operation of the
fuel cost adjustment, ¢an be attributed largely to:

(1) Use by Edison of lower production factors for
coal fired %enerating plants for a difference of
about $2,200,000.

(2) Use by Edison of higher heat rates, for a difference
of about $12,200,000.

(3) Use of Edison of lower estimates of power puxchased
from Pacific Noxthwest for a net difference of
$5,300,000.

During the discussion of Edison's coal plant production
two concepts of measurement were used. The term "'capacity factor"
was defined as the actual output of a unit for a given period‘of
time Including all outages scheduled or unscheduled divided by
rated or theoretical capacity. | ‘

The term "production factor' or modified capacity factor,
is the ratio of actual kilowatt-hour plus output loss through scheduled
zajor outages oxr overhauls, to the rated or theoretical output
of the unit, Consequently, this ratio is a measure of actual output
including unscheduled or short range planmned outages compared to
rated or theoretical ocutput, Ideally, there would be a 100 percent
production factor since scheduled outages are not considered.

The two terms are not identical and imvariably the
capacity factor will be lowexr than the production factor. Accords
ingly, a capacity factor tends to vary with scheduled, forced, and
other types of outages while the production factor varies omnly as
to those outages which are not scheduled.
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In its original Results of Operatiom Report as £iled with
the application on August 1, 1972, and received into evidence as
Exhibit 2, Edison used a production factor of 80 percent for its
coal plants. On Novewber 22, 1972, Edison revised its production
factors for its Four Cormers units to 75 percent for 1973 2zd 75.6
pexcent Zor 1974. It estimated productlion factors at its Mohave
plant for the same periods of time to be 71 and 73.3 percent.

The staff estimates that the units at Four Cormers will reach 80
pexcent production factors during 1973 and continue at 80 percent
during 1574. At Mohave, the staff estimates Units 1 and 2 will
reach production factors of 77.5 percent by the beginning of 1974
and 80 percent by midyear of 1974, ~

Edison claims that its coal plant production factors are
based on actual recent experience in the operation of these
facilities. An Edison vice president testified that the 60.2 per-
cent capacilty factor experienced by Four Cormexs up to April 22, 1973
is well below the 70.2 perceat projected for that date in the utility's
budget. He also testified that the 54.7 percent cepacity factor
experienced at Mohave was very close to the budgeted capacity.

The Edison vice president explained that the maturing
perlod of a power plant is the interval required to identify and
rectify causes of unscheduled outages. The staff allowed four years
maturing pexriod for Four Cormers Unit &4, 3-1/4 years for Four
Cormexs 5, 3~1/4 years foxr Mohave 1 and 2-3/4 years for Mohave 2. The
vice president testified that the Mokave units had diffexent boilers,
were supplied by an imnovative coal slurxy pipeline which required
complex dewatering processes,and relied om cooliﬁg systems and
towers using cooling water with the very highdissolved soldd’
concentrations of from 10,000 to 15,000 milligrams per liter.

He also presented a series of curves comparing capacity factors of
cextain large Temmessee Valley Authority coal fired plants with
production factors of Edison plants. The staff argues that these
cuxves are not directly comparable whereas Edison maintains that they
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indicate that Edison's production factors are realistic and comserv-
ative and that seasomed capacity factors for Edison's units will
be somewhat less than originally comtemplated.

The staff maintains that the record supports the staff
estimates for coal gemeration performance im the test year. It
admits efforts by Edison to correct the lower than expected coal plant
generation performance but argues that in the staff approach there
is greater incemtive for the company to strive to reach the original
performance estimates in the fuel clause proceeding, rather than
bave lower performance estimates accepted and higher fuel clause
adjustments granted.

Heat rate is defined as the amount of heat energy supplied
to a heat engine for each unit of work output. In the United
States it is usually expressed as British thermal units per kilowatt

hour (Btu/lwhr). The lower the heat rate, the higher the
efficiency. '

According to Edison, the higher heat rates of 9857 Btu/lwhr
used by the utility in its revised showing were based on experience
which became known subsequent to its original estimates and prepar-
ation of the staff exhibits, both of which were based on 9464 Btu/lwhr.
The reasonableness of the higher heat rate was comsidered by the
Commission in ¢ommection with Edison's fuel clause Advice Letter

No. 375-E and approved by Resolution No. E-1359 accepting the

May 1, 1973 fuel adjustment £filing.

The staff and Edfsom, in its earlier estimates, indicate
the expected receipt of approximately four months of Northwest
Surplus power. Edison, in its revised showing (Exhibits 90 and 97)
reduced this to only ome and ome-half months' surplus power. Edison
argues that its original estimate was unduly optimistic and that
its later production cost estimates were based on more recent
Information.

The staff counters that anm estimate for amy given year is
difficult because of the variables imvolved and that averaging hydro
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conditions over a number of years for rate-making purposes reduces
the varizbility experienced im a given year. Edison, PG&E, and
San Deigo Gas and Electric share in the pool of surplus Northwest
power. The staff axgues that the average year estimate based on
the Bonneville 30-year Hydrological Study used by Edison and otaer
California power pool members in fuel clause f£ilings before the
Commission substantiates the average 4-month receipt of energy
Included in the staff estimate.

The staff further argues that to be consistent, Edison
should have also used recent information for its Californis hydro
facilities, from which it appears that Edison is experiencing an
exceptionally good year. The staff claims that its use of averages
reduces the distortions which would oeccur if only current year
figures were used for Northwest and California hydroelectric -
energy.

| According to the comparisonm table above, the différence
be*ween Edison and the staff in 1973 purchased power amount to the
staff's being higher by $1,521,000. In its opening brief Edison
calculates the net cost of replacing the Northwest power as
$5,300,000.

Taking all of the various considerations bearing on the
subject of fuel costs and purchased power, we see no altermative
but to accept Edison's lowered production factors. The record is
convincing that the operation of large super-critical coal fired
plants is 2 troublesome undertaking, even for a utility operation
such as TVA which has had much morxe experience with such plants.
The Mohave coal sluxry line was selected and designed by a
prestiglous emglucering fixm as the best answer to a difficult
combination of engineering and economic problems. It is unfortunate
that the coal plants are not operating according to expectations
but they are presently the only feasible answer to Edison's power
supply problems. We are convinced that Edi ison will, in pursult of
1ts own Interests, strive to reach the original performance estimates,
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and do not agree with the staff that an "incentive"” in the form of
disallowance of expenses reasomably expected to be prudently incurred
is in order. .

‘ As far as heat rate is concernmed, we have already ' con~
sidered this 1ssue in Resolution No. E-1759 in connection with the
May 1, 1973 fuel clause adjustment. The revised higher heat, rate -’
of 9857 Btu/kwhr is reasomable and will be adopted.

In contrast to the first two items, we are not at all .
convinced by Edison's last estimate for Northwest 'power, particularly
since it was not accompsnied with a corresponding revision to.
California hydro. Edison's contention ou this issue was not well
supported on the record and the reasons for departing from 'the
vorpalized water power concept were not adequately explained. We
will adopt four momths' availability of Pacific Northwest .pover, |
as recommended by the staff with total purchased power amounting to' ("
525,194,000 which results in a total fuel cost of .$328,461,000.

The revenue effect of the fuel adjustment billing factor,
with fossil fuel price and mixes as of May 1, 1973, awmounts to
$115,200,000. 4n additional $2,651,000 revenue imputed to the State’
Water Plan for the billing factor revenue effect has been -added to
total $117,851,000. ) :

The following amounts are adopted as reasooable allowances
for Fuel and Purchagsed Power for the yeaxr 1973 Estimated:

Fuel - Total - $328,461,000 - -
Fuel ~ Adjustment (as of May 1, 1973) (117,851,000)
Fuel - Remainder

Purchased Power 25.194,000 -

Total Fuel and Purchased Power 3235, 504,000
Effect of Fuel Clause Adjustment '

The Californis Manufacturers Agsociation- (CMA) argues in
its opening brief that the treatment of the fuel adjustwent-revenues..
by Edison (and by implication also the treatment by the staff) under-
states its test year revemues; this is supposed to come about by
proposing an Increase in base rates to cover fuel costs already
covered in the fuel adjustment billing factor. :

Edison responded that this wes not the case because fuel
costs are Incurred before meters are read and billed.
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In our consideration of Zdizem's estimeted results, we
bave excluded the fuel clavze adjustmint SO as to avoid any
distorting effects that migzht be intrcduced by the opezratiom of the
fuel clause. In the order thnt follows we will establish new base
rates and bring the fuel clanse adiustment to zero. The lag over with
waich CiA is comcerzed will not be a probles, thezefore.
2ewer Productian Ewpence = (Cher

This category of production expenses is largely comprised
of operation aand mainteninee expeases. Edizom i3 $7,852,000 higber
than the staff in this cetegory or 12.1 percent for an effect of
0.24 percent on the 1973 rate of retumn.

Edfcon presented thwee different estimetes during the
course of the proceeding. Im Exbibit 2, proposed in July 1972,
it estimated $55,651,00C6. In Exhibit 10, as presented December 6,
1972, it revised this to $61,927,000 and in Exhibit 97, on April 26,
1973, it raised it again to $65,127,000. Edison says that the
revisions were made "in an attempt to reflect adeqtately the later
experience of the Company." o |

The staff's recommended allowance of $57,274,000 was
based on a xeview of Edlson's estimate of $61,927,000 as presented
in Exhibit 10, The details of the difference between the staff
estimate and Edfson's Exhibit 10 ectimate arcas follows:

Steam Power Gemerationm

Ac. 512 Maintenance of Boiler Plent $2,800,000
Ac. 513 Maintenance of Electric Plant 900,000

Lydraulic Power Generation

Ac. 335 Operation Supervision and Enginecring 70,000
Ac. 542 Maintenance of Structures 130,000
Ac. 344 Maintenance of Electric Plant 135,000

Nucleax Power Generation
Ac. 531 Maintenance of Electric Plant 612,000

Subtotal . 4,653,000
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When the difference between Edison's Exhibit 10 estimate
and the Exhibit 97 estimate of $65,127,000, an amount of $3,200,000
is added, the total difference of $7,853,000 is obtained.

The staff witness on this subject, a registered professiomal
engineer, testified that he deleted $1,600,000 of contingencies
from Ac. 512 and $900,000 from Ac. 513. He deleted from 1973 test
year expenses $1,200,000 from Ac. 512 for work performed in 1972
and not paid until 1973 because of a dispute with a vendor. The
adjustments to hydraulic power gemeration expenses were made becguse
staff trends indicated lower levels of expemse. For nuclear powexr
generation the staff witness amortized a condenser retubing job
of $700,000 over a period of foux years and a turbine overhaul of
$186,000 over a period of two years.

The staff did not comtest the later higher estimate of Edison
in the ecase proper but tbe stds? brief recommends thet the staff's '
meknodelogy in arriving ot reasonadble test year costs should be adopred.

We agree with the staff that the $1,200,000 deferred
paysent should not be allowed. We do mot comcur with the staff's
other comtentions, however. Edisen's original 1972 estimate for
this expense category was exceeded by recorded expemse by $3.4
willion, without consideration of the $1,200,000 deferred payment.
Also it does mot secem fair to amortize certain relatively routine
raintenance charges unless past periods are exawined for similar
occasions and the expenses comnected with those amortized dnto the
test period. We will adopt Edison's estimate, less the $1,200,000
deferred payment for an amount of $63,927,000.

Transmission Expenses

Transmission Expenses consist of the cost of operating and
maintaining Edison's transmission system. They include costs
of operation and maintenance of transmission substatioms, overhead
lines, underground tramsmission facilities, and miscellaneous
transmission plamt; also supervision, load dispatching, and trans~

missfion of electricity by others in comuection with contractual
agreements. '
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Edison's 1973 estimate is $821,000 higher than that of
the staff, or by 2.4 percent, for an effect on rate of return of
0.02 percent. Edisem's final Exhibit 97 estimate of $34,650 is
lower than its earlier Exhibit 10 estimate of $34,947.

The staff witness, who was the same witness who testified
to power plant maintenance, testified that he accepted the Edison
estimate for transmission operation except that a $414,000 expen-
diture for software for the utility's digital dispatch system was
amortized over a five-year period. He adjusted transmission
maintenance costs where he felt that "past experience and/or
trending indicated that the utility had apparently overshot the
wk. 1" . :

Whereas the witness again allocated expense out of the
cest perlod, he did not amalyze past years for so-called "unusual”
expenses and allocates them onto the ‘test period. When questionmed
about the 1971 Sylmar earthquake, the witness conceded that to be
consistent, he should have amortized expenses attributable to the
carthquake into the test period.

In Decision No. 67369 dated Jume 11, 1964 in Case No. 7409
(62 Cruc 755), the Commission's fmvestigation of Pacific Telephone
énd Telegraph Company, we said, onm page 790:

"However, it is so easy to distort past test year results
by adjusting on a selective basis for level or period
changes and ignoring the many day-by-day changes taking
place in the operations that reduce cost per unit of
xevenue or increase revenue pexr unit of cost."

and, on page 791:

"Bearing in mind the trends and relationships in revenues,
expenses and net plant before, during andsince the

test year, we find it ressomable to test respondent's
rate of return and revenue requirements by use of the
test year recorded results without incorporating either
respondent's or the staff's proposed adjustments for
so~called level or period changes but adjusted only to
the extent and In the amount for those so-called basic
policy rate-fixing adjustments which we hereinafter ficd

;g be faiﬁ, reasonable and necessary in the public
terest. ' ‘ ‘
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We recognize that in Decision No. 67369 we were dealing
with & past test period, mot an estimated prospective one, and with
2 telephone company relatively wmaffected by climatic variatioms,
but we hold that, in general, the same principle applies. The test
peried 1s just that, the iaterval selected as a measure of the
utllity’s opexations. '"Unusual" expenses are the rule, not the
éxception, and we will not amortize expenses that are reasonably
Tepresentative of similar "wnusual expenses that cen expect to
be prudently incurred during any selected test period.

Both Edison and the staff estimates carry forwaxd cextain
allocations from Edison Decisions Nos. 76106 and 78802. These
Tepresent relatively large amounts for storm damage and Pacific
Tntertie expense amortization. We will mot disturb these allocations
since they resulted in lower adopted operating e.:pe-nse in those
decisioms. It may be, however, that this departure from our policy
as enunciated In Decision No. 67369 is one of the causes of the

slippage in Edisoen's rcalized rate return, and contributes to ‘the

""" shape trend in rate of return predicted by the staff,

Insofar as Edison's estimates "apparently overshot the
mark' we are persuaded by Edison's explanation that increased
costs of planting, landscaping, lighting, and transmission resesrch
and development are causing trends to rise. As an example of
underestimating, in Application No. 52336, Edison estimated
$27,317,000, Transmission Expemse, the staff $26,541,000, whereas
"1972 Recorded Adjusted" from Exhibit 97 ameunted to $30, 355 000.
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We will adopt Edison's 1973 estimate of $34,650,000 as
reasonably repfesenting Transmission Expense for the test period.
Distribution Expenses

| Distribution Expenses are composed of the costs of operat-
ing and maintaining Edison's distridbution substations, overhead,
and underground distridution lines, meters, services, and street
lighting systems. '

Edison's revised 1973 estimate for this category, as
finally presented in Exhibit 97, is $58,953,000 compared to the
Staff's Exhibit 37 estimate of $57,166,000. Edison is 3.0 percent
higner, for an effect on rate of return of C.05 percent.

The apparent difference of $1,787,000 is actually only
$706,000 because the staff transferred $1,081,000 to Sales Expense.
Of this difference $338,000 is from differences in estimating
techniques and $368,000 from Edison's Exhibit S7 revisions. It
appears to us that, since $338,000 is only about 0.6 percent of
Edison's original estimate, that the staff's adjustment is beyond
the limits of estimating. We will accept Edison’s estimate
of $58,953,000, imcluding, as we will explain under Sales
Expense, the $1,081,000 transferred by the staff.

Customer Accounts Expense ' |

Customer Accounts Expense comsists of the cost of super-
vision of and performing weter reading, collecting, processing of
contracts, processing of service orders, billing and accounting
activities, and miscellaneous expenses of commercial type functions
generally dealing directly with customers. The cost also includes
the provisions for uncollectible accounts.

Edison's estimate of Customer Accounts Expense for 1973
of $25,315,000 exceeds the staff's $24,502,000 by $813,000, or by
3.2 percent, for an effect on rate of return of 0.02 percent. Ovex
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half of this difference, or $415,000, is in Account 904, Uncollectibdle
Accounts. Another $136,000 is the result of uncontested Exhibit'97'
revisions. |

The staff estimate of uncollectibles wes based on averaging
the ratlo of net write-offs to revemues for the years 1967 to 1971
and applying that ratio of 0.28%2 percent to estimated revernes for
the test year 1973.

Edison's esctimate was calculated to provide an accumulated
provision for uncollectible accounts balance at year-end equivalent
to the estimated net write-off of uncollectidle accounts for the
year. Net write-off was based on 0.20 percent of revernue estimated
from ultimate consumers. The 0.30 percent factor was the recorded
ratio of net write-off for 1971. Edison argues that there is a
decided upwerd trend on uncollectibles, to which the stalf countered
that history shows the uncollectible ratio fluctustes with the
business cycle, increasing, surprisingly, as business improves and
decreasing as it falls off. The effect of the business cycle on the
total level of uncollectidles is therefore exponential as théy vary
both with revemues and on their own.

The staff treatment ic in accordance with long-standing.
Commission practice from whichwe see no reason to depa.r't We will
apply the 0.2832 percent ratio to the portion of our adopted
reveme estimate from ultimate customers for an amount of $2,910,000.

The remaining difference in this category is primarily one
of Jjudgment and we will accept Edison's estimates. Our total adopted
e3timate for Customer Accounts Expense is therefore $24, 8&6~OOO.
Sales Expenses

Seles Expenses are the costs incurred in sale» sctivities
such as demonstrating, selling, and advertiging, and alao costs
incurred in promotional activitien denling W¢bh oevace to regular
and prospective customers.
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Edison's final Exhivit 97 estimate of 197> sales expense
$4,793,000 compared to the staff's $4,435,000. Edison's estimate

$358,000 or 7.4 percent higher, for an effect on rate of return
0.0l percent. :

_ The actual difference is ‘greater than the apparent,
difference. The staff comsidered $1,081,000 of Edison's estimated
expenditures for energy conservation oriented customer Service
activities under Sales Expense instead of Distridution, as d1d Edison,
and recommended en allowance of $920,000. Although Sales Expense is
the smallest expense category in terms of dollars, im controversy
this category is one of the major issues of the proceeding.

ACvertising and sales promotion of utilities, in view of
their monopoly position and alse in view of the resource crunch and
of envirormental concerns, has been an area of considerable interest
o the pudblic in recent years, and this interest hes been reflected
in recent Commission decisions. In Decision No. 78186, dated January

19, 1971, in Application No. 51552, we edmondished Pacific Gas and
Electric Company:

"However, PG and E has been made well aware in this
proceeding of the strong resistance of 1ts customers
to 1ts advertizing for the promotion of sales,
especially in its combination areas and where environ-
mental considerations have become of great concern to
the pudlic. PG and E 1is placed on notice that it
should carefully reexamine its sales promotion pro-
grams and in future proceedings it should be fully
prepared to justify 1ts expenditures for sales pro-
motion, "4/

and in the last Edison Decison No. 78802, we said:

"Alse, to the extent that Zdison's advertising is, in
fact, effective and therebyincreases peak demand,

we gquestion the wisdom of deliberately soliciting this
extra business when fuel costs and wages are rising
at an extraordinary rate, when generation plant sites
are difficult to find, end when foung, construction
1z often delayed by litigatiorn, and where the prodblem

4/ 72 Cal PUC 282, 302.

e o -

PR TR
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of finding adequate land over which to run trans-
mission lines without desecrating the landscape

is becoming more and more difficult. Until more
efficient means are found to generate and transmit
electricity, the days of Edison's cagerly standing
by to provide electricity for every new can opener
that 1s invented are fast drawing to a close. In
our opinion it is imprudent for Edison to expend
over $3,000,000 for promotionsl advertising in 1972.
For rate-meking purposes we will reduce its pro-
motional allowances and_sdvertising expenses by an
additional $1,200,000."57 .

Edison's declining trend of sales expense &ppears to
already dbe recognizing our concern. In 1970 sales expense was
$9,275,556, in 1972 $5,804,000. In its original Exhibit 2 and
Exhidit 10 showings, Edison estimated $6,200,000. - After evaluating
this ectimate the staff originally recommended $4.435 million for
sales expense including $920,000 for Distribution Expense Accounts
507 and 588. The staff also recommended guicelines for advertising
expenditures and indicated that it would recommend a greater allow-
ance for advertising expenditures if Edison came forward with a
showing that such expenditures would produce substantial beneflits
for the ratepayers. The recommendation of the staff applied to
both energy conservation oriented advertising programsvunder Sales

Expenses and institutionsl advertising included in Administrative
and Genersl Expenses Account 930. L |

The staff's estimate for sales expense for 1973 differed
from Edison's original estimate by exclusion from Edison's sales
expenditures of $2,846,000 for 1977, after providing & "phasing
out" allowance of $900,000 and an additional allowance of $500,000
for conservation of energy advertising programs.

Conzervation of energy prograns are intended to encourage
the conservation of energy resources and to promote maximum utilization
of energy by proper application of equipment and processes. The
expenses connected with the programs arise primarily from various

v - -

5/ T Cal PUC 724, 752.
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awards by Edison, in the form of payments to developers and related
labor expenses associated with the program, which encourage builders
To Insulate mew building dwellings along guidelines suggested by
Ecizon. Senmate Bill 2772 signed by the Governor on November 22,
1972, provides that after January 1, 1974, all new residential
construction shall be insulated to a standard that shall meet or
exceed standerds prescribed by the Federal Housing Administration. ‘
These standards appear to be comparsdle to the utility's insulation
requirements for the conservation of energy awsrds. The staff
believes that legislation will be proposed to provide for & require-
ment of insulation in commercial buildings during the current sescion
of the Legiclature. | : o

| The staff contends that there is no justification for
contimiing the conservation of enmergy home awards in view of the
recent leglslation. The staff proposed guidelines for reasonable
advertising as: ‘

&. Advertising that advocates the conservation of
energy by stimulating conservation practices
through dissemination of factual data and advice.

b. Advertising that is to facilitate an adequate
future supply of electric enmergy through the
factual discussion of plant siting, safety, and
environmental impact.

Late in the proceeding Edison responded to the staff by
presenting, in Exhibits 83, 84, 86, 87, and 88, evidence relating to
new and revised programs for conservation of energy and institutional
advertising designed to domply with the staff's recommended guide~
iines. Edison’'s proposed level of sales expenses, from Exhibit 88,
and the comparable staff sllowances, are &3 follows:

&/ Chepter 1136, Statutes of 1972.
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COMPARISON OF SALES EXPENSES"
(15972 Estimated)

satimated Year :
:Edison : Staff : Edison
Item : 1073 : 1973 : Exceeds Staff
(Dollars in Tﬁousands)

Supervision $ 42 $ 27 0§ 15
Demonstrating and Selling Expenses 3,110 2,068 1,042
Accounts 587 and 588 992 920 -T2
Advertising Expenses 1,540 1,420 120
Miscellaneous Sales Expenses 101 - 101

Total Sales Expenses $5,785% $4,435 $1,350

*Edison actually considered Accounts 587 and 588 in

Distribution Expense. Without $992,000 comparable Edison
estimate 1s $4,793%,000. f

Comparison of the two estimates is made difficult by the
steff's unilateral transfer of Accounts 587 and 588. When the
difference of $1,350,000 is considered by itself, it has 0.04 percent
elfect on the rate of return. Consideration is further complicated
by the staff's discussion of the advertising portion of Sales Expenses
under Administrative and General Expense, where it develops a total
recommended guideline allowance of $2,340,000 for all advertising.

| In Exhibit 84, Edison presented a detailed proposal for
"Energy Manegement Programs' in response to the recommended guide~
lines contained in staff Exhibit 30, as revized by Exhibit 40. The
progremz, accounting for the proposed expenditure of $5,785,000,
were subdivided into three aress - conservation of resources, pro-
Tection of the enviromment, and concern for the consumer, and include
new programs and revised existing programs.

Exhibit 86 presents in detall Edison's 1973 advertising
progrem for comservation of energy and institutional advertising fox
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1973, estimated to cost $2,698,000 (including $2,000,000 to be
charged to A%G Account 930 Miscellaneous General Expenses).

The staff, in 1ts opening brief, after consideration of
Edison's proposals, recommends that Edison be allowed to increase
its expenditure for effective conservation of energy by $688,000
and its expenditures for Sales Account 913, Advertising Expenses, of
$400,000.

As we understand the final recommendations, reflecting the
corments in the staff brief, the recommendations concerning sales
promotion and advertising, as scattered throughout the various
categories of expense and report chapters,are:

Edizon Scaft Difference
(Dollars in Thousands)

Distribution Expense
Ac. 587, 588 $ 992 $ 920
Sales Expense Ac. '
811, 912, 913, 916 C_RTOS
Subtotal $5,785
AXG Expense
Ac. 920, 921, 930 2,440
Subtotal from |
Exhibits $8,225
Staff Brief Recommendations | '
Cons. of Energy - - gsssg.
Ae. 915 = | oo,
Total $8,225 $1,782
' (Negative Figure) : '

In eveluating these recommendations, the Commission 1s
aware of the arguments set forth by some that utility companies need
not advertise. However, the Commission is also aware of the facts of
life--that active and effective participation in the markettp;ace
requires communication with the public. An arbitrary diéal;owapce of
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&dvertising ewpenses would not only place investor-owned utilities at

a disadvantage with other industries gemerally, but it would be
vanifestly unfair in the absence of any such restrictions on mmicipal -
utiliries and government owned utility operatioms. While it is v’
argued that disallowing advertising expenses does not encroach on ‘

a company's right to communicate with the public om the grounds

that such commmication can be funded from profits allowed sbare-
holdexs, it cannot be denled that any such restrictions severely

impinge upon and tend to curtail a coupany'’s ability to communicate. v
While this discussion of general regulatory attitude toward

advertising applies in usual situations, we are at the present time

faced with the new and wnfamiliar fact of impending enerxgy shortagzes,
which would justify a regulatory agency in discouraging promotional
advertising but on the other hand encouraging educational and
institutional advertising.

'Wé‘have carefully comnsidered the subject of sales expenses
and related expenditures, including iastitutional advertising. The
proposed staff guidelines appear to have been the impetus for a \
complete reevaluation by Edison of its advertising and sales.programs.x
The original estimate of $6,200,000 for Sales Expense presented in ‘
Exhibit 2 was reduced to $4,793,000 in the final estimate, Exhibit 97, |
and the emphasis shifted. We are impressed with the thoroughmess
and detail with which Edison 1laid out its proposed program. We are
&lso impressed by the effort that Edison seems to have made to reduce
its marketing activities and to turm them from the objective
of increased sales to conservation, protection of the environment,
and concern for the consumer. The £inal overall differences .
between Edison and the staff are not large; we believe that
Edison should be permitted to implement what appears to
be a well thought-out program. We will adopt Edison's proposed
1973 Sales Expense of $4,793,000 and will not disturb our previous




adoption for Distribution Expense. In our consideration of
Administrative and General Expense we will include the $2,440,000
o advertising proposed for Accoumts 920, 921, and 930.

It i3 noted Edison's revised programs eliminate all pro-
motional advertising and are consistent with Commission policy (mimeo
pages 17 and 38 above) covering emergy conservation and public infor-
mation programs. In authorizing the level of Edison's programs we do
$0 to further enhance conservation and public information efforts and
adopt the general guidelines recommended by the staff.

Administrative and General Expenses

' Administrative and General Expenses include both operating
expenses and maintenance expenses. The operating expenses are those
costs Incurred in performing execcutive, accounting, treasury, law,
and personnel functicns, together with insurance, employees' pensions
and benefits, franchise requirements, rents, and other miscellaneous
general expenses. The maintenance expenses are those costs incurred
in maintaining the gemeral plant of the utility.

The major differences between the staff and the utility
estimates for the test year 1973 are staff adjustments to exclude
donations and contributions to hospitals and universities, certain
subscriptions to associations and dues and donations to chambers of
commerce,. Excluded amounts are approximately $43,000 from Account
No. 921, Office Supplies and Expenses, and approximately $398,000
from Account No. 930, Miscellaneous Gemeral Expense. The major staff
proposed adjustments concerning Account No. 930 relate to Edison’s
institutional advertising program discussed in the previous sectiom.

Edison's final Exhibit 97 estimate of ASG expenses amounts
to $87,258,000 as compared to $84,700,000 proposed by the staff, a dif-
ference of $2,558,000 for an 0.08 percent effect on the xate of return.

Edison's final Exhibit 97 estimate, in addition to the
revised treatment for institutional advertising, reflects increased
expenses in comnection with the write-off of the abandoned Buntington
Beach steam plant project, in an amount of $777,023, and reduced rents

“n the amount of $621,000 resulting from Edison's acquisition of its
Long Beach office bhullding. Increases inm franchise fees of

$323,055 and increased taxes and maintenance on the Long Beach
~laB
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building brought the total inereases to $1,370,278. Of this
emount the stalff controverted only $498,000 in institutional
advertising. ‘

The staff exclusion of dues and donations in the total
amount of $441,000 1s generally in line with Commission policy since
this Commission's decision in Pacific Telephone and Telegraph Co.

D. 67369, C. T409 (L964) 62 CPUC 775 at 851, as upheld by the
California Supreme Court in Pacific Tel & Tel Co. v Public Utilities
Commission (L964) 62 Cal 2¢ 634 at 668. There the Commission declareda
future policy of excluding dues, donations, and contributions by a
utlility from operating expenses for rate-making purposes. Upon review,
the California Supreme Court expressly held that the policy adopted

by the Commission to exclude such contridbutions from operating

expenses for rate fixing purposes is correct. (Pacific Tel. & Tel.

Co. v Public Utilities Commission, supra, at 669.)

During the cross-examination on this issue, the examiner
inquired of counsel for Edison whether the staff had any other
alternative but to treat such dues and donations in any other way.

It was'susgested that 4if Edison intended to contest the staff treat-
mend of donations and contributions based on the foregoing policy,
the ruling of the Supreme Court should be covered in Edison's brief.

We have reviewed Edison's treatment of this subject in 1its
brief and we are not persuaded that we have any other chciée.but to
follow the law as expressed by the Supreme Court. Edison's suggestion
in 1ts opening brief that if such expenditures are not to be ineluded
as operating expense for rate-making purposes, then the allowance of
return on common equity should be correspondingly increased, is
without merit. This would be an attenpt to circumvent the Supreme'
Court's declaration of the law by doing by indirection something that
we cannot do directly. The appeal of the Court's determination of
the law should be made to the Legislabure, not us.
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In reviewing the staff testimony on dues and donations, we
gain the impression that the staff tended to be too zealous in apply-
ing our previous guidelines. The $398,000 excluded from Account 930
is made up of $276,500 donations to colleges and scholarship grants
and $121,500 dues in industrial organizations. The industrial dues
are within our guidelines and will be allowed. We will adopt
$86,939,000 as a reasonable allowance for Administrative and General
Expenses for the 1973 test year. '

Depreciation Expense and Accumulated
2rovision for Depreciation

Edison's use of the straight-line, remaining life method of
depreciation, with its feature of anmual review of depreclation rates,
has resulted in the elimination of controversy over depreciation in
this proceeding. Edison's 1973 estimates of $109,981,000 of depre-
clation expense and $889,490,000 accumulated provisions for depre-

clation reflect the most recent views and will be adopted.
Taxes

In "Taxes other ﬁhnn on Income" Edisor. and the staff are
only $256,000 apart. The difference is due to an error by the staff
of $112,000 in State Unemployment Insurance Tax, and a $147,000
difference in aé valorem tax (offset by $3,000 other differences).
Edison revised 1ts ad valorem tax in Exhidbits 90 and 97 downwand
by $1,751,000 to reflect the downward pressure exerted by Senate
Bill 90, the Governor's tax reform bill as enacted by the 1972
Legislature.l _ ‘ -
We will adopt Edison's more recent estimate of $89,366,000.
"Taxes Based on Income" were not an issue, the différénces
being caused by the differences in other estimates. Our estimate,
based on our other adopted estimates,is $37,499,000.

7/ Chapter 1406 of the Statutes of 1972.
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Rate Base

Edison's final Exhidbit 90 1977 rate base estimate 48
$2,210,000,000, some $18,000,000 more than the staff's Exhibit 30
estimate of $3,292,000,000. The difference has an 0.04 percent
effect on rate of return. ‘

The $18,000,000 difference between Edison's and the staff's
rate vase estimates bresks down as follows:

Edison -
Exceeds
Edisen Starf Statf

(Dollars in Thousands)

Utility Plant $4,201,457 $u"209,13° $(7’ 673)
(Inel. Muclear Fuel) ‘ ! .

Materials and Supplies .i 89,180 82,910 '6;270
Working Cash Allowance | 73,700 . 55,700, 18,000
Contributions and Advances (11%,800) (117,200) 5;300?
N Bepreciation rom for (889,490)  (884,880)  (4,610)
Deductions for Reserves (53,440) (54,130) 690
- Total Rate Base 2,309,607 3,291,630 17,977
Pounded 3,310,000 3,292,000 18,000
(Negative Figure)

Edison's utility plant estimate in Exhibir 90 represents
& substantial reduction from its Exhibit 2 and 10 estimates and 13
now smaller than the staff's. The largest single item of difference
between the company's updated rate base estimate and the staff's
estimate is in working cash. Edison's estimate was based on a
computerized revenue lag study based upon the most recent several
months of day-to-day collection dats available. In conxrast, the
3taff’'s estimate of reverme lag days was based on the aceounts. receiv-
able method which used a full year's monthly averages of accounts
recelvebles to determine revernue lag days, since delly figures could
not be mede available by Bdisqn's computerized data system.

L4
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The staff witness contended that Edison's earlier estimate
wes based on an incorrect computer program, and. Edison revised its
estimate of revermue lag days, based on a new computer study, along
with other updated reverme and expense data, which revisions resulted
in & reduction in working cash requirement of about $2.6 million.

Some $8 million of the difference in working cash is due to &
difference in computation of lag in payment of income taxes.

The accounts receivable method has been used for many years
and 1s prescribed by Commizsion staff's Standard Practice U-16,
Determination of Working Cash Ailowance. Edison was afforded an
opportunity to demonstrate that the accounts receivable method was
mathematically fallacious and was unsble to do so. The staff’'s method
of computing tax lag is well within the payment schedule required
by the Internsl Reverme Service and apparently follows the basis
Edison is attempting to use. We will use the staff's method of
determining working cash, revised to refleét,phe revermes and expenses
that we have adopted. ' ,

The California Farm Bureau (Farm Bureau), in its opening
brief, draws attention to the difficulties being.experienped-with
the Four Cormers and Mohave coal fired plants and suggests adjustments
To rate base in an amount totaling $18,355,000. The Farm Bureau does
not contend that the Edison's investment in these plants was impru-
Cently 1ncurred.§/ We will not, with hindsight, disallow expenditures
rPrudently made for the sole purpose of rendering a Public utility
function, merely because more difficulty is being experienced with

these large super-critical coal fired steam plants than was driginally
anticipated. . R . |

8/ (Justice Brandeis concurring and dissenting in Southwestern Bell «
Telephone Compeny v Public Service Commission of Missouri 262 ‘
Us 235, 25 é; L. ed 98I, %8b.)

-l 7w




A. 53488 g1

In respects other than working cash we will adont
Edison's more reeent eztimate for a 1972 rate base determined &5.

follows:
Utility Plans

(Incl. Nuclear Fuel)
Meterials and Svmplies
Working Cesh Allowarce
Conxributions and Advances

Accumuleted Provision for
Depreciation

Deductions for Reserves
Total
Summary of Eaynines

$4,201,457
89!:80'
62,350
(211,800)"

(889,490)

(53.0ih0)
$3,298,257"

The adopted elements of our 1975 estimated totel system
results of operations are summarized in the Lollowing table.
Jurisdictional allocated-fgsults are also shown. Based on Edison'a
report on the status of wage negotiations, we conclude that a seven
percent allowance for wage and fringe benefits 13 reasonable and .
we will make no wage adjustment in arriving at our adopted rgsults.




Toﬁal © Californin
System Jurisdietsonal
Adopted. : Adoptec '

(Dollars in Thousands)
$ 960,056 § 920 575

Operating Revermes

Operating Expenses
Production
Fuel and Purchased Power 235,804, 206 893
Other 63,927 59,233
Transmission r3ﬂ,550;. 31,956
Distridvution - 58,95 58,885
Customer Accounts | 24,846 24,835

Sales 4,793 4,793

Administrative and General
- Subtotal:

Depreciation

Taxes Other than Income

Taxes Based on Income

Total Operating Expenses

Net Revenue
Rate Base

86,939

§ 509,912
109,981
89,266

34,850
$ TH4, 109"

215,947
3,298,257

83,853

$ 470,449

105,703

43,824
$ 705,574

215,001
3,135,008,

Rate of Return : 6.55% . 6.867%

Jurisdictional Allocations of Results of Operations

Because of the Colton decision, discussed above, the adopted
System results must be separated into those over which we have juris-

diction and those which are the provence of the FrC.
we will use the "modified peak responsibdility method" which we used

in the last Ediscon Decision No. 78802.

For this purpose

This method, which was used

by voth Edison and the staff, allocates demand relsted costs in
accordance with l2-month coincident peak demand, which method recog-
nizes the effect on the total ¢apacity requirements for generation
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equipment throughout the year, including scheduling of maintenance.
The method, Ybased on available data rather than theorcctical con-
siderations has the effect of proportioning diversity benefits in
accordance with each group's respective contribution to the diversity. .
This method wes adopted by us in Decision No. 78802.

None of the parties questioned this method and we chall
apply it here, for Califormia intrastate expenses of $705,574,000,
net revermes of $215,001,000, rate base of $3,135,008,000, and
rate of return at present rates of 6.86 percent.
Rate of Return

The adopted reasonsble rate of return, multiplied dy the
rate base, determines the net revenue that the utility is to be
allowed to earn. From this net revemue must be paid interest on.
funded dedt, other interest, and preferred and common stock dividends.
Net revemue, or return, also customarily is the source of the retained
earnings reinvested in the business. A fair return should be suf-
ficient to enable the utility to maintain its financial integrity,
To attract capital, and to compensate investors for the risks assumed.
(Federal Power Commission et al. v Hope National Gas Co. (1944) 320
US 591, 605, 88 L. ed 333, 346.) -

Possidbly because the rate of return applied to rate base
determines the net reverue from which interest and dividends' are
paid, much of the testimony in this case was based on compar@ble
earndngs of other regulated utilities upon their total capitalizations.
Frequent reference was made, in testimony and briefs, to the Bluefield
cese,< where the U. S. Supreme Court said:

"A public utility is entitled to such rates as will
permit 1t to earn a return on the value of the prop-
erty- which it employs for the convenience of the
public equal to that generally being made at the same

9/ Bluefield Water Works and Inprovement Company v West Vi

2 1§$bSeFVIce Comm fEElon (192%) 262 037 5 692*"6937”6 .ed
8, .




time and in the same general part of the country on
investments in other business undertakings which

are attended by corresponding risks and uncertain-
Ties; but it has no constitutional right to profits
such as are realized or anticipated in highly pro-
fitable enterprises or speculative ventures. The
return shouléd be reasonably sufficient to azsure
confidence in the financial soundness of the utility,
and should be adequate, under efficient and economical
management, to maintain and support its credit and
enable it to raize the money necessary for the proper
discharge of its public duties. A rate of return may
be reasonable at one time, and become too high or too
low by changes affecting opportunities for investment,
the money market, and business conditions generally."

One question was not satisfactorily answered during the
hearings. That question was: How does a comparison of resllzed
rates of return on total capital of regulated enterprises determine
the rate of return that they should be .allowed to earn on “value of
property which it employs for the convenience of the pudblic™ as
measured by rate base? o

The various witnesses used returns on cepital and other
data as supplied by the finsncisl services, principally Moody's
Investors Service. ,

These returns on capital were presumably the result of
processes that we are going through now. Expenses and rate bases
were adjusted and reasonable rates of return adopted. The resulting
reported earnings were on recorded capital, however, which in no way
could reflect the adopted adjustments of the regulating vody. If the
resulting rates of return should be applied to an adjusted rate base
by some other regulating body, & third dimension would be 1n$rodu¢ed
into the necessary circuler reasoning inherent in comparable'earniﬁgs,
" and a downward spiral could result. ‘ : | B

An clement of imprecision in the comparadle earnings test
is the wide range of regulatory principles employed by the various’
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regulatory bodies controlling the operations of the "comparable"
utilities. Sore use original cosT rate base, others "fair value”
and still others reproduction cost new. Some flow through the
results of accelerated Cepreciation, others normalize. Some allow
capitalized interest during construction, others do not. In fact,
some states ¢o not regulate electric utilities at all. To 24l
this must be edded onmother conmsideraticn. The reported earnings of
some of the utilities uced in the comparison reflect profits, and
losses, of operations fer afield from electricel utility operations.
Some of the utilities may require rate relief, or they mey be earning
in excess of what would be considered reasonsble. The reported .
earnings cculd rerlect the effects of hurricanes, major plant outages,
and other disasters and events. | |
It i3 with this understanding of the limitations of the

tools with which we are going to have to work that we embark on our
consideration of rate of return.

Edison's ce of Return Evidence

Both Edison's chief executive officer and its financial
vice president testified as to rate of return but the basic showing
was made by the financial vice president. He stated that the return
on common equity should be 13 percent and that the cost of new debt
end preferred stock issued in 1972 and 1973should be estimated at
7-1/2 percent. 'In his opinion a rate of return of 8.5 percent over
all would be reasonable.

In support of his recommendation for a 13 percent return
on equity, he testified that for Edison's common equity sccurities
to achieve adequate acceptance in the investment community, they must
provide earnings performance that is comparable to the .securities
they are competing with for investor favor in the money market. The
securities they most directly compete with are those of other large
electric utilities that are engaged in the same general type of
business. These large utilities still enjoy, in spite of a general
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erosion of return on equity due to inflationary pressures including
nigher money costs, & return on common equity in the area of 15 per-
cent. With the clear indication by the investment community that it
looks with greater favor on securities of industrials, however, he
said that it is apparent that Edison must significantly improve its
position if it is to obtadin the vast amounts of new funds required
Suring the next few years. In view of such requirements, he deemed
the 12 percent return on equity requested for Edison at this time €0
be entirely reasonadble and, in fact, & minimum requirement.

He presented a comparison of Edison and 20 other electric
utilities, (Table 8 of Exhibit 1) which comparison, modified shows:

Return and Capitalization Information
20 Electric Ogerati$§ Utilities

Mid-Year for l2-months
6-Year Mid-Year Average Ended September 1072
Xeturn Heturn Return Return
on on Cormon on on Common
20 Electric Total Comron  Equity Total Common  Equity
Utilities Cepital Equity Ratio. Capitel Equity Ratio

Mean 12.28% %8.28% . 12;Eﬁ%‘ 3. L2%
_ 1204

Med4.an 12.61 27.72 3%.69
High 6 16.26 50.70 15.77  41.57
Low 9.69 32.10 ' 9.37 28.77

Southern . -

California

Bdisen - 10.04%  36.31% 9.61%  36.71%
1C Largest ' . |
Electric
Ttilities

Mean 29.99% 12.71%  33.79%
Median , 40.6% 12.64 33.51
High | 50.70 15.20  37.73
Low 54 10.36  30.03
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He explained the significance of the comparison as follows:

"Pable 8 demonmstrates that the six-year average return
on equity for the 10 largest utilities, which may bde
thought of as those with which Edison 15 in most
direct competition for the investor's dollar, was
12.09 percent. For the 20 utilities, the six-year
average was 12.88 percent. Over the same period,
Edison's average return on equity was only 10.94
percent, lower than all dut two of the companies
listed. Of those two companies, one has experienced
& derating of its debt securities, and we understand
the other is a candidate for derating if its position
13 not sigrdficantly improved. Looking at mid-year
1971, 4t is interesting to observe that although the
return on equity for the 20 utilities has declined
some 70 basis points below the six-year average, their
return on total capital has actually improved by 18
Yasis points. The same comparison chows Edison's
return on equity declined 117 basis points from 1ts
Six-year average equity return to 5.77 percent for
mid~year 1971, which is more than 200 basis points
below the return on equity adopted as reasonable by
the Commission in its Decisions No. 76106 in 1969 and
No. 73802 in 1971. It may also be observed that
Edison's 1971 mid-year return on total capital also
declined from its six-year average in contraest to the
increase experienced, on average, by the 20 electric
¢companies. The return on total capital for Edison in

1971 is, in fact, lower than that of any of the other
20 companies.

"It should alse be noted that 1971 was a year in which
the entire industry experienced an unusual price-
Squeeze brought on not orly by inflation and regulatory
lag but also by the wage-price freeze. For this reason,
an analysis, based on an average which includes 1971 or
on mid-year 1971 standing alone, must be used with
caution. For example, over the six-year periocd on this
table, the mean return on equity for the 20 companies has
successively declined in each year from 1966 when it

was 13.8% percent, to 1971, when it was 12.18 percent.
The invesctor reaction to this earnings deterioration

is amply demonstrated dy the selling pressure on utility
Stocks, primarily on the part of institutions. The
downside pressure has been reflected in the market price
of utility securities, foreing utilities to go into.
the markets for equity funds at virtually no premium
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over book value and in some instances at a price
that is less than book value. It is the decline

in return on equity which must be reversed if Edison,
and the electric utility industry generally, are to
be adble to raise the funds required to be raised in
the future. The equity investor must be offered
something more in the way of increased earnings than,
he has experienced during the period covered by the
table, during which the return on equity has been
constantly declining.

"We believe such analysis clearly demonstrates that a
13 percent return on equity for Southern California
Edison is a minimal requirement and i3 necessary to
produce a satisfactory growth from year to year in
earnings per share which 4is indispensabdble to the '
attraction of common stock capital.”

He explained Edison's historical, and continuing, reliance
upon external financing with which to meet i1ts construction expendi-
tures. During the last six years well over one-half of its total
construction expenditures, 56 percent, has been ralsed in the
securities markets. In the 1960's Edison went to the capital markets
for approximately $1.3 billion. During the 1970's, Edison antici-
pates financing approximately $3.5 billion externmally, an increase
of nearly three times, ' :

The financlal vice presiden£ observed that Edison's common
stock has been selling below 1ts book value, and that this would
cause dilution of equity if new shares of stock were to be s0ld.

He expressed concern over the coverage of interest on
Edison's debt. He described how the interest coverage before taxes
nas declined from 5.05 times in 1960 to 2.98 times in 1971. During
the first six years, some of the decline could be attributed to an
snerease in the debt ratio, but since 1967, when the dedbt capitaliza—
tion ratio peaked at 55 percent, the decline in coverage[has conxinued
to oceur in spite of the fact that the debt ratio was reduced to
52.3 percent at the end of 1971. The erosion in the coverage ratio
has contimued into 1972, notwithstanding the rate increase which
became effective July 15, 1971, and at May 31, on a l2-month ended
basis, was 2.94 times. o '
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He expressed his comcern that, at a 2.98 times interest
coverage, Edison's Aa bond rating by Moody's is a matter of grave
concern, and that in the past 4-1/2 years Moody's has derated 23
electric utilities and Standard and Poor's 40. Since 1968, 10 of
the 20 electrics that he used for his comparisons have been derated.

He presented a chart whic¢h showed Edison's interest
coverage ratios as calewlated for the trustee under the formula
specified by Edison's bond indenture declining from 4.5 in 1966 to
less than 3.5 in 1972. The chart is both startling and disturbing
because 1t illustrates an inexorable decline towards the minimum
allowed coverage of 2.5. The witness concluded, '

"Inevitably, should the decline evident throughout
the period shown, be permitted to persist, Edison's
sbility to. issue any mortgage bonds et all (much
less in the megnitude that we shall be requiring)
would be impeired." -

The examiner questioned the witness about what steps were
being taken to mitigate the effects of this apparent impending
financial disester: |

"Q. I see.

Thié does appear to be a prodvlem that there
doesn't appear to be any immediate solution to?

The only solution that I see is to issue equity
and then I think, I mean, common Stock, because
of the thin coverage we have as noted on the
following table for preferred, in greater quanti-
tiez than we might otherwise,

As a matter of fact we have been doing that, Mr.
Commigsioner." ‘ :

The brief of the Secretary of Defense proposes that
"normalization" of tax savings attributable to accelerated depre-

ciation might “be an acceptedble and viabvle altermative", To increased
“equity financing, but preseunts 1o quantitative demomstration
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Staff's Rate of Return Evidence

The staff presernted one witness, & Financial Examiner IV,
to testify on the subject of fair rate of return. He recommended
that a fair rate of return would be 8.0 percent, to be applied to
Jurisdictional rate base. An 8 percent return on total capital
would yleld approximately 1l.75 percent on common equity. Coverages
for interest and for totel senior security reqﬁircmenzs (4including
dividends on preferred and preference stock) would be‘about 2’85
times and 2.17 times, respectively, based on his projected capital
structure as of December 31, 1973.

The staff financial examiner testified that he had
endeavored to recommend a rate of return which would be falr from the
viewpoint of consumers as well as from the viewpoint of present
and prospective investors in Edison's securities. He also considered
seriously the Commission’s admonition in Decision No. 78802, that.

"we mast do our best not to add to inflation and, to some extent,
attempt o curdb it." He said that his recommendation acknowledged the
Tinancial risks ascociated with issuing more senior securities in
977 at nigher costs as well as the favorable aspects or the company's
fuel cost adjustment clause authorized by the Commiasion in Decision :
No. 79328 dated March 21, 1972. |

He believed that the company's financial plans for 1973
houléd be sufficiently flexidle to allow for improving its equity
srnings, if so desired, by resorting to lower cosat financing in
the form of short-term paper, intermediate term vonds, or convertidle
securities. He was ewere that over a period ofyears, holder,s of
Edicon's common Stock have realized consistent growth not only in
the book value of their stock but also in dividend income. Further-
more, he said, the company has been able to compete aggressively and
successfully for funds in the financial markets during periods when

12 earmings rate on common equity was conuiderably 1630 than 11.75
percent.

Y
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The staff financial expert testified thet he realized that

the esrnings rate on common equity and the proportion of common

" equity in the capital structure effects the coverage for payment
of interest and dividend charges for senior securities. The
Commission cannot, however, ignore the impact on retepayers of
inereasing the allowance for common equity in order to maintain the
coverage level desired by Edison. Despite the significant erosion
in interest coverage experienced by all utilities, he felt that the
financial community has recognized the fact that in periods of high
interest rates, coverage is generally reduced. In itself, he said,
reduced coverage 1is not indicative of financisl weakness; the trend
is simply downwaxrd and the market has accepted that trend.

His exhidbit shows comparative carnings and other related
Catsa for Zdison, ten electric utilities, and ten combination gas and
electric utilities. The comparisons were used as one guide in
developing hia rate of return recommendation, which, he testified,
is neceusarilv baced on judgment after consieering other factors.
The comparsdble utilities were chosen primarily on the basis of their
size and Status as public utilities providing essential electric
services, He Telt that each compeny experiences business and
finencdial risks which are similar to those of Edison.,

The element of c¢ircularity was eliminated, in his opinion,
because the earnings comparisons were considered only as one’of
many factors observed in developing his recommended rate of return,
which was finally determined on the bdasis of judgment. In reviewing
the earnings data for the twenty utilities in his exhibit, he was
aware that some may have experienced subctandard Or excessive eorn-
ings at any given time. Morcover, he recognized that differences ’
exist among them in regard to such things as power sources, customer
‘mix, service aresa, type of service provided, growth prospects, and
regulatory envirorment and economic conditions prevailing in their
Territories. ZSarnings comparlsons which also include other more
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risky utility groups and cyclical industrials would, he belileved,
inerease the degree of circularity and would probably result in
requests for even higher retwrns by those relying solely on the
comparable earnings approach. ,

While he was being cross-examined, the witness cited the
additional factors which he considered in arriving at a judgment
regarding a proper return. Among other things, he evaluated the
growth in Yook value of Edison's common, its earmings and dividends.
He reviewed changes in 4ts capital structure and he also compared
Edizon's growth trends with his 20 comparable public utilities.
Returns granted to other large California utilities were also taken
into consideration by the witness, who pointed out that the 8.00
percent rates of return generally allowed in 1972 provided earnings
rates of approximately 11.65 percent to 11.88 percent on common
equity. In his opinion the recommended 11.75 percent on equity was
a good return on investment and the stockholder would fare very well
with that level of return. | |

The staff expert's comparable earnings on equity from
Table 11 of this Exhibit 32, 43 as follows:

SOUTHERN CALIFARNIA EDISON COMPANY

Earnings Rate on Average Common Equity
Trend and S5-year Averages

1967-1971

: Southern : 10 Pacitic
Year :Edison Co.: Utilities: Electric Co Utdilities

1967 11.82% 13.90% 12.39%  12.58
1968 10.75. 1%.19 12.03 12.0
1969 10.34 1%.28 11.59 11.78
1970 11.19 12,31 10.62 11.28

- 19T) 9. 74 12.25 11.40 11.87°

5-Year Average 10.77 12.99 11.61 11.91

<10 Combination:
:California: Electric Gas & :Gas & Electric:

-
-
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In computing his embedded cost of debt, the staff witness
azsumed a 7-1/4 percent cost for a $100 million bond issue in 1973
and also 7.25 percent for a new $75 million issue of cumulative
preferred stock. He based these ¢osts on recent trends of cost of
sendor capital as shown by tables in his rate of return exhibit.

Using the 7-1/L4 percent costs for the new securities issues
contemplated for 1973, he estimated the embedded cost of debt at the
end of 197> as 5.65 percent, compared to 5.31 percent on December 31,
1971 and the year end cost of cumulative preferred as 6.65 percent,
as compared to 6.25 percent as of December 31, 1971. The rate for the
convertidle stock remained at 5.33 percent. Consistent with the
treatment accorded to the original participating preferred in
Decision No.78802, that issue was considered as part of common
STock equity. '

Upon cross-examination, the witness conceded that recent
issues of wtility company bonds were in the area of 7-1/2 percent
as compared to the 7-1/4 percent rate which he estimated for Edison's
projected 1973 senior security issues. It was his opinion, however,
that the 1/4 percent difference would not have an appreciable effect
upon the 5.65 percent overall cost factor for dedbt and the 6.65
percent cost factor he used for preferred stock. |
Secretary of Defense's Rate of Return Evidence

The Secretary of Defense recommended a rate of return of
7.60 percent through its witness, the partner-in-charge of the Dallas
office of Touche, Ross and Company, certified public accountants.

The goverrment witness had a somewhat different concept
of fair rate of return than that of the other two rate of return
witnesses. In his direct testimony he 3aid:

"By 'fair rate of return' I mean that percentage figure
which, when multiplied by the net original cost rate
base, will result in enough current dollars o cover
the fixed charges of debt and preferred stock and will
provide fair and reasonable compensation to the common
equlity holders of the regulated entexrprige."
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This witness relied, in part, om the com~

pareble ecarnings approach. He also used the discounted cash flow
(OCF) method. He testified that the:

"ICF 15 fundamentelly a market value approach. The
primexry premise of this approach is that the market
price of stock equals the cash flow of expected
future incomes, both dividends and sales price,
ciscounted to their present value. That is, when
the present value of the future flow of incomesis
equal to the market price, the discount rate 4is
equal to the cost of capital. This approach 15
commonly represented by the formule

X ¥ + 8, vhere,

the cost of equity capital
the company's dividend
the mariket price of the company's stoeck

the expected future growth rate (dividends‘
and sales price)."

He placed more reliance on the comparable earnings methpd.
Ee felt that the DCF method required an estimate of growth which

nunt

must De somewhat more subdbjective.

The goverrment witness also presented a computer-caloulated
study which developed risk factors as a basis for comparing the risk
of the different companies and groups used in his analysis.

For his comparsble carnings and risk anelysis he selected
five composites:

L. Moody's 125 Industrials. A
2. Standard and Poor's Gas Utilities.

. Pacific Gas and Electric and San Diego Gas and Electric.
- The American Telephone and Telegraph Systenm.
. MooCy's 24 Electric Utilities. ‘

His comparable earnings figures were shown in Table 18 of
his Exhidbit 49 as follows:




RETURN ON AVERAGE COMMON EQUITY

Pacific
Standaxd G&E ‘
Moody's and and ‘Moody's
125 Poor's San Diego Americen 24
Yeor Industrials Gas G & E Tel, & Tel. Electrics

1962 12.10% "N/A 10.48% 9. 46% 11.04%8
T -
b : T 10.8 5% ' .76.
1966. 1413 , 11.06  8;§5a. 12,22
1967 12.37 2. 11.68 9.62 12.25
1968 13.25 , 11.46 9.22 11.70
1969 12.45 . 11.59 52 11,47

. .5 ‘
1970 10.45 : 10.68 g.ég, %85$;  ‘

1971 11.52 10.71.

S=year
average

(1969-71)  11.47 20.99 9.19 11.0%

S~yeaxr
average

(1967-71)  12.01 1l.22 9-28 1141

L0~year
average

(1962-71) - 12.76 N/A 10.90 944 11.45

Under cross-examination 1t was determined that contri-~
butions in ald of construction had been combined with equity for the
utilities represented in the table and the returns were conseqnehzly '
depressed by an amount that the witnesss could not Quantify.

The Defense Department witness computed a 5.66 percent
co3t of Cedt, using T-1/2 percent for the planned 1973 dedbt issue.
For cumulative preferred, his embedded cost worked out to 6.72
percent. On the basiz of his risk analysis, and his analysis of
growth rates and other measures, he concluded that Edison is about
8% risky asthe other Celifornia electrics and less risky then the

electric composite. He said that this means that EdiSbn’s‘cost of




equity should be about the same as the California electrics and
Slightly less than the electric compesite.

He sals that a cost of equity of 11.00 perc¢ent appears
proper for Edizon, and that this return would give the common equity
holder of Edison earnings commensurate with those of other companies
with similer business and finsncisl risk.

In epplying the discounted cash flow method he studied
compound growth rates of dividends and earnings of Edison's common

stock and concluded that the expected growth rate would be between
&.OO and 4.50 percent. To this he added 0.75 percent for "market’
pressure” and selected for use in his formula the top range
estimate of 5.25 percent. He calculated Edison's yield on.common
(D/P) by Qividing the 1972 dividend of $1.56 by an average 1972
common price of $27.44, to get a rate of 5.69 percent. The 5.25
and 5.69 percent, added together, gave 10.94 percent. Since, however,
an 11.00 percent was indicated by his comparsble earnings approach
he recommended the use of 11.00 percent by the Commission.




Using his recommended capital structure and capital
component costs he determined am ovexrzll cost of capital to be 7.60
pexcent. He testified that "In my opinfon this amount is Edison's

Tate of return and will be fair to both the Company and the Company's

rate payers."

gggital Structure and Total
eturns on Caplca

The three rate of return witmesses used slightly different

capital stzuctures. Their capital ratios, cost factors, and weighted

costs of capital, are summarized as follows:

Capital
Ratios

H cost

* Tactors

Welghted :

Cost

Edison
‘Long-Term Debt
Preferred Stock
Convertible Preferenc
Cotmon Equity
Total

Staff ‘
~Term Debt

Cunulative Preferred Stock
Convertible Preference Stock:

Equity
Total

Secre ' of Defense
S e pefense

Prefexrred Equity
Common Equity

Total

e Stpck

51.0%
10.0
2.0

37.0

100.07%

49.75%

11.43
2.05

36.77

100.007%

14.04
34.16

100.007

5.66%

6.80

5.33
13.00

3.65%
5.33
11.75

5.66%

2.89%
.68.
4.81.

3497
2.817%

.76

4.32

8.00%

2.93%
9L

7.607%

Both the staff and Defense Department considered the

original paxticipating prefexxed as equity, since this issuc partici-
pates £fully with the common in voting xi

ghts, dividends, and claim - on

retained earnings. This treatment %s consistent with an adopted -

position im Decision No. 78802.
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The other differences between Edison and the staff are |
a result of forecasts of immediate future financing. The government
witness' equity ratio was sowewhat lower than the others' because
it did not reflect a $90 million common stock issve planmed for 1973
and $60 million in retained earnings. These comsiderations would have
raised his common equity ratio to 38 percent.

The staff's judgment of capital structure seems to us to be,
on balance, the wost reasoned and will be adopted.

Other Factors _ :

On Maxch 31, 1973, Edison reported that the book value of
its common stock was $27.42 a share. We take official notice of the
closing price of Edison's common on April 26, 1973, the date of
submission, was 24-1/3. (If we may be pexmitted to lay down the
recoxd for a moment and pick up the current issue of the Wall Stxeet
Journal, we note that those who sold at 24-1/8 were more prescient
then those who bought.) .

1t was also brought out that Edison's common has lost a
significant tax advantage. The Tax Reform Act of 1969, H.R. 13270,
added Section 312(m) to the Internal Revenue Code which eliminated,
for taxable years beginming after June 30, 1972, "tax free" or
"return of capital” dividends resulting from the use of accelerated
depreciation for tax purposes and straight-lire for books. In 1972
49 perceat of Edison's Common stock dividends were "tax free". It
follows that in 1973 the nmet income of Edison’s stockholders will,
after taxes, be reduced and the STock as 2 souzrce of spendable income,
will be corxespondingly less attractive.
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Cost of Debt and Preferred

There is very little difference betwecen the three showings
on cost of debt and preferred. Comsistent with our treatment of the
oxriginal preferred stock in Decision No. 78302 we will adopt the
staff’s cost of debt and preferred, modified for 7.5 percent costs
of new issues in 1973, for an embedded cost of debt of 5.66 percent,
preferred of 6.68 percent, and convertible preferred of 5.33 percent.
Cost of Coxmon Equity "

We have presented to us a spread of recommended returns on
equity ranging from 11.0 percent to 13.0 percent. It is within this
xelatively nexrow spread that we will apply our judgment and expertise
keeping in mind the adwonition of the govermment's witness that "any
cost of capital recommendation should never be applied blindly without
taking into account the rate base to which it is applied.”

In determining our cost of common equity, which in this |
case is the only portion of the cost of capital in which a substantial
element of judgment comes into play, we also recognize our somewhat
guesome responsibility in light of the postulate enunciated by Averch
and Johnson.

"...1f the rate of return allowed by the regulatory
agency Ls greater than the cost of capital but is

less than the rate of return that would be enjoyed

by the firm were it free to maximize profit without
regulatory constraint, then the firm will substitute )
capital for the other factor of production and 10/

operate at an output where cost is not minimized.'

H

18/ XHarvey Averch and Leland L. Johnson, Behavior of the Firm Under
Repulatory Constraint, American Economic Review, December 196Z.




The discounted cash flow method appears, at first glance,
To present a rational altermative to the comparable cost of capital
approach. It would eliminate the c¢ircularity which 1s an obvious
defect of the latter method. We are troubled by the necessity of
introdueing an additive for market pressure. It would seem that this
additive would need much more theoretical and practical exposition '
than it has received in this case. We can see that DCF has value in
establishing the lower limit of our comsideration, but the subjective
elements of both the growth rate and "market pressure" are not '
sufficiently definitive for the DCF method to be a primary element
of our determination. | |

Turning to comparable earnings, we have no way of deter-
mining the effect of the inmclusion of contributions in aid of
construction in the government's equity figures. From the staff's
comparative balance sheet, Table 4-A of Exhibit 30, we note that |
Edison's contributions. in aid of construction, as of October 31, 1972,
emounted to 7.6 percent of the total common equity and contributions.
combined. If we apply thic ratio to the government’s :écqmﬁended_:age
of 11.00 percent, it becomes 11.84 percent, somewhat higher than the
staff's 11.75 percent. o - o

The Seeretary of Defemse’s witness® exhibit is of value in
that it did give consideration to earnings on industrials. In
Decision No. 78802 we said, "It is an axiom of public utility regu~
lation that electric companies are less risky than industrial
companies.” The seventies, however, appear to be destined to be a
decade in which faxdliar maxims no longer appiy and non-Euclidean
axloms are coming to the fore. Electric utilities are required, by
the circumstances that they £ind themselves to be in, torréise~largef‘
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aoounts of capital in the face of a chronic fuel shortage, mandatory
massive expenditures foxr new and sometimes untried equipment required
to meet constantly more severe eavironmental requirements, diffi-
culties and delay in siting power genmeration and transmission plant,
and inereasing demands for aesthetic considerations.

The operation of these factors can be seen in the staff's
determination of results of operations for 1972. Where we adopted
7.9 pexcent rate of return for 1972 Decision No. 78302, the staff's
determination in this case of 1972 total system rate of returm was
only 6.60 percent.

Capital must be raised in the face of a turbulence in the
wonetary and financial markets not encountered for several gegerations.
Utilities must, by their utility obligation, expand to meet demand,
and find the funds to do so. Industrial enterprises do not face this
requirement. The industrial penalty for failure %o expand to meet
cemend 1t losz of new markets and potential profits, not a revocation
of an exclusive privilege to serve.

The information supplied by the govemment is helpful,
particularly in light of our comments in Decision No. 78802, but will
be considered in light of the above remarks.

In evaluating Edison's showing, we recognize the contention
that coverage of interest according to the trust indenture should be a
conslderation. We reject, however, any argument that such coverage
should be a sole controlling £factor. To set a return om equity on
that bacis alone would present common stockholders with an urdeserved
. wind£2ll and could bring the Averch and JSohnson hypothes:x.s into play
as a practical consideration. ~

The problem of interest coverage wnder the indenture appears
serious, and even alexwing, and should receive the .atteation of
Edison's financial and legal scaffs while thexe is still tine to
formulate ’vi.,ble altexnatives'.

-68-
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Edison's debt ratio is comparatively high, and vet the
utility has been able to maintain an Aa rating from Moody's. With
this rating it has a market for placing its bonds with institutional
iavestors who, by reason of law or investment policy, are restricted
to Aa ratings or better. The high debt ratio has corresponding
income tax benefits as debt interest is a deduction. Edison's efforts
to keep its debt ratio as high as prudently possible should be recog-
nized in rate of retuwmm. o '

We take note of the comprehemsiveness of the staff showing
in this case, and the faetors considered by the expert staff

witness in his judgment recommendation. We also recognize the fact
that Edison's stock, as of date of submission, was selling for 33
percent of book value. That is, the stock was selling for omnly 38
perceat of the amount of funds invested in the stock. This pight
indeed be indicative of the finaneial integrity of the eaterprise’s:
not being maintained, and that the earnings and yield on book value

are not sufficient, in the abstract and collecetive mind of the narket
to compensate the investor for the risk beinz assumed.

We also note that the effective after tax return to the
Investor of Edison's common stock dividends has been substantially
Teduced by the operation of the Tax Reform Act of 1969.

Based on the foregoing considerations, we f£ind that a
ninimm reasonable return on equity would be 12,25 pexcent. When
applied to Edison’s capital structure and embedded cost of debt, as

found reasomable above, this results im a returm om capital of 8.2
percent, determined as follows:

4
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Capital Cost  Weighted
Ratios Factors Cost

Long-Term Debt : 49.75% 5.66% 2.82
Cumulative Preferred Stock 11.43 6.68 .76

Convertible Preference Stock 2.05 5.33 .11
Common Equity 36.77 12.25 &4 .50

Total 100.00 . 8.1%

Recognizing that an equzl retuxnm on total capital, beceuse
of nonjurisdictional and nonutility operaticns, as well as adopted
adjustments and our cost method of deternining working cash, may not
be realized, we find that §.2 percent is a reasonable rate of return
to be applied to the California jurisdictional rate base. This return
s the minimm needed to attract capital at reasomable cost and mot
Impair the credit of the utility. 4n 8.2 percent rate of return on
that portion of capital ascribed to the California jurisdictiomal
xate base would provide an approximate {interest coverage, before taxes
oo income, of 3.94 times, and 2.91 times after taxes.

Revenue Required

For Edison to achieve a rate of return of 8.2 perceat in
its 1973 California jurisdictiomal rate base, net revenues of
$42,076,000 are required, calling for an increase in gross revenues of
$89,138,000. As this increase in gross reveaues is determined without
consiceration of revenues or expenses related to the fuel cost adjust-
went billing factor, in order to design rates to return the fuel
cost adjustment bLilling factor to zero, zates designed to produce
$89,138,000 additionel gross revenue must have the latest fuel cost
adjustument billing factor added. The latest factor is in the amount
of 0.308¢ per kwhr made effective August 13, 1973 by Commission
Resolution No. E-1366 dated July 31, 1973. Accordingly, we find that
Edison is entitled to fnerease its rates by $89,138,000 and we will
authorize rates designed to produce this zmount pPius C.308¢ per kwhr
to oring the existing fuel cost adjustment to zero.




RATES

Rate Soread Considerations

After the cost of service has been ascertained we must.
embark on the troublesome task of attempting to apportiom the revenue
requirement among the various classes of service and of designing
rates to recover the revenue requirement so apportioned to each class.

In contrast to the cost of service, which may be determined
with a reasonsble degree of ratiomality and precision, "rate spread”
depends essentially on opinion and judgment, since utility costs are
an outstanding example of joint costs.

Over the years a gemerally accepted set of attributes of
a good rate structure has evolved. These attributes are:

Production of the revenue requirement.

Simplicity and ease of understanding.

Stability of revenue.

Falr apportiomment of the cost of sexvice.

Discouragement of wasteful use. '

Various factors are considered in attempting to design
rates possessing these attxibutes. These factors, which axe so often
recited by rate experts that they have become, according to one of
the parties, an "incantation,' axe:

Cost of service.

Value of service (including "what the traffic will bear™).

Adequacy of sexrvice.

History.

Public benmefit.

Since cost is the basls of setting the overall level of
rates, it is genmerally accepted that cost of service is the most
desirable critexia for spreading rates, evean though such “cost
allocation" is largely a matter of judgment. If the value of gervice
for a class is exceeded, however, revenues will decline and a portion
of the overall cost will be shifted to another class. Rate history
cust De considered so that abrupt changes in rates to reflect.

sontemporary conditioms oxr theoxries do not cause haxrdship or public
resistance.

N\
~71-
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Because of the monopoly position of utilities, public
terest must be considered. In this present case we must determine
to what extent the public interest requires specifal consideration of
rates for the agricultural and pumping and the street lighting
schedules. ,

Besides the traditional body of rate lore we must keep in
mind the statutory guidelines as set out in the Public Utilities Code.
The rates that we fix must be just, reasonable, and sufficient.ll

A novel element of rate spread, the consideration of the
ecological and environmental factors, was introduced by both Edison
and the staff, and brought to a head by the motion of the Sierra Club
for an envirommental impact study of Edison's proposed rates.

Cost Allocation

As mentioned above, there was no difference between Edison
and staff as to choice and application of the method used to allocate
costs between jurisdictions, the modified peak responsibility method.

For the allocation of costs between classes of customers,
Edison and the staff used the load factor/diversity factor method
that we adopted in Decision No. 78802. This method is used because

data for peak coincident demands are not available by classes of
sexrvice.

The load factor/divexsity factor method of cost allocaticn
between customers was not specifically challenged on an overall basis
by any of the parties, although CMA and Farm Bureau were not pleased
with some of the results. Yet a comparison of load factor/diversity
factor method with the modified peak responsibility method would show
the load factor/diversity factor method more favorable to the high
load factor industrial customers as testified to by an Edison witness
"the demand allocation factor for the Very Laxge Power Customer Group,
based on CPUC jurisdiction, is 15.12 percent on the twelve-month
welghted average peak responsibility basis; 13.96 percent on the load
faetor/diversity factor basis." The Friant Water Users Association

11/  Sectioms 451 and 728
S 72~
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argued that the method did not give comsideration to the comcept that
agricultural and pumping kilowatt hour sales have increased at a.much
slower rate thapn the overall system sales and are corxespondingly less

responsible for the recent installation of higher cost plant.
We recognize that all allocations of joint costs rely to

some degree upon opinion. In the absence of some other rational
method's being presented for our comsideration, the load factox/
diversity method remains "the only game in town”. We have used thils
"method in the last two Edison rate cases and see no reason to abandon
our reliance upon it as a reasonable indication of the cost to sexve
the various customer groups.

It should be noted that all of the customer groups as used
by Edison and the staff are mot strictly comparable to the classes of .
sexvice under which Edison reports its revenues under the FPC's
Uniform System of Accounts. The customexr groups are directly related
to the various rate schedules, whereas it is necessary to allocate
revenues from some schedules in order to arrive at revenues for
ciasses of sexvice. Szles to public authorities are an example of
this. In future rate cases it would be helpful if the presemtatioas
‘wexe consistent, and customer groups seem to us to be preferable for
this purpose. |
Edisen and Staff Proposals

Edison's proposed rate schedules are attached to the appli~
cation. The staff has prepared base rates that would yield approxdi-
mately 100 pexrcent and S50 pexcent of Edisom's $97,330,000 requested.
increase in revenues. The staff's proposal is not intended to be
recommendations of either of these levels but is provided to indicate
a framework for the application of the staff’s recommendations of
blocking, rate form, and allocation of any authorized rate increase
to customer groups. The staff recommends that any rate increase be
apportioned linearly in accordance with its recommendations. Edison's
rate spread proposal, and the staff's proposal at 100 percent and 50
percent of Edison's proposed rates, excluding consideration of the
fuel adjustuent factor, are as follows:

~73~-




RECOMMENDED INCREASES
TO CUSTOMER GROUPS
(Not Including Fuol Adjustment Factor)

Edison Proposal Staff @ 100% Proposed Staff @ 50T Proposed
% of % of % of
Customer Group ™ Total ™ Total - M Total

Domestic $33,261  34.18%  $31,946 32.82% $12,769  26.34%
Lighting & Small . '
Power 22,08,  22.69 19,083 20.35 8,125 16.76 .
large Power 23,290  23.93 24,013 24,67 W,27L 29.45
Very Large Power 10,213  10.49 13,066 13.45 8,524 . 17.59"
Off Posk 801 0.82 801 0.82 L$9 1.03
Agrieultural & ‘

Pmping. Ly789 492 4,789 L.92 2,837  5.85
Strest Lighting 2,886 2.97 2,836 2.97 1. kLl 2.98 -

Total $97,326 1€0.00%  $97,32%  100.00% 648,469 100.00%
The relative impact of the proposed $97,324,000 increase,

at Edison's proposed rates and the staff's 100 percent recommended
level, and comparison of the proposed individual class imcreases to

the total, are suwmarized in the following tabulation:

DMPACT OF EDISON'S PROPOSED
INCREASE ON CUSTOMER GROUPS

(Not Including Fuel Adjustment Factor)

Recommended Percent Relative Amount
Inerease 0f Inerease

Customer Group Edison : Edison Staff

Donestic 9.1% g 85.07% 8L.3%
Lighting & Small Power 9.7 7 90.7 3l.3
Laxge Power ‘ : 131.3 135.5
Very Large Power : 105.6 135.5
Off Peak 139.3 139.3
Agricultural & Pumping

Street Lighting 118.7 118.7: - .
- Total

100.0 100.0°
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The staff in its proposal stated that its recommended
apportiomment of any Iincrease is based principally upon consideration
of tremds established by the last two Edison rate proceedings, namely
Decision No. 76106, dated August 26, 1969 in Application No. 53063,
and the recent Decision No. 78802 to which we have made frequent
reference. In these decisions we adopted rates that tended to bring
the rates of return of all the customer groups closer to the
California jurisdictiomal average. The following tables for the 100
percent level, taken from the staff's Exhibit 46, illustrate this
trend: , 4

RATES OF RETURN BY CUSTOMER GROUPS

% Rate of Return -
Before dim 2 Edisom ¢ Staff

D-78802 ‘Present : Proposed : Recommended

5.777% 7.47, : 7.9% 7.9%
10.09 11.8 - 1.9 11.7
S.45 6.6 7.3 7.4
5.44 606 ' 7-3 . 7-8
4053 5.7 6-2 ' 6-2
3.08 6.3 : 7.1 7.1

6.47 7.9 8.5 8.5

COMPARYSON OF EACH GROUP
RATE OF RETURN WITH OVERALL RATE OF RETURN

: T % Rate of Return ¢
Before : Adopted in : Edison : Staff

D=738802 D=-78802 Present : Proposed : Recommended

89.2% 93.7% 95.7% 92.9% 92.5%
156.0 149.4 147.1 140.0 137.6.
8.4 83.5 8l.4 85.9 87.1
\ 83.5 81.4 85.9 91.8

: 45.6 48.6 65.9 65.9-
79.7 78.6. 83,5 _83.5

100.0 100.0 100.0 100.0:




.
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Edison’s rate expert testified that, in designing rates,
the increased costs attributable to the decrease in availability of
natural gas and increased depemdency om high cost low sulphur fuel
0il have been reflected in increases in enexgy charges. Edison also
feels that, in addition, alr pollution comtxol regulations have a
limiting effect on the ability of large industrial customers to
install electrical generating facilities. Such limitations tended to
reduce the consideration formerly placed by Edison on competitive
factors in rate making and the result of consideration of these
factors ieads the utility to propose higher rates for the larger
Industrial customers than would have been proposed but for eavixon-
mental factors. The primary differenmces between Edison’s proposal
and that of the staff is that the staff would allocate a somewbat
larger share of the total increase im jurisdictional revenues to the
Laxge and Very Large Power customer groups and a somewhat lesser
share to the Domestic group and the Lighting and Small Power groups.
The staff also recommends as an incentive for comservation of enmergy
increases to the Domestic group be allocated to rate blocks in a
mamner that would, gemerally, tend to flatten the rate curve more
than under Edison’s proposal.

Fuel Cost Adjustment Billing Factor
Edison had no recommendation in the proceeding for updating

the fuel cost adjustment billing factor but supported the concept in
its brief.




The staff recommends that the fuel cost adjustment
applicable to California jurisdictional customers im effect at the
time a decision in this proceeding becomes effective should be
included in the total revenue to be recovered by the rates adopted,
and at the same time the fuel cost adjustment billing factor should
be reduced to zero. The apportiomment of the fuel cost adjustment
80 included should be spread over the emergy charges within the rate
schedules. Any contracts affected by the fuel adjustment clause
should also be appropriately modified. Further, the staff recommends
that future fuel cost adjustment billing factors should be calculated
using the latest fuel costs as base zero.

Positions of Other Parties

In their briefs the CMA, Executive Agencies of the United
States opposed Edison's and the staff's proposals to increase Large
Power (Edison Schedule A-7) and Very Large Power (almost emntirely
Schedule A-8) by more than the average increase for all the California
Jurisdietional customers. , ,

The arguments of CMA and the Government center upon the
element of competition in rate-making congiderations and challenge
Edison's and staff's comclusions that the competitive threat of loss
of A-7 and A-8 customers to other forms of power generation or by
their moving to an area served by another utility had diminished.
Theix opposition also focused om a claimed inexactitude of cost
allocations to the high load factor customers as the basis for appor-
tionment of revenue increases. They also argue that a portion of the
fuel cost should be assigned to the demand component since some fuel
is consumed to provide spinning reserve. The CMA and Government
proposed that, because of the Edison and staff treatment, an increase
in base xates of the Laxge Power and Very Laxge Power groups
(Schedules A-7 and A-3) of less than the system average would be
Justified.




A witness for CMA testified that when an industry located
in Edison's sexvice area, it was with the understanding '"that thexe
would be a balanced increase in rates to all parties and that the
ratio of increased payment to the system would remain unchanged.
Consideration of rate history is a matter of maintaining sOOd faith
between the ut'..lity and the customer’.

The Metropolitan Water Distxict of Southc:n Californils (MWD)
supported the staff's proposal with xegard to the A-8 rate schedule
but does not support the quantitative amounts included in either
Edison's or the staff's proposal. MWD feels that both propcsals are
excessive and that the staff's proposal to £latten the rate curve
would provide an incentive for MWD to increase its water dellveries
from the state water project and reduce its deliveries from the
Colorado River, since the rate in the District's contxact with Edison
for off-peak pumping on the Colorado River Aqueduct is dexived from
Edison's A-8 schedule.

The Farm Bureau and the Friant Water Users Assodiati’on‘
(Friant) presented testimony that the proposed rates for the
Agricultural and Pumping groups were too high. Several farmers also
testified in their own behkalf.

The agricultural interests argue that they are being asked
to pay a disproportionate share of increased system costs although
thelr loads and emergy consumption have not increased as much as have
those of Edison's ovexall system. Friant also argues that it is the
increased use of air conditioning, not agricultural and pumping loads,
that have caused pesk demands to occur in summer months, thereby
necessitating construction of additional system facilities during
times of extremely high construction and finaneing costs.
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A farmexr appearing in his own behalf described how
declining profitability and increased pumping costs were forcing
faxmers from the land. This farmer also complained that Special
Condition 3 in Edison's Schedule PA-1 regarding demand charxges
operated as a ome-way street, in that he was billed on the name plate
rating or on borsepower drawn under test, whichever was the higher.

The city of Orange was the only municipality to present
testimony in the proceeding. Orange's witnesses described the impact
of Edison’s proposals on its mumicipal operations, paxticularly
puping and street lighting costs. Orange also presented an exhibit
Lilustrating the dilemma of a city caught between a history of a
declining tax rate and the limitations of Semate Bill 90 which would
make the passing on of an increased cost such as street lighting vexy
difficult. Edison and the staff, in defemse of the more than average
increase in street lighting rate, testified that the increasing con-

cern for public safety "ust:.f:.ed the increase on & value of scrvi.ce
basis. ,

Adopted Rates

We have considered the testimony of the w:.tnesses, both
expert and public, and the arguments of the parties.

While recognizing that a method of cost allocation accept-
able to all customer groups will probably never be developed so long
as reasonable men differ, we adopt the rates of return determined by
the load factor/diversity factor method as reasonably indicative of
the returns from the various customer groups.
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We recognize the desirability of ecach group's bearing its
falr share of the cost of service, 2s such share is measured by the
cost of service study. We also recognize, however, that because of
historical factors, and past concepts of public benefit, it is not
practical to bring all xzates in line with our comcepts of cost.

We .recognize the importance of agriculture in our changing
econony and also the difficultics Senmate Bill 90 presents to local.
govexrments' raising of revenues. We realize that iz the past public
benefit concepts have kept rates of return from agricultural and
peping and stxeet lighting substantially below the system average.

We have considered value of service and the potential loss
of industrial load through competition with other sources of emergy.
When the chaimman of the board of Edison testifies that he is of the
opinion that the utility may face the possibility in 1975 of "rolllng
blackouts” because of demands exceeding gemerating capacity, the loss
of some load does not secem to be a frightful prospect. In any event,
loss of load through competition does mot seem to deserve serious
consideration under present conditions.

We likewise reject value of service as a considera;ion when
it involves the present substantial concern for public safety as
justification for a larger than average imcrease in street lighting,
which increase may well be justified by other considerations.

We have considered adequacy of service, which is another
form of value of scrvice. Some public witnesses brought problems £o
oux attention; most of the problems involved customers at the ends of
long eireuits and problems with local district operations. Zdisom
seems to be making a reasonable effort to alleviate these problenms.
The overall level of service appears to be good end we see no reason
why adequacy of service should bde an influencing factor in this case.
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There is very little difference between Edison's and the
staff's rate designs. Their rate proposals fit remarkubly'well.wiﬁhcmr
idea of 2 desirable rate spread. They coincide with our concept of 2
fair spportiomment of the cost of service and its flatter rate design
will hopefully discourage wasteful use. We recognize that these
beneficial effects may be at the expense of a rate structure more
dependent on Large Power and Very Large Power groups and also on
relatively larger emergy charges. Revenues from these sources will
tend to be more sensitive to the business cycle and, as a conscquence
there may be some 1oss in stability of revenue.

Lighting and Small Power have historically produced a
relatively higher rate of return than any other customer group, and
the only category with a retwm higher than the system average.
Pexhaps this results from these customers®, mostly small business, not
being represented as a gxoup before the Comission in past cases, and
their being assigned, according to the art of plucking the goose with
the fewest squawks, a disproportionate share on a "value of service"
basis. Both Edison and the staff proposals would reduce this dispar-
ity, but the staff's would do a better job.

We realize that the advent of Semate Bill 90 makes the |
staff's (and Edison's) proposal for a 12.7 percent Increase for street
lighting difficult to accept, particulaxly when taken togetbex with
the increased concern for public safety. The proposed increazse would,
at the 100 percent level increase, bring the rate of return up to only
8l.2 percent of the systen average. The revenues of local governmentg‘
were not frozen by Senate Bill 90, only the ad valorem tax rates. As

assessed value continues its historical rise, so will tax ¢ollections.
~ Other costs to local governments will change, and it does not appear
equitable to shift the costs of street lighting to some other group.
We feel that in fairmess we must accept the inerease proposed by
the staff. ‘ '




We will adopt the staff's proposal in its entirety, modified
on 2 linear basis to produce the $89,138,000 increase we axre autho-
rizing by this decision. The apportionment of the increase to
customer groups, the resulting percent Increases, and rates of retur
are shown in the following table:

Revenue Pexrcent Increase '
Increase Over Qver Present Rate of
Customer Group Precant Rates Rates Return

Domestic $28,715,000 7.8%
Lighting & Small Power 17.878.,000 7.8
Large Power 22’ ,358, >000 13.5
Vexy Large Power 12 329 000 13.7
Off Peak 749 ”000 14.0

Agricultural & Pumping 4,469,000 14.1
Street Lighting 2 54(9) 000 11.7

Total $89,138,000 9.8% 8.2,

The staff recommendation that the fuel cost adjustment
billing factor be reduced to zero by apportioning the fuel cost adjust-
ment factor over the emergy charges im the rate schedules is a common
sense proposal and will be adopted. Any contract affected by the fuel
adjustment clause should be appropriately modified and future fuel
cost .adjusment billing factors should be calculated using fuel costs
as of August 13, 1973 a& base zero.

Special Condition 3 of Schedule PA-l, Power ~ Agricultuxa.l
and Pumping, Commected Load Basis, does appear, at first glance, to us
to be a “one way street'. Edison argues that the purpose of the
special condition is to discourage the f£ixing of name plate ratings
on motors. A customer can overload his motor up to 115 percent of
the name plate rating without the special condition applying, and
loading much in excess of 115 pexcent of name plate rating could be
expected to endanger the motor.
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We note that every motoxr connected to the gystem is part of
the total conmected load of the system and Edison is xequired, on
demand, to supply the enexrgy required to meet the load. It is omly
fair that the customer pay the costs of this demand. The remedy for
underutilized motors is to replace them with motors of smaller
capacity. |
Interruntible and Curtailable Service

Air Products Corxporation, Unlom Carbide Corporation, and the
CMA. presented witmesses who uxrged the establishment of rates for
interruptible or curtailable sexvice for large industrial customers.
Union Carbide's witness cspoused curtailable sexvice, where the
customer would, if operations permitted, volumtarily curtail bis load
2t the request of the utility. Air Products urged the establisbment
of an interruptible rate; load reductions under this proposal would
be mandatory, when so directed by the utility.

Both proposals are intended to reduce energy consumption at
system-peak periods, thereby postponing the time when additional
capacity may be necessary or, in the absence of sufficient capacity,
rreventing or deferring Edison’s implementation of its emergency
involuntaxy load curtailment procedures.

Obviously, if such curtailment or interruption delays the
need for additional plant, prevents rolling blackouts, and reduces
fuel consumption, it would have very definite economic, soclal, and
envirommental benefits. The customers subject to interruption would
naturally expect a substantial concession ratewise; Air Products
suggests 2 to 3 mills per kilowatt hour.

Several Edison witnesses contended that total reductions in
use of epexrgy at any given point in time would be insigniffcant, but
Edison's opposition, as manifested at the hearing, appea.r.. to have

softened somewnat in its brief.
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The staff, in its rate spread Exhibit 35, recommended that
Zdison be required to present alternatives for the Commission's con-
gideration concerning interruptible service or curtailable service.

Upon completion of testimony by the Unionm Carbide witness
the examiner stated his views. It zppeaxed the Union Caxbide, CMA,
and Alxr Products proposals had the gemeral support of the staff and
rather than wait for Edison to be oxdered to make studies which would
reflect the views of Edison’s manggement, it would seem appropriate
foxr the staff to take the imitiative inm setting up an informal group,
committee, oxr task force to meet and discuss the subject. The parties
were urged to keep negotiating until an agreement or impasse was
reached. At that point either agreed-upon service offerings could
be filed by advice letter, or the staff could ask the Comnission to
issue an order of inmvestigation, or, if the propoments could obtain
the concurrence of 25 actual or prospective customers, they could
file 2 formal complaint asxing that 1n~erruptib1e or curtailable
sexvice be established.

Upon review of the positions of all the parties concerned
with this issue, we axe of the opinion that some form of interruptible
sexvice would be beneficial to Edison, large customers, and the con-
suning public as a whole. We do not believe that voluntary curtail-
ment is either feasible or desirable. We agree with the examiner that
resolution of this issue could be best handled by negotiations between
the parties. In the order that follows we will direct Edison, and
invite any prospective customers of 1nterrupt1b1e sexvice, to meet and
confer in good faith regarding the establishment of such interruptzblﬂ
sexvice, and to exchange freely Information, opinions, and proposals
concerning this subject. Should the parties to the megoti ations wish,
the Commission will supply a senior staff member to chair the negoti-
ating committee and will prxovide such technical assistance as the
Commission's resources and the staff's work load will permit,
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BIONOMICS, ENVIRONMENT, RESEARCH,
AND NATURAL RESOURCES

Environmental Concern

In keeping with the trends and concerns of the times; the ..
relationship of Edison to the ecosysten in which it exists was a
pervasive issue in the proceeding, affecting directly or indirectly -
every other subject of the czse. We have touched upon, bionomic
questions where necessary for the resolution of other issues, but we
have reserved discussion of the entire broad field until we reached a
point whexe we could comsider it as a whole.

We have previously mentioned the doubts of Edison's chief
executive officer that, because of envirommentalconsiderations » Edison
could continue to meet peak demands upom its system. The siting of
aew capacity is necessarily delayed by the time nceded to comply with
Tecent and still developing envircrnmental and aesthetic rules and
procedures of federal, state, regional, and local agencies.

~he concern of pecple over the quality of the atmosphexe in
which they nmust live has, through air quality regulations, caused
Edison to depend on scarce natural gas and low sulphuxr fuel oil at a
time when the impact of woridwide 'inc:reasing demand upon stable and
even diminishing supplies of fossil fuels is making all such fuel -
costly, and at times umavailable. |

Atomic emergy, the most viable alternative to fossil fuels, .
Ls still opposed by some segments of the public who have displayed
Do reluctance to utilize delaying tactics made available to them by
recently enacted legislation. " .

These new and wafamilifar forees, which as Edison's chief
executive described, are not wunique to Edison, have impelled. the

wtility to undextake a program of exploration and resource development
and to increase, substantially, {ts research prograns.
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. As we review and evaluate the evidence dealing with
eaviromment, we note that hasty, ill-concelved, and poorly dra.ftgd
legislation, noble though its purpose, has contributed much to the
delay, confusion, and frustration experienced by utilities in their
attempts to meet the sexrvice demands placed upon them by the public.

The preambles of environmental legislative acts set forth
desirable and commendable goals , but the substantive portions all too
frequent_ly forget the needs of the people and 'disregard the necessity
fox expeditious and decisive action by governmental agencies if these
needs are to be met. |
Research and Development Projects

Edison's director of Research and Development prescnted an
oLt dealing with Edison's research and development prograws; the
exhibit and the accompanying prepared testimony were subjected to
extensive cross-examination. \

He explained that there are four generalized goals of
Edison's R and D program; namely, siting of facilities, envirommental
improvements, resource utllization, and reliability and advanced
technology. ‘
Siting of facilities included efforts directed toward
the development of engineering systems which hopefully will result
in new and better methods of designing, comstructing, and bperating
extra high voltage substations and tramsmission lines. It also
includes efforts which are directed toward new concepts and approaches
which Edison believes should simplify the process of siting new
facilities. Examples are the undergrounding of nuclear plants and
barge-mounted floating nuclear plants. Siting also refexrs to the

aesthetic treatment and undergrounding of transmission distribution
facilities. a




Envirommental improvement includes research into methods -
of reducing oxr removing oxides of nitrogen, sulphur dioxide, fly ash,.
and trace elements from fossil fuel power plant emissions. Research
is also being conducted into biological effects related to cooling
systems and to marine discharges.

Resource utilization iancludes three items: fuel condition-
ing, end use, and load research. The first is concermed with the
advanced concepts of fuel comndition, including oil desulphurization
and oil and coal gasification. With the imcreasing shortage of
natural gas and the dependence on foreign markets for expemsive low-
sulphur fuel oil, Edison predicts that it is highly probable that
effoxts in this area will increase substantially in the next few
years. The second and third items refer to the utilization of elec-
tricity, both from points of view of advanced utilization systems and
knowledge of customer usage pattemms.

Reliability and advanced techmology include items related
to improvements of electic power systems and the development of
advanced technologies, Three items, improvements to generating
station ejuipment, improvements to existing transmission system
équipment, and improvements to distribution system equipment include
projects which, to the extent they are successful, should result in a
lowexr cost, more reliable system. Included axe such topics as
insulator contamination studies, service life of insulators, selsmic
desizn of power systems, and advanced computer-oriented ‘control
systexs.
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The fourth and fifth items refer to advanced transmission
concepts and advanced generation concepts which are being undertaken

or directly supported by Edison. Studies are umder way for the
possible installation in the mid-70's of a compressed-gas

insulated, three-phase transmission line. Advanced gemeration
concepts such as geothermal powex, solar powexr, fuel cells, and
helium turbines for high temperature gas-cooled reactors have been
investigated by Edison in 1972, and it is anticipated that investi-
gations of this type will continue in 1973 and succeeding years.
Edison also engages in cooperative programs through regional
or natiomal agencies or associations which included contributions to

the development of the breeder reactor, magneto-hydrodynamic, and
fusion research.

Research and Development Costs

Edison budgeted $18.6 million for 1973 research and develop-
ment programs, as contrasted o $1.9 million in 1969. Edison's
xesearch director testified that this increase was in keeping with
a Commission letter dirvected to Califormia electric utilities on
Maxrch 30, 1971. Research for aesthetically related projects has
increased from $0.3 million in 1969 to a budgeted amount of $3.1
million for 1973. Expenditures xelated to envirommental projects
increased from $0.8 million in 1969 to the budgeted amowmt of $5.9
million for 1973. Research related to power systems increased from
$C.8 million fn 1969 to $9.6 million budgeted for 1973. Edison's
witness testified that research and development expenditures are
expected to incresse to the area of approximately $25 million amnually
within the next few yeaxrs. \




. ' . -
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Several parties, the counsel for the Executive Agencies of
the United States most particulaxly, questioned the procedures for
determining whether to charge research and development expenditures
to expense, capital, or deferred debits. In response, Edison's
managex of Revenue Requirements presented an exhibit consisting of a
one-page cover statement of accounting policy followed by copies of
definitions from the FPC Uniform System of Accounts and Commission
Decision No. 77910 adopting FPC classifications and accounting pro-
cedures regarding research and development.

Under cross-examination, the witmess testified that he
considered research and development expense to be an element of cost
of service whether it is for environmental fmprovements or for othexr
reasons. Accordingly, such expenmse should properly be borme emtirely
by the xatepayer. wWith xespect to the search for.new emergy sources
with which to gemerate electricity, he stated the ratepayer would
have to contribute whether the cost is research and deveibp;nent or
exploration development. He also stated that » although there does
not appear to be a detailed set of rules for rate-making treatment of
these expenditures, it appears this is because such expenditures have
not reached the present magnitudes watil recently.

With respect to any mometary gains derived from Edison's
seaxch for new emexgy sources the witness said that such galns should
be passed on to Edison's customers although there has been no formali-
zation of such method. Finally, it was testified that while today's
Tatepayer would bear the burden of these expenses the benefits would
probably acerue to succeeding ratepayers rather than today's
ratepayer. |




.
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Upon further discussion of Edison's plans for ratepayer
~ comtributions to exploration and development, the examiner ruled,
and we affimm, that this phase of the case be deferred for presenta~-

tion and cross-examination until after the decision in the main rate
case.

Other Envirommental Costs

Othex costs connected with enviroomental comsiderations
appear frequently in the testimony. These include the write-off of
accumulated costs of $5,314,300 incurred in conmection with Edison's
efforts to comstruct conventional units 6 and 7 at the Huntington
Beach Steam Station. This write-off resulted from denial by the
Orange County Air Pollution Control District to construct these units,
although a certificate to comstruct had been granted by this
Comnisgsion. Additionally, there was testimony touching upon costs
and delays resulting from efforts to install filters om the coal
generation units at Mojave and Four Cormers in respomse to stricter
alr pollution contrels. , '

It appeared that not only were substantial equipment and
labor costs incurred but when operating difficulties vesult from
malfunetion of afr pollution control equipment, these plants must be
operated at reduced capacity until such difficulties can be zemedied.
Approaches to Congervation Measures

Much of the testimony dealing with new methods of enexgy
generation indicates that present means of generation must be relied
upon fox many years to come. Fuel cells will not be available in
the near future, nor will geothermal gemeration in the geographical
areas accessible to Edison for this puxpose. Accordingly, methods

oust be adopted to comserve available energy and discourage wasteful
consumption. :
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Conservation questions, some of which have been discussed
under the revenue requirement heading, covered a range of subjects
including rate design, taxriffs for inmterruptible and curxtailsbie ,
service, and legislative resolutioms.

Rate design was a subject receilving extensive conmsideration
including various approaches to discourage wasteful consumption of
electric emergy. A necessary assumption that such & comcept would
result In discouraging wasteful use of electricity, is that demand for
electric energy is price elastic. However, there does not appear to be
sufficient operating data available to understand adequately price
elasticity characteristics that may exist among various revenue classes
or rate schedules. Studies are being made by Edisor concerning domes-

tic, industrial, and commercial customers which are expected to be
available sometime during 1973. |

The subject of inverted rates and the Fremch "'Green Iariff“éz/
received considerable attention. Witnesses for Edison and the staff and
an internationally known rate expert presented by Air Products testi-
fied on the subject. The witnesses agreed that the application of an
inverted rate structure, with rates increasing with usage could
adversely affect stability of revemues. Rates would be inversely
proportioned to cost, as usage rose and fell the swing in net revenue
would be magnified many times. |

We have touched upon the relative benefits of a flatter rate
structure, &s opposed to an Inverted ome, and have discussed Inter-
ruptible rates in some detail. | o

12/ The Green Tariff, which derives its name from the color of the
cover, was Introduced in 1956 by Electricite de France, the French
Power Authority, for industrial and wholesale ‘customers sexved at
high voltage. The tariff consists of many hundreds of rate sched-
ules differentiated by 245 rate zomes. Seven voltages ranging f£rom
SkV to 22kB, and four kinds of sexrvice conditioms, namely, general,
high load factor, low load factor,and stand-by service. The form
of all schedules is basically that of demand-enexrgy rates. How-
ever, both the demand and enexgy charges are graduated in accordance
to the time of use. The time periods during which progressively
lower rates apply are peak, normal, and low hours in winter, and
normal and low hours in summer. In addition, the demand charge is
subject to quantity discounts up to 20 percent for maximum demands
over 10,000 kW. The tariff incorporates a power factor clausc aand
is subject to adjustment by an economic index.

91
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The staff's opening brief comcludes with several broad and
rather vague recommendations calling for more definitive accounting
regulations, reports by Edison on effectiveness of conservation of
energy sales and advertising efforts, meetings on the subject of
interruptible service, and meetings among the staff and all electric
utilities to develop procedures to cope with a power shortage,
similar to those developed in 1947-1948. We will require Edison to
meet and confer in good faith on interruptible service. We do mot
consider this proceeding a vehicle for interpreting or revising the
Uniform System of Accounts and for setting up statewide power shortage
procedure. These last two questions are of gemeral interest and
require input of all interested and affected parties; if justified,
they should be the subject of Commission investigations, such as the
one presently being conducted in Case No. 9581, regarding the
adequacy of fuel supplies of this state's electric utilities.

Insofar as this particular case i3 concerned, we are not
convinced that, at Edison's present and evidently on-going level of
reseaxch and development expenditures, capitalizing these expenditures
would result in any significant saving to the ratepayer, who must in’
the long run, alse pay for the amortization of capitalized expenmses,
together with a return and income taxes on the return. We agree with
the Farm Bureau that at the present level of research and development
expenditures, they may be expensed where provided by the Unifomm
System of Accounts. We will depend on the continuing,suxveiilance
program of the staff to see that research and development expenditures.
do mot get out of hand. | |
Participation of Sierra Club |

The Sierra Club is a national nonprofit corporation having
approximately 140,000 members, 40,000 of whom live in Southern
California. The Siexrra Club has, for many years, exhibited a speclal
interest in consexrvation and the enviromment.
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On August 18, 1972, a counsel for the Sierra Club addressed
a letter to the Commission in which he indicated that the Sierra Club
believed that it could present information germane to the application
waich might not be contained in the Commission staff's report. The
Sierra Club expressed its intention, through expert testimony, to
present to the Commission arguments supporting a change in rate
structure and questioning the propriety of advertising by public
utilities. |

The Sierra Club foxmally stated this position at the pre-
hearing conference on August 25 and also indicated that it would
address itself to research and developmeat in the fields of eaviron-
mental control and reduction of envirommental harm.

These intentions were reiterated in the Club's opening
statement at the first day of hearing on Decembexr 5. Coumsel for the
Club concluded hexr remarks with the following remark:

'"We certainly don't intend to duplicate what the
Comnission's staff will be doing, but we hope that
we may be helpful in raising these issues and
presenting concrete proposals for change.™

On February 13, 1973, the date set for disclosure of plans

of the parties for their direct showings, a representative of the
Sierra Club read the following statement:

"Mr. Examiner, the Sierra Club wishes to alter its
presentation from thatfpreviously announced. The
scope and complexity of the issues imvolved here
exceed the xesources of the Sierra Club, and we
axe not able to make, at this time, the extensive
affirmative presentation of evidence and testimony
which we had previously intended.
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"™We believe, however, that it is the legal duty

of the staff of the Public Utilities Commission to
PXepare an environmental impact report concerning
the proposed rate structures of the Southern
California Edison Company, and to evaluate the
direct and indirect impact to which this rate
Structure has upon the envirooment.

"We hereby make 2n oral motiom at this time that

the staff of the Public Urilities Commission prepaxe
an envirommental ifmpact report evaluating the direct
and indirect effects which the proposed rate struc-
tures will have on the environment.

"A formal written motion to this effect will be
subnitted to the Commission within the next week.
We will restate the motion and state the motion in
greater detail, and will be supported by points
and authorities." '

At the request of the examiner, the oral motion was with-
drawn pending receipt of the written motion, which motion was f£iled
on Maxeh 23, 1973, , '

The procedure for responding to the motion was set for:
discussion on April 9, 1973, following the scheduled release of
Commission guidelines for the preparation and submiscion of environ-
mental impact reports. The guidelines were issued Apxil 3, 1973 by
Commission Decision No. 81237 in Case No. 9452 pursuant to Assembly
Bill 339. (Ch. 1154, Stats. 1972.) Assembly Bill 839 was an amend-
went to the Californis Envirommental Quality Act of 1970 (CEQA) which
became law on December 5, 1972. Decision No. 81237 put into effect

Commission Rule 17.1 of the Commission's Rules of Practice and |
Procedure. ' ' ‘
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Upon conclueion of statements by various parties at the
hearing on April 9, the examiner ordered all parties to serve and
£ile their replies to the motion within 15 days, pursuant to para-
gxraph E2 of Rule 17.1. The exmminer coacluded his remarks by
requesting that all parties include a discussion of the first para-
graph on page 15 of the mimeographed Decision No. 81237 as follows:

"In the light of the foregoing anslysis the
Commission concludes that the Bolicy provisions
of C.E.Q.A. (Sections 21000-21001) apply to
rate proceedings but the EIR provisions (Sections
21100, et seq,) do mot. The Commissionm will
consider potential envirommental impact in rate
matters, When such issues are brought to light
by the staff or other parties, appropriate
findings will be made Thereon. . Util.

Code Sec. 1705.)"

Replies to the motion were received from Edison, the staff,
the Farm Bureau, the CMA, and the Executive Agencies of the United
States. In general, the replies agreed that enviroomental issues
were a proper subject for conmsideration in the proceeding but that am
Envirommental Impact Report was mot required by CEQA. Sevexral of the
responses pointed out that the Sierra Club had had emple time to
develop a record on envirommental issues in the momal course of the
proceeding, and had failed to caxry out its expressed intent to do so.
To require the staff to prepare an EIR could, at the late date of the
motion, delay completion of the case for many months. '

The final xotion, as filed by the Sierra Club, was in two
parts, requesting that the Comaission: '
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"1.

declaxe that the staff of the Commission must
prepaxe or cause to be prepared by comtract

an envirormental impact xeport on the effects
of the newly proposed rate schedule, that the
report must be subjected to cross-examination
as an clement of the staff's testimony in the
rate g:oceeding, and that these procedures
must be complied with before the Commission may
approve 3 rate inecrease. ’

not approve Edison's rate increase until the
staff of the Commission has prepared or caused
to be prepared by contract an envirommental
ilmpact report on the proposed rate schedule
and a public hearing has been held to consider
the contents of the report.,”

At the last day of hearing the first part of the motion was

deniced without comment by the examiner, pursuant to Rule 63 of the
Commission's Rules of Procedure. As to the second part of the motion,
he stated that the approval of a rate inerease was thefprerogative”of
- the Commission but that he intended to prepare a draft of a decision
and submit it to the Commission for the Commission's comsideration.

On May 9, 1973 the Sierra Club filed an appeal to.the.

Coﬁmission to: ‘
“l) decide this appeal together with the petition

"2)

for rehearing of Decision No. 81237 filed by
petitioner, the Planning and Comservation
League and the Hizh Desert Envirommental Defense
Fund; and
overrule the examiner's decision from the bemch
denying petitioner's motion to compel the

ilcsion to prepare an envirommental impact
report before approving any rate increase
proposed by Southern California Edison Company."
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We have considered the question of envirommental impact
reports for rate cases in commection with a reconsidexation, without
rehearing, of Decision No. 81237 in Case No. 9452. In Decision No.
81484 dated June 19, 1973 in Case No. 9452, we further elaborated on
why we felt that Rule 17.1 should not require EIR's foxr rate cases.
Reference is made to our reasons as set forth in the two decisions in
Case No. 9452 and they will not be restated bere. We hold that the
examiner was correct in his ruling £rom bench denying the Sierra Club
motion and we will deny the appeal of the Sierra Club.

Ian denying the appeal it might be noted that, during the
progress of the proceeding, the Commission anticipated expert testi-
nony would be forthcoming from the Sierra Club, particulaxly as to an
inverse rate structure, and the examiner questioned various rate
expert witnesses as to their views on inverse rate structure and the
French "Green Tariff'. Outside of the biormomic aspects, the issues
of this case, while many and detailed, are not particularly complex.
The decision of the Sierra Club not to follow through with its
ammowced intention to preseat expert testimony in support of its
views on the envirommental issues was a disappointing one, inasmuch
as the Commission attempts to provide an open forum for novel pro-
posals within the area of its jurisdictiom.

OTHER ISSUES

Affiliated Interests

Edison has four wholly owmed subsidiaries: Associated
Southern Investment Company (ASIC), emgaged primarily in the acquisi-
tion, development, and disposition of xeal property and mineral
interests; Electric Systems Company, which in the past has provided
financing of new comstruction of buildings whic¢h utilize clectric
enexgy but which is now confining its activities to the servicing of




¢
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outstanding loans and is not accepting new applications for financing;
Energy Services, Inc., which is engaged primarily in the business of
- furnishing heating and cooling services; and Mono Power Company,
engaged primarily in the acquisition and disposal of land. Mono
Power Company also serves as a purchasing and selling medium for
Edison's transferred employees' home puxchase plan and {s involved
in fuel exploration and leasing activities. ‘
In addition to these four subsidiaries, Calabasas Park
Company (CPC), 2 partmersbip, is owned 79 pexrcent by ASIC and 21
pexcent by the Bechtel Corporation. Its puxpose is to develop a
full-scale plammed commmity of approximately 5,000 homes and apart-
ments with attending commercial, educatiomal, cultural, recreational,
and church facilities. The Park Company is not comstructing homes
Or 2partments but L5 selling parcels of land to other developers.
Originally, the development was planned as an all-electric commmity,
but this plan has been modified to include certain uses of natural
gas. Calabasas Commumication Company, a partmership, is also owned
79 pexcent by ASIC and 21 percent by Bechtel Corporation and is
concexned with the development, operation, and maintenance of commu-
ity antemna television systems.
The following tabulation sets forth Southern Cal:x.fomia \/

Edison's investment in subsidisry companies from December 31, 1969
to October 31, 1972:




Balances as ot

- - - w

Assoclated Southern

Investment Company $6,728,409 $17,131,735 $32,066,595 $32,285,045
Electric Systems

Company 1,500,000 1,500,000 1,500,000 1,500,000
Energy Services Inc. 100,000 100,000 2,407,549 2,407,549
Mono Power Company - 2,000,000 4,000,000 6,000,000

Total $8,328,409 $20,731,735 $39,974,144 $42,192,59%

As indicated by the preceding tabulation, Edison's total
investment in associated companies increased by $33,864,185 during
this pericd. This increase consisted of am additionmal investment of
$25,556,636 in Associated Southexrn Imvestment Company, $2,307,549 in
Enexgy Services, Inc., and $6,000,000 in Mono Power Company.

The increase in the investment In Associlated Southern
Investment Company represents primarily cash contributions to ASIC's
capital fox the purpose of providing funds for ASIC's share in
Calabasas Park Company. Edison is mot currently earning a return on
its investment in the subsidiary companies.

Electric Systems Company and Energy Services, Inc. were
both established in 1964 in the heyday of abundant energy and exu-
berant competition for load smong gas and electric utilities.
According to their president, who is also Edison’s vice president for
sales, these two affiliates are gradually winding down affairs and
axe slowly terminating their business. |

The president of Momo Power and ASIC, who also sexrves as
Edison's manager of Right of Way and Land, testified that he does mot
foresee that the operations of ASIC will be expanded. The activities

of Mono Powexr Company in the area of exploration and development are
‘expected to increase, however.




Edison files consolidated tax returns which include the
opexcations of the affiliated companies. For the years 1970 and 1971
consolidated tax liability was reduced by $1,993,960 and $1,339,621
because of operating losses sustained by the affiliated companies.
The amount by which the comsolidated tax liability was reduced was
returned in cash to each affillate.

This practice resuixs in utility operations being charged
with income taxes somewhat higher than actually paid by the company,
with a corresponding reduction in the losses sustained in the affili-
ated ponutility operations. The staff did not take exception to this
method of tax allocation for book purposes, but believes that invest-
nent by utilities in nonutility ventures raises the following
questions of general policy and rate-making comcepts for the Commission
to consider:

1. Utilities may be willing to ergage in speculative nonutility
ventures becacse any losses could be cut in half by shifting tax
buxrdens. Should the Coamisesion follow rate-mzking policies that
encourage sucn investments? ‘

2. Utilities will have to commit substantial funds in the
xmedizste future to exploratioa and rescarch and Jdavelopment programs
in oxder o mcet conswmer energy reguirdzents. Should the Comnission
follow rate-making polisics wiich allow utilities to divert funds
into noputilily ventures, resulting in the potentisl ixpairment of
capital structures and borrowing capacity?




“ . .
N "

A. 53488 ei/gl

The staff did not take exception to Edison’s investment in
affiliated companies since the dollar effect of the losses of these
affiliates on Edison's operating taxes and cost of capital at the
present time is insignificant, but it did offer the foregoing com~
zents as factors which the Commission should comsider in light of the
seemingly growing tendencies among utilities to diversify their
opexations into nonutility fields. .

Upon cross-examination, the staff's accounting witmess
indicated that, 1f that portiom of the utility's capital in nonutility
investments reached an amount counsidered to be significant in the.
company’s total capitalization, he would recommend that an adjustment
be made in the rate of return. He testified that, while the company
hes not included any part of this investwent in affiliates in the
rate base and, therefore, is not seeking a return on the investment
an adjustment could be made to the capital structure in deriving a
Teasonable rate of return upon that portion of the company's capital
Invested in utility operations. He referred to a recent Nevada
Public Service Commission decision (xe Southwest Gas Corporation
(1971) 92 PUR 34 91, 93). In that case, the Nevada Commission
Teduced the equity component of the company's capital structuxe by
the amount of investment in nonutility affiliates, thereby adjusting
the common equity ratio in the capital structure with a resulting
reduction in mecessity of funds for a return on equity. The conse~
quence was a reduction of the overall rate of return om capital
{nvested in utility opexrations.,




Both the staff and Farm Bureau in their briefs urge that
the Commission should establish a strong future policy of encouraging
utilities to comserve their capital for use in utility operations.

It appears this is especially desirable in light of declining coverage
on debt obligations, ¢limbing interxest rates, and what appears to be
{ncreasing needs for capital by utility companies.

Unfortumately, the briefs do not present amny statutory
authority or court precedents upon which the Commission could base a
strong positive policy that could be more than "jawboning'. The
California Supreme Court has held that we do nmot have the powexr to
manage nor to substitute our judgment for that of management. (Pac.
Tel. & Tel. Co. v Public Utilities Comm. (1950) 34 C 2d Sec. 22, 28.)
California corporations may engage in any activity permitted by thelr
Articles of Imcorporation and not prohibited by the laws of the nation
aad state. Our authority appears to be limited to the contxol of the
use of funds raised by securities iIssues (Sec. 823 of Public Utilities
Code), to the comsideration of the effect of affiliates on the overall
cost of momey to the corporatiom, and to prevent any unreasonable
expenses from becoming a burden om rates.

This is not to say, however, that we are mnot concerned'with
the question of affiliates. This troublesome topic has concerned -
the Commission since its inception.lé/ The operations of B \/////

13/ Southerm Sierra Company Decision No. 224 dated September 16,
1912 in Applicatiom No. 220 (ICRC 556, 558).




A. 53488' yr

Mono Power will be considered in the second phase of this proceeding.
For the present we will make no adjustments for the operations of
Ec¢isen's affiliates. Should it appear that they are hindering
financing or becoming a burden on the ratepayer, however, we will not
hesitate to consider such appropriste measures as can be taken within
the scope of our jurisdictiom and authority.

FINDINGS AND CONCLUSION

Findings of Fact
1. At current rates for the test year 1973, a reasonable

estimate of Edison’s total system and Califormia jurisdictional
results of operations is: '
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ADOPTED 1973 SUMMARY OF TOTAL SYSTEM
EARNINGS AT PRESENT RATES
(Excluding ruel Clauge Adjustment)

Total California
System . Jurisdictiona.l

Adopted-
: US 113.::3 in Thousands)
Cpexating Revenues 960,055 $ 920 5751

ratineg E es
' uction

Fuel and Purchased Power
Other

Transmission
Distribution

Customer Accoumts

Sales ‘

Adm:.n:.st::atn.ve & Geperxral

Subtotal
Depreciation

Taxes Other than Income
Taxes Based on Income

Total Operating E:q:énses
Net Revenue

Rate Base -
Rate of Return

235,804
63, 927

34,650
58,953
24 846
b, »793
86,939

206 893"
59,233
31 956\551 '
58 885
24, 835":9

4, 3793

83.854.

509,912
109,981

89,366
3% 850.

470,449

105,703
35,598

43,826

744,109
215,947
3,298,257

6.55%

705,574
215,001

3,135,008

1 6.86%.




2. A reasonable rate of returm to be applied to Edison's
California jurisdictional rate base 1s 8.2 percent.

3. An 8.2 percent return on that portion of Edison's capital-
ization ascribed to the California jurisdictional rate base would
yvield approximately 12.25 percent on common equity and provide an
interest coverage on Edison's debt of 3.94 times before taxes,

4. TFor the purpose of allocating cost and rate base between
jurisdictions, the modified peak responsibility method is reasomable.
5. TFor the purpose of allocating cost between classes of
custoners within Califfornia jurisdictional operations, the load

factor/diversity factor method is reasonable.

6. Edison's rates sheuld be incrazsed by $89,138,000, which
increase should produce a rate of return of 8.2 percent on Edison's

ifornia jurisdictionel rate base for the estimeted year 1973.

7. The Increecse in rates arnd charges gurhorized by this
decision are justificd zad are reasomabie; the present rates and
chaxges, insofar as they differ from those prescribed by the decisiorn,
are for the future unjust and unreasonable.

8. The base rates should reflect the revenues from the cur~
rently effective fuel cost adjustment billing factor made effective
Augﬁst 13, 1973 by Comuission Resolution No. E-1369 dated July 31,
1973 in order to reduce the billing factor to zero until the next
adjustment thereof. :

9. The programs of Edisom, for which allowance has been made in
our adopted results of operations, for research and development,
energy management, and comservation of emexgy, together with the

flatter rate structure we have adopted, will tend to have a beneficial
effect on the environment.




Conclusions of Law

1. The appeal of the examiner's ruling on the motion of the
Sierra Club for an environmental fimpact study of Edison's proposed
rates should be denied.

2. Edison should be directed, and any prospective customers
invited, to meet and confer in good faith regarding the establishment
of interruptidle service and to exchange freely information, opinions,
and proposals concerning this subject. Edison should file, until
advised by a letter of the Secretary bearing the file number A. 53488,
quarterly Teports om the status of the negotiations.

3. The applilation of Southern California Edison Company
should be granted to the extent set forth in the order following.

ORDER

IT IS ORDERED that:

1. Southern California Edison Company is auzhorized to file
with this Commission on or after the effective date of this order, in
conformity with the provisions of Gemeral Order No. 96~A, revised
tariff schedules with rates, charges, and conditlons modified as set
forth in Appendix B attached to this order and, on not less than
five days' notice to the public and to the Commission, to make the
revised tariffs effective. :

2. Any and all contracts between Southern California Edison
Company and its customers for public utility electric service,
subject to the jurisdiction of this Commission are hereby modified
so that the fuel cost adjustment billing factor is zero. Futuxe fuel
cost adjustment billing factors should be calculated using fuel costs
as of August 13, 1973 as zero. |




A. 53488 ei/lmm *

3. Edison is directed, and any prospective customers invited,
to meet and confer in good faith regarding the establishment of
interruptible sexvice, and to exchange freely information, opinioms,
and proposals concerning this subject. Edison shall £ile, wntil
advised by a letter of the Secretary bearing the file number A. 53488,
quarterly reports on the status of the negotiations, commencing
October 1, 1973. | /
The effective date of this order shall be tenm days after
the date hereof. - /
Dated at  Ban Francisco , California, this £ ﬂ
day of SEPTEMBER , 1973. | |

T absteun:

-

- LOmMLSSLONErS .
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APPENDIX A

LIST OF APPEARANCES

Applicant: Rollin E. Woodbury, Robert J. Cahall, William E. Marx,
and H. Robert Barmes, by William E, Maxx, and Philip Walsh,
Attorneys at Law, for Southern California Edison Company.

Protestants: Laurence J, Tgﬁggson, for the Citles of West Covina,
Inglewood, M: ttan Beach, Hermosa Beach, and Torxance;
Kennard R. Smart, and Furman B. Roberts, Attormeys at Law, for
the City of Oxange; George wakefield amnd L. J. Thompson, by
Jobm Lippite, for the City of West Covina; Louis Possner, for
the City of Long Beach; Dauniel Collins, foxr the City of Torxance;
James F. Sorensen, for Frlant Water Users Associlatiom.

!

Intexvenors: Curtis L. Wagner, Jr., and Frank J, Dorsey, Attorneys
at Law, for the Executive Agencies of the United States;

Jolm R, Phillips, Attormey at Law, Larry E, Moss, Deniel L. Dawes,
and Walter C, %Snd, for The Siexrra Club.

interested Parties: William L. Knecht, Attorney at Law, and

Relph Hubbaxd, for California Farm Bureau Federation; R. C. Arnold,
for Shell Oi1 Company; Robert F. Smith, and Walter C, Telst, for
Union Caxbide Corporation; Robert W. Russell, by Kemneth E. Cude,
foxr the City of Los eles; Eugene R, Rhodes, and O, 1, Jomes,
for Monolith Portland Cement Company; Kermeth M. Robimsom,
Attorney at Law, and George B, Scheer, Ior er Stee
Coxporation; Brobeck, PEIe%er & Harrlson, by Robert N. Lowry,
Gordon Davis, and Larry Hultquist, Attormeys at Lew, for
sitornia Manufacturers Association; Jolm H. Lauten, by
H. Keometh Hutchinson, Attornmey at Law, for The MEtr%politan
Water District of Southern California; Carl Alan Wulfestieg,
Zor the Los Angeles Department of Water and Power; Axthur Kugel,
for the Public Utilities Department, City of Riverside;
Paul Hendricks, for the City of Vermon; Lawler, Felix & Hall, by
chard D. De luce, Attormey at Law, E. V. Sherry, and Baker,
Hostetler & Pattersom, by Alan G. Rorick, Attorney at Law, for

Air Products and Chemicals, Inc.; and Stephens, Jomes,
La Fever & Smith, b

y Maurice Jomes, Jr,, Attorney at Law, for
Revere Copper and Brass, Imc.

Comission Staff: Rufus Thaver, Attorney at Law, Norman R
Sohnson, T F. Napeis b Moeck, and Kemneth K, Chew.
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RATES - SOUTHERN CALYFORNYA EDISON COMPANY

Applicant's rates, charges and conditiouns are changed to the level oz
extent set forth in this appendix.

SCHEDULES NOS, A-l, A-2, A-3, A-4, A-5 and A-6

RATES
Rate A 1 2 3 4 5 6

Customer Charge: Single Fhase $1.00 $1.10 $1.20 $1.30 $1.40 $1.50
Three-Phase 2.00 2,10 2.20 2.30 2,40 2.50

Enexgy Charge:

First 100 kwhr, per kwhr 5.108¢.5.308¢ 5.508¢ 5.708¢ 6.008¢ 6.208¢
Next 400 kwhr; pex kwhr 4,708 4.908 5,108 5,308 5.508 5.708
Next 1,000 kwhr, per kuhr 3.858 3,858 3.858 3,858 3,858 3.858
Next 1,500 kwhz, per kwhr 3,118 3,118 3.118 3,118 3.118 3,118
Excess Jwhr, per kwhz 2.387 2.387 2,387 2,387 2.387 2,387

Minimum Chazge: The Monthly Minimum Charge shall be the.Mbnch1y~c§stome::
Chazge. o

Rate B
Demand Charge:

First 20 kw or less billing demand
All Excess billing demsnd per kw $1.23

Customexr and Energy Charge  (To Be Added to Demand Charge):

First 150 kwhr per kw billing demands Same as Rate A
Next 150 kwhr per kw billing demand*

First 15,000 kwhr, per kwhr 1.665¢

Excess kwhr, per kwhr A 1.285¢
Over 300 kwhr per kw of billing demand* 1.040¢

Micimum Charge: The Monthly Minimum Charge shall be $1,00 per kw of Billing
Demand, ,

* Not less than 20 kw.
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RATES ~ SQUTHERN CALIFORNIA EDISON COMPANY
SCHEDULE NO, A-7

RATES

Per Meter

Per Mouth
Demand Charge: |

First 200 kw or less of billing demand $260.00
Next 1,800 kw of billing demand, per kw 1.05
Next 8,000 kw oxr billing demand, per kw 0.90
All  excess kw of billing demand, per kw 0.75

Eaexgy Charge (To be added to Demand Charge):
Fixst 150 kwhr pex kw of billing demand:
First 30,000 kwhr, per kwhr 2,3%¢
Balance of kwhr, per kwhr 1.719¢ .
Next 150 kwhxr per kw of billing demand, per kwhr 1,362¢
ALl excess kwhy, per lwhr 1.02¢

Minimum Charge: The monthly minfmum charge shall be the monthly
Demand Charge.

SCHEDULE NO, A=8

Pex Metex .

Per Month
RATES

Demand Charge:
First 5,000 kw or less of billing demand $5115.00
Next 5,000 kw of billing demand per kw 0.916
All excess kw of billing demand per kw 0.745

Energy Charge (To be added to Demand Charge):
Flrst 150 kwhr per kw of billing demand - 1.351¢
Next 150 kvhr per kw of billing demand 1.241¢
Excess kwhr per kwhr 0.913¢
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RATES - SOUTHERN CALIFORNIA EDISON COMPANY
SCHEDULES NOS. D-1, D=2, D-3, D4, Da5 and D-6

RATES

Charges Per Month
1 pA J 4 2 ()
$1.00 $1.10  $1.20 $1.30  S81.40 51,50

Customer Charge:

Energy Charge (To be Added to the Customer Charge):
Fixst 60 kwhx, per kwhr 4.863¢ 5.063¢ 5.203¢ 5.463¢ 5.763¢ 6.063¢
Next 90 kwhr, per kwhr 3,475 3,675 3,875 4,075 4,275 4,555
Next 150 kwhr, per kwhr 2,766 2,766 2,766 2.766 2,766 2,766
Next 600*% kwhr, per kwhx 2.112 2,112 2,112 2,112 2,112 2,112
Excess kwhx, pexr kwhr 1.834 1.83¢ 1.83% 1.83 1.83% 1.334

¥inimum Charge: The monthly minimum charge shall be the monthly Customer .
Chazge _ ‘

SCEEDULE NO. DWL

RATES

Charges Per Month

LAMP CHARGE:

75 watt mercury vapor lamp, PeY lamP,...cecccccccasnes $5,40
Change Special Conditions, paragroph 1, to read as follows:

SPECIAL CONDITIONS

-1, Facilities Furnished: The walkway lighting facilities to be furnished
and installed by the utilicy include the luminaries, electroliers, and
underground service connections, excluding trenching and backfiling,
Trenching and backfilling for the service connections, which are to be in

accordance with the specifications of the utility, shall be furnished or
paid for by the customex.
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RATES ~ SOUTHERN CALIFORNIA EDISON COMPANY
SCHUEDULE NO, 1S-1

RATES

Pex Lamp
Per Month
Lamp Size - Lumens -_—

Incandescent Lamps

1,000 Lumens
2,500 Lunens
4,000 Lunens
6,000 Lumens
10,000 Lumens

Mercury Vapor Laups
3,500 Lumens
7,000 Lumens

11,000 Lumens
20,00 Lumens
35,000 Lumens
55,000 Lumens

High Pressure Sodium Vapor Lamps

25,500 Lunens
47,000 Lumens

SCHEDULE NO, LS~2

RATES

Yer Mounth

All Night Sexvice : Midnight Service

Multiple : Sexies : Multiplie : series

Rate A - Unmetered Service

For cach kw of lamp load, per kv  59.41  $10.81 $8.05 $8.01

+ Pex Meter Per Month

Rate B - Metered Service

Heter Charge: :
Multiple Sexvice $1.30
Series.Sexvice 10,40

Enexgy Charge (To be Added to Meter Charge):
First 150 kwhr per kw of lamp load, per kwhr 4.578¢
All excess kwhr, per kwhr ‘ 1.252¢

-
-
-
-
-
-

-
-




APPENDIX B
Page 5 of 7

RATES - SOUTHERN CALYFORNIA EDISON COMPANY

Rate { - Maintenance Service - Optional

In addirion to the Rate A and Rate B ¢harges

Lawp Rating Pexr Lamp
Lumens Lamp Type Per Month

1,000 Incandescent Extended Service.......eeeses..  $0.36
2,500 Incandescent Extended SeXvVicCe....cvesssosses 0.39
4,000 Incandescent Extended ServicC..eeevesecnee.. 0.39
6,000 Incandescent Extended Service....vevvroncen. 0.%4%.
10,000 Incandescent Extended SeXVACC,..ecvvveceenns 0,41
2,500 MUY VoPOY . suesreserovacnrvonconsronsnnes 0.4
7,000 MeXCUXY VOPOT,vvesvrrrssecvoreronosoornnans
11,000 MeTCULY VaPOr...ceeeeescscronesscnronnsanans
20,000 NeTCUTY VaPOT. . .svseucevorasvecnsosnracsocnes
35,000 MeXCuTY VOPO¥..veeescrvosrvecnvroravaonnones
55,000 MOXCUTY VaPOT.ssvesvevrscoevoccnscnrsacnccos
25,500 Bigh Pressure Sodium VapOr......vcesssrcenne
47,000 High Pressure SOdium Vapor....evesescreosens

. |

[}
-

.
£

L]
o ns
TN Y S

HH0.0000

SCHEDULE NO, OL-1

RATES
Luminaire Charge:

Mercury Vapor Pexr Lamp
Lanp Size 2¢r Month

2,000 Zumen $5.47
20,000 Lumen 2.23

Pole Charge'(tb-be added to Luminzire Charge):

~ Pex Pole
Pox Month

For each additional new wood pole installod, . vveeeneronecnn $2;40'
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SQUTHERN CALIFORNIA EDISON COMPANY
SCHEDULE NO, P-1

~ Energy Cbarge To b Added to
Monthly Service Charge Rate Per Kwhy
Sexvice for Monthly Consumption of:

Horsepower of
Connected Load

Charge Firxst 100 : Next 100 = All Over 200
Per Hp Xwhz Per Hp : Kwbr Per Hp : Xwhr Per Hp

&0 A% %% AR M0

2 to 9.9 31,25 3.878¢ 2.408¢ 1.878¢
10 and Ovex 1.20 3,.558¢ 2.368¢ 1.878¢

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

Chaxge., :

SCEEDULE NO. PA~1l

RATES

. Lnergy (harge tO be Added to
Annual Sexvice Charge Rate Per Xwhr
Service for Annual Consumption of:

Horsepower of : Charge : FPirst 1000 : "Next 1000 : All Over 2000
Connected lLoad Per Ep Xwhr Per Hp : Xwhr Per Hp ; Kwhr Per Hp

2 to 4.9 $10.60 2.891¢ 1.49%¢ 1.102¢
5 to 14.9 9.60 2.691¢ 1.499¢ 1.102¢
15 to 49.9 9,00 2.591¢ 1.499¢ 1.102¢
50 te 99,9 8.40 2.491¢ 1.499¢ 1.102¢
100 end Over 7.80 2.391¢ 1,499¢ 1.102¢

Min{mum Charge: The annual minimum charge shall be the Annusl Service
Charge, o

"R %h s 23w




APPENDIX B
Page 7 of 7

RATES - SOUTHERN CALIFORNIA EDISON COMPANY
SCEEDULE NO, PA-2

RATES

Pexr Meter
Per Month

Demand Charge

First 75 kw or less of billing demand | $109.00
All excess kw of billing demand, per lw : 1,14

Enexgy Charge (To be added to Demand Charge)
Fixst 150 kwhz, pex kw of billing demand
First 15,000 kwhr, per kwhr . 2.290¢
Excess kwhr, per vwhr SN 1.696¢

Next 150 lwhr, per kw of billing demand 1.349¢

All excess kwhr, per kwhr : 1.023¢

- Minfmum Charge: The monthly minfmum c¢barge shall be the monthly Demand
Charge. : :

SCHEDULE NO, TC-1

RATES
Per Me:er/

Customer Charge: | $1.38

Eoergy Charge (To be added to Customer Charge):
First 100 kwhr, per kwhr ‘ '5.088¢
All excess kwhr, per kwhr ' 2,338¢.

Minimum Charge: The monthly oinimum cherge shall be the monthly Customer
Chaxge.




