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Decision No. 838569 @
BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE

In the Matter of the Application of )

SIERRA PACIFIC POWER COMPANY for

authority to increase rates charged Application No. 54154
by it for electric service and to (Filed July 9, 1973)
impose certain tariff revisions.

In the Matter of the Application of %
SIERRA PACIFIC POWER COMPANY for

authority to increase its rates ; Application No. 53030
for electric service in California (Order Granting Rehearing
and to Initiate a fuel adjustment issued May 1, 1973)
rider in its electric tariff. ~

Richard G. Campbell, John Madariaga, Boris H.
Lakusta, and Graham and James, Attoxrneys
at Law, for Sierra Pacific Power Company,
applicant.

F. Everett Emerson, for Tahoe Cedars Property
Owners Association, and George W. Ball, for
Safeway Stores, Incorporated, protestants.

Elinore C. Morgan, Attorney at law, and
Ceorge A. Amaroli, for the Commission staff.

OPINION

By Decision No. 81315 issued May 1, 1973 this Commission
pursuant to a petition for rehearing £iled by Sierra Pacific Power
Company (Sierra) granted a rehearing of Decision No. 80865 in
Application No. 53030. The rehearing was confined to two issues:
rate of return and treatment for rate purposes of federal income
taxes. Subsequently, Application No. 54154 for rate increase was
filed by Sierra on July 9, 1973.

The reheé;ing on Decision No. 80865 in Application No.
53030 was consolidated for hearing with Application No. 54154 for
rate increagse. '
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In order to expedite the hearing of the two matters Sierra
agreed not to seek a modification of the rate of return insofar as
the xehearing on Decision No. 80865 in Application No. 53030 was
concerned and to confine its presentation to the treatment for
rate purposes of accelerated depreciation (including asset depreci-
ation range) and investment tax credit under the federal income
tax law. :
Public hearings on the two matters were held before Examiner
Cline in Tahoe City on October 24, 1973 and in San Francisco on
December 18-20, 1973, Januaxy 2-4, 11, 29, and 30, 1974. The matters
were taken under submission with the filing of late-filed Txhibit
C-48 on February 6, 1974 and the filing of concurrent briefs on

March 22. 1974.
On May 29, 1974 the Commissioner of Internal Revenue

approved certain amended regulations pertaining to the depreciation
allowance for property of certain public utilities. Those amended
regulations werxe published June 7, 1974 in the Federal Register.

By Decision No. 83014 issued June 18, 1974 submission of these
matters was set aside because of the publication of the amended
regulations, and further hearings were held before Examiner Cline
in San Francisco on July 8, 1974, The matters were again taken
under submission on the filing of late-filed Exhibits Nos. C-52,
C-53, C=54, and C=55 on July 19, 1974 and the filing of additional
concurrent briefs by Sierra and by the staff on August 1, 1974,
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Issues

I. What rate of return should be adopted?
II. What results of operation should be adopted?

A.

Should the 1974 Sierra budget be used for (1)
Account 922, Administrative Expenses Transferred
Credit, (2) Administrative General Expenses
Capitalized, which is a tax deduction, and

(3) the tax deduction for iantexest charges,

and the 1972 budget for all othexr estimates?

Should Sierra's estimates for production expense
which reflect Sierra's power supply dispatch based
upon the need for spinning resexrve, area require-
ments, and economic loading be adopted in lieu

of the staff's estimate?

Should flume replacement be capitalized ox treated
as a maintenance expense?

Should the staff's proposal for reducing sales
expense be adopted?

Should Sierra's budget estimates based on his-
torical data as revised foxr known charges be
adopted or should the staff's estimates based on
the least squares method be adopted?
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Should Sierra's or the staff's treatment of
California ad valorem taxes be adopted?

Should Sierra's or the staff's estimate of
regulatory expense be adopted?

Does the effect of the nmatural gas shortage
on Sierra's operations offset any savings
accruing to Sierra from the Commission's
curtailment program?

What effect did the rate increase granted by
the Nevada Commission have upon the California
franchise tax? -

Is Sierra's estimate of 1974 wage expense based
vpon annualization of increases within the
official Wage and Price Commission guidelines
reasonable?

Should the tax benefits of (1) accelerated
depreciation (including asset depreciation
range) on plant acquired subsequent to the

1970 election and (2) job development invest-
ment credit be normalized as §roposed by Sierra
or should the staff's proposal t¢ flow through
such benefits to the ratepayer be adopted by
the Commission?

L. Should a portion of the 230-KV line be deleted
from Sierra's rate base?

M. Should the rate base be credited with a reasonable
amount of start-up power attributable to Tracy
Unit No. 3 start-up?

III. What rate spread should be adopted?
Discussion
I. Rate of Return
Sierra is seeking a rate of return on rate base of 9.1
pexcent yielding 14 percent return on common equity. Sierra contends
that such rate is necessary to enable it to earnm a fair return on
its iavestment, to continue to be able to provide adequate and
reliable service to its existing and future customers, and to
attract required large amounts of capital, both debt and equity, at
reasonable and competitive rates.




A. 54154, 53030 JR

Evidence was introduced to show that during the three-
year period 1970-72, $71,852,000 was required for construction of
which only $25,426,000 was raised internally and $46,426,000 came from
the sale of bonds, common and preferred stock and other external
sources. For the five years 1973 through 1977 Sierra's conmstruction
requirements will total $177,472,000, a 72 percent increase in gross
plant. Sierra estimates that 34.6 percent of this amount will be
provided internally and $116,030,000 will be provided through the
sale of additional securities.

Table 1-D to Exhibit C-6 shows Sierra's capital structure -
as of January 17, 1973 after the issuvance of 500,000 shares of
common stock. The ratios were 50.91 pexcent long-term debt, 3.50
percent short-term debt, 12.06 percent preferred stock,and 33.53
percent common equity.

Table 1-E of Exhibit C-6 shows that Sierra's embedded cost
of debt capital has increased from 2.87 percent in 1947 to 6.42
percent as of December 31, 1972.

Sierra's bonds have a Baa rating which is the lowest bond
rating accepted as a legal investment, and its cost of momey has
been higher than the average Baa issue indicating a highexr risk for
its bonds than for the average Baa bond. Tables 1-G and l-H of
Exhibit C-6 show for the five-year pexriod 1967-1971 that, except
for the year 1971, Sierra has had a capital structure with a higher
percentage of debt than the average of the 10 Baa rated utilities
studied and thet Sierra has had an interest coverage consistently
lower than the average for tae 10 Baa utilities studied.

Table 1-H of Exhibit C-6 shows that Sierra's times charges
after taxes for the years 1969-7lhave been 2.18, 2.09,and 2.32
respectively. Sierra's financial vice president and treasurer tes-
tified that financial institutions consider 2.0 times coverage
after taxes as a minimum requirement. This witness further testified

-5-
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that if Sierxa were to lose its Baa bond rating it would be required
to pay a much higher interest rate on its new bond issue, possibly

a whole percentage point. If Sierra were to obtain an A rating

on its bonds, the interest rate would be 14 percent less. If

the average interest coverage on utility Baa bonds from 1967-1971,
which was 2.54 times coverage after taxes, were maintained, Sierra
‘with its 6.42 percent embedded cost of long-term debt would need

a 14.38 percent return on common equity.

Table 1-L of Exhibit C-6 shows that as of Jume 1972,
Sierra's common stock was selling at 73 percent of the 1963 price
which was lower than the 76 percent for Moody's utilities and far
lower than the 154 percent for Moody's industrials. Sierra's witness
concluded that utility stocks have lost favor with investors. This
decline in the price ecarnings ratio has a direct effect upon Sierra
because Sierra must issue common stock from time to time to maintain
its capital ratios. The lower the price at which Sierra sells its
stock, the more the earnings per share are diluted.

Table 1-N of Exhibit C-6 shows that during the ten-year
period 1963-1972 the market to book value of Sierra's common stock
has declined from a high of 343 percent in 1964 to 121 percent in
1972. Although Table 1-0 of Exhibit C-6 shows that dividends.paid
per share have increased from 44 cents in 1963 to 83 cents per share
in 1972, Table 1-L of Exhibit C-6 shows that the year-end price of
Sierra's common stock has fallen from $20.28 to $15.00 per share.
According to Sierra's financial vice president and treasurer this
is further evidence that investor confidence in Sierra's common
stock has declined,

Table 1-P of Exhibit 6 shows that while the Consumer Price
Index increased by 37.6 percent during the ten-year pexiod 1963-1972,
the xeturn on common equity showed virtually no change, it being
10.71 percent in 1963 and 10.76 percent in 1972, a difference of
.05 percent. This is another reason why the market price per share
of Sierra's common stock is depressed.

~G-
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Table 1-0 of Exhibit C-6 further shows that in 1963
Sierra's return on equity was 10.71 percent whereas Moody's average
Baa bond yield was 4.67 percent, a difference of 6.04 percent.

If 6.04 percent is added to the Moody's average Baa bond yield of
8.17 percent in 1972, the return on common equity would be 14.21
percent instead of the 10.76 percent rate which Sierra experienced
for 1972. Table 1-T of Exhibit C-6 shows that a 14 percent return
on common equity can be achieved for the test year 1974 if a rate
of return on rate base of 9.1l percent is allowed.

Professor Robichek, professor of finance and the director
of the Stanford Executive Program of the Graduate School of Business
at Stanford University, also testified on behalf of Sierra. This
witness used four basic principles in his approach to the issue
of fair rate of return: ‘

L. Regulation should be a substitute for
competition.
2. The end product of regulation should be

v
good service at minimum cost while providingv///
a fair rate of return to the providers

of the utility's capital.

Fairness of rate of return to the investor

must be judged from the investor's point of

view and by comparison to rates of return in

the nonregulated sector, allowing for differ-

ences in degree of investment risk.

The way to achieve a fair rate of return to
the investor is to regulate the rate of
return on the book value of the utility's
capital.

Professor Robichek prepared Table 2-L in Exhibit C-6
comparing the compound rates of return earned on various investments
considering both dividends (interest in the case of savings and loan)
and the changes in market value of the security from the beginning
to the end of the periods December 31, 1961 - December 31, 1972
and December 31, 1965 - December 31, 1972 as follows:
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Compound Rates of Return
Earned to 12/31/72 on:

Investment Made at
End of

| 1961 1966
Sierra Pacific Power Company 4.0% .8%
S& 425 Industrials - 8.2 10.7

S& 500 Composite 9.9

7.8
DJ 30 Indugtrials i Gk

DY 15 Uctllities 2.7

Moody's 25 Utilities 2.9 9

Savings and Loan 4.7 5.0

In Table 2-M of Exhibit C-6 Professor Robichek tabulates

measuxes of investors' risk developed from annual rates of return

to investors during years 1962-1972 as follows:

Average

Annual Coefficient Beta

Rates of Mean Standard of Risk

Return Deviation Deviation Variation Factor

Sierra 4.9% 16.3% 18.7% 3.82 .93
S&P Industrials 9.1 11.2 12.8 1.40 1.00
S&P Composite 8.6 10.6 12.0 1.40 1.00
DJ Industrials 7.5 10.4 12.5 1.67 .96
DJ Utilities 4.1 7.6 9.3 2.24 .84
" Moody Utilities 3.0 6.3 8.1 2.68 N.A,

In Table 2-P of Exhibit C-6 the market prices and market-
to-book ratios consistent with specified rates of return to investors
in Sierxa as of December 31, 1972 ave tabulated as follows:
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1966-1972 Period
as
Basis for Comparison

Sierra Pacific

Compound Required Corresponding
Rate of Market Market-to-Book
Comparison with: Return Price Ratios *

1. S& Industrials 10.7% $28.60 2.31
S&P Composite 9.9 27.28 2.20
DJ Industrials 8.1 24,38 1.97
Beta Risk Factor = .9 9.4 26.45 2.13
Beta Risk Factor = 1.1 10.4 28.11 . 2.27
Savings & Loan Rate 5.0 20.00 1.61

* Market-to-Book Ratio = Required Market Price * $12.40
(Book Value at 12/31/72).

In Table 2-0 of Exhibit C-6 Professor Robichek adjusted
a fair range of market price of Sierra's common stock as of
December 31, 1972 of $20.00 -~ $27.00 to a fair range of market price
as of February 28, 1973 of $18.90 - $25.54 by using a ratio of
index values of .946 derived by dividing S&P Composite index on
February 28, 1973 of 111.68 by the S&P Composite index on December 31,
1572 of 118.05. He computed the fair range of market-to-book ratio
at February 28, 1973 to be 1.51 - 2.04.

Professor Rubichek used the discounted cash flow (DCF)
~ approach to estimate the allowed rate of return on the average book
equity of Sierra that would result in a market-to-book ratioc in the
range of 1.5 to 2.0,

Table 2~R of Exhibit C-6, which compares foxr the period
1962-1972 the rates of return earned on the average book .equity of
Siexra and the investors' required rates of return on outstanding
BBB-rated utility bonds, shows that while the required rates of
return on bonds have been rising in the market, the average rate
of return on average book equity for Sierra has been falling.

-9-
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This accounts for the observed decline in the market price of Sierra's
common stock. The only way to reverse the trend in market price
of Sierra's common stock is to allow Sierra to earn rates of return
which take into account the rising cost of capital, including
capital raised through the reinvestment of earnings and the sale
of common stock, as well as through the sale of bonds.

The basic principle underlying the DCF approach to the
valuation of shares of common stock assumes that the market value
of a share today represents the sum of all expected future dividends
from now to infinity discounted at the investors' required rate of
return., The investors' required rate of return is the rate of
return required by a rational investor at a given point in time.

In Table 2-L of Exhibit C-6 Professor Robichek computed
the investors' required rate of return on Sierra's equity capital
using historical growth rates as of February 28, 1973. To a dividend
yield of 6.20 percent on a market price of $13.87 per share, was
added an historical growth rate for dividends per share of 6.0l
percent and an historical growth rate of 8.51 percent for earnings
per share to determine a range of 12.2 percent to 14,7 percent for
the investors' required rate of return on equity capital for Sierra.

In Table 2-T of Exhibit C-6 Professor Robichek computed
the required rate of return as a range between l1.5 percent and
11.6 percent by adding to the dividend yield of 6.20 percent the
expected growth rate from retention of earnings of 5.0 percent and
the expected growth rate from future sales of shares asbove book value
of between .3 percent and .4 percent.

Using the method also used in Table 2-S Professor Robichek
in Table 2-U of Exhibit C-6 computed the range of 11.0 - 1l1.8
percent as the required rate of return on equity capital for the
DJ 15 utilities and Moody's 24 utilities.
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By considering the range of rates of return on equity
value developed in Tables 2-S, 2-T, and 2-U of Exhibit C-§, the
current financial situation of Sierra and the differential invest-
ment risk as shown on Table 2-M of Exhibit C-6, Professor Robichek
estimated the range of investors' required rate of return on equity
capital as of February 28, 1973 to be 1l.4 - 12.6 percent,

Table 2-W of Exhibit C-6 shows that the average rate of
growth in capital for Sierxa over the 1962-1972 period was 13.1
pexcent. The rate of growth in total capital in 1972 was only
7.0 percent. Professor Robichek for purposes of his calculations
decided to use a long run growth rate of 10.0 percent. His estimate

of the average cost of issue and the amount of pressure accompanying
new issues of equity was 5.0 percent.

Table 2-X of Exhibit C-6 sets forth the estimated rela-
tionship between allowed rates of return on average book equity

and the market-to-book ratio for Sierra using the following
assumptions:

1. Current dividend per share $ .86
2. Book value at February 28, 1973 12.50
2. Expected coverage rate in growth

to infinity in capital 10.0%
4. tarket pressure and costs of new

issues 5.0%
5. Infinite horizon - quarterly

compounding

The estimated rate required on book equity to attain fair
market-to-book ratio is derived from the Table 2-X and is set forth
cs follows in Table 2-Y of Exhibit C-6:

Target Estimated Requized
Market-to~Book Ratio Rate on Averure Yook Equity

1.5% 12.57% - 16.2%
2.0 13.4 - 15.0
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Professor Robichek's final recommended range of allowed
rate of return on average book equity which appears in Table 2-Y
of Exhibit C-6 is 13.3 - 13.8 percent. Professor Robichek believes
a rate of return on average book equity within such range would
result over time in a market-to-book ratio between 1.5 and 2.0.

Counsel for Sierra points out (1) that Professor Robichek's
approach avoids the cirecularity of reasoning which is evident
when support for a given rate of return rests on the ground that
other utilities of like size and capitalization have a correspond-
ing rate of return, (2) it recognizes that fact that market value,
not book value, determines whether a present potential investor
will invest and it gives recognition to the ratio which should
exist between market and book values, and (3) it determines fair
rate of return through the exercise of discretion withim a range
determined as the numerical result of a well-reasoned formula.

The Commission staff rate of return witness prepared

Exhibit C-25, his direct testimony, and Exhibit C-26 which contains
28 tables and 3 charts. The following is a listing which details
the groupings of the tables and charts in Exhibit C-26:

Group Tables Charts
Interest Rates and Debt Issues 1 -6 2-A
Preferred Stock 7

Common Equity, Including Earnings
Rates and Comparisons 8§ - 11 8-A

Financing and Capital Structure 12 - 13

Earnings Rates on Average Total
Capital and Comparisoms 14

Average et Plant Tnvestment, Revenues,

Expenses, and Net Operating Income
and Comp&risons 15 - 21

Average Customers and Per Customer Net
Plant Investment, Revenues, Expenses,

and Net Operating Income and
Comparisons 22 « 26

Rate of Return Schedules 27 - 28
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Table No. 1 shows levels and changes in bank prime rate
and Federal Reserve Bank discount rate for the period 1969 through
late 1973. It illustrates the slackening in rates during 1971,
with comparxative stability from late 1971 through 1972 and the
intensive climb to new peaks during 1973. The last prime rate figure

shown in the chart is 9-3/4 percent and last discount rate is 7-1/2
pexcent,

Table No. 2 contains data from Moody's Bond Suxvey
relative to yields on newly issued public utility bonds for anm
approximate two-year period, late 1971 through late 1973, as well
as yields on seasoned issues. The yields onnewly issued Baa securi-
ties range from 7.625 to 8.50 percent, the last being 8.50 percent.
The yields on seasoned issues range from 7.77 to 8.62 percent;
the last being 8.62 percent.

Table No. 3 shows trends in interest rates as reported

in Federal Reserve Bulletins, yearly for 1963-1972, and montihly
from January 1972 through mid-1973,
Table No. 4 shows trends in nominal interest rates for

eight major California utilities, and Sierra. The period covered
is from 1963 to 1972. The nominal rate has been developed by
dividing interest charges for the year by the average beginning
and end-of-year long-term debt and short-term debt for capital
purposes. The nominal interest rate for Sierra has increased
from 4.54 perceant in 1963 to 6.21 in 1971 and 5.78 percent
in 1972. The staff witness testified that increased debt costs
n2ve been a mejor factor in the higher rate of return recommendation.
He further stated that the pattern for 1973 is equivalent to or
higher than the two earlier years.

In Table No. 5 the composite effective rate rfor loung-term
ekt has been calculated to be 6.82 percent as of December 31, 1974.
This includes a proposed issue of $25,000,000 for 1974. The rate
for this issue has been considered as 8.25 percent. Short-term
requirements estimated as of December 31, 1974 at a rate of 7.50
pexcent are also éhown, with a resultant total rate of 6.93 percent.
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Table No. 6 compares interest coverage for Sierra with
that of 10 electric utilities and 14 combination gas and electric
utilities for the five years 1968-1972. This is an after-income
taxes computation, and, since it includes bank loans, results in
a slightly lower coverage than if restricted to bonds. It indicates
a lower coverage for Sierra than the averages for the two other
groups. The five-year average for Sierra was 2.17, and the high,
low, and median during the five-year periodwere 2.35, 1.99, and
2.13 respectively.

Table No. 7 presents the dividend rate for preferred
stock as of December 31, 1974. Premiums or discounts on the sales
of these issues have not been considered since they have been charged
to surplus. The rate has been computed as 6.67 pcrcent.

Table No. 8 - Common Stock Book Value, Earnings and
Dividends contains various statistics relating to Sierra's common
stock over a ten-year period, 1963-1972, on a year-end basis. A
review of the table indicates that during this period book value
increased 138 percent; net earmings after preferred dividends
increased 139 percent; dividends paid on common stock increased
155 pexcent; earnings to book value percent increased .05 percent;
dividends to book value percent increased 7 percent; the dividend
payout ratio increased 7 percent; shares outstanding increased 26
percent; book value pexr share increased 89 percent; earnings per
share increased 90 percent; and dividends per share increased 102
percent. Earnings for common in this period amounted to $46,642,000.
Dividends for common amounted to $27,495,000. Retained earnings
then amounted to $19,147,000. The payout ratic for the period was
59 percent and the percent of increase in book value of common
through earnings retention was 52 percent.
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Table No. 9 - Common Equity Ratios shows common equity
ratios for Sierra and the 10 electric utilities and 14 combination
utilities on a trend and five-year average basis for the years 1968-
1972. 1t reveals quite clearly that Sierra's equity ratio has been
on the low side, which combined with their high debt ratio has not
been helpful in maintaining a good debt rating. During this five-
year period the high, low, and median common equity ratios of Sierra
were 31.51, 29.97, and 30.22, respectively. In its present appli-
cation Sierra has shown a projected equity ratio of about 31.5
pexcent for December 31, 1974,

Table No. 10 compares earnings rates on average. common
equity for Sierra with the other groups on a trend and five-year
average basis. The 10.95 percent figure for Sierra in 1972 is just
prior to their rate application determinations by the Nevada and
California Commissions which occurred in late 1972 and January of

1973, respectively. For the five years 1968-72 the average and. the
high, low, and median earnings rates were as follows:

14 Combination
10 Electric Gas & Electric
Sierra Utilities Utilities

S-Year Average 11.917% 12.427, 12.,37%
High 12.67 17.09 15.29

Low 10.95 9.12 8.11
Median 12.11 12.43 12.80

Table No. 1l sets forth dividend payout xratios foxr Sierra
and the other groups. Sierra's payout ratio is consistently lower
than that for the other groups.

Table No. 12 sets forth financing data for Sierxa for the
period 1963-72 segregated as to internal and external sources. During
this period internal financing represented 31 percent and extermal
financing represented 69 percent of the total financing.
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Table No. 13 shows the year-end capital structure for ,
Sierra for the period 1963-72 and the average for the period which
was 60.32 percent for long-term debt, 8.70 percent for preferred
stock, and 30.99 percent for common equity. Sierra has constantly
maintained a high proportion of debt to equity.

Table No. 14 shows the earnings rate on average total
capital for Sierra and the other groups on the trend and five-year
average basis during the period 1968-72 as follows:

14 Combination

Sierra Pacific 10 Electric Gas & Electric
Year Power Company Utilities Utilities

1968 7.437 7.36% 7.16%
1969 7.45 7.46 7.44
1970 7.82 7.97 7.62
1971 7.73 7.78 7.74
1972 7.47 8.02 8.10
S5-Year Average 7.58 7.72 7.61

High 7.82 9.68 9.24
Low 7.43 6.50 6.45
Median 7.47 7.74 7.43

The staff witness pointed out that Sierra's earnings rates on total

cpicel WONE nearly match those of ather gtoups than does its

earnings rates on common equity.

Iable No. 15 tabulates average net plant investment data
on a trend and five-year average basis during the five-year perxriod
1968-72 for Sierra and for its total electric and California electric
departments and for 10 electric utilities and 14 combination zas

and electric utilities. The growth patterns are somewhat similar,
but the California electric department of Sierra has a lower growth

rate than the other growth rates shown in the table.
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Tables Nos. 16 through 18 contain data as‘fo operating
Tevenues, opexating expenses, and net operating income for the
same groups'duting the same five-year period.

Tables Nos. 19 and 20 show dperating ratios and ratios
of operating revenues to average pét plant investment for these
same groups for the five-year perio& 1968-72;

‘Iable No. 21 shows the ratio of net operating income to
average net plant investment for theéefgroﬁps durihg the five-year
period. '

Table No. 22 shows the average numbers of customers for
these groups during the five-year périod. ,

Tables Nos. 23 through 26'cbhcain data on a per customer
basis as to average net plant, operating revenues, operating expenses,
and net operating income for these groups for the same five-year
period.

The ten electric companies and the fourteen combination
gas and electric companies used in the preparation of Exhibit C-26

are:
Combination Companies (14)
Electric Companies (10) Gas and Electric

Central Vermont Public Service Corp. California-Pacific Utilities Co.
El Paso Electric Company Central Hudson Gas & Electric
The Empire District Electric Company Corp.
Hawaiian Electric Company, Inc. Central Louisiana Electric
Idaho Power Company Company, Inc.
Kansas Gas and Electric Company Community Public Service Co.
Nevada Power Company Interstate Power.Company
Public Service Company of Iowa Public Service Company
New Hampshixe Iowa Southern Utilities Co.
Public Service Company of Madison Gas and Zlectric Co.
New Mexico Minnesota Power & Light Co.
Savannah Electric & Power Company Missouri Public Service Co.
Orange and Rockland Utilities,
Inec.
Southern Indiana Gas and
Electric¢ Company
Tucson Gas & Electric Company
The Washington Water Power

Company
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Table No, 27 is a determination of rates of return required
to recover costs of long-term debt and preferred stock at various
assumed returns on common equity as of December 31, 1974, ranging
from 10.00 percent to 12.50 percent. The capital ratios are those
estimated for Sierra as of December 31, 1974. The effective interest
rate of 6.93 percent and the effective preferred dividend rate of
6.67 percent wexre developed in Tables Nos. 5 and 7. The rates of
return shown on Table No. 27 range from 7.88 to 8.67 percent.

Table No. 28 sets forth the staff witness's recommended
rate of return of 8.45 percent to be applied to the legally deter-
mined California jurisdictional rate base of Sierra. A rate of
return of 8.45 percent equates to an 11.80 percent earnings rate
for coumon equity.

The staff witness testified that the return on common
stock equity is a judgment figure which is based, among other things,
on consideration of the following factors: '

(1) The company is a public utility.

(2) The company is subject to regulation.

(3) That the company possesses franchises which
glve it a monopoly in certain services in
4 certain defined area.

(4) The essentiality of the product to the
. publie.

(3) Characteristics of the locality served.
(6) Size of the company.
(7) Capital strxucture.

(&) The financial history and experienced
earnings of the company.

(9) The comparative earnings of other electric
and combination companies.

(10) The requirement for payment of reasonable
dividends.

(11) The effective interest rate on debt.
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(12) Trends in interest rates and interest
coverage.

(13) The fact that the effective interest rate
for the company will continue to increase
even though interest rates appear to be
declining from their apparent peak.

(14) The size of new capital requirements in
the near future.

(15) The growth in plant investment with
resultant need for construction funds.

(L6) The portion of construction expenditures
provided by advances for construction and
contributions in aid of construction.

(17) The relationship of external vs. internal
financing.

(18) The fact of realization of other income
by the utility.

(19) The need for assurance in the financial
soumdness of the utility.

(20) That the utility will be enabled to raise
the funds necessary for proper discharge
of its public duties.

(21) Economic conditions - effects of inflation.

(22) That utilities have been considered by
¢ourts and legislatures as businesses
"affected with a public interest" and
under a duty to offer adequate service
at "just and reasonable' rates.

That such rates must give consideration
to both consumer and investor interests.

The desire of the government and the public

to control inflation. This need has resulted

in the 90-day "freeze'" directive of 1971 and

the subsequent wage and price control dixectives.
Utilities have been exempted from Phase IV
governmental controls; however, the criterion
that the increase will achieve the minimum rate
of return needed to attract capital at reasonable
costs and not impair the credit of the public
utility is still a key factor.
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»

The staff witness stated that the 8.45 percent rate of
Treturn recommendation is at the lower end of a range of 8.45 percent
to 3.60 percent which he would consider reasonable if he were going
to recommend a range. The staff witness has determined that 8.45
percent is the minimum rate of return needed to attract capital at
XYeasonable costs and not impair the credit of the public utility.
He testified that this result is removed from the realm of circula-
rity by his use of judgment and consideration of factors other
than the statistical ones.

In its brief Sierra points out that to justify his recom-
mended rate of return on common equity the staff witness has com-
puted that such rate results in a 2.65 times interest coverage, and
that such interest coverage compares favorably with the averxage
interest coverage of utilities issuing bonds which carry Moody's
Baa rating. However, the staff witness used only bonded debt to
arrive at the 2.65 interest coverage whereas Moody's, to determine
interest coverage of the bonds it rates, uses all interest, both
long-term and short-term. Applying Moody's method of determining
times interest coverage, the result for the staff's 11.80 percent
return on common equity as developed in Exhibit No. C-44 is not
2.65 but only 2.15 times interest coverage.

The Commission staff in its brief points out that in
Decision No. 81919 in Application No. 53488 the Commission granted
Southern California Edison Company a 12.25 percent retuxrn on common
equity, but nevertheless the common stock is still priced below
its book value. This is a clear indication that this Commission
should consider increasing rather than lowering the return which
it allows on common equity.

In our opinion, however, the 14 percent return on common
equity and 9.1 percent rate of return on rate base sought by Sierra
are too‘high and the 11.80 percent return on common equity and 8.45
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percent rate of return on rate base recommended by the Commission
staff are too low. The Commission williadOpt a 13.0 percent return
on equity and an 8.84 percent rate of return on rate base as reason-
able in this proceeding. The 13.0 percent return on equity is also
below the range of 13.3 - 13.8 percent for return on equity recom-
wended by Professor Robichek. This Commission is concexmed with
the market value of Sierra's common stock insofar as such market
value at the time of issue of new common stock affects the return
on equity capital to Sierra's investors, both current and embedded,
but this Commission is not required to establish a rate of return
on rate base and a return on equity which over a period of time
will result in a market-to-book ratio for Sierra's common stock
between 1.5 and 2.0, and, in fact, could not assure such a result
any moxe than King Canute could control the tides.
II. Results of Operation

Exhibit C-40 is an exhibit submitted by Sierra which
compares the results of operations for the test year 1974 as
estimated by the Commission staff and as estimated by Sierra, and
shows the adjustments which are necessary to reconcile the differ-
ences between the estimates.

The following table shows the estimates of Sierra shown
on Exhibit C-40, the adjusted estimates of the staff shown on
Exhibit C-46, and the differences between the two estimates:
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TABLE II-1

Sierra Pacific Power Company
Electric Department - State of California
Results of Operations
1974 Test Year as Estimated

Sierra
Sierra's Exceeds

Estimates staff b

Staff's

Particulars Estimates

EX. C-46 Ex. C-40
$ 7,793,300 $ 7,819,600 $ 25,300

Operating Revenues

Operating Expenses
eration intenance

Yroduction

2,682,300 2,738,500 56,200

Transmission
Distribution
Customer Accounts
Sales

Adm. & General

30,500
406,500
285,700

29,400
357,141

31,300
429,200
292,700

85,300
415,900

800
22,700
7.000
29,900
58,759

Total Opern. & Maint. 3,817,541 3,992,900 175,359

Depreciation & Amortization 859,111 859,400 289
Taxes Other than Income Taxes 547,224 623,300 76,076
Income Taxes 380,348 410,600 30,252
Annualization of Wages & Salaries - 27,800 27,800

Total Operating Expenses 5,804,225 5,914,000 309,776
Opexating Income 2,189,076 1,905,600 (283,476)
Rate Base 26,314,280 26,774,300 460,020
Rate of Return 8.327% 7.12%  (1.20)%

A, Should the 1974 Sierra budget be used for (1) Account
922, Administrative Expenses Transferred Credit, (2) Administrative
General Expenses Capitalized, which is a tax deduction, and (3)
the tax deduction for interest charges, and the 1972 budget for all
other estimates? _

The results of operations study of Sierra was based upon
1ts 1972 budget which was the available budget at the time the
exhibits wexe prepared. Generally the staff proceeded on the same
basis in making its estimates. Howevexr, after the staff received
Sierra's 1974 comstruction budget it used the new budget for 3 items,
namely (1) for Account 922, Administrative Expenses Transferred
Credit, (2) for the corresponding item of Administrative General




A. S4154, 53030 JR

Expenses Capitalized, and (3) for the Tax Deduction for Interest
Chaxges. To be consistent the staff witness should also have used
the 1974 budget to make adjustments to the staff estimates for

rate base, ad valorem taxes, tax depreciation, and book depreciation.
Since the staff did not make these adjustments, the adjustments to
the staff estimates, shown in the column entitled Adjustments of
Exhibit C-40, to Administrative & General Expense will be made Co
keep these estimates on a consistent basis with the staff's estimates
for rate base, ad valorem taxes, tax depreciation, and book depreci-
ation. The staff has concurred with the $7,000 adjustment to its
revenues estimate, shown in the colum entitled Adjustments of
Exhibit C-40, and has made the adjustment in Exhibit C-46.

B. Should Sierra's estimates for production expense
which reflect Sierra's power supply dispatch based upon the need
for spinning reserve, area requirements,and economic loading be

adopted in lieu of the staff's estimate?

Sierra points out that Sierra's power supply dispatch
was prepared by a computer program based upon the need for spinning
reserve, area requirements, and economic loading. The staff
reduced Sierra's estimate on the ground that the need for peaking
generation during the summer months of 1974 would be reduced because
Tracy Unit No. 3 would start a roll-out period then. The evidence,
however, shows that the Tracy No. 3 will not be available on a firm
basis until October 1, 1974. Further, it is improper to eliminate
tie thermal generation from oil-fired gas turbimes in all but two
months of the year, because there must be some generation from them
each month even if it is just for preventive maintenance purposes.
Also, the use of oil-fired gas turbines and diesels as projected
by Sierra is necessary to maintain sufficient spinning reserve
regardless of the availability of Tracy Unit No. 3. Moreover, the
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requirements of the eastern half of the Sierra system is such that
oil-fired diesels must be used to take care of local requirements.
In view of this evidence the staff estimates of production expense
should be increased by $7,600 as shown in column (1) on page 1 of
Exhibit C-40.

C. Should flume replacement be capitalized or treated
as a maintenance expense”?

The staff witness removed $75,000 attributable to flume
replacement because he believed that such cost should be treated
as maintenance expense. The evidence, however, shows that (1) Sierra
has a regular flume maintenance program involving costs which are
expensed; (2) the flume sections which are approximately 16 feet
long are considered a unit of property under the Califoxnia Public
Utilities Commission Uniform System of Accounts and Sierra has
consistently capitalized such units when replaced; (3) Sierra has

embarked upon a program of replacing sections of flume, and (4) it

1s proper to capitalize rather than expenée the replacement of the
flume sections.

The staff estimates should be adjusted by reducing pro-
duction expense by $6,600 and by increasing rate base by $75,000
as shown in column (2) on page 1 of Exhibit C-40.

D. Should the staff's proposal for reducing sales expense
be adopted?

The staff recommends that an estimate of $2.00 per cus-
tomey per year, or approximately $55,400 for its 27,700 California
ratepayers, for advertising expenses which are included in sales
expense be adopted by the Commission as reasonmable.

On page ll-1 of Exhibit C-21 is a table which shows the
sales expenses for electric utilities on a per customer basis which
have been included by the utilities in their applications or by
this Commission in a decision, as follows:
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Application
or
Utility Decision $ /Customer

San Diego Gas & Electric (Electric) A.53945 $1.76

Southern California Edison
Company (1973) D.79838 1.85

Cal-Pacific (Susanville) A.53884 .72

Pacific Gas & Electric Co.
(Electrie) A.54279 1.36

Sierra Pacific Power Company A.54154 3.08

Sierra contends that its conservation program, the cost of
which is included in sales expense, is justified and is consistent
with and responsive to Ordering Paragraph 4 of the Commission's
Decision No. 82305, which states:

"All respondent electric utilities are directed
Lo inform all of their customers, whether or
not such customers may be otherwise affected
or covered by the prohibition or curtailment
Provisions contained in Appendix 'A', of the
urgent necessity of their achieving a 15%
cutback of usage. Such information shall
Contain to the extent practicable, specific
Tecommendations as to the mannmer in which
such reduction may be achieved for each
¢lass of customer and shall specifically
include for residential customers informa-
tion regarding the relative electricity
requirements of the various types of standard
household appliances."

A Slerra witness testified that Sierra cannot continue
its successful efforts in the conservation of energy unless the
reduction in sales expenses proposed by the staff is eliminated.
Sierra further contends that the staff estimate for sales expense
was made without examining whether the other utilities allocated
public relations and conservation programs to sales expense or to
other accounts. Sierra further points out that the staff witness
testified that information disseminated by Sierra regarding
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curtailment is not advertising and sinould be charged to customers'
accounting expense. The staff did not allow any such expense,
however, as Sierra did not submit & proposed curtailment advertising
program for considerationm.

We are of the view that the staff's approach in reducing
sales expense is proper. The evidence submitted by Sierra does
not satisfactorily explain why it should be allowed $3.08 per year
per customer for sales expense when the maximum sales expense shown
for other electric utilities per year per customer in the table
above is only $1.85. The $29,900 addition to Sales Expense, the
$9,000 addition to Administrative and General Expense, and the
$18,700 reduction in Income Tax shown in column (3) on page 1 of
Exhibit C-46 requested by Sierra will not be authorized.

E. Should Sierra's budget estimates based on historical
data as revised for known changes be adopted or should the staff's
estimates based on the least squares method be adopted?

\ Sierra's estimates of operating expenses were based upon
historical budget data adjusted for nonrecurring items and kmown
changes. Historical periods of five to ten years were used.

Exhibit C-43 compares the budget estimates with actual
experience for the years 1966 through 1972, inclusive. For Siexra's
Electric Department the percentage of accuracy was as follows:

1966: Actual was lower by .26 pexcent.

1967: Actual was higher by .94 percent

1968: Actual was higher by .87 percent.
1969: Actual was higher by 1.82 percent.
1970: Actual was higher by .83 percent.
1971: Actual was higher by .51 percent.
1972: Actual was higher by 1.l5 percent.

The .budgets which were used were total Sierra budgets
and not California budgets. The California portion of the budget
estimates and actual expenses was determined through allocations.
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The staff in developing its estimates employed the least
squares trends of recorded and adjusted data. Such method has
been used for many years by the staff in developing estimates for
formal rates proceedings.

In view of the historical accuracy of the budget estimates
of Sierra and the fact that such estimates were lower than the
actual expenses of Sierra for the years 1967-72, the adjustments
te the staff expense estimates requested by Sierra and shown in
column (4) on page 1 of Exhibit C-40 will be adopted by the Commis-
sion in this proceeding as follows: Reduce production expense
$1,100, increase transmission expense $800, increase distribution
expense $22,700, increase customer accounts $7,000, increase admin-
istrative and general expense $9,000, increase depreciation and
amortization expense $400, and increase taxes other than income
taxes $8,000. The rate base will be increased $61,700.

F. Should Sierra's or the staff's treatment of California
ad valorem taxes be adopted?

For 1974 Sierra estimated the ad valorem taxes for July 1,
1974 to June 30, 1975 and used that figure for the test year 1974.
The staff in its estimate used the actual tax for the fixst half
of 1974 and one half of the estimated tax for the period July 1, 1974
to June 30, 1975 for the second half of 1974. Also the accrued but
unpaid ad valorem taxes have been amortized over a five-year period
and the amortized amount was deducted from rate base. This wethod
of handling ad valorem tax was adopted by this Commission in Decision
No. 80432 issued August 29, 1972 in Application No. 52800 of San .
Diego Gas & Electric Company. Sierra's property located in the State
of Nevada is accorxded a similar treatment by the Nevada Public Service
Commission based upon a recommendation of the staff of the Federal
Powexr Commission.
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The staff's estimate of ad valorem taxes and the adjust-
ment to rate base for amortized accrued ad valorem taxes will be
adopted. The adjustments to the staff's estimates appearing in
column (5) on page 1 of Exhibit C-40 requested by Sierra will not
be made.

G. Should Sierra's or the staff's estimate of regulatory
expense be adopted?

Sierra contends that the staff's estimate for regulatory
expense should be increased by approximately $11,700 to reflect
the average cost of rate proceedings over a two-year period.

The staff points out that the additional amount of
$11,700 is the difference between amortizing the costs of this pro-~
ceeding over a period of two years versus over a period of three
years. The staff contends that its estimate for regulatory expense
1s reasonable for the following reasons:

1. 1In the last Sierxa rate proceeding in Decision No. 89865
ln Application No. 53030 the Commission adopted a four-year period
of amortization of regulatory expenses which was recommeaded by
the staff. :

2. Also in Decision No. 89865 the Commission excluded regu-
latory expenses related to Nevada proceedings, as recommended by
the staff. In this proceeding the staff has included $2,900 for
Xevada regulatory expenses allocated to California. The staff
contends that this more than offsets any deficiencies remaining
from the last rate case on an amortized basis.

3. The staff does not foresee a requirement for Sierra's
witnesses Bixrd, Heim, McGrath, and Robichek in future proceedings.

The staff's estimate for regulatory expense will be
adopted as reasonable and consequently the adjustments to the staff's
estimates which are shown in column (6) on page 1 of Exhibit C-40
and requested by Sierra will not be made.

-28-
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H. Does the effect of the natural gas shortage on Sierra's
operations offset any savings accruing to Sierra from the Commission's

curtailment prozram’

Sierra has pointed out that because of the energy cxisis
and the Commission's directive to utilities to curtail production,
the staff made adjustments to Siexra's results of operations to
reflect 2 savings which the staff estimated would result from not
having to generate so much power at inflated fuel costs. The evidence,
however, shows that Sierra will have to buy more ofl and more gen-
erated power from Pacific Gas and Electric Company than was origi-
nally estimated because of the curtailment in the supply of natural
gas. The reduction in revenues resulting from the energy conservation
program will therefore be greater than the reduction in fuel costs
to produce such energy. Although Sierra may receive additional
revenues by reason of its fuel adjustment clause for increases in
the price of fuel oil, the fuel adjustment clause does not permit
an increase in rates by reason of imcreases in production costs
which result from a reduction of the percentage of electricity
generated from natural gas and an increase in the percentage of
electricity generated from higher priced fuel oil and an increase
in the percentage of electricity purchased from Pacific Gas and
Electric Company for resale.

The Commission will increase the staff's operating revenues
$26,300 and add $56,300 to the staff's estimate of production expense
as shown in column (7) on page 1 of Exhibit C-40 and as requested by
Sierxa.

I. What effect did the rate increase granted by the Nevada
Commission have upon the California franchise tax?

In the exhibits attached to the application Sierra's
estimate of California franchise tax was based upon the increase in
revenues which Sierra anticipated as the result of a rate proceeding
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before the Nevada Public Service Commission. When a lesser amount
was authorized and put into effect in September 1973, Sierra made

a corresponding adjustment for California franchise tax which is
reflected in column (8) on page 5 of Exhibit C-40. The staff in

its original estimates did not reflect the effect on California
franchise tax of the Nevada Commission's rate increase decision.
However, upon learning that the Nevada rate increase had in fact

gone into effect in September 1973, the staff agreed that the adjust-
wment should be made.

The $15,500 adjustment to the California franchise tax
due to the Nevada rate increase has already been included in the
staff's revised estimates shown on Exhibit C-46.

J. Is Sierra's estimate of 1974 wage expense based upon
annualization of increases within the official Wage and Price
Commission guideline reasonable?

The staff witness testified that the staff did not annual-
ize an anticipated wage increase of 5-1/2 percent expected to be
effective as of May 1974, because the Sierra estimates which were
the basis for the staff estimates already included a 6 percent wage
increase for 1974, Sierra has not satisfactorily explained why
a 5-1/2 percent wage increase, to be effective as of May 1974,
should be added to its estimate for wage costs which already include
a 6 percent increase for 1974. The adjustments to the staff estimates
set forth in column (9) on page 1 of Exhibit C-40 will not be made
by the Commission.
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K. Should the tax benefits of (1) accelerated depreciation
(including asset depreciation range) on expansion property acquired
subsequent to the 1970 election and (2) job development investment
credit be normalized as proposed by Sierra or should the staff's
proposal to flow through such benefits to the ratepayer be adopted ,
by the Commission? ’

Section 167 of the Intermal Revenue Code wihich granted o///
persons including public utilities the option of selecting either
straight-line depreciation or accelerated depreciation for income
tax purposes was enacted in 1954, 1In 1960 this Commission in
Decision No. 59926, 57 CPUC 598, decided that the tax savings
realized by a utility through the use of accelerated depreciation
in coﬁputing its income taxes should flow through to its ratepayers.

The 1969 Tax Reform Act amended Section 167 of the Internal
Revenue Code to provide as follows:

"(1) Reasonable Allowance in Case of Property of Certain
Utilities. =~ ‘

% % %

"(2) Post-1969 Public Utility Property. - In the
case of any post-1959 public utility property,
the term 'reasonable allowance' as used in
sugsection (a) means an allowance computed
under -

"(A) a subsection (1) method, [straight line].

"(B) a method otherwise allowable under this
section 1f the taxpayer uses a normalization
method of accounting, or

"(C) the applicable 1968 method, if, with respect
to its pre-1970 public utility property of the
same (or similar§ kind most recently placed in
sexvice, the taxpayer used a flow-through method
of accounting for its July 1969 accounting period.

* Kk %
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"(4) Special Rules as to Flow-Through Method. =

"(A) Election as to New Property Representing
Growth in Capacity. - If the taxpayer makes
an election under this subparagraph within
180 days after the date of the enactment of
this subparagraph in the manner prescribed
by the Secretary or his delegate, in the
case of taxable years beginnin% after
December 31, 1970, paragraph (2)(C) shall
not apply with respect to any post=-1969
public utility property, to the extent °
that such property constitutes property
which increases the productive or operational
capacity of the taxpayer with respect to the
goods or services described in paragraph (3)(4)
(Public Utility Property] and does not repre-
sent the replacement of existing capacity."

The record in this proceeding shows that oan June 29, 1970,
Sierra made an election pursuant to Section 167(1)(4)(A) of the
Internal Revenue Code, and on December 17, 1970, the Internal Revenue
Service acknowledged acceptance of Sierra's election.

On Januaxy 26, 1972, the Nevada Public Service Commission
notified Sierra that the Nevada Commission had no opposition to
Sierra's use of accelerated tax depreciation with the normalization
wethod of accounting for the purpose of computing its depreciation
allowance for federal income tax purposes on eligible "post-1969
property' effective on and after Januaxry 1971.

The Federal Power Commission (FPC) on May 17, 1970 dissued
Order No. 404, which included a general policy that the FPC would
permit utilities to normalize with respect to post-1969 expansion
property.

The Revenue Act of 1971 allowed the Asset Depreciation
Range System (ADR) which permitted furthex liberalization of depre-
clation for machinery, equipment, and certain other utility property.
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Sierra.elected on Scptember 15, 1972 to use the ADR system, and

thls election allowed Sierrc to use the shorter tax depreciation

lives permitted undexr the ADR system. V//
The Revenue Act of 1971 also restored the investment tax

c¢redit undex the title Job Development Investment Credit (JDIC). The
lnvestuwent tax credit under the 1962 Investment Tax Credit Act had

been terminated for properxty acquired on or constructed aftexr
April 18, 1969 by the Tax Reform Act of 1969. The 1971 Act estab-
lished the credit at 4 percent'for public utilities and made some
other changes in useful lives and carry-over provisions.

A section was also added to the Internal Revenue Code
allowing public utilities three election options. An election was
required to be made not later than March 9, 1972, and if no election
were made, Option 1 would apply. Sierra, on March 7, 1972, made
its election to use Option 2 which provides that the job development
investment tax credit is available if amortized ratably to income
above the line over the useful life of the property used for
book depreciation purposes. No reduction is to be made in rate
base.

Pursuant to Decision No. 83014 dated Jume 18, 1974, these
wmatters were reopemed snd cet for further hearing for the purpose of
receiving into evidence those amended regulatiorns approved by the
Commissioner of Internal Revenue on May 29, 1974, pertaining to the
depreciation allowance for property of certain public utilities
and an exhibit based on pro forma normalization of accelexrated

depreciation, and for the purpose of giving the parties an oppor-
tunity to present evidence and arguments pertaining to the validity
of the regulations and their applicability to depreciatiom, asset
depreciation range,and job development investment credit,

and the effect on the rate base and the results of operations of
Sierra during the test year 1974. The amended regulations were
received in evidence as Exhibit C~49. Staff Exhibit C-50 contains

-33-
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the pro forma normalization approach as well as the staff-recom-
mended situs flow-through method already in evidence. Sierra
offered Exhibits C-52, C-53, C-54, and C-55 in support of its
position.

The staff urges that situs flow-through be adopted by
this Commission for Sierra.

On July 23, 1974, this Commission in Decision No. 83162
in The Pacific Telephome and Telegraph Company (PT&T) cases granted
PI&T normalization. However, the staff contends that there is a
majoxr distinction between Sierra and PT&T in that Sierra has been
on flow-through since 1964, whereas PT&T made its election after
the passage of Section 441 of the Internal Revenue Code. Addition-
ally, Sierra did not notify this Commission of its intention to
elect normalization in 1970 but presented the Commission with a
fait accompli when it filed Application No. 53030 in 1971, amended
in 1972, and only then gave notice of the fact of its election to
normalize without prior Commission authorization. Furthermore,
1f Sierra, formerly a flow-through company, is permitted to normalize,
it will be the only power utility in California being authorized
to do so. Finally, the staff contends Section 1.167(L)-3 of the
IRS Regulations makes it clear that if this Commission applies situs
flow-through to that portion of Siexra's property located in
California (15%), Sierra would have no difficulty with the Intermal
Revenue Service with regard to normalizing the depreciation on the
portion of its property (85%) located outside of California.

In these two applications Sierra seeks approval for the
normalization of tax deferrals resulting from accelerated depreci-
ating and asset depreciation range in the computation of federal
income taxes. Sierra contends that neither the situs flow-through
trxeatment proposed by the staff nor the pro forma normalization
treatment referrxed to in the Commission's Decision No. 83014 issued
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June 18, 1974 mecets the requirements of the Internal Revenue Code

or the Treasury Regulations adopted thereunder necessary to prevent
Siexra from being forced to pay federal income taxes based on
straight-line depreciation.

Similarly, Sierra has based its two applications on
ratable or service life flow-through of Job Development Invest-
ment Credit. Sierra contends that unless the Commission approves
such treatment Sierra will lose all entitlement to the investment

tax credit for all open years.

Sierra in its brief points out that the Commission in
Decision No. 83162 in the PT&T case recognized that i1f flow-through
Or any ratemaking treatment of accelerated depreciation other than
the normalization method required by the Internal Revenue Code and
related regulations were used by the Commission for ratemaking
purposes, the effect would be to remove the availability for federal

tax purposes of accelerated depreciation and asset depreciation
range. In such cases taxes would have to be paid on a straight-line
basis and the benefits which would arise from accelerated depreciation,
including the asset depreciation range, would not be available to
the utility and its ratepayers. In Decision No. 83162, the Commis-
sion also concluded that it would be too risky to apply "pro forma
normalization" for ratemaking because such treatment might ultimately
be found to lie outside the meaning of "mormalization method of
accounting' as that term is used by Congress and implemented by
Treasury Regulations.

Sierra contends that the equities are more in favor of
Sierra than PT&T in allowing accelerated depreciation with normali-
zation for ratemaking purposes because Sierra was on accelerated
depreciation with flow-through prior to the election permitted by
the Code,whereas PT&T was on straight-line depreciation.
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Sierra contends that Section 167(1)(3)(G)(i) of the
Internal Revenue Code provides that Sierra cannot use accelerated
depreciation for tax purposes if flow-through is used by this
Commission to establish Sierra's cost of service for ratemaking
purposes. As to post-1969 expansion property, i.e., property which
became utility property after December 31, 1969, and represented
growth in production or operational capacity, Sierra asserts that it
may use accelerated depreciation only if a normalization method of
accounting is used.

The "class life-asset depreciation range' (ADR) system
of depreciation was established in 1971 by the enactment of Section
167(m) of the Internal Revenue Code, which makes the use of such
system subject to "such conditions as may be prescribed by the
Secretary [of the Treasury] or his delegate by regulations". Sierra
points out that the final regulations adopted on April 20, 1973
do require normalization of ADR benefits as a condition to their
use. Treasury Regulation Section 1.167(a)-11(b) (6) (i) provides:

"...such wroperty shall be eligible property...
only if the taxpayer normalizes the tax deferral
resulting from the election to apply this section".

Section 167(1)(31)(G) of the Internal Revenue Code provides
as follows:

"{G) Normalization Method of Accounting. - In order to use
a normalization method of accounting with respect to any
public utility property -

(1) the taxpayer must use the same method of
depreciation to compute both its tax expense and
its depreciation expense for purposes of estab-
lishing its cost of service for ratemaking
purposes and for reflecting operating results
in its regulated books of account, and

"(ii) if to compute its allowance for depreciation under
this section, it uses a method of depreciation other
than the method it used for the purposes described in
clause (i), the taxpayer must make adjustments to a
resexve to reflect the deferral of taxes resulting from
the use of such different methods of depreciation.”

-36-
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Sierra points out that sentence (i) above provides that
the taxpayer must use the same method of depreciation to compute
both its tax expense and its depreciation expense for purposes of
establishing cost of service for ratemaking purposes. Sierra contends
that sentence (ii) requires that if for tax-paying purposes acceler-
ated depreciation is used, the deferral of taxes resulting from the
use of such method must be reflected by adjustments to a reserve
to reflect the deferral of taxes resulting from the use of such
accelerated depreciation for tax purposes as opposed to the use of
straight-line depreciation. The reserve amount must be the tax
deferral amount which results from the use of straight-line depreci-
ation for cost of service but accelerated depreciation for tax-paying
purposes. Thus the inclusion of amounts in the reserve relating to
periods beyond the test period as provided in pro forma normalization
would be improper because such amount is not the tax defexrral result-

t ‘ . ' )
ing from the use of straight-line depreciation for cost of seyvies

and accelerated depreciation fox tax-paying purposes. Only Lf the

same period of time is used to calculate the reserve and to calculate
depreciation expense and tax expense will the reserve reflect the

deferral of taxes resulting from the use of the two different
methods of depreciation.

In the recent PT&T case (Decision No. 83162, p. 63) this
Commission said:

"We agree...that the deferred tax reserve may be an
estimate, and, if it is, it must be an estimate of
the amount of the reserve for deferred taxes for
the period used in determining the taxpayer's cost
of service for ratemaking."

We agree with Sierra that the staff's situs flow-through
recommendation does not qualify as normalization within the meaning
of the Internal Revenue Code. The staff's situs flow-through recom-
mendation would involve using accelerated depreciation to calculate
tax expense for ratemaking purposes and straight-line depreciation
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to calculate depreciation expense for ratemaking purposes. Hence,
different methods are used instead of the sawe method as required

by sentence (1) quoted above. It follows that if the staff situs
flow-through is adopted, there will be no normalization as that term
is used in the Internal Revenue Code, and Sierra will be required

to pay taxes on a straight-line basis, thus losing the benefit of
accelerated depreciation.

Pro forma normalization as the Commission has used the
term in exploring alternatives for computing taxes through the use
of accelerated depreciation contemplates using a one-yeax test period
for calculating the various items, except the deferred tax reserve,
used in ratemaking and caleulating the deferred tax reserve resulting
from the use of accelerated depreciation for a point in the future
beyond the test period by averaging the extraordinary accumulation
in the deferred tax resexve over a pexiod, such as three years, that
the rates are expected to be in effect.

Section 1.167(1)-1(h)(6)(1i) and (ii) of the Treasury
Regulations provide:

"(6) Exclusion of Normalization Resexrve from Rate Base.
"(i) Notwithstanding the provisions of subparagraph (1)
of this paragraph, a_taxpayer does not use a normaliza-
tion method of reguIateg accounting if, for ratemaking
purposes, the amount of the resexve for deferxred taxes
under Section L67(L) which is excluded from the base
to which the taxpayer's rate of return is applied, ox
which is treated as no-cost capital in those rate cases
in which the rate of return is based upon the cost

of capital, exceeds the amount of such reserve for
deferred taxes for the period used in detexmining the

‘taxpayer’'s expense in computing cost of service in
such ratemaking. mpaasis added.
"(ii) TFor the purpose of determining the maximum amount

of the reserve to be excluded from the rate base (or
to be included as no-cost capital) under subdivision (1)
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of this subparagraph, if solely an historical period
is used to determine depreciation for Federal income
tax expense for ratemaking purposes, then the amount
of the reserveaccount for the period is the amount

of the reserve (determined under subparagraph (2)

of this para%raph) at the end of the historical period.
If solely a future period is used for such determina-
tion, the amount of the reserve acecount for the period
is the amount of the reserve at the beginning of the
period and a pro rata portion of the amount of any
Projected increase to be credited or decrease to be
charged to the account during such period. If such
determination is made by reférence both to an his-
torical portion and to a future portion of a period,
the amount of the reserve account for the period is
the amount of the resexve at the end of the historical
Portion of the period and a pro rata portion of the
amount of any projected increase to be credited or
decrease -to be charged to the account during the future
poxtion of the period. The pro rata portion of any
Increase to be credited or decrease to be charged
during a future period (oxr the future portion of a
part-historical and part-future period) shall be
determined by multiplying any such increase or decrease
by a fraction, the numerator of which is the number

of days remaining in the period at the time such
increase ox decrease Ls to be accrued, and the denomi-
nator of which is the total number of days in the
pexiod (or future portion)."

Since pro forma normalization uses a reserve for deferred
taxes which is in excess of the reserve for the period used by
Sierxa and the staff, i.e., the year 1974, to calculate tax expense
and depreciation expense for cost of sexvice, pro forma normaliza-
tion does not qualify as ‘normalization within the meaning of
the Internal Revenue Code and the regulations issued thereunder.
Therefore, if the Commission were to use pro forma normalization
in this proceeding, Sierra would likely be precluded from using
accelerated depreciation to compute its federal income taxes.
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The executive vice president of Sierra presented extensive
testimonyfand exhibits relating to the advantages of normalization
as opposed to flow-through. This witness testified that normali-
zation would stimulate investment, as desired by Congress, through
the initial increased cash flow genereated, and that it would
improve interest coverxage. He further testified:

"Normalization provides equal rate treatment to
customers of all vintages, whereas £low-through
provides lower rates initially and increasing
rates in the later years of property lives."

This witness pointed out that although there is short-
texm benefit to the ratepayer from the use of flow-through, the
advantages of normalization increase rapidly beginning in the
eleventh year and result in an overall advantage to the ratepayers.

Sierra did not notify this Commission of its intention
to elect normalization in 1970, and,in fact, made its election to
normalize without prior Commission authorization, and we reprove
Sierrxa for its improper action. We acknowledge, however, Sierra's
position that it now has no option but to use normalization. Oux
concern for Sierra's ability to serve its ratepayers with good
service compels us to take Sierra's position on normalization
at this time.

At the hearing on July 8, 1974 the staff moved that an
intexim oxrder be issued prior to September 5, 1974 with respect
to the issue of normalization, in the event the complete rate oxder
is not issued until September 5, or thereafter. Such motion was
based on the staff contention that situs flow-through rather than
normalization should be approved by the Commission. Since the
Commission is adopting normalization in this proceeding, the staff
notion for an interim oxder is denied.

On March 7, 1972, Sierra made an irrevocable election to
have Section 46(e)(2) of the Internal Revenue Code govern its
entitlement to any job development investment credit. Section
46(e)(2) provides:

~40-
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"(2) Special Rule for Ratable Flow-Through. - If the
taxpayer makes an election under this paragraph within
90 days after the date of the enactment of this para-
graph in the manner prescribed by the Secretary or his
dele%ate, paragraph (1) shall not apply, but no credit
shall be allowed by Section 38 with respect to any property
described in Section 50 which is public utility property
(as defined in paragraph (5) of the taxpayer) -

"(A) Cost of Service Reduction. - If the taxpayer's
cost of service for ratemaking purposes or its regu-
lated books of account is reduced by more than a
ratable portion of the credit allowed by Section 38
(determined without regard to this subsection), or

"(B) Rate Base Reduction. ~ If the base to which

the taxpayer's rate of return for ratemaking purposes
is applied is reduced by reason of any portion of

the credit allowable by Section 38 (determined without
regard to this subsection)."

The House Ways and Means Committee Report (H. R. Rep.
No. 533, 92d Cong. 1lst Sess. (1971)) states what will happen if the
Commission f£lows through the credit more rapidly than ratable or
mekes an adjustment to the rate base greater than that permitted
under the option:

"...if a regulatory agency nevertheless flows through
a company's investment credit faster than permitte
under the applicable option or insists on a greater
rate base adjustment than is permitted under the
applicable option, then that company will not be
allowed to take any investment credit."

The Commission recognized this in Decision No. 79873, 73
CPUC 222, 234 (April &4, 1972), when it said:

"Internal Revenue Code Section 46(e)...disqualifies
Pacific for ITC if rates are set on the basis of
flowing through the ITC directly to revenue require-
ments on a current basis."

Sierra points out that the rules applicable to JDIC are

not identical to those of accelerated depreciation. Although the
accelerxated depreciation regulations may allow a projected resexrve

beyond a test year to be excluded from rate base so long as depre-
c¢lation expense and tax expense and other similar cost of service

~41-
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items are projected for an identical period, the JDIC regulations
permit no such averaging concept. There would be a risk of loss
of the JDIC if any ratemaking treatment of JDIC encompassed con-
siderations beyond the test year 1974. Hence, the JDIC impact in
the present case should be limited to that actually occurring in
the test year 1974.

The Commission has determined that the tax benefits of
(1) accelerated depreciation (including asset depreciation range)
on property acquired subsequent to the 1970 election and (2) job
development investment credit should be normalized as proposed by
Sierra.

The increase of $113,700 in the income tax estimate shown
in Table II-2 below and the $289,900 reductionm in rate base set
forth in column (10) on page 1 of Exhibit C-40 will be made by

the Commission.
L. Should a portion of the 230-kv line be deleted from

Sierra's rate base?

The staff in Exhibit C-46 has made adjustments in column
(d) to xeflect the deletion of a 230-kv intertie line with Utah
Power and Light Company. The record shows that the 230-kv line
will not be a part of Sierra's interconnected system during the
year 1974 but will be put in service early in 1975. The staff ad-
justments are proper and will be adopted by the Commission.

M. Should the rate base be credited with a reasonable
amount of start-up power attributable to Tracy Unit No. 3 generation
plant start-up?

Because of the lack of verified data regarding the start-up
of Tracy Unit No. 3, the staff has credited rate base with a reason-
able amount of start-up power attributable to Tracy Unit No. 3
start~up, Exhibit C-46, column (e).
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Sierra's witness testified that for estimating purposes
the Tracy Unit No. 3 plant account was credited with generated
power in the same amount as the chaxge to the plant forvstart-up
fuel and so the credit and the charge would be a ‘washout . He
further testified that the credit for the generated power would
back down PG&E purchased power. However, as Sierra's estimates
for the cost of power purchased from PG&E are based on normal
purchases and are not adjusted for the power generated at Tracy
Unit No. 3, the staff reduction in the amount of $85,917 to the
rate base is proper and will be adopted.

The following Table IX-2 shows the results of operations
which reflect the adjustments approved above and which are adopted
as reasonable in this proceeding:




TABLE I1I-2

Sierra Pacific Power Company
Electric Department - State of California
Results of Operation
1974 Test Year as Estimated at Pregent Rates

{Dollaras in Thousands)

0L0LS “NETHS v

Staff Estimates

Estimates Ad justments b¥ Reason of Resolution of Igsues Adopted by
Ex., C-L6 II-A 11-8 1-C I1I-E I-H Inocome Taxes Commission

Operating Revenues $ 7,793.3 $ - $ $ - $26.3 $ - $ 7,819.6

ypr

Operating Expenses
Production 2,682,3 7. (1.1) 56.3 2,738.5
Transmission 30,5 .8 - 1
Pistribution L06.5 22,7 L29,2
Customer Accounts 285.7 7.0 292,71
Sales 55 . h - 55 » ll
Administrative & Gen,  357.1 9.0 L04L.7

Total Oper, & Main. 3,817.5 38.4 3,951.8

Depr. & Amortization 859.1 .

Taxes other than b 859.5
Income 547.2 8.0 .

Inicome Taxes 380.4 - - - zngl/

Total Oper. Exp. 5,604.2 L6.8 5,860.6

Operating Income 2,189.1 . - 1,959.0
Rate Base 26,314.3 61.7 26,161,1 .

"Rate of Return 8.32% - 7.L9%
' (Red Figure)

1/ The amount of $494,100 is the sum of $46,900 for California
Corporation Franchise Tax and $447,200 for Federal Income
Taxes, which are shown in column 1 of Table II-k below,
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The additional revenue required to produce the 8.84 percent
rate of return on the rate base of $26,161,080 found to be reasonable
in this proceeding is $690,900.

Table II-3 below shows the adopted results of opexrations
at present rates and at the adopted rate of return of 8.8 percent.
Table II-4 shows the calculations of the federal Income taxes which
are included in Table II-3.
' TABLE II-3

Sierra Pacific Power Company
Results of Operations
1974 Test Year
(Dollars in Thousands)

Adopted Revenue Adopted Results
Results at Increase at Adopted
Presont Rates Adjustments Rate of Return

Opsrating Revenues $690.9 $ 8,510.5

Operatin ses
Production . 2,738.5
Transmission ’ 31.3
Distribution 429.2
Qaltomer Accounts 1.92/ 204.6
~les 55.4
Cinistrative & General . 0k 7

Total Operation & Maintenance 3,953.7

Depreciation & Amortization 859.5
Taxes other than Income Taxes . 560.2
Calif. Corp. Franchise Tax 5345
Federal Income Tax . 1.0

Total Operating Expenses 5,860.6 6,197.9

Operating Income 1,959.0 2,312.6
Rate Rase 26,161.1 26,161.1
Rate of Retwrn 7.49% 8.84%

Bxhibit 40, p. 6, line 5, bottom coluamn.

Increase in custonmer expenses uncollectibles =
690.9 x 0.0027 = 1.9

Increase in city and county Zranchise tax =
690.9 x 0.0073 = 5.0

Increase in Calif. Corp. Franchise Tax =
690.9 x 0.0095 = 6.6

-L5—
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TABLE II=L

Sierra Pacific Power Company
Federal Income Tax Calculations

1974, Tast Year

(Dollars in Thousands)

Operating Revenues

Operation & Maintenance Expenses
Taxes other than Income
California Corp. Franchise Tax
Other Tax Deductions

Subtotal
Net Taxable Income

Federal Income Tax at 487

Deforred Taxes

Deferred in Prior Years Credit

Charges Equivalent to JDIC Calif.
Charges Equivalent to JDIC Nevada
Amortization of Inv. Tax Credit Calif.
Amortization of Inv. Tax Credit Nevada

Total Federal Income Taxes

(Red Figure)

Adopted Results

at

Praesent Rates

Adopted Results

at Adopted

Rate of Return

$7,819.6

3,951.8
552.5

16.9
2,716.08
7,267.2

$8,510.5

3,953.7
560,2

53.5
2,716.0

7,283.4
1,227.1

589.0
214.0
(32.2)
8.8
7.6
(8.6)

— (7.8
771.0

1/ From Exhibit 40, p. 6 of 6, line 15, last column.
2/ From Exhibit 40, p. 5 of 6, lines 14-19, last column.
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The staff Results of Operation Report Exhibit C-21 recom-
mends that Sierra be required to:

(a) File withthis Commission operating reports
on a quarterly basis for total Sierra as
well as California jurisdictional operatioms,
such reports to contain the utility's operating
revenues, operating expenses, depreclated rate
base, and rate of return on a l2-month ended
recorded basis, and on a 12-month ended adjusted
basis, for each quarter, using the latest Commission
adopted ratemaking adjustments. Such reports will
materially assist the staff in the preparation of
estimated results of operations.

File with the Commission annuglly the as-allocated
results of California operations by accounts,

such results to be included with and filed at the
same time as Sierra's annual report to the .
Commission.

Gather and compile load data by customer groups
for use in the preparation of cost of service
studies by California jurisdictional customer
groups for use in future rate proceedings.

Maintain its hydroelectric system in top operating
condition to maximize productive use of water and
to utilize hydroelectric production to the fullest.

(e) Revise all of its pole attachment agreements with
cable antennae television companies so as to have
uniform provisions and rates.

The foregoing staff recommendations will be adopted by
the Commission.

In the staff brief the additional recommendation was made
that the Commission recognize the following:

(a) That start-up power shall be accounted for as
intracompany purchased power, to be expensed
in Account No. 557 at a fair energy replacement
value and to be credited to the rate base.

That all fuel consumed during precommercial
operation of a generating unit shall be treated
as a capitalized item.
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(¢) That for future rate cases, whenever start-up
powex is involved, Sierra shall prepare, as
a part of its showing, a documentation of

the reasonableness of the price of the start-up
power,

That whenever unusually small amounts of start-up
energy are shown, this will be interpreted as

a showing that Sierra has decided to minimize
precommercial operation testing for the related
units; and, as such, Sierra should be placed on
notice that it may be held accountable for any
problems arisin§ from operation of such units
which can be related to lack of testing.

As Sierra has had no opportunity to consider this specific
recommendation and to present evidence in support of its own views
on this staff recommendation, the recommendation will not be made a
paxt of the order of this Commission in this decision. Sierra is
placed on notice, however, of the staff's position which, of course,
may again be presented to the Commission in the next rate proceeding.

Siexra is also placed on notice that it should not make
substantial changes in its accounting procedures for ratemaking or
tax computation purposes without prior notification to, and approval
by, this Commission, unless upon extreme emergency the situation
Tequires that a change be made only upon prior notification to, but
without prior approval by, this Commission.

III. What rate spread should be adopted?

The rate structure proposed by Sierra is based largely
upon the existing rate structure which in previous rate proceedings
has been found by the Commission to be just and xeasconable.

In preparing the proposed rate structure for Schedules
A-2 and A-3 Sierra used the basic structure set forth in the present
rate schedules and applied the 17-1/2 percent increase which Sierra
is seeking in this proceeding.
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Safeway Stores has challenged the application of the
17-1/2 pexcent increase to these schedules upon the assumption
that the incremental cost of providing energy for Sierra was .613
cents per kwh. On cross-examination, however, it was developed
that this figure represented the average cost of genmerating power
at a generator, and not the incremental cost of providing power
at the transmission level or at the distribution level. Further,
Safeway did not present any study regarding the effect the rates
proposed by Safeway would have upon Sierra's revenue requirements.
Sierra opposes the lower rates for Safeway on the ground that the
basic structure set forth in the present rate schedules is presumed
to be fair and reasonable since they were adopted by the Commission
in the last proceeding and on the ground that the rate structure
must not be designed to suit one class or another but must be
designed to suit all classes of customers in the most reasonable
manner possible.

The Commission staff also opposes the revisions to the
rate schedules proposed by Safeway in the absence of cost-of-service
studies justifying the proposed revisions. The staff suggest that
the Safeway rate design proposal may well be preferential to certain
large customers and thus shift the burden of much of the increase
to other classes of customers.

Because of the foregoing reasons the rate revisions
proposed by Safeway will not be adopted in this proceeding.

Sierra's outdoor lighting schedule (Schedule No. OL-1)
was challenged by Tahoe Cedars Homeowners Association on the ground
that the charge for outdoor lighting on existing poles included
a retuxn on those poles and that this was unfair because many of
the outdoor lights in the Lake Tahoe area are on trees and not on
poles. The record, however, shows that the rate in question includes
only the cost of installing the lamps and does not include any
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return on poles regardless of their use. If the installation of
the outdoor lights were to be on new wooden poles, the rate would
have to be increased 15 percent to recover the cost of the new
poles. Since the challenge by Tahoe Cedars Homeownexs Association
was based on a misunderstanding no change will be made in the pro-
posed Schedule No. OL-1 by reason of the challenge.

The staff recommends that the revenue requirement be
apportioned to customer classes and incorporated in the rate
schedules as follows: |

1. Revenue requirements in excess of fuel clause and purchase
power revenues should be apportioned to classes on a uniform system
average-percentage-increase basis and included in the rates for
each c¢lass by raising the fixed charges of the schedules by approxi-
mately the system average-percentage-increase and by applying a
uniform cents-per-kilowatt-hour increase to each energy charge.

This proposal provides that the large users within the classes will
bear the greater percentage increase considering the present shortage
in availability of fossil fuels and the need to conserve energy

and to curtail usage.

2. Fuel clause revenues should be spread to classes within
the rate schedules on a uniform cents-per-kilowatt-houx basis.

3. Purchase power clause revenues should be collected on
a cents-per-kilowatt-hour basis under the fuel and purchase power
adjustment clause.

The staff recommends that the "base fuel cost' of the
Fuel and Purchase Power Adjustment Clause be increased to reflect
the fuel cost adopted in this proceeding; however, the staff showed
only the revenue effect of increasing the 'base fuel cost' to
5.57 mills per kwhr as proposed by Sierra.
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Sierra has stated in its brief that the above staff
suggestions arxe acceptable., provided Sierra is able to recover
in its base rate the loss of fuel adjustment revenues brought about
by the increase in the base fuel cost of the Fuel and Purchase Power
Adjustment Clause. Sierra also states that the staff recommendation
that the schedules for street lighting be increased on a uniform
percentage basis, except for the fuel clause which is to be spread
on a cents-per-kwh basis, is acceptable. The staff's rate design
recomuendations are reasonable,

The 'base fuel cost" will be increased from 5.26 to 5.57
mills per kwhr. We take official notice of the fact that Sierra,
by Advice Lettex 96-E £filed November 29, 1974, has requested that
the Fuel and Purchased Power Adjustment be increased from 5.437
mills to 5.823 mills per kwhr effective January 1, 1975. This
proposed adjustment reflects increases in oil and gas fuel prices
and purchase power costs. The increase of the base fuel cost will
require adjusting the requested adjustment of 5.823 mills per kwhr
to 5.603 mills per kwhr. The revised adjustment of 5.603 mills
per kwhxr is shown in Appendix A of this decision.

Sierra has requested a 60 cents per kw of connected space
heating load per month charge to discourage connection of space
heating in new homes or in existing homes which are converted from
gas or oil to electricity for space heating. The staff recommends
that this charge be adopted on a one-year experimental basis and
that the revenue effect of this charge be included in the test yeax
revenues at proposed rates of $72 per connection with an annual
effect of $3,200. After onme year, Sierra should report to the
Commission whether the charge has been effective in discouraging
new electric space heating consumers. If the charge proves to be
ineffective, the staff proposes that Sierra should request authority
to delete the charge by advice letter filing.
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As Sierra contends that the 60 cents per kw monthly
charge for space heating is justified not only to discourage the
loads created by space heating but because of the long-term
incremental costs associated with space heating, the staff
recoumendation that the charge be adopted on an experimental
basis only will not be approved. The 60 cents per kw monthly
charge may be made on a permanent basis subject to further review
of the reasonableness of the charge and revenue effect in future
proceedings. It is understood that whenevexr air conditioning
is reversed to pump heat Sierra will impose the surcharge under
its tariff.

Sierra does not object to closing Water Heating Schedule
No. H-1 to new customers as recommended by the staff.
The staff recommendation that Sierra be ordered to

collect data on customer group load characteristics for use in
the preparation of cost allocation studies by jurisdictional
customer groups for future rate proceedings is adopted.

The rate schedules which are adopted in this proceeding
are set forth in Appendix A attached hereto and are based onm
the Commission staff recommendations.

The following table sets forth the present revenue
under the existing Sierra rate schedules and the dollar increase
and percent increase in revenue under the rate schedules adopted
in this proceeding:
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Revenue Under
Existing and Adopted Rate Schedules
(1974 Estimated)

Rates Adopted

Present 4
Schedule Revenue Increase Increase

(Dollars in Thousands)
Residential :
D-1 (A) $2,099.5 $165.4
D-1 (B) 1,631.6 166.7
H-1 34.1 4,
OL-1 75.3 6.

Total Residential 3,840.5

ol g
OO~y

L]
O~NNWY

o)
)
0

Commercial & Industrxial -
Small

s

A-1l ’ 165.
A-2 137.
PA ¢
H-1 0.
OL-1 . 4.
Total Com., & Ind. -

Small 308.3

L

et ol
VW
. [ ] L]

H~NO0WW

Industrial A-3 35.2
Street Lighting . 4.5

Total 7,722.7 690.9

Findings of Fact
1. Sierra is in need of additional revenues, but the
proposed rates set forth in the application are excessive.
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2. A rate of return of 8.84 percent on the adopted rate base
of $26,161,080 and return on common equity of 13.0 percent ig
reasonable.

3. To be consistent estimates for (1) Account 922, Adminis-
trative Expense Transferred Credit, (2) Administrative General
Expenses Capitalized, and (3) the tax deduction for intexest charges,
as well as the estimates for rate base, ad valorem taxes, tax depreci-
ation, and book depreciation will all be based upon Sierra's 1972 '
budget estimates.

4. Sierra's estimates for production expense which reflect
Sierra's power supply dispatch based upon the need for spinning
resexve, area requirements, and economic loading should be adopted
in lieu of the staff's estimates.

5. TFlume replacement should be capitalized as proposed by
Sierra.

6. The staff's proposal for reducing sales expense should
be adopted.

7. In view of the historical accuracy of the budget estimates
of Sierra and the fact that such estimates were lower than the actual
expenses of Sierra for the years 1967-72, the adjustments to the
staff expense estimates requested by Sierra and shown in column (4)
on page 1 of Exhibit C-40 should be made.

8. The staff's estimate of ad valorem taxes and the staff's
adjustment to rate base for amortized accrued ad valorem taxes
sbould be adopted.

9. The staff's estimate of regulatory expense should be
adopted.

10. The effect of the natural gas shortage on Sierra's
operations offsets the savings aceruing to Sierra from the Commission's
curtailment program.
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11. Sierra's estimate of 1974 wage expense, based upon annuali-
zation of an anticipated wage increase of 5-1/2 percent expected to
be effective as of May 1974, should not be adopted because the
Sierra estimates which were the basis for the staff estimates already
included a 6 percent wage increase for 1974.

12. The tax benefits of (1) accelerated depreciation (including
asset depreciation range) on property acquired subsequent to the
1970 election and (2) job development investment credit should be
normalized as proposed by Sierra.

13. The 230-kv Sierra intertie line with Utah Powex and Light
Company should be deleted from the rate base.

14, The rate base should be credited with a reasonable amount
of start-up power attributable to Tracy Unit No. 3 generation plant
start-up.

15. The estimates of revenues, operating expense, depreciation
and amortization, taxes, operating income, rate base, and rate of
return set forth in Tables II-2, II-3,and II-4 of this decision
reasonably indicate the results of Sierra's operations for the future.

15. The increases in rates and charges authorized herein are
justified; the rates and charges authorized herein are reasonable;
and present rates and charges, insofar as they differ from those
prescribed herein are for the future unjust and unreasonable.

17. The "base fuel cost" in the Fuel and Purchase Power
Adjustment -Clause shall be increased from 5.26 to 5.57 mills per
vwh. The fuel and purchase power adjustment should be revised as

shown in Appendix A to 5.603 mills per kwh.
18. The increased rates are expected to provide increased
revenue of $690,900 yearly.
19. The rate of return at the increased rates is expected
to average 8.84 percent as compared to 7.49 pexcent at present rates.
20. Sierra should be ordered to file with this Commission on
a quarterly basis for total Sierra, as well as California jurisdic-
tional operations, operating reports for each quarter which set foxth
Sierra's operating revenues, operating cxpeanses, depreciated rate
base, and rate of return on a l12-month ended recorded basis, and on

“55-
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a l2-month ended adjusted basis using the latest Commission adopted
ratemaking adjustments.

21. Sierra should be ordered to file with this Commission
annually the as-allocated-results of California operations by
accounts, such results to be included with and filed at the same
time as Sierra's annual report to the Commission.

22. Sierra should be ordered to collect data on customer group
load characteristics for use in the preparation of cost allocation
studies by jurisdictional customer groups to be used in future rate
proceedings.

23. Sierra should be ordered to maintain its hydroelectric
system in top operating condition to maximize productive use of
water and to utilize hydroelectric production to the fullest.

24. Sierra should be ordered to revise all of its pole attach-
ment agreements with cable antennae television companies so that
such agreements will have uniform provisions and rates.

Conclusion of Law
The applications of Sierra should be granted to the extent

set forth in the following order and in all other respects denied.

IT IS ORDERED that:

1. Sierra Pacific Power Company is authorized to file with
this Commission, on oxr after the effective date of this order and
in conformity with the provisions of Gemeral Order No. 96-A, revised
tariff schedules with rates, charges, and conditions modificd as
set forth in Appendix A. The effective date of the revised tariff
schedules shall be four days after the date of filing. The revised
tariff schedules shall apply only to service rendered on and after
the effective date of the revised schedules.

2. Sierra Pacific Power Company shall file with this Coomission
on a quarterly basis for total Sierra, as well as California juris-
dictional operations, operating reports for each quarter which set

-56-
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forth Sierra's operating revenues, operating expenses, depreciated
rate base, and rate of return on a l2-month ended recorded basis,
and on a 12-month ended adjusted basis using the latest Commission
adopted ratemaking adjustments.

3. Sierra Pacific Powexr Company shall file with this Commission
annually the as-allocated-results of California operations by
accounts, such results to be included with and filed at the same
time as Sierra's annual reports to the Commission.

4, Sierra Pacific Power Company shall collect data on customer
group load characteristics for use in the preparation of cost allo-
cation studies by jurisdictional customer groups to be used in
future rate proceedings.

5. Sierra Pacific Power Company shall maintain its hydro-
electric system in top operating condition to maximize productive
use of water and to utilize hydroelectric production to the fullest.
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6. Sierra Pacific Power Company shall revise all of its
pole attachment agreements with cable antennae television .companies
so that such agreements will have uniform provisions and rates.

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

Dated at San Francisco , California, this 424"
day of DECEMBER » 197 4.

c;>' Cfoifanl, —fatmomn

commissioners

ATkt




RATES - SIERRA PACIFIC POWER COMPANY, ELECTRIC DEPARTMENT

Applicant's electric rates, charges and conditions are changed to the
level or extent get forth in this appendix.

SCHEDULE D=1

RATES
(A) DOMESTIC SERVICE:
Per Meter
Enercgy Charge: Per Month

First 13 kwhr, Or 1€8S ..sevesssecscsacsas  $1.75

Next 37 kwhr, per kwhr ....... teceae L.4s1é
Next 250 kwhr, per Kwhr seereseesarecesceas  3.L1LE
Next 200 kwhr, per kwhr cerenraes 2,114

A1l Excess Yewhr, censesss  L.681f

Minimum Charge:

The minimum epergy charge for service hereunder shall be $1.75
per month.

Fuel and Purchased Power Adjustment Charges

A fuel and purchased power adjustment amount will be inmcluded in
each d1ll for service as specified in the preliminary statement. The
adjusted amount shall be the product of the total kilowatt-hours for
vhich the bill is rerdered times the adjustment per kilowatt-hour.

COMBINATION DOMESTIC SERVICE: Domestic service in combipation with
an electric water heater installation in accordance with the Special
Conditions below:

Per Meter
Epergy Charge: Per Month

First 13 kwhr, or less $L.75

Next 37 kwhr, per kwhr L.4s1f
Next 150 kwhr, per kwhr 3.4114
Next 200 kwhr, per kwhr L8414
All Excess kwhr, per kwhr . 1.681¢
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RATES - SIERRA PACIFIC POWER COMPANY, ELECTRIC DEPARTMENI

SCEEDULE D=1 (Continued)

RATES (Continued)

Minimum Charge:

The minimum energy charge for service hereunder shall be $1.75
pexr month.

Fuel and Purchased Power Adjustment Charge:

A fuel and purchased power adjustment amount will be included
in each bill for service as specified in the prelimivary statement.
The adjustment amount shall be the product of the total kilowati-hours
for which the bill 1s rendered times the adjustment per kilowatt-hour.

SFECIAL CONDITIONS

1. Delete Special Condition 2 and add Special Condition 2 as follows:

2. Customers initliating service for electric space heating in
newly constructed structures, or for space heating systems
converted to electric in existing structures hereunder after
Janusxy L, 1975, shall be subject to a monthly charge of
$0.60 per kilowatt of permanently imstalled electric space
heating load in addition to all other charges otherwise
applicable hereunder.

SCEEDULE H~-1

APPLICABILITY

This schedule is applicable to any domestic or commerciel customer for a
separately metered service for water heating purposes only, as of the effective
date of the schedule. The schedule is closed to new customers and to existing
customers who have, either as of the effective date of this schedule or
subsequently, requested service under another applicable rate schedule.
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RATES - SIERRA PACIFIC POWER COMPANY, ELECTRIC DEPARTMENT

SCEEDULE H-1 (Comtimued)

RATES

Per Meter
Energy Charge: Per Month

First 300 kW'br, mr IWhI‘ [ ERNNEERENENERE NN LR N l'8n¢
All Excess kwhr, per kwhr ..co0cveesss

Minimu Charge:

The minimum energy charge for service hereunder shall be $1.86
Per month provided, however, that no minimum charge hereunder shall
apply if customwer is purchasing service under one of wtility's other
rate schedules at this location.

Fuel and Purchasged Power Adjustment Charge:

A fuel and purchased power adjustwent amount will be included
in each bill for service as specified in the preliminary statement.
The adjusted amount shall be the product of the total kilowatt-hours
Tor which the bill is rendered times the adjustment per kilowatt-hour.

Energy Charge:

First 13 kwvhr, OF 1e53 suvrcecsssrnnrencens
Next 37 kwhr, per kwhAY ....ouvveanns camnan
Next 200 kwhr, Per KWAY cievisccscsesccnens
Next 500 kwhr, .

Next 1,750 kwhr, per kwhr ........
All Excess kwbr, per Kwhr seevveeesscss ceaces
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RATES - STERRA PACIFIC POWER COMPANY, ELECTRIC DEPARTMENT

SCEEDULE A-1 (Continued)
RATES (Continued)

Minimum Charge:

The minimum epergy charge for service hereunder shall be $1.81
per month plus $0.58 per kilowatt of total comnected load other than
lighting in excess of two kilowatts. For the purposes hereof a
horsepower will be considered as equivalent to a kilowatt.

Fuel and Purchased Power Adjfuatment Charge:

A fuel apd purchased power adjustuent amount will be included in

each bill for service as specified in the preliminary statement. The
adJustment amount shall de the product of the total Kilowatt-hours for

vhich the bill is rendered times the adjustment per kilowatt-hour.

SPECIAL CONDITIONS

1. Add Specianl Condition 3 as follows:

3. Customers initiating service for electric space heating in
newly constructed structures, or for space heating systems
converted to electric in existing structures hereunder after
Jamuary 1, 1975, shall be subject to & monthly chearge of
$0.60 per kilowatt of permanently installed electric space
beating load ir addition to all other charges otherwise
applicabdble hereunder.

SCHEDULE A-2

RATES

The monthly charge for service hereunder shall consist of a demand
charge and an energy charge computed as follows:

Per Meter
Demand Charge: Per Month

First ' 50 kilowstts of billing demend or less ...... $13%.19
All Excess kilowatts of billirg demand, per kw
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RATES - SIERRA PACIFIC POWER COMPANY, ELECTRIC DEPARTMENT

SCHEDULE A-2 (Continued)

RATES (Continued)

Per Mater
Epergy Charge: Per Month

First 3,000 XWhr, PEX KWAT seesneecsscscscancss 2,056
Next 3,000 Kwhr, POr KWEY seecececscaseessess. L1.846¢
Next 3,000 kwhr, Per KWHT ...ceeevececcsncsess  L.6364
Next 3,000 kwhr, per kwhr ..ccccevcecocnnansas 1.3
All Excess kwhr, per kwhr ....ccccceeesnsenacss 1.1l

Minirmum Charge:

The minimum charge for service hereunder shall be the monthly
demand charge.

Fuel and Purchased Power Adjustment Charge:

A fuel and purchased power adjustment amount will be included in
each bill for service as specified in the preliminary statement. The
adjustment amount shall be the product of the total kilowatt-hours for
which the bill 18 rendered times the adjustment per kilowatt-hour.

SPECIAL CONDITIONS

1. Add Special Condition 9 as follows:

9. Customers initiating service for electric space heating in
newly constructed structures, or for space heating systems
converted to electric in existing structures hereunder after
Janvary 1, 1975, shall be subject to a monthly charge of
$0.60 per kilowatt of permanently installed electric space
heating load in addition to all other charges otherwise
applicable hereunder.

Per Meter
Demand Charge: Per Month

First 1,000 kilowstts or less of billing demand .... $2,684.00
All Excess kw of billing demand, Per KW ceccecsosns. 2.32
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RATES - SIERRA PACIFIC POWER COMPANY, ELECTRIC DEPARTMENT

SCEEDULE A-3 (Continued)

RATES (Continued)

Per Meter
Epergy Charge: Per Month

First 150 kwhr used per kw of billing demand, per kwhr  1.103¢
Next 150 kwhr used per kw of billing demand, per lwhr  1.003¢
Next 150 kwhr uged per kw of billing demand, per kwhr 0.893¢
ALl Excess kwhr used per kw of billing demand, per kwhr  0.793¢

Minimum Charge:

The minimum charge for service bereunder shall be the monthly
demand charge.

Fuel and Purchased Power Adjustment Charge:

A fvel and purchesed power adjustment amount will be included in
each bill for service as specified in the preliminary statement. The
ad justment amount shall be the product of the total kilowatt-bowrs for
which the bill is rendered times the adjustment per kilowatt-hour.

SPECIAL CONDITIONS

L. Add Special Condition 9 as follows:

9. Customersinitiating service for electric space heating in
newly constructed struectures, or for space heating systems
converted to electric in existing structures hereunder after
January 1, 1975, shall be subject to a wonthly charge of
$0.60 per kilowatt of permanently dinstalled electric space
heating load in addition to all other charges otherwise
applicable bereunder.
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Per Meter
Energy Charge: Per Month

mst 13 kWhr, Or lCSB Sesvrevsaccssssvaane dtepenrensas $l.78
Next 37 kWhr, mr kWhr SAMBESNBVEIIASEPSRPRERSOLEABNORES u‘-566¢

6964

cht 200 k"hr, *P s OSBRSS 3
Next 250 kwhr, .03
Next' L,500 kwhr, per KWhr ...veeeerrcanccncansanes 1

b

§
o6

7

Next 5,000 kwhr,

Nem 20,000 mhr’ mr kwu P hesEsSsasesaresas o0 bpEsPeps
All Excess kwhr, per kwhr

Minimm Charge

The minimum emergy charge for service hereunder shall de $1.73
per month. ‘

Fuel and Purchased Power Adjustment Charge:

A fuel and purchased power adjustment amount will be included in
each bill for service ag specified in the preliminary statement. The
adjustment amount shall be the product of the total kilowatt-hours for
which the bill is rendered times the adjustment per kilowatt-hour.

SCHEDULE OL-1

RATES
ALl Night Service
Rate Per Lamp Installation Per Month
Inctalled On
(1) 2 (3)
Exlsting New New
Nominal Yamp Rating Poles Wood Poles Metal Poles

Qverhead Service

7,000 Lumen Lamp $4.73 $7.08
20,000 Lumen Lamp ' T.1 - 9.53

Underground Service

7,000 Lumen Lawp
20,000 Lumen Lemp
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RATES - SIERRA PACIFIC POWER COMPANY, ELECTRIC DEPARTMENT

SCHEDULE OL-1 (Coxtinued)

RATES (Continued)

(¢) Fuel and Purchased Power Adjustment Charge:

A fuel and purchased power adjustment amount will be
included in each Bill for service as specified in the preliminary
statement. The adjustment amount shall be the product of the
total kilowatt=howrs for which the bill is rendered times the
sdjustment per kilowatt-hour.

SPECIAL CONDITIONS

1. Revise Special Condition 2 by increasing the additional charges of
$1.35 per month and $4.60 per month to $1.47 per month and $5.02
pexr month.

Revice Special Condition 3 by inereasing the additional charge of
$4.35 per month to $4.75 per month.

Revise Special Condition 11 by increasing the monthly consumption for
the 20,000 lumen lamp from 150 to 160 kwhr.

SCEEDULE Sk
- RATES

The rate iz applicable to lawps mounted on suitadle poles which way also
e uged to carry Utility's distridutior system circuits. Lighting equipment
will be installed, operated and maintained by Utility. Lighting equipment
installed shall be as specified by Utility as to type of bracket, lamp fixture
and overhead supply circuits. Service includes energy, lamp and glass replace-

ments and operation and meintenance of the installation.
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RATES - SIERRA PACIFIC POWER COMPANY, ELECTRIC DEPARTMENT

SCEEDULE S-4 (Continued)

RATES (Continued)
Rate Per Lamp Per Month
, Installed On

A. Series Lamps (a) (v)
Wood Metal
Nominal Lamp Rating Poles Poles

(1) 2,500 Lumens $2.34
(2) 4,000 Lumens 3.20 $5.56
(3) 6,000 Lumens 3.93 6.29

Multiple Lamps

Nominal Lemm Rating

gl) 60 Watts -~ 600 Lumens $1.33
2) 100 Watts = 1,400 Lumens 2.01
(3) 189 Wwatts - 2,500 Lumens 2.36
(&) 230 Watts = 3,200 Lumens 3.09
(5) 340 Watts - 4,800 Lumens 3.99

Fuel and Purchased Power Adjustment Charge:

A fuel and purchased power adjustment amount will be Lmeluded in
each bill for service as specified in the preliminary statement. The
adjustment amount shell be the product of the total kilowatt-hours for
which the blll is repdered times the adjustment per kilowatt-bour.

SCHEDULE LS5

RATES

(A) OVEREEAD SERVICE - UTILITY~OWNED INSTALLATION

This rate is applicable to lemps mounted on suitable existing
poles which are also used to carry Utility's distribution system
circults. Lighting equipment will be installed, operated and maintained
by Utility. Lighting equipment installed shall be as specified by
ULllity as to type of bracket, lamp fixture and overhead supply
circuits. Service includes energy, lamp and glass replacements and
operation and maintenance of the installation.
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RATES - SIERRA PACIFIC POWER COMPANY, ELECTRIC DEPARTMENT

SCEEDULE LS~5 (Comtinued)

RATES (Continued)
Rate Per Lamp Per Month
Installed On
(a) (®) (e)
Existing New New
Neminsl Lamp Rating Poles Wood Poles Metal Poles

(1) 7,000 Lumens $ 4.0 $ 5.12 $ T.48
ggg 20,000 Lumens 6.7T2 .82 10.29

UNDERGROUND SERVICE - UTILITY~OWNED INSTALLATION

. T
55,000 Lumens 12.38 13.48 15.85

Thls rate is applicable to lamps mounted on poles supplied from
underground circuits of Utility. Lighting equipment will be installed,
operated and maintained by Utility. Lighting equipment installed shall
be as specified dy Utility as to type of bracket, lamp fixture and ,
wderground supply circuits. Service includes energy, lamp and glass
replacenpents and operation and maintenance of the installation. "

Noeminel Lemp Rating Rate Per Lamp Per Month

(1) 3,500 Luvens $ 8.30
(2) 7,000 Lumens 9.85
§3) 20,000 Lumens 12.23
L) 55,000 Lumens 20.92

CUSTOMER-~CWNED INSTALLATION

This rate is applicable to service where the mercury vapor light-
ing equipment (including suiteble circuits and terminals for commection
to Utility's overhead cystem) is installed and owned by Customer.
Service includes energy, lemp and glass replacements and operation of
the installestion, but does not include maintenance or replacement of
Customer-owned equipment other than lamps and glasses.

minal Rati Rate Per Lamp Per Month
(1) 20,000 Luwens - $5.3k

Fuel and Purchsaserld Power Adjustment Charge:

A fuel and purchased power adjustment amount will be included in
eoach bill for service as specified in the preliminary statement. The
edjustment amownt skall be the product of the total kilowett-hours for
which tke bill is rendered times the adjustment per kilowatt-hour.
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RATES - STERRA PACIFIC POWER COMPANY, ELECTRIC LEPARTMENT

PRELIMINARY STATEMENT

1. Revise Section 6.A., Fuel and Purchased Power Adjustment, of the
Preliminary Statement by deleting "five and twenty-six hundredths (5.26)
nills" and inserting "five and fifty-seven hundredths (5.57) mills".

Revise Section 6.D., Fuel and Purchased Power Adjustment, of the
Preliminary Statement by revising the date to the effective date of
the rates of this decision and dy revising the adjustment per kilowatt-
hour to 0.5603 cents per kilowatt-hour.




